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Introduction

The Actuarial Standards Board (ASB) has established three designated groups (DGs) to
review the Standards of Practice, Part 3000. The review has been split amongst three
DGs, each with a separate mandate:

Mandate 1: Measurement of benefit security and fiduciary responsibility.

Mandate 2: Meaningful stress testing.

Mandate 3: Full review of the standards excluding what is covered by mandates 1
and 2. In addition, the mandate also included potentially incorporating the annuity
purchase guidance into Part 3000.

e With respect to Mandate 3, the review excluded all but one aspect of Section
3500. Section 3500 was recently reviewed by a previous DG and changes to the
Standards of Practice for Section 3500 became effective on December 1, 2020.
Mandate 3 was expanded to include the review of the commuted value basis
applicable in the event of a plan wind-up of a target pension arrangement (TPA).
This was added because the work on Section 3500 with respect to TPAs included
final recommendations only as they applied to the commuted value basis on
member termination.
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The amendments proposed to subsection 3540 as set out in the Exposure Draft
Regarding the Determination of Pension Commuted Values in Economic Environments
where Bond Yields are Negative do not appear in subsection 3540 in this exposure draft.
A separate communication has been issued by the ASB on these amendments.

For the purpose of this memo, the three DGs will be referred to as DG#1, DG#2, and
DG#3 based on the specific mandate assigned to each.

This exposure draft (ED) proposes changes to the practice-specific standards for
pensions (Part 3000). It was approved for distribution by the ASB on September 8, 2021.
Due process has been followed in the development of this ED.

Background

The ASB is committed to conducting general reviews of all parts of the Standards of
Practice on a quinquennial basis. Specific items related to Part 3000, such as commuted
value standards, and sensitivity testing have recently been addressed by other DGs
specifically formed to deal with these issues. However, some subsections within Part
3000 have not been reviewed within the past few years. As noted above, three separate
DGs were formed to perform this quinquennial review, with mandates described above.

Feedback from stakeholders

All three DGs prepared notices of intent (NOIs) to provide the background and general
information on these proposed changes. These NOI were distributed to CIA members
and other interested parties on July 20, 2020, in respect of DG#1, DG#2, and DG#3.
Responses were received as follows:

DG#1 received 14 submissions with comments on their NOI. The submissions were from
five individuals, four actuarial firms, one jointly sponsored pension plan, one industry
association, the Canadian Association of Pension Supervisory Authorities (CAPSA), and
two regulators (separate from the CAPSA submission).

DG#2 received feedback from 14 different organizations including the CIA’s Committee
on Pension Plan Financial Reporting (PPFRC), regulators and regulatory groups as well as
individuals and pension industry organizations.

DG#3 received input from various stakeholder groups on their NOIl and in the
development of this ED. These included regulatory stakeholders (directly and through
their membership in CAPSA), pension industry organizations, the PPFRC, and the CIA
membership.

All three DGs appreciate the feedback received and have taken such feedback into
account in the preparation of this ED.

The following sections of this memorandum outline some of the major issues that were
raised by stakeholders and considered by the DGs and identify areas where additional
feedback from stakeholders is being encouraged.
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Summary of major issues raised by stakeholders, and proposed responses

The following points, while not exhaustive, summarize some of the major issues raised
by stakeholders and commentary or rationale for the response to these issues within
the ED.

Some responders (as well as some organizations who did not respond to the NOI)
advised that they were waiting for the ED before providing detailed responses to the
proposed changes.

Pertaining to DG#1

1-1. Is the hypothetical wind-up valuation still the best measure of benefit security?

DG#1’s mandate asked the DG to consider whether another measure should replace
the hypothetical wind-up valuation as the ultimate measure of benefit security.
Feedback received was strongly supportive of the DG’s view that, despite the
emergence of non-traditional plan designs, the hypothetical wind-up valuation
remains the best measure of benefit security.

Two submissions suggested that for some plan designs, the hypothetical wind-up
valuation may not be as useful or relevant.

DG#1 agrees that, for some plan designs, the hypothetical wind-up valuation may
not be a focus. However, both traditional and non-traditional plans can and do wind
up. The hypothetical wind-up valuation remains the best measure of benefit security.
Typically, a valuation report would include both a going concern valuation and a
hypothetical wind-up valuation. A non-traditional plan may focus on the going
concern results in communications with stakeholders, but the hypothetical wind-up
valuation remains relevant for disclosure as the ultimate measure of benefit security
without reliance on future contributions.

1-2. Should the standards allow the terms of engagement to specify whether plausible
adverse scenarios (PAS) should be presented on a going-concern basis or hypothetical
wind-up basis?

The vast majority of submissions agreed that PAS should be presented on either a
going concern basis or a hypothetical wind-up basis, based on which measure is
most relevant for the plan. One submission suggested that PAS under any basis
should not be part of the Standards of Practice for valuations at all, and that this
type of work should be done at the request of the client. Another submission
suggested that PAS should be done on all bases included in the valuation report
(going-concern, hypothetical wind-up, and if applicable, solvency).

Since the hypothetical wind-up valuation is a point-in-time measure, providing the
results of some stress testing, as outlined under PAS, would be useful to the report’s
external users. However, more disclosure is not necessarily better disclosure;
therefore DG#1 believes that the Standards should require that PAS be included on
only one of these bases (more can be included, but only one basis should be
required). DG#1 believes that requiring PAS to be presented on more than one basis



would result in repetitive disclosure of similar information and would not be any
more helpful for external users than disclosure on one basis (namely, the basis that is
most relevant).

1-3. Do you agree that pension actuaries should not be required to assess nor disclose
the financial strength of plan sponsors?

With one exception, all submissions agreed that pension actuaries should not be
required to report on the financial strength of the plan sponsor. Most agreed that
assessing the financial strength of plan sponsors is not a core area of expertise of
pension actuaries. One submission suggested that if the actuary knows the employer
is in financial difficulty, the standard should require the actuary to disclose it.

While another submission did not suggest that actuaries should be required to
report on the financial strength of the plan sponsor, the submission did include:

e that ideally the measure of benefit security should incorporate consideration of
the plan sponsor’s financial health and the actuaries should not be prevented or
discouraged from incorporating sponsor financial health in assessing risks to the
plan;

e that financial health and sustainability of the sponsor should be considered in
selecting PAS; and

e that the actuary’s training correlates highly with the skills and training of a
financial analyst, and that, combined with the ability to rely on other experts,
enables actuaries to make informed assessments. Note a separate submission,
which agreed that the actuary should not be required to report on financial
health, commented that there is great overlap in skills and knowledge with those
who do make such assessments.

Feedback overwhelmingly agreed with DG#1’s view that the actuary should not be
required to assess the financial strength of plan sponsors. With respect to the
suggestion that if the actuary is aware that the plan sponsor is in financial difficulty,
the actuary should disclose it, DG#1’s view is that no specific wording should be
added to the pension-specific standards of practice for the following reasons:

e The actuary is typically not privy to confidential information on the plan sponsor’s
financial health, and in those situations where the actuary does have access to
confidential information, the actuary would typically be subject to confidentiality
agreements and would be prevented from releasing confidential information
(Rules of Professional Conduct — Rule 7) before such information becomes public.

e The general disclosure requirements for external reports, including reporting on
subsequent events, are part of the general standards of practice. DG#1 believes
the general standards of practice are sufficient. Since pension valuations are
typically completed months after the effective date of the valuation, the DG
believes that publicly available information would be expected to be disclosed
under subsequent events, and external users would already be aware of such



information by the time it is appropriately reflected under subsequent events
disclosure.

With respect to one submission that suggests that actuaries should ideally
incorporate financial strength, DG#1 fundamentally disagrees with this view:

e While actuarial training does have some correlation with the training of financial
analysts, and while some individual actuaries may possess the expertise and
experience necessary to make assessments of the financial strength of a plan
sponsor, this is not a core expertise of actuaries, and most actuaries would not be
in a position to make such assessments.

e The DG also disagrees that financial strength of the plan sponsor is something
that should be reflected in a PAS. While a plan sponsor in financial difficulty could
fail to make required contributions before a wind-up is declared, an external user
can readily see the required contributions without the actuary needing to design
a specific adverse scenario.

1-4. Responsibility of the actuary to various stakeholders

DG#1 expressed the view that the trend to relaxing solvency funding requirements
across Canada does not place more responsibility on the pension valuation actuary to
protect the interests of plan members. The setting of minimum funding requirements is
a public policy decision which must balance security with affordability. Once policy-
makers have decided what that minimum level of funding should be, taking into account
the public interest, then the responsibility of the actuary in conducting a pension
valuation is to act in a professional and ethical manner in determining the funded status
of the plan, and the minimum required and maximum permissible contributions. As in
any appropriate engagement, the actuary is expected to conform to the precepts of
ethical and professional conduct such as those that may be found in the Rules of
Professional Conduct and paragraph 1120.09 of the Standards of Practice.

In general, the majority of the feedback was strongly supportive of DG#1's overall view,
with some diversity in supplemental comments.

One submission agreed that the level of benefit security is set by policy makers, not by
the actuary, but stated the actuary must be objective in choosing best-estimate
assumptions. Two other submissions also suggested the actuary must be objective in
setting assumptions.

