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ACCEPTED ACTUARIAL PRACTICE:  

WHAT SHOULD IT SIGNIFY FOR PENSION PLAN FUNDING? 
 

The purpose of this document is to present a series of questions that need to be answered in order to 
achieve consensus on the issue raised in the title. 

For each question below, the response may differ between plans which: 

• are registered vs. non-registered; 

• provide negotiated vs. non-negotiated benefits; 

• levy negotiated vs. non-negotiated contribution rates; 

• are in the public sector vs. the private sector. 

Also, in responding, one must be aware that funding in accordance with accepted actuarial practice 
(“AAP”) is not always legally required. Currently in Canada, funding in accordance with AAP is: 

• required for all types of registered private sector pension plans, but with some overriding 
legislative requirements (such as the minimum solvency funding requirements under provincial 
pension law, or the funding limits applicable under the Income Tax Act to “designated plans” for 
high earners); 

• usually, but not always, required for registered public sector pension plans; and  
• not required for all other pension plans. 

The table below: 

• lays out, hopefully in a logical sequence, questions that must be answered; 
• summarizes the status quo which results from the interaction of current AAP with legislative 

standards; 
• summarizes the proposals for reform of the status quo, per the Final Report of the Task Force on 

Pension Plan Funding (“TFPPF”) dated November 2002 and the Report of the Task Force on 
Multi-Employer Pension Plans (“TFMEPP”) dated May 2001; 

• provides additional comments. 

Finally, this document assumes that AAP will at least signify that certain elements of a quality 
process have been followed (e.g., collect sufficient and reliable data, carry out calculations 
accurately, present results clearly and completely). Therefore, the focus here is essentially on the 
guidance to be given in the selection of methods and assumptions. 



ACCEPTED ACTUARIAL PRACTICE: WHAT SHOULD IT SIGNIFY FOR PENSION PLAN FUNDING? 

 

Question Status Quo [With Relevant 
References to CSOP and Rules 
of Professional Conduct] 

Recent Proposals for Change 
from TFPPF and TFMEPP 

Comments 

Should AAP establish forth a 
minimum funding target 
established by the actuarial 
profession? 

 

Yes [CSOP 3400.05]. However, it 
should be noted that, in practice, 
actuarial reports for non-
registered pension plans tend to 
focus on the funding target 
established by the plan sponsor. 

 

TFPPF: Yes. 

TFMEPP: Yes.. 

If the answer is No, then an AAP 
report would only address the 
minimum funding target established 
by other parties (pension regulators, 
tax authorities, plan sponsor). 

It is possible to establish an AAP 
minimum funding target, even though 
funding to that target may not be 
required for all plan types. For 
example, the AAP minimum funding 
target could be universal, but only 
RPPs would be held to it, while for 
other plans the actuary would merely 
report the relationship between actual 
funding and the AAP minimum 
funding target. 

Should AAP establish a 
maximum funding target 
established by the actuarial 
profession? 

Not explicitly, but the actuary: 

• shall not perform professional 
services  to mislead or to 
violate or evade the law [Rule 
7]; and 

• should establish a PfAD that 
strikes a balance among the 
interests of those affected by 
the calculation [CSOP 
1740.02].  

TFPPF:  Yes. 

TFMEPP:  Silent. 

If the answer is No, it is reasonable to 
expect that the tax authorities will 
want to impose a funding limit on 
RPPs (as they have already done for 
designated plans in order to prevent 
abuse by plan sponsors and their 
actuarial advisors in the funding of 
such plans). 
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Question Status Quo [With Relevant 
References to CSOP and Rules 
of Professional Conduct] 

Recent Proposals for Change 
from TFPPF and TFMEPP 

Comments 

Should an AAP-specified 
minimum funding target be 
prescriptive (i.e., limit the result 
to a narrow range)? 

 

No [various]. However, if the 
regulatory requirement to at least 
fund to a solvency minimum 
comes into play it is highly 
prescriptive. 

TFPPF: Yes, the asset valuation 
method, actuarial cost method, 
actuarial assumptions (including 
margins for adverse deviations) 
and minimum sponsor funding 
policy (e.g., amortization periods 
for benefit improvements and 
experience gains/losses) should 
all be prescribed. [Note: 
Smoothing methods for asset 
valuation would be permitted, but 
would then trigger a change in the 
required margins for adverse 
deviations.] 

TFMEPP: No. 

 

Obviously, a prescriptive target would 
narrow the range of AAP. However, it 
may be challenging to gain agreement 
on the exact prescription, particularly 
if a single prescription is intended to 
apply to all plans (as has been proven 
by the controversy within the 
profession over MEPP funding). 

