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CHANGES IN THE PENSION ENVIRONMENT THAT SUPPORT A REVIEW  
OF ACTUARIAL PRACTICE STANDARDS 

 
The Canadian Institute of Actuaries (CIA) first established standards of practice with respect to the 
valuation of pension plans in May 1981. Those standards have since been revised and updated once, 
in January 1994 and supplemented in July 1998 by the “Valuation Technique Paper on Wind-Up and 
Solvency Valuations of Registered Pension Plans.” 

The 1994 revision could be regarded as a “second edition” of the 1981 standards. The scope, 
rationale and approach are essentially unchanged. In the more than twenty years since those 
premises of the standards have been debated by the profession, a number of significant and inter-
related changes have taken place in the environment in which pension plans operate. Many of these 
changes are associated with higher levels of risk and, therefore, have public policy implications. 
These may not be recognized adequately in the current standards of practice.  

These environmental changes are of three general types. 

1. Economic and Demographic Factors 

• After a period of rapid development in the postwar period, pension plans have reached a 
mature condition, with older active employee groups and much larger pensioner groups. This 
has resulted in higher risk levels. 

• Perceived greater volatility of investment markets and adoption of “marking to market” of 
pension assets and obligations (in line with the practice for financial measures generally) 
have led to greater instability in the financial position and funding requirements of pension 
plans. 

• Many pension funds have been adopting more aggressive (and therefore riskier) investment 
policies (i.e., greater exposure to equity investments and less to debt investments). 

2. Increased Influence of Regulators and the Accounting Profession 

• The development of a separate accounting protocol for pension expense may mean that 
“orderly and rational allocation of contributions among time periods” (CSOP 3400.05) is no 
longer a fundamental objective of funding.  

• Legislated benefits that are triggered when a plan terminates can substantially widen the gap 
between the results of going concern valuations and valuations on a plan-termination basis.  

• Maximum benefit limits under tax law have led to a much greater prevalence of 
supplementary plans for excess benefits. The funding of these plans is unregulated and is not 
addressed in the existing practice standards.  

• A gradual increase in regulatory specification and restriction of minimum and maximum 
funding limits.  



3. Internal Disagreement and Controversy 

• In the period leading up to the adoption of the original standard in 1981, there was an 
extended and vigorous debate over such questions as the need for a projection of employees’ 
future earnings in plans providing benefits based on final average earnings. Once the 
standards were adopted, the debate within the profession died down, but the last two or three 
years have seen a renewal of very sharp differences of opinion among pension practitioners 
on issues related to the appropriate basis for accepted actuarial practice for funding 
valuations of pension plans. 

• There have been several high-profile instances recently in the US and UK where actuaries 
have been publicly vilified for failures of various kinds in employer-sponsored pension plans. 
Actuaries in Canada are at risk for similar treatment unless we are seen to be addressing any 
weaknesses in the standards that govern our work related to pension plan funding. It’s not a 
good time for internal squabbling. 
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