DG#1 agrees that the actuary must be objective in setting assumptions. but this
requirement is already reflected in the Rules of Professional Conduct and Part 1000 of
the Standards of Practice, which apply to all actuaries. Nothing further is needed in the
pension specific standards of practice. The DG would also note that there is room for
judgment in setting best estimate assumptions; for example in setting an expected rate
of return assumption, there is not “one right answer,” but there is generally a reasonable
range of assumptions.



Several submissions made similar points such as “the valuation should be done
according to applicable laws — nothing more or less,” “standards should not attempt to
impose a duty of plan sponsors to pay for unwanted work,” “nothing further is required
in the standards that is not already in the Rules of Professional Conduct.”

On the other hand, one submission suggested the valuation should include a discussion
of the appropriate level of contributions. Another suggested the standards should
require the actuary to issue an opinion on whether the security of the pension benefit is
subject to risk beyond a generally accepted level. Another submission agreed that the
responsibility of the actuary is to act in a professional and ethical manner in determining
required contributions in accordance with legislation, but suggested that the actuary has
some overall responsibility; for example, if (hypothetically) there were no legislated
minimum contribution, the actuary should still recommend a contribution level.

One submission disagreed that the actuary’s responsibility is to simply act in an ethical
and professional manner in determining the funded status of the plan and the minimum
and maximum contribution levels. This submission expressed the view that there are
times when funding above the legislated minimum may be appropriate, and specifically
mentions the financial strength of the plan sponsor as a consideration.

DG#1 continues to strongly believe that the establishment of minimum funding levels is
entirely a public policy decision that appropriately balances benefit security with
affordability, and is not the role of the actuary.

DG#1 agrees that actuaries often have a role in helping sponsors develop funding
policies that may involve making contributions above the minimum levels. This type of
work is outside the scope of a funding valuation and is more relevant for non-traditional
plans such as shared-risk plans or a plan that adjusts benefits, and such plans often have
less stringent legislated minimum funding requirements. This is not something that is
needed for all plans and is not something that belongs in the pension-specific standards
of practice. In particular, traditional single-employer plans are generally subject to
detailed and stringent legislated minimum funding requirements.

Finally, DG#1 strongly disagrees with any suggestion that the actuary should be
expected to recommend higher contributions if the actuary suspects the plan sponsor is
in financial difficulty. First, we do not believe that the actuary is in a position to assess
the financial strength of a plan sponsor. Second, where a plan sponsor is known to be in
financial difficulty, it is the responsibility of the plan sponsor and plan administrator to
decide whether higher contributions than the minimum required contributions should be
made to the pension plan, or if available cash should be directed to keeping the
organization financially viable. Governments are responsible for setting public policy
with respect to such situations, and governments may be involved in providing funding
relief to plan sponsors in financial difficulty.

Pertaining to DG#2

The environment is changing, as jurisdictions have eliminated/lightened solvency
funding for all pension plans (Ontario and Québec) or some types of plans (Alberta, BC,



and Nova Scotia). Currently Manitoba is looking at that option. If low interest rates
continue to prevail, many pension plans that are fully funded on a going concern basis
will not have sufficient assets to cover liabilities upon a plan wind-up. This relaxation of
regulations is the result of decisions made by governments, and we must presume that
“public interest” was properly taken into account. While the CIA may provide advice to
governments on rules concerning the funding of pension plans, the final decision
belongs to them.

It is still possible for a plan sponsor to fund a pension plan with the target to accumulate
sufficient assets to cover the wind-up liabilities. However, few plan sponsors have a
funding policy — formal or informal — with such a target. While the actuary may provide
advice on the funding policy, the final decision belongs to the plan sponsor.

Currently, the funding rules defined by the various pension laws are static rather than
dynamic. In other words, it provides a picture of the financial status of the plan at a
precise date, but no information about its possible evolution. A static approach does not
provide plan sponsors and regulators with an understanding of the risks inherent in the
plan nor any advance notice of potential financial difficulties. Meaningful stress testing,
which implies projection of results over an appropriate period related to the risks
inherent in a given plan, could provide that information to both plan sponsors and
regulators with, possibly in some cases, sufficient time to put in place corrective
measures.

It is the intent of the recommended changes to the standards to recognize the wide
range of types of pension plans to which they apply and that to be truly meaningful,
stress testing must take into account the risks inherent in the applicable plan and the
concerns of the plan sponsor/administrator. To accomplish this, the standards place
more emphasis on the actuary having a meaningful conversation on risk(s) with the
sponsor/administrator of the pension plan to determine the appropriate terms of
engagement. The intent of our recommendations is not for more mandatory reporting
to be added to the valuation report, rather for ensuring that the reporting that is
included be relevant to the plan and its stakeholders.

2-1. How should stress tests be treated in the standards?
a. Prescribed
b. Principle based

The majority of feedback was to maintain a principles based treatment for stress tests in
the standards. Four submissions noted that the standards of stress test should be
accompanied by an educational note. Two submissions suggested that while principle
based treatment is the way to go, there needs to be a minimum number of prescribed
scenarios. One submission suggested that stress tests should not be mandated in the
standards at all. No submissions were of the view that all stress tests should be
prescribed.

DG#2 agrees with the principle based treatment of stress tests in the standards of
practice.



2-2. What risks should plan sponsors be concerned about?

Two submissions were comfortable with current risks described in the standards of
practice. Six submissions were in agreement with the risks discussed in the NOI so long
as the risks and the stress tests are meaningful to the client. One submission suggested
that the concerns of the sponsor/administrator are secondary, it’s the concerns of the
stakeholders who bear the risk that should be addressed. Two submissions suggested
that it is inappropriate for actuarial standards to expand the scope of work imposed on
clients.

DG#2 is of the view that potential risks are diverse, but the ones covered in the standards
are likely the most relevant ones and the judgment of the actuary is essential in
determining stress tests. Furthermore, the DG remains of the view that risks identified
for test purposes should be identified in partnership with the client.

2-3. What should be the measure of risk?

Three submissions indicated that the measures of risk shown in the NOI belong as part
of analysis for a funding policy or an educational note, and not the standards of practice
for valuations of pension plans. Two submissions were opposed to the use of stochastic
methods due to their complexity, while the remainder of submissions were of the view
that the choice of stochastic or deterministic should depend on the judgment of the
actuary in consultation with the client. One submission suggested that the list of metrics
in the NOI are not exhaustive while another suggested that the appropriate measure of
risk is highly dependent on the risk-sharing structure of a pension plan.

DG#2 agrees that the actuary’s judgment should be used in determining the appropriate
risk metric in a stress test.

2-4. Over what time horizon should these risks be measured?

All eight submissions that provided feedback on this point agreed that the time horizon
should be based on the actuary’s judgment, incorporating, where appropriate, the
specific circumstances of the plan.

DG#2 agrees that the actuary’s judgment should be used in determining the time horizon
of the measured risks.

2-5. Regarding margins/provisions for adverse deviations:
a. Should margins/provisions be used?
b. Should best estimate assumptions be used for the liability?
c. Should the margins/provisions vary over time?

Six submissions indicated that provisions for adverse deviations (PfADs) required by law
or that are part of the funding policy should be included in the stress test. One
submission suggested that use of PfADs should be consistent with the baseline valuation
of the plan or with client’s future intentions. Two submissions indicated that smoothing
should not be used in a stress test.



DG#?2 believes that the actuary’s judgment should be used in determining the use of
margins/PfADs. The actuary should consider the use of legally required PfADs in risk
analysis.

2-6. Areas of education needed

i.  Are there other areas of education that may be needed that are not
mentioned?

ii. Do actuaries have enough knowledge on the real estate and infrastructure
valuation methods and the possible impact of methods such as the discounted
future cash flows (e.g., short term smoothing due to less frequent
measurements than equities, etc.)?

iii. Do actuaries have enough knowledge about the adjustment required to
models (e.g., artificially lower volatility of real asset classes, leverage of funds,
etc.) and the impact of the volatility of these investments when setting the
discount rate assumption for actuarial funding valuation purposes or advising
clients on liability driven investment?

One submission indicated that additional education is not needed. Four submissions
were in agreement with providing educational notes on the items suggested by the NOI.
Other submissions suggested that guidance would be welcome on:

e estimated expenses related to alternative asset classes;

e reliance on other specialists’ work when dealing with non-traditional asset classes
or in assessing specific risks;

¢ information relative to cap rates and the selection of best estimate real rates of
return;

e training on the valuation of certain asset classes and the required adjustment
models could be improved; and

e modifying the education note material on setting going concern discount rates.
2-7. General comments

Many of the submissions received expressed a concern that DG#2 may be looking to
make significant changes to the PAS so soon after a long review process. In addition,
while many submissions found the NOI to be useful, they felt that the majority of the
material should not be embedded in the Standards of Practice, but instead the material
should form part of an educational note or guiding principles that actuaries may use.

DG#2 agrees that major changes to the PAS portion of the standards would not be
desirable until there is more experience with the current standards that just took effect
in 2019. In addition, we agree that much of the NOI is meant to be best practice and
does not necessarily belong in the standards of practice for pension plan valuations. The
DG will be recommending only minor changes to the standards of practice that will
require the actuary to consult with the client before deciding on the appropriate stress
testing to perform under the existing framework.
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Pertaining to DG#3

3-1. Annuity purchase guidance

For those who did respond, there was agreement that this should continue to be
addressed through educational notes.