Note that this question is somewhat 
equivalent to asking whether AAP 
will narrowly prescribe the amount of 
the provision for adverse deviation. 
Prescriptiveness may be particularly 
difficult if the minimum funding 
objective is going concern oriented. 
This is because views are highly 
varied as one moves away from a 
settlement orientation (e.g., what 
capital market outcomes are 
reasonable to expect). 

Should an AAP-specified 
maximum funding target be 
prescriptive (i.e., limit the result 
to a narrow range)? 

 

No [various]. TFPPF: Yes, but with some 
variation. That is, certain key 
methods and assumptions would 
be conservative and essentially 
prescribed or constrained; the 
remaining assumptions would be 
“reasonably realistic” with no 
explicit margin. 

TFMEPP: Silent. 

The Income Tax Act “designated 
plan” funding limits are prescriptive 
(and result in a lower maximum than 
the proposed TFPPF maximum 
funding target). 
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Question Status Quo [With Relevant 
References to CSOP and Rules 
of Professional Conduct] 

Recent Proposals for Change 
from TFPPF and TFMEPP 

Comments 

What objectives should underpin 
the AAP minimum funding 
target?  Possibilities include: 
• secure promised benefits 
• equitably allocate required 

contributions among 
generations of contributors 
(whether members or 
employers) 

• sustainably allocate required 
contributions among 
generations of contributors 
(whether members or 
employers) 

• stabilize contribution 
requirements 

• achieve flexible contribution 
requirements 

• optimize contribution 
requirements relative to 
alternative uses 

• facilitate tax planning by 
contributors (whether 
members or employers) 

• match contributions and 
funding liabilities with 
corresponding accounting items 

• meet plan liquidity 
requirements 

Objectives are [CSOP 3400.05]: 

• secure promised benefits 
• allocate required 

contributions in “an orderly 
and rational fashion” 

 

TFPPF: Secure promised benefits. 

TFMEPP:  Same as status quo, 
except additional disclosures 
would be required regarding: 
• sufficiency of negotiated 

contributions; 
• possible adjustments in 

contributions or benefits to 
address funding deficiencies, 
and  

• plan termination funded ratio.  

In addition: 

• MEPPs should be exempt 
from legislated solvency 
funding requirements, 
perhaps in exchange for 
stronger going concern 
funding requirements (e.g., 
10-year amortization of 
benefit improvements and 5-
year amortization of 
actuarial losses, all on a 
going-concern basis). 

• Regulators should make new 
rules unique to MEPPs 
(heightened disclosure, 
forced benefit reductions if 
negotiated contributions are 
insufficient, reduced ability 

If more than one objective is specified, 
it will be necessary to indicate how 
conflicts between objectives should be 
resolved. Possibilities for resolving 
conflicts include: 
• leave to the judgment of the 

actuary (this is the effective status 
quo, although it is not explicitly 
stated as such) 

• the AAP minimum funding target 
is the greatest of the amounts 
indicated by the multiple 
objectives (this is the effective 
result of the interaction between 
AAP and the legislative rules 
governing RPPs;  that is, the 
required funding is the greater of 
the AAP minimum funding target 
and the solvency funding target 
prescribed under legislation) 

• in the event of a conflict, one 
objective takes precedence over 
the other (in practice, this may 
mean that only one objective 
matters and should, therefore, be 
the sole minimum funding 
objective). 
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Question Status Quo [With Relevant 
References to CSOP and Rules 
of Professional Conduct] 

Recent Proposals for Change 
from TFPPF and TFMEPP 

Comments 

 

 

to make benefit 
improvements if the plan 
termination funded ratio is 
impaired, partial settlements 
on plan or individual 
terminations if the plan 
termination funded ratio is 
impaired). 

 

Should the actuary reflect only those 
benefits that have been legally 
committed, or should “substantive 
commitments” also be included (e.g., 
ad hoc indexing, career average 
updates, future increases in tax or 
plan limits)? 