3-2. Exemption of defined contribution pension provisions of hybrid plans

Responders agreed that pension standards should not apply in situations where the
defined benefit (DB) and defined contribution (DC) provisions of a pension plan are
independent. The proposed change to the Standards will not have a significant impact in
practice. Some responded that, if a combination plan is in surplus, and if the defined
benefit surplus can be applied to defined contribution funding contributions, the
actuary’s advice should reflect both provisions.

As was outlined in the NOI, DG#3 is of the opinion that only those hybrid pension plans
where there is a link between the DC and the DB provisions should be subject to Part
3000 —i.e., where the benefit under one of the provisions is impacted by the benefit
under the other, and/or where the DB surplus is used to fund the DC benefits.

Where there is no such link — e.g., the DB provision applies to a separate group, hired
before a certain date, or where the members contributions provide a DC benefit, and
the employer contributions provide a DB benefit — Part 3000 should not apply to the DC
provision as there is no actuarial requirement involved.

3-3. Recognition of pending amendments

Responders agreed that the actuary should be able to reflect a “definitive” or “virtually
definitive” pending amendment (as those terms are defined in Part 1000 — see below)
regardless of whether it increases or decreases the value of the benefits. Some
responders advised that it may be difficult to differentiate between a pension
committee strategy and a board strategy, or to know when a plan amendment becomes
definitive. Some commentators advised that the NOI was not specific enough to offer a
full opinion.

e Definitive refers to a matter that is final and permanent rather than tentative,
provisional, or unsettled.

e Virtually definitive refers to a matter that is almost certain, but that lacks one or
more formalities like ratification, due diligence, regulatory approval, third reading,
royal assent, or proclamation. However, a decision that still involves discretion at an
executive or administrative level is not virtually definitive.

DG#3’s perspective is that the definitions of “definitive” and “virtually definitive” are
sufficiently clear that these pending amendments can be reflected — whether they result
in an increase or decrease in liabilities.

3-4. Direction to postulate re most pessimistic scenario on hypothetical wind-up

Most responders agreed with the recommendation to reflect the scenario where the
wind-up results in no further contributions to the pension plan —e.g., where the
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employer is bankrupt. One responder advised that they felt that disclosure of the worst-
case scenario will lead to communication challenges and motivation to use it as a
minimum actuarial standard for transfer values. Another responder advised that there
should be flexibility for cases where employer bankruptcy is extremely unlikely. Finally,
one member wondered whether it would require some opining on the extent of Pension
Benefits Guarantee Fund relief (for affected Ontario members) and whether this may or
may not be helpful or even estimable.

DG#3'’s perspective is that the scenario where there are no further contributions after
wind-up would be perceived as identifying where the benefits are the least secure —
something of which plan members should have an awareness. The proposed changes to
the standards do include a provision that, if the terms of an appropriate engagement
specify another scenario, it can be postulated.

3-5. Suggested revisions to Section 3400 Financial Reporting of Pension Costs

One responder suggested a number of edits to this section — most notably to enhance
consistency with ISAP 3.

DG#3’s perspective is that with respect to financial statements, the actuary’s role is
primarily one of providing that information in a format as specified by the terms of the
engagement —i.e., the actuarial standards are not the primary driver of the
requirements of the reporting. Therefore, DG#3 has taken the position that some minor
edits related to aging of the data and planned amendments need be the only changes.

3-6. The requirement to quantify the impact of material contingent benefits

While there were a small number of responders who agreed with the proposed change,
most did not support the proposed changes. Some advised that there is no value in
guantifying these or other potential enhancements, nor is it appropriate to require the
actuary to perform the additional work not requested by the plan sponsor, especially
when “contingent benefit” is not defined in the standards. There was agreement by
some responders that it is appropriate for the standards to require a rationale for the
exclusion but reporting the magnitude should not be required.

DG#3 agreed that the lack of clarity with respect to this issue would suggest that
requiring the value of these benefits to be quantified is not appropriate. However, the
requirement to include a rationale for the exclusion would help ensure that these
benefits are considered in reports to plan sponsors and/or administrators.

3-7. The requirement for only a maximum funding valuation for designated plans with
only connected persons

Some responders agreed with the proposal that, for designated plans with only
connected members, the only requirement under the standards would be to provide a
maximum funding valuation. Some wanted it clear that a going-concern valuation (as
well as solvency or hypothetical wind-up valuations) for designated plans for connected
persons should be provided where required by law.

11
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Some responders advised that the additional “regular” funding valuation provides little
value, and plan sponsors should not be forced to pay for this additional service. In fact,
they argued that the requirement to provide only a maximum funding valuation should
apply to all designated plans subject to maximum funding rules even where they include
non-connected members. Finally, one responder advised that this approach is not
appropriate for shareholder or executive plans where the plan sponsor will fund all
benefits regardless of cost.

DG#3'’s perspective is that designated plans for connected members only are already
recognized in the standards (and the pension legislation of a number of jurisdictions) as
having some different (less onerous) reporting requirements. Therefore, we have
proposed that it would be appropriate for the reporting requirements for such plans to
be determined based on the terms of engagement and legislation.

DG#3 was not comfortable with extending that to all designated plans (e.g., including
those with non-connected members), especially given that the maximum funding limit
might no longer apply at some future date —i.e., if there were no longer any active
connected members. Therefore, the additional reporting requirements with respect to
hypothetical wind-up, for example, are not being considered for change.

3-8. Commuted value standards for TPAs on plan wind-up

The reaction to this was somewhat mixed. Some responders agreed that “share of
assets” is the most appropriate basis. Some advised that share of assets should not be
the only answer, unless required by legislation. Others advised that plan provisions
should specify how assets should be shared in a wind-up. Some agreed that using going-
concern assumptions to determine share of assets would be appropriate; others did not
agree that going-concern assumptions should apply for a wound-up plan.

DG#3 considered the share of assets approach. We note that in the exposure draft (July
2017) re subsection 3570, it specified, “The premise of this approach is that the value of
the benefit that a member of a MEPP or TBP has accrued under the plan, at any point in
time, is equal to the pension that the portion of plan assets attributable to the member
will be able to provide (i.e., the value of the member’s accrued benefit is equal to the
member’s share of plan assets).”

However, as was outlined in the July 2020 NOI and as was reflected in the responses to
the NOI as well as other discussions with other CIA members who practice in this area, it
is expected that a TPA’s plan provisions (and/or related legislation) should specify how
those assets are to be allocated at wind-up. Further, applying the “share of assets”
principle is not appropriate in all circumstances and therefore using that principle in the
calculation of commuted values would not be appropriate.

Having a specific commuted value standard is not intended to override the plan terms or
legislation. It is merely to determine a value of the member’s benefit entitlement at plan
wind-up. Any additional adjustments to the value of the member benefit, if applicable,
would be made based on plan terms and/or legislation, as well as the funded status of
the plan.
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However, if such a commuted value standard is deemed to be required, a basis that is
generally consistent with Section 3500 should apply.

While there was not complete agreement among the members, DG#3’s perspective is
that, since the TPA is wound up, subsection 3570 of the standards should not apply —
i.e., going-concern assumptions are no longer appropriate. The commuted value basis
should be the same as would apply to a non-TPA pension plan benefit.

3-9. Hypothetical wind-up report requirements for TPAs

Most responders agreed that it is not sufficient simply to assume that, at wind-up, the
funded status is 100% — with plan liabilities set equal to assets (after adjustment for
expenses). Some responders agreed that there is value in disclosing how well funded
the TPA is on wind-up if target benefits were assumed to be guaranteed. Some
responders advised that the specific process and related calculations to show this
comparison were not clear.

One responder advised that wind-up of most TPAs (esp. where there is employer
bankruptcy) is extremely unlikely and this additional disclosure will cause needless
concern for plan members and/or pension committees.

Related to this issue is the allocation of a share of plan assets to each member on wind-
up, that applies in some cases, whether based on prescribed legislation or plan terms.
One responder advised that the profession should leave it up to legislators to require
that TPAs be clear on what happens on wind-up and assist them in that decision.

As was outlined in the NOI, DG#3’s perspective is that, on wind-up, for those plans
where it is applicable, simply setting the TPA liabilities equal to the assets of the TPA
would suggest that reporting on the hypothetical wind-up funded position would be
relatively trivial and would provide little useful information. DG#3 is of the opinion that
this would not provide TPA plan members (and other interested parties) with
information/disclosure on the level of risk to which the target benefits are subject. The
goal remains to show how secure the member “target” benefits would be in the (albeit
unlikely) event of full plan wind-up.

The changes recommended differ somewhat from what was outlined in the NOI. We are
proposing that two different calculations of the plan liabilities be reported. Effectively,
the first calculation involves taking each member’s target benefit (i.e., the benefit
valued in the going concern valuation) and converting it to a guaranteed DB benefit
(based on the expected cost of an annuity using annuity proxy guidance). This would
enable interested parties to compare the (“guaranteed”) liabilities calculated in this
way, to the reported liabilities calculated on a going concern basis.

The second liability calculation would be to value, on a wind-up basis, each member’s
wind-up benefit —i.e., the benefit to which they are entitled at wind-up in accordance
with plan terms and/or legislation. We have proposed that the plan liability calculations
should be specifically provided for any subgroup where the plan provides for a special
allocation of assets or benefit adjustments on plan wind-up.
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3-10. Letters of credit

Some responders advised that additional clarity on the treatment of letters of credit in
assumption setting would be useful; DG#3's perspective is that an educational note is
the preferred manner to address this.

DG#3 also reviewed the response, dated May 16, 2019, from the ASB and the PPFRC to
Retraite Québec with respect to this issue and determined that no changes to the
standards were appropriate, although it might be expected that certain legislated
requirements may apply.

3-11. Provisions for adverse deviations

Most responders agreed that any provision for adverse deviations (PfAD) mandated by
legislation that is in excess of best estimates constitutes a PfAD for the purpose of the
standards. One responder suggested using different terminology for legislatively
mandated PfADs vs. those set by the actuary. One responder advised that the purpose
of requiring PfADs on TPAs is unclear and could be very disruptive.

Some who responded suggested that this issue is best left to be addressed in an
educational note. DG#3’s perspective is that this is the preferred approach.

3-12. Going-concern discount rates and glide-paths

One responder advised that the need to consider a glide-path is problematic. It may
cause an immediate increase in going-concern liabilities, serve as a disincentive to set a
de-risking glide-path, and may conflict with mandated PfADs that do not reflect the
same glide-path.

DG#3’s perspective is that this is an issue that involves actuarial judgment and can be
left to the actuary to address with the plan sponsor and/or administrator.

Most responders agreed with DG#3’s suggestion that the actuary should be able to
select different going-concern rates for different segments of the plan to better reflect
plan specific circumstances.

3-13. The terms of an appropriate engagement would specify the use of an actuarial
cost method and/or an asset valuation method.

This involved a change from the permissive “may” to the suggestive “would.”

Those who responded agreed that the plan sponsor and/or administrator is expected to
be involved in choices concerning asset smoothing and funding method and, in fact,
they are responsible to direct this decision. Otherwise, it could simply be left to the
actuary without necessarily getting direction and/or agreement from them.

This is consistent with DG#3’s perspective on the issue.

One responder suggested that anything that is within the plan sponsor’s control should
not be arbitrarily constrained.
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3-14. Statements of opinion — if there was not full compliance with the reporting
requirements

It came to the attention of DG#3 and the ASB that some members have produced
reports where they have advised that, in accordance with the terms of their
engagement, they did not include certain reporting required under the standards — e.g.,
sensitivity testing.

The goal of DG#3’s proposed new wording was to add clarity to the fact that, in those
cases, the actuary cannot provide the four statements of opinion that are required
under the standards.

3-15. Re paragraph 3330.02 Describe the actuary’s role in calculating commuted
values, the standards for their calculation, and an opinion on whether their calculation
is in accordance with accepted actuarial practice in Canada

While DG#3 has proposed no changes to this portion of the paragraph, it was of concern
to DG#3 where the actuary had not calculated the commuted values, but rather relied
on the work of others — especially in the situations involving a non-actuary using a 3rd
party system to calculate the commuted values. If the actuary has not done the
calculations, why is it required for the actuary to express the opinion? The bar is above
“reasonableness,” the standard requires an opinion about accepted actuarial practice.

3-16. Miscellaneous clean-up

There are a small number of instances where DG#3 is recommending minor wording
changes in addition to instances of moving, renumbering or combining of two
paragraphs into one.

Changes to the Standards and issues on which input/feedback is
specifically requested

Feedback on all aspects of the proposed changes, as well as suggestions for other
changes not presented in this ED, are all encouraged.

DG#1 is proposing the following changes to the Standards:

e Paragraph 3260.11 refers to only going concern valuations for PAS; the wording is
revised to refer to reports with a going-concern, hypothetical wind-up or solvency
valuation, and to require that PAS be reflected for at least one of these valuations. A
similar wording change is made to paragraph 3260.13.

e Paragraph 3260.11 has the PAS of a reduction in the contribution base for plans with
fixed or restricted contributions. Wording has been added to clarify that this PAS
would be done on a going-concern basis (since reduction in contribution base has no
impact on hypothetical wind-up or solvency).

e Paragraph 3260.13 is also modified to clarify that the impact on service cost would
only be included if the PAS is reported on the going-concern basis. This change is
intended to clarify that if the PAS is done on a hypothetical wind-up/solvency basis,
that there would be no requirement to reflect the impact on the solvency
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incremental cost. The DG believes more disclosure is not necessarily better
disclosure. Solvency incremental cost is not used in determining contributions. The
DG’s view is consistent with current standards which do not require disclosure of the
impact of a 1.0% decline in the discount rate on the solvency incremental cost.

DG#1 requests feedback specifically on the clarification that solvency incremental cost
need not be included in PAS if the scenarios are performed on a hypothetical wind-up or
solvency basis.

DG#2 is recommending the proposed wording changes to the following sections 3260.11
and 3260.12. The change in paragraph .11 would essentially require the actuary to
consult with the plan sponsor/administrator while the change in paragraph .12 would
provide safe harbour to the actuary if they were to reflect the perspective of the plan
sponsor/administrator.

DG#3 is proposing several changes to the standards, but has also identified a few
specific areas where additional input is being specifically sought. These include the
following:

e The proposed standard for commuted values for members of a TPA on plan wind-
up — to be based Section 3500, excluding subsection 3570.

e The proposed new standard for reporting on hypothetical wind-up of a TPA.
Specifically, with respect to the calculation of the liabilities based on the
assumption that the members’ target benefits are deemed to be guaranteed and
valued using the annuity proxy.

e Permitting the recognition of a definitive or virtually definitive amendment where it
decreases plan liabilities.

e Increasing the expected level of engagement by the administrator or plan sponsor
on items related to the valuation — proposed to be changed to “would” vs. the
current “may.”

e The requirement that the postulated scenario for hypothetical wind-up valuation
should assume that no further contributions will be made to the pension plan,
unless otherwise stipulated by the terms of an appropriate engagement.

e Additions to the paragraphs with respect to the statements of opinion where the
report has been issued without full compliance with the reporting requirements.

e Permitting the actuary to ignore the expected investment policy after the valuation
date (i.e., the glide path) in setting the discount rate assumption at the valuation
date.

e Removing any requirement to provide a hypothetical wind-up valuation for
designated plans with only connected members.

e Anyissues related to consistency between the English and French versions of Part
3000.
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Feedback

The ASB is soliciting feedback on this exposure draft from members of the CIA and other
stakeholders. Comments are invited by December 15, 2021. Please send them to

James Koo at james.koo@aon.com, Dani Goraichy at DGoraichy@optrust.com, and
Charly Pazdor at cpazdor@mymts.net, with a copy to Chris Fievoli at
chris.fievoli@cia-ica.ca.

Queries may also be directed to any applicable member of the three DGs, as listed
below.

Sections recommended for early adoption

At this point, there are no proposed changes that are recommended for early adoption.

Members of the DGs

The members of DG#1 are as follows: James Koo (Chair), Stephen Butterfield,
Jasenka Brcic, Serge Charbonneau, Marshall Posner, Stéphan Lazure, Paula Boyd, and
Alyssa Hariton.

The members of DG#2 are as follows: Dani Goraichy (Chair), Andrew Fung,
Jennylie Gauthier, Barry Gros, Rohan Kumar, and Bryan Merida.

The members of DG#3 are as follows: Angelita Graham, Haripaul Pannu, Charly Pazdor
(Chair), Riley St. Jacques, Gus Van Helden, Paul Winnett, and Francois Parent (non-CIA
member).

JEM, JK, DG, CIP
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3100 Scope

= the wind-up, in full or in part, of a pension plan; or

= the financial reporting of a pension plan’s costs and obligations in the
employer’s or the pension plan’s financial statements;

reporting of a pension plan’s costs and obllgatlons in the employer’s or the
pension plan’s financial statements; and

computation of commuted values in the cwcumstances described in subsection
3510.

The wind-up of a pension plan involves the settlement of plan benefits and distribution of all
plan assets. The cessation of benefit accruals or termination of a plan, not involving the
settlement of plan benefits and distribution of plan assets, would not constitute a plan wind-up.

The standards in Sections 3200 through 3400 apply to advice with respect to a pension plan,
not, whether registered or not, and whether in the private or public sector, |ncIud|ng pension
plans that are hybrids of a defined contribution pension plan and a defined benefit pension
plan except for:

e adefined contribution pension plan or a defined contribution provision of a

pension plan where the defined contribution and defined benefit provisions are

independent i.e., where the beneflt under the (—netmg—t—ha{—t—he—standa-}cds—de

provision is not dependent on the pensionplanand-a-defined-benefit-pension
ptan} under the defined benefit provision and the benefit under the defined

benefit provision is not dependent on the benefit under the defined contribution
provision, nor is the surplus under the defined benefit provision used to fund the
benefit under the defined contribution provision;

3100.00 Page 3003 Effective December 31, 2010
Revised December 19, 2012; June 13, 2013; February 1, 2018; Month XX, 202X
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e apension plan whose benefits are all guaranteed by a life insurer; and

e social security programs such as the Canada Pension Plan, Quebec Pension Plan,

and the pension provided by the federal Old Age Security Act.