What maximum funding 
objectives should underpin AAP, 
such as: 
• secure promised benefits  
• secure benefits that may be 

promised in the future 
(TFPPF describes this as 
“with full indexation for 
salaries and inflation”) 

• equitably allocate required 
contributions among 
generations of contributors 
(whether members or 
employers) 

• equitably allocate cost of “tax 
assistance” among 
generations of taxpayers 

• sustainably allocate required 
contributions among 
generations of contributors 
(whether members or 
employers) 

No specific objectives are clearly 
articulated but: 

• the chosen “model” should 
“reasonably represent reality” 
[CSOP 1710.02] 

• the chosen assumptions make 
“appropriate” provision for 
adverse deviations [CSOP 
1730] 

• the chosen actuarial cost 
method should be 
“appropriate for the purpose 
and circumstances of the 
work” [CSOP 3200], and 

• certain other pension-specific 
criteria should be respected 
when choosing assumptions 
[CSOP 3300] 

TFPPF: “Preclude unwarranted 
build up of assets in excess of the 
[security] needs of the plan.” This 
implies that maximum funding 
should: 

• “provide for all possible plan 
improvements and 
contingencies” 

• “be based on the most 
conservative going-concern 
accrual method with full 
indexation for salaries and 
inflation” 

TFMEPP: Silent. 

If more than one objective is 
specified, it will be necessary to 
indicate how conflicts between 
objectives should be resolved. 
Possibilities for resolving conflicts 
include: 

• leave to the judgment of the 
actuary  

• the AAP maximum funding target 
is the greatest (or least) of the 
amounts indicated by the multiple 
objectives  

• in the event of a conflict, one 
objective takes precedence over the 
other (in practice, this may mean 
that only one objective matters and 
should, therefore, be the sole 
maximum funding objective) 

Should the actuary reflect only those 
benefits that have been legally 
committed, or should “substantive 
commitments” also be included?  
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Question Status Quo [With Relevant 
References to CSOP and Rules 
of Professional Conduct] 

Recent Proposals for Change 
from TFPPF and TFMEPP 

Comments 

• stabilize contribution 
requirements 

• achieve flexible contribution 
requirements 

• optimize contribution 
requirements relative to 
alternative uses 

• facilitate tax planning by 
contributors (whether 
members or employers) 

• match contributions and 
funding liabilities with 
corresponding accounting 
items 

• meet plan liquidity 
requirements 

What about “possible plan 
improvements” too? 

What should happen when the 
maximum funding target is less than 
the minimum funding target (if this is 
possible)? 

What actuarial cost methods 
should be acceptable? 

Conventional cost allocation and 
benefit allocation methods are 
explicitly acceptable, as is a 
wind-up-oriented method if doing 
so is conservative or if wind-up is 
imminent; forecast actuarial cost 
methods are not acceptable for 
registered pension plans [CSOP 
3200]. 

TFPPF: Minimum AAP funding 
should be based on the five-year 
forecast actuarial cost method, 
with the target funding being 
based on the wind-up liability. 
Maximum AAP funding would be 
based on the more conservative of 
the accrued benefit and entry age 
normal actuarial cost methods. 

TFMEPP: Same as status quo. 

This question interacts with the earlier 
question on prescriptiveness. If highly 
prescriptive approaches are intended, 
then this would presumably extend to 
the selection of an appropriate 
actuarial cost method. 
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Question Status Quo [With Relevant 
References to CSOP and Rules 
of Professional Conduct] 

Recent Proposals for Change 
from TFPPF and TFMEPP 

Comments 

What expected returns should be 
used as the basis for setting 
assumed rates of return and 
discount rates: 
• expected total fund returns, 

reflecting the current 
investment policy of the 
pension fund coupled with 
expected capital market 
returns? 

• expected returns on a notional 
portfolio that matches the 
duration and other 
characteristics of the 
liabilities? 

• expected returns available 
upon settlement of the 
liabilities? 

For a going-concern valuation, 
expected returns should reflect 
expected total fund returns and 
reflect the current investment 
policy of the pension fund [CSOP 
3300.04, 3400.05]. For a solvency 
valuation, the discount rates 
should reflect the expected 
returns available upon settlement 
of the liabilities [CSOP 3720.01]. 

TFPPF: For a minimum funding 
valuation, discount rates should 
reflect the expected returns 
available upon settlement of the 
liabilities. For a maximum 
funding valuation, expected 
returns should reflect investment 
in a notional portfolio of long-
term Government of Canada 
bonds that matches the duration 
and other characteristics of the 
liabilities. 

TFMEPP:  Same as status quo, 
except the solvency valuation 
results would be a disclosure item 
only. 

 

Some observers contend that the 
status quo approach to a going 
concern valuation is inappropriate 
since: 
• it capitalizes risk premiums 

that have not yet been earned 
• it does not reflect the “fair 

value” of the liabilities, which 
should instead be valued 
based on the expected returns 
on a notional portfolio that 
matches the duration, risk and 
other characteristics of the 
liabilities 

• due to the above two issues, it 
distorts decision-making 
(investment policy-setting, 
risk budgeting, merger and 
acquisition analysis, 
compensation design, etc.). 
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