3100.02 Page 3004 Effective December 31, 2010
Revised December 19, 2012; June 13, 2013; February 1, 2018; Month XX, 202X
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.01

3200 Advice on the funded status or funding of a pension plan

e the wind-up, in full or in part, of a pension plan; or

e the financial reporting of a pension plan’s costs and obligations in the
employer’s or the pension plan’s financial statements.

3210 General

.02

.03

.04

.05

.06

.07

anticipate a pending amendment to the pension plan which is definitive or virtually
definitive that changes inereases-the value of its benefits. [Effective December34;
2010Month XX, 20XX]

of expenses if they are expected to be paid from the pension plan’s assets. [Effective
December 31, 2010]

December 31, 2010]

3200.01 Page 3005 Effective December 31, 2010
Revised December 19, 2012; February 1, 2018; Month XX, 202X
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Circumstances affecting the work

e whether the actuary’s advice relates to the funded status or the funding of

e the application of the law to the work.

e avaluation to establish the amount of a letter of credit to secure the
payment of pension plan benefits;

e advice regarding an amount of assets to be earmarked, but not segregated,

to a trust fund, to cover pension benefit commitments; and
e advice on the funding implications of a plan amendment.

The terms of an appropriate engagement maywould specify the use of an particular-actuarial

21,12

cost method and/or an partietlar-asset valuation method, consistent with these standards.

3210.08 Page 3006 Effective December 31, 2010
Revised December 19, 2012; February 1, 2018; Month XX, 202X
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Actuarial cost methods

Actuarial cost methods include:

e benefit allocation methods, which allocate a portion of the actuarial present
value of projected benefits to a time period as a function of the change in
accrued or projected benefits during the period, including the accrued benefit

benefits at the end of the forecast period including, if appropriate,
benefits for those who are expected to become members between

Asset valuation methods

The use of an asset valuation method that produces an asset value different from market

3210.13 Page 3007 Effective December 31, 2010
Revised December 19, 2012; February 1, 2018; Month XX, 202X
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.18 The value of assets may be, subject to specific requirements for different types of valuation,
any of:

e their market value;
e their market value adjusted to moderate volatility in investment returns;

e the present value of their cash flows after the calculation date; and

e their value assuming a constant rate of return to maturity in the case of
illiquid assets with fixed redemption values.

Deferred recognition of pending amendment

.19 If, at the calculation date, an pending amendment to the pension plan is definitive or

otherwise required by law.

.20 The effective date of the amendment is the date at which the amended benefits take effect,

21 The next calculation date is the latest date for which the actuary considers the advice on

.01  When giving advice on the funded status or funding of a pension plan, the actuary should

3210.18 Page 3008 Effective December 31, 2010
Revised December 19, 2012; February 1, 2018; Month XX, 202X
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Types of valuations

e a hypothetical wind-up valuation; and

e asolvency valuation.

3230 Going concern valuation

.01 For a going concern valuation the actuary should:

e assume that the plan continues indefinitely, however, where there is a
pending amendment that is definitive or virtually definitive to wind-up or
convert the defined benefit plan provisions, the actuary may take that
amendment into account pursuant to subsection 3210;

benefits, payable under the pension plan and should include provision for
all such benefits expected to be paid while the plan is ongoing unless:

= the law requires the valuation to exclude such benefits; or

*  the law permits the exclusion of such benefits and the terms of an

benefits.

[Effective FebruarydMonth XX, 20XX18]

‘ The actuary should disclose the rationale for excluding any such benefits.

Assumptions

.02 For pension plans that are funded, in selecting the best estimate assumption for the discount

| pension plan at the calculation date and may reflect the expected investment

policy after that date; or

o reflect the yields on fixed income investments, considering the expected

‘ future benefit payments of the pension plan-and-the-cireumstancesatfecting

3220.02 Page 3009 Effective December 31, 2010
Revised February 1, 2018; Month XX, 202X
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.03

.04

.05

.06

The discount rate assumed may be a single, level rate, or it would be acceptable to have an
assumption of:

e aselect rate for a fixed period followed by an ultimate rate;

e aselect rate prior to retirement, followed by an ultimate rate while
retired;

e separate rates that apply to the various categories of membership,
e.g., active versus inactive members;

e or any other combination that is appropriate given the circumstances
affecting the work and the terms of an appropriate engagement.

However, the assumption of more than one single level rate (e.g., different rates for different
periods) would not be expected to result in systematic gains or losses.

additional returns achieved, net of investment expenses, from an active investment
management strategy compared to a passive investment management strategy except to the

that such additional returns will be consistently and reliably earned over the long term.

If the plan is a “designated plan” as that term is defined in the Income Tax Regulations

purpose.

Contingent benefits

Benefits stipulated by law

If the plan is a “designated plan,” as that term is defined in the Income Tax Regulations

that purpose.

3230.02 Page 3010 Effective December 31, 2010
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3240 Hypothetical wind-up valuation

.01 A hypothetical wind-up valuation determines the funded status of a pension plan on the

.02 For a hypothetical wind-up valuation, the actuary should determine benefit entitlements

on the assumption that the pension plan has neither a surplus nor a deficit. [Effective
September 18, 2013]

.03 In determining the benefit entitlements, the actuary should postulate a scenario upon

will be made to the pension plan (e.g., where the plan sponsor is bankrupt) and all future
expenses must be paid from the pension plan, unless otherwise stipulated by the terms of
an appropriate engagement. [Effective FebruarydMonth XX, 20XX18]

.04 The actuary should take account of contingent benefits that would be payable under the

.05 For a hypothetical wind-up valuation, the actuary may assume that the wind-up date, the

51 settled by the purchase of annuities regardless of any limitation of capacity in the market
for group annuity contracts. [Effective September 18, 2013]

076 For a hypothetical wind-up valuation, the value of assets should be the market value of
assets. [Effective September 18, 2013]

087 For a hypothetical wind-up valuation, the actuary should select an explicit assumption for

expenses expected to be payable from the pension plan’s assets to wind up the pension
plan. [Effective September 18, 2013]

Membership data

.09 The precision of the membership data is less critical for a hypothetical wind-up valuation
than for an actual wind-up valuation.

3240.01 Page 3011 Effective December 31, 2010
Revised December 19, 2012; September 18, 2013; February 1, 2018; Month XX, 202X
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Since an actual wind-up is not occurring, pertinent membership data may not be available.

For example, it may be appropriate to retroject current earnings based on aggregate
historical pay increases in order to estimate final average earnings.

Postulation of scenarios

e those that are contingent upon the wind-up scenario, such as a plant closure
benefit; or

e those that are required by law, such as a provision for earlier commencement
of deferred pension entitlements in the event of plan wind-up; and

e those that are contingent upon a factor other than the wind-up scenario.

waive early retirement reductions; and

e a provision providing enhanced benefits if funds are sufficient.

Subsequent events

wind-up expenses related to the resolution of surplus or deficit issues need not be
considered.

In developing the assumption for expenses expected to be payable from the pension plan’s

solvency of the employer. The assumption with respect to the payment of expenses and the
assumption with respect to the solvency of the employer would be consistent.

3240.10 Page 3012 Effective December 31, 2010
Revised December 19, 2012; September 18, 2013; February 1, 2018; Month XX, 202X




15

.16

17

.18

Exposure Draft September 2021

Settlement methods

permitted by law or any regulatory policy or guideline, or where it is anticipated that
annuities could not be purchased due to group annuity capacity limitations. The assumed
replicating portfolio would provide for an appropriate level of security for the pension
benefits covered.

relevant regulatory policy, guidance, or precedent.

For example, for a plan where pensions are indexed with the Consumer Price Index and
where it is impractical to purchase annuities indexed with the Consumer Price Index, the

rate of comparable value to indexing in accordance with the plan provisions.

3250 Solvency valuation

.01

A solvency valuation typically is a form of a hypothetical wind-up valuation required by law

.02 Examples of exceptions permitted by law for the preparation of a solvency valuation under

the law of certain jurisdictions include:
e use of a value of assets other than market value;
e use of one or more assumptions that are not best estimate assumptions; or

e exclusion of certain benefits from the valuation.

3240.15 Page 3013 Effective December 31, 2010
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3255 Other valuations

.03

For example, a valuation for determining the required amount of a letter of credit for a
supplemental plan is typically similar to a hypothetical wind-up valuation, but with the
actuarial methods and actuarial assumptions stipulated by the terms of the engagement. In

e describe the sources of membership data, plan provisions, and the pension
plan’s assets, and the dates at which they were compiled;

e describe the membership data and any limitations thereof;

e describe the tests applied to determine the sufficiency and reliability of the

e describe the assets, including their market value and a summary of the assets
by major category;

e describe the pension plan’s provisions, including the identification of any

3255.01 Page 3014 Effective December 31, 2010
Revised August 23, 2012; December 19, 2012; September 18, 2013; March 31, 2015;
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.02 For each going concern valuation undertaken by the actuary, the external user report
should:

e describe the rationale for any assumed additional returns, net of investment
management expenses, from an active investment management strategy as
compared to a passive investment management strategy, included in the
discount rate assumption;

* report the funded status at the calculation date and the service cost or the
rule for calculating the service cost between the calculation date and the
next calculation date;

e disclose any pending but definitive or virtually definitive amendment of
which the actuary is aware, and whether or not such amendment has been
included in determining the funded status and the service cost;

e describe any contingent benefits provided under the pension plan and the
extent to which such contingent benefits are included or excluded in
determining the funded status and the service cost;

e describe any benefits that are not contingent benefits and that have been
excluded in determining the funded status and the service cost; and

e if there is no provision for adverse deviations, include a statement to that
effect. [Effective March 31, 2015]

.03 If an external user report includes one or more going concern valuations, then the external
user report should, for at least one such valuation included in the report, describe and
guantify the gains and losses between the prior calculation date and the calculation date,
unless the going concern valuation is based on an extrapolation of results disclosed in a
previous external user report. [Effective March 1, 2019]

Pepealed

045  For each hypothetical wind-up valuation and solvency valuation undertaken by the actuary,
the external user report should:

e describe the basis for inclusion and the amount considered in respect of a
letter of credit of which the pension plan is the beneficiary;

* report the funded status at the calculation date;

e include a description of the postulated scenario; and

e include a description of the extent to which contingent benefits provided
under the pension plan are included or excluded in determining the funded
status. [Effective March 31, 2015]

3260.02 Page 3015 Effective December 31, 2010
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Hypothetical wind-up valuation of a target pension arrangement

105

196

.06
11

For each hypothetical wind-up valuation of a target pension arrangement as defined in
subsection 3570, the external user report should provide:

e the plan liabilities determined as the cost of providing the target benefits
based on the group annuity marketplace at the hypothetical wind-up date:

0 the target benefits to be valued are the same as those in the going-
concern valuation and this calculation should be done regardless of
whether benefits could be reduced on plan wind-up;

e the plan liabilities determined as the cost of providing the wind-up benefits
at the hypothetical wind-up date:

0 the wind-up benefits to be valued are those to which the members
are entitled at plan wind-up adjusted as applicable based on the plan
terms and/or applicable legislation;

0 the plan liability calculations should be provided for any subgroup
where the plan provides for an allocation of assets or benefit
adjustments on plan wind-up. [Effective Month XX, 20XX]

Repealed

e include a description of the extent to which contingent benefits provided
under the pension plan are included or excluded including the rationale for
such inclusion or exclusion. [Effective Mareh-32Month XX, 20XX15]

3260.05 Page 3016 Effective December 31, 2010
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unless

permitted by law for a “designated plan”, as that term is defined in the
Income Tax Regulations (Canada); or

under a pension benefits standards act of a province or the federal
government of Canada; or

3260.07 Page 3017 Effective December 31, 2010
Revised August 23, 2012; December 19, 2012; September 18, 2013; March 31, 2015;
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‘Ogéé If an external user report includes one or more hypothetical wind-up valuations or solvency

and the plan contains a defined contribution benefit provision of the
plan that is not independent of the defined benefit provision of the plan,

unless

e the pension plan is a “designated plan” which has, as of the calculation
date, as members, only persons “connected” with the employer as those
terms are defined in the Income Tax Regulations (Canada); or

e the hypothetical wind-up valuation or solvency valuation is for a pension
plan which is not registered under a pension benefits standards act of a
province or the federal government of Canada; or

e the hypothetical wind-up valuation or solvency valuation is based on an

096-4 Where contributions are fixed or restricted by the terms of the pension plan or other

certification. [Effective March 1, 2019]

3260.08 Page 3018 Effective December 31, 2010
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Plausible adverse scenarios

.10 A plausible adverse scenario would be a scenario of adverse but plausible assumptions,
relative to the best estimate assumptions otherwise selected for the valuation, about
matters to which the pension plan’s financial condition is sensitive. Plausible adverse
scenarios vary among pension plans and may vary over time for a particular pension plan.

06-6 If an external user report includes one or more going concern, hypothetical wind-up, or
11 solvency valuations, then the actuary, in consultation with the plan administrator or plan
T sponsor as applicable should consider threats to the pension plan’s future financial
condition for at least one of these valuations, under plausible adverse scenarios that
include, where appropriate, the following risks:
e interest rate risk, the potential that interest rates will be lower than
expected;
e deterioration of asset values;
e |ongevity risk, the potential that pension plan members will live longer
than expected;
e for pension plans where contributions are fixed or restricted by the terms
of the plan or other governing documents, the potential that the
contribution base will be lower than expected. in the going concern
valuation;
unless
e the pension plan is a “designated plan” which has, as of the calculation
date, as members, only persons “connected” with the employer as those
terms are defined in the Income Tax Regulations (Canada); or
e the valuation is for a pension plan which is not registered under a pension
benefits standards act of a province or the federal government of Canada;
or
e the valuation is based on an extrapolation of results disclosed in a
previous external user report. [Effective Mareh-EMonth XX, 20XX349]
3260.10 Page 3019 Effective December 31, 2010

Revised August 23, 2012; December 19, 2012; September 18, 2013; March 31, 2015;
February 1, 2018; March 1, 2019; Month XX, 202X




Exposure Draft September 2021

.12 In considering the plausible adverse scenarios, the actuary may:

e reflect the perspective of the plan administrator or plan sponsor, as
applicable, as to which scenarios they perceive as being the greatest threats
to the pension plan’s future financial condition;

e make reasonable determinations of the asset classes which are classified as
fixed income investments;

e restrict the impact of interest rate risk to the asset classes deemed to be
fixed income investments and to the discount rate to the extent that the
discount rate is affected by fixed income investments;

e assess the impact of the risks individually only, or also in combination;but

e reflect the impact of any compensating adjustments, such as a potential
reduction in any margin implicit in the discount rate in response to a lower

06-8.13 If an external user report includes one or more going concern, hypothetical wind-up, or

‘ paragraph 3260.1106-6. [Effective Mareh-tMonth XX, 20XX49]

3260.12 Page 3020 Effective December 31, 2010
Revised August 23, 2012; December 19, 2012; September 18, 2013; March 31, 2015;
February 1, 2018; March 1, 2019Month XX, 202X




Exposure Draft September 2021

adequately in accordance with the law;

o describe one or more possible ways in which benefits may be

the pension plan in accordance with the law; or

o describe a combination of increases in contributions and

e Astatement regarding membership data, which should usually be, “In my
opinion, the membership data on which the valuation is based are sufficient
and reliable for the purpose of the valuation.”

e Astatement as to assumptions, which should usually be, “In my opinion,
the assumptions are appropriate for the purpose(s) of the valuation(s).”

e A statement as to methods, which should usually be, “In my opinion, the
methods employed in the valuation are appropriate for the purpose(s) of
the valuation(s).”

e A statement as to conformity, which should be, “This report has been
prepared, and my opinions given, in accordance with accepted actuarial
practice in Canada.” [Effective December 30, 2012]
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If, for any reason, the actuary is unable to provide the statements of opinion in paragraph
3260.15, the wording of the statements of opinion should be adjusted to reflect the
necessary qualifications including a description of the areas of non-compliance. The actuary
should not provide the four statements of opinion in paragraph 3260.15 if the work does
not comply with the standards, even if the non-compliance is stipulated by the terms of the
engagement. [Effective Month XX, 20XX]

the reasonableness of the valuation. [Effective December 30, 2012]

Membership data

T

Any assumptions and methods used in respect of insufficient or unreliable membership data
would be described.
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Types of valuations

would, as a minimum provide the following:

If the pension plan is a registered pension plan and is not a “designated plan”;
which has, as of the calculation date, as members, only persons “connected”

with the employer as those terms are as-thatterm-is-defined in the Income

Tax Regulations (Canada), provide information with respect to:

circumstances resulting in the wind-up-that, subject to paragraph

3260-193240.03maximizesthe-wind-up-tiabilities, unless the pension

plan and the law do not define the benefits payable upon wind-up;
and

any other hypothetical wind-up or solvency valuation mandated by
law.

If the pension plan is a “designated plan” which has, as of the calculation date,
as members, only persons “connected” with the employer as those thatterms

is-are defined in the Income Tax Regulations (Canada), provide information
with respect to:

and

any ether-hypothetical wind-up or solvency valuation mandated by
law or specified by the terms of an appropriate engagement.

e If the pension plan is not a registered pension plan, include information
with respect to the types of valuations required by the circumstances

3260.20
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28.23

=9.24

20.25

Significant terms of appropriate engagement

e the use of a specified asset valuation method;

e the exclusion of benefits for purposes of a valuation, as permitted by law;

excess of the requirements of law; and

e confirmation of plan terms to be valued, including any pending amendment
and whether it is definitive or virtually definitive.

Service cost

the defined benefit portion of the plan.

Reporting gains and losses

resultant change in assumptions.

Discount rate sensitivity

underlying valuation.
Incremental cost

The incremental cost for a hypothetical wind-up valuation or a solvency valuation represents
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Revised August 23, 2012; December 19, 2012; September 18, 2013; March 31, 2015;
February 1, 2018; March 1, 2019Month XX, 202X




21.26

22.27

23.28

24.29

Exposure Draft September 2021

26.30

Methods

the description of the method to value the assets would include a description of any
differences in change to the asset valuation method used in the prior valuation and the
rationale for such change.

Assumptions

the description of assumptions would include a description of each change to the
assumptions from the assumptions used in the prior valuation.

When describing the assumptions for methods of settlement for a hypothetical wind-up or

o [f the settlement method assumes that annuities would be purchased but it
might not be possible to purchase annuities on actual wind-up of the plan
due to capacity limitations; or

e [f the settlement method assumes the exercise of regulatory discretion, a
change in law, or a plan amendment for which there is no specific authority.

undertaken and would include additional disclosures as appropriate.
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Statements of opinion

27.31  Where different statements of opinion apply in respect of different purposes of the
valuation, the above requirements may be modified but would be followed to the extent
practicable.

28.32  While a separate statement regarding assumptions would generally be included in respect
of each purpose of the valuation, the statements regarding assumptions may be combined
where the statements do not differ among some or all of the valuation’s purposes. The

valuation’s purposes.

29.33  While a separate statement regarding methods would generally be included in respect of
each purpose of the valuation, the statements regarding methods may be combined where
would indicate clearly which statement regarding methods applies to each of the
valuation’s purposes.

3270 Disclosure for stochastic models used to comply with specific
regulatory pension plan funding requirements

Purposes

.01 For a statutory funding valuation that specifically requires the use of stochastic models to

reasonable.
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Model inputs

e risk management goals, funding policy, deficit recovery plan and funding

excess utilization plan or other such policies that require contingent
calculations, reflected in the stochastic analysis;

forecast;

e methodology used in the stochastic modelling, including the approach to

rate;

e projected experience decrement assumptions and whether or not these
are deterministic or stochastic. If the latter, the volatility for the

e future valuations’ decrement assumptions, if applicable;

e assumptions for the new entrants into the plan, including population
growth assumption and new entrant profiles;

e methodology for wage increases, if relevant, including increases in the
year’s maximum pensionable earnings and the defined benefit limit
prescribed under the Income Tax Act (Canada);

e frequency of valuations over the projection period;

e anticipated expenses charged to the pension fund, broken down
separately into:

o administration expenses (including actuarial, audit, legal, etc.); and

o investment management fees, to the extent they are not already
reflected in the return assumptions;

e confirmation of how the discount rate used in valuing the liabilities is

description of how that adjustment is made;

3270.02 Page 3028 Effective July 1, 2019
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e rationale for any variance in and any relationships among the equity
returns, inflation, bond yields, or other economic variables;

e description of any methodology to vary the standard deviations of and
correlations among economic variables;

e for the federal bond yield curve, the initial yield at one-year, 10-year, and
30-year terms;

.03 For each of the model inputs listed above, the actuary would indicate material changes

and reasons for changes relative to the previous valuation.

3270.02 Page 3028 Effective July 1, 2019
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Model Outputs

reasonableness, the following summary of forecasted economic variables should be
disclosed as a minimum:

e For inflation and all asset class returns (and wage increases if they
incorporate a stochastic component different than inflation):

o mean of the annualized compounded value over the entire period;
o average annual standard deviation; and

o average correlation matrix among these variables over the entire
period.

e Forthe federal bond yield curve, the mean yield at the end of the
projection period at the one-year, 10-year, and 30-year terms;

e The mean credit spread for provincial and investment-grade corporate

bonds at the end of the projection period at the one-year, 10-year, and
30-year terms, if applicable;

e For at least every other year over the first 10 years and at least every five
years thereafter, the following distribution information for the total
portfolio return after investment management fees:

o Percentiles 5%, 25%, 50%, 75%, 95%, mean, and standard deviation;
and

e The initial discount rate and mean of the discount rate at the end of the
projection period. [Effective July 1, 2019]
.05 The following average forecasted key demographic summary statistics should be disclosed

at a minimum of every other year for the first 10 years and every five years thereafter:

e total number of active participants and their average age, average
service, and average projected salary, if relevant;

e total number of inactive members and the total amount of annual
pensions being paid; and

e mean total liability and active/inactive liability split. [Effective July 1,
2019]

3270.04 Page 3029 Effective July 1, 2019
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.06

e percentiles 5%, 25%, 50%, 75%, 95%;
® mean;

e the average of those values that are below the 5th percentile of the
above the 95th percentile, according to which side of the distribution
should be considered unfavorable. As an example, values below the
5th percentile should be expected to be used for value of assets and

expected to be used for liabilities; and

e the corresponding average for the values below the 2.5th or above the
97.5th percentile.

These statistics should be provided as a minimum for every other year for the first 10
years and every five years thereafter. [Effective July 1, 2019]

Disclosure statements

.07

.08

statements:

e While the actuary believes that the model inputs are reasonable at the
time this report has been prepared, other reasonable model inputs
could be used, resulting in potentially very different distributions of
forecasted outcomes.

e The disclosures in this report have been prepared in compliance with
subsection 3270, Disclosure for Stochastic Models Used to Comply with
Specific Regulatory Pension Plan Funding Requirements. [Effective July 1,
2019]

following statement, with appropriate reference to any separate stochastic modelling
report:

e The funding valuation assumptions are consistent with the stochastic
model inputs. [Effective July 1, 2019]

3270.06 Page 3030 Effective July 1, 2019
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3300 Full or Partial Wind-up Valuation

.01  This Section 3300 applies to advice that an actuary provides on the funded status or funding
with respect to the wind-up, in full or in part, of a pension plan.
3310 General
.01  The actuary’s advice with respect to a pension plan that is being wound-up, in full or in part,
should take account of the circumstances affecting the work. [Effective February 1, 2018]
.02 The actuary should take account of subsequent events up to the cut-off date. [Effective
December 31, 2010]
.03 The pension plan’s assets should be valued at liquidation value. [Effective
December 31, 2010]
Scope
.04 This section is not intended to prescribe the manner in which:

e the pension plan’s assets would be allocated between jurisdictions in the case
of wind-up of a pension plan covering members in several jurisdictions;

o benefit entitlements would be determined;

e the pension plan’s assets would be allocated between the employer, or such
other entity that has entitlement to the plan’s assets, and the members or
between members themselves.

TGE‘—Rather, those issues would be determined in accordance with the law or the plan provisions,

.05

or an entity empowered thereunder to make that determination. It may be appropriate,
however, to use the results of the valuation to address one or more of those issues, or to

e whether the actuary’s advice relates to the funded status or the funding of
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Cut-off date

the valuation.
Partial wind-up

A partial wind-up occurs when a subset of the members terminates membership in
circumstances that require wind-up with respect to those members. Such wind-up does not
apply to the continuing members, although it may be necessary, for legal or other reasons,
also to value the benefits of the continuing members.

The law regarding partial wind-ups varies by jurisdiction. As a result, the application of law
can cause a partial wind-up to range from an insignificant change in the pension plan to
something similar to a full wind-up.

The standards for a partial wind-up are the same as the standards for a full wind-up. Their
application may be easier, however, when the partial wind-up applies to relatively few
members. For example:

e the standard of materiality for determination of benefit entitlements may be
less rigorous for continuing members than for those to whom the partial
wind-up applies; or

e the standard of materiality for reporting wind-up expenses may be less
rigorous.

3320 Assumptions

.01

.02

e are either best estimate assumptions or are best estimate assumptions

e are selected as at the cut-off date; and

o reflect the expected method of benefit settlement. [Effective February 1,
2018]

should select an explicit assumption regarding the expenses of wind-up and either offset the
resulting expense provision against the pension plan’s assets or add the resulting expense
provision to the pension plan’s liabilities. [Effective December 31, 2010]
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3330

Reporting: External user report

.01

.02

that affect the terms of the wind-up, the benefit entitlements, or the valuation
results;

describe the sources of membership data, plan provisions, and the pension
plan’s assets, and the dates at which they were compiled;

describe the membership data, including any assumptions made about missing
membership data;

describe the tests applied to determine the sufficiency and reliability of the

subject to any applicable privacy legislation:
* include the detailed individual membership data; or

* include an offer to provide detailed individual membership data on

describe the liquidation value of the assets and a summary of the assets by
major category;

describe the pension plan’s provisions, including an identification of

= any benefits that have been insured;

expectation that expenses will not be paid from the pension plan’s assets;

3330.01
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describe each such issue;

describe the direction relied upon or, where appropriate, a summary
thereof; and

identify the person providing such direction and the basis of authority of
such person;

e describe any post-wind-up contingencies that may affect the distribution of the
pension plan’s assets;

e describe whether a recalculation of the value of benefit entitlements is required
at settlement;

e where a member has a choice that the member has not yet made between
receiving a commuted value and a deferred or immediate pension, describe the
assumptions made regarding such choice;

e if applicable, describe the method to allocate the pension plan’s assets among
classes of members and the method to distribute surplus;

date. [Effective March 31, 2015]

3330.02
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.03

e A statement regarding membership data, which should usually be, “In my
opinion, the membership data on which the valuation is based are sufficient
and reliable for the purpose of the valuation.”

e Astatement regarding assumptions, which should usually be, “In my opinion,
the assumptions are appropriate for the purpose(s) of the valuation(s).”

e A statement regarding methods, which should usually be, “In my opinion, the
methods employed in the valuation are appropriate for the purpose(s) of the
valuation(s).”

e A statement regarding conformity, which should be, “This report has been
prepared, and my opinions given, in accordance with accepted actuarial
practice in Canada.” [Effective December 30, 2012]

If, for any reason, the actuary is unable to provide the statements of opinion in paragraph 3330.03,
the wording of the statements of opinion should be adjusted to reflect the necessary
gualifications, including a description of the areas of non-compliance. The actuary should not
provide the four statements of opinion in paragraph 3330.03 if the work does not comply with
the standards, even if the non-compliance is stipulated by the terms of the engagement.
[Effective Month XX, 20XX]

reasonableness of the valuation. [Effective December 30, 2012]

Dates

=2.08 For a particular member:

e the date of calculation of benefit entitlement would depend on the
circumstances of the wind-up, the terms of the pension plan, and the law, and
may be the date of termination of employment, the date of termination of
membership, the wind-up date, or another date; and

e the settlement date would be the date of settlement of the member’s benefit
entitlement.
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Nature of wind-ups

The purpose of a wind-up valuation may be to determine, or to provide, the basis for
determining:

e the funded status of the pension plan;

e the total value of the benefit entitlements of all members prior to taking

e the amounts and methods of settlement of benefit entitlements, including
any adjustment required due to a wind-up deficit; or

e the amount and method of distribution of a wind-up surplus.

For example, between the wind-up date and the settlement date:

e the wind-up liabilities may fluctuate if there are fluctuations in interest rates
and annuity prices;

e the pension plan’s assets may fluctuate depending upon the manner in which
they are invested; and

e the surplus may fluctuate if the pension plan’s assets and liabilities are not
matched.

plan’s assets by describing those entitlements and their settlement.

Membership data

was the calculator thereof.
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have benefit entitlements under the pension plan but their membership information is
missing.

of each member’s benefits.
Assumptions
The selected assumptions would:

e in respect of benefit entitlements that are assumed to be settled by purchase
of annuities, reflect single premium annuity rates;

e in respect of benefit entitlements that are assumed to be settled by lump sum
transfer, reflect the standards in Section 3500 respecting commuted values;
and

e in respect of benefit entitlements that are assumed to be settled in some
other manner, reflect the manner in which such benefits would be settled.

If future benefits depend on continued employment (e.g., the pension plan is terminating

salary increases and termination of employment.

If the pension plan provides special early retirement allowances that may be reduced if the
members have employment income following their actual or assumed early retirement
dates, then the wind-up valuation would require assumptions regarding the likelihood and
the amounts of the members’ future employment income. To extrapolate the pension plan’s
historical experience as a going concern would not necessarily be appropriate in selecting
those assumptions.

Wind-up expenses usually include, but are not limited to:
o fees related to the actuarial wind-up report(s);
o feesimposed by a regulator;
o |egal fees;
e administration expenses; and

e custodial and investment management expenses.
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25.21 The actuary would either net wind-up expenses against the pension plan’s assets or add the
assumed wind-up expenses to the pension plan’s liabilities in calculating the ratio of assets to
liabilities as a measure of financial security of the benefit entitlements, unless the
expectation is that expenses will not be paid from the pension plan’s assets. However, an

exception may be made for future custodial and investment management expenses, which

26.22 Some aspects of the wind-up may be unclear to the actuary or contentious. These could

includeExamplesare:

e application of the plan documents and/or legislation;

e interpretation of the law;
e the determination of the wind-up date;

e the members, former members or recently terminated members to be
included in the wind-up;

e whether or not to assume salary increases in determining benefit
entitlements;

e eligibility for plant closure benefits and permanent lay-off benefits;

e the liquidation value of the pension plan’s assets;
e the method to allocate the pension plan’s assets among members;
e the allocation of surplus between the employer and the members; and

e whether or not wind-up expenses are to be paid from the pension plan’s
assets.

27.23  To decide those aspects, the actuary may rely upon direction from another person with the
confidentiality or prIVIIegethatmayarlse -----------
Post-wind-up contingencies
28.24 Post-wind-up contingencies may affect benefit entitlements. Examples are:
e member election of optional forms of benefits;
e member election of retirement date;
e salaryincreases; and

e change in marital status.
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Subsequent events

select one cut-off date for the active membership data and another cut-off date for the
inactive membership data.

e expenses paid from the pension plan’s assets;
e actual investment return on the pension plan’s assets;
e change in annuity purchase rates;

e change in assumptions or methodologies for the calculation of commuted
values;

e corrections to the membership data;
e deaths of members; and

e crystallization of post-wind-up contingencies.

corresponding to the cut-off date.
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Statements of opinion

35.31 Where different statements of opinion apply in respect of different purposes of the
valuation, the above requirements may be modified, but would be followed to the extent

practicable.

3330.31 Page 3040 Effective December 31, 2010
Revised December 19, 2012; March 31, 2015; February 1, 2018; Month XX, 202X




Exposure Draft September 2021

3400 Financial reporting of pension costs

reporting of a pension plan’s costs and obligations in the employer’s or the pension plan’s
financial statements, where the calculations and advice are provided in accordance with an
applicable financial reporting standard.

3410 General

.01  For financial reporting purposes, the actuary should use methods and assumptions for the

value of assets and pension benefit obligations that are appropriate to the basis of financial
reporting in the employer’s or pension plan’s financial statements, as applicable, and that are

.02 For the purposes of Section 3400, the circumstances affecting the work would include:

.03 The actuary would reflect the financial reporting standards specified by the terms of the

would use the methods and assumptions specified by the preparers of the financial
statements.

Plan provisions

.04 The actuary would determine the plan provisions with sufficient accuracy for the purposes of

the valuation. Sources of information on plan provisions include, where relevant
e current plan documents;
e administrative practices;
e cost-sharing arrangements; and

e communication between the plan sponsor or plan administrator and the

.05 The actuary would consider all benefits in accordance with the terms of the appropriate

all such benefits expected to be paid under the plan.
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Anticipated amendment or deferred recognition of a pending amendment

applicable financial reporting standard and direction from the plan sponsor or plan
administrator as applicable.

The effective date of the amendment is the date at which the amended benefits take effect,

o -extrapelateuse membership data with an effective date more than
fourthree years from the effective-date-ofthe-membership

datacalculation date; nor

e extrapolate valuation results more than four years from the effective date
of the membership data.

Assumptions

specified in the relevant financial reporting standards or as otherwise selected by the
preparers of the financial statements.

44_’—%9%4%1

12

13

Benefit commitments

commitment to provide benefits beyond the terms of the plan to the extent stipulated by the
preparers of the financial statements.

Expenses

not they are expected to be paid from the pension plan’s assets, if any.
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3420 Reporting: External user report

.01  An external user report should:

° include the calculation date and the report date;

o describe the sources of membership data, plan provisions, and the pension
plan’s assets, and the dates at which they were compiled;

° describe the membership data and any limitations thereof, and any
assumptions made about missing or incomplete membership data;

° describe the tests applied to determine the sufficiency and reliability of the

° describe the market value of assets and a summary of the assets by major
category;

. describe the pension plan’s provisions;

° describe any material accounting policies relevant to the work;

° describe any commitment to provide benefits beyond the terms of the plan

reflected in the valuation of pension obligations;

° describe any contingent benefits provided under the pension plan and the
extent to which such contingent benefits are included or excluded in

° describe the method and period selected in connection with any
amortizations;
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.02

. if the valuation is an extrapolation of an earlier valuation, then describe the
method and any assumptions for, and the period of, the extrapolation; and

° state whether or not the valuation and/or extrapolation conforms with the

° A statement regarding membership data, which should usually be, “In my
opinion, the membership data on which the valuation is based are sufficient
and reliable for the purpose of the valuation.”

° A statement regarding assumptions which should usually be, “In my opinion,
the assumptions are appropriate for purposes of the valuation.”

o A statement regarding calculations, which should usually be, “In my opinion,
the calculations have been made in accordance with my understanding of the
requirements of [name financial reporting standard]”

o A statement regarding conformity, which should be, “This report has been
prepared, and my opinions given, in accordance with accepted actuarial
practice in Canada.” [Effective March 31, 2015]

If, for any reason, the actuary is unable to provide the statements of opinion in paragraph
3420.02, the wording of the statements of opinion should be adjusted to reflect the necessary
qualifications, including a description of the areas of non-compliance. The actuary should not
provide the four statements of opinion in paragraph 3420.02 if the work does not comply with
the standards, even if the non-compliance is stipulated by the terms of the engagement.
[Effective Month XX, 20XX]

reasonableness of the valuation. [Effective December 30, 2012]

.06

Membership data

Any assumptions and methods used in respect of insufficient or unreliable membership data
would be described.

Reference to report on funding
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.01

3500 Pension commuted values

3510 Scope

The standards in this Section 3500 apply to advice on the computation of commuted values,
including commuted values to be paid from a pension plan that is registered under an Act when
the method of settlement is a lump sum payment in lieu of an immediate or deferred pension
resulting from death or individual termination of plan membership, except for the specific
circumstances that are described below in paragraph 3510.03. In particular, the standards in
this Section 3500 apply:

e Inajurisdiction whether or not there is legislation in that jurisdiction that
specifically provides for portability of pension benefit credits.

e Regardless of limits imposed by the Income Tax Act (Canada) on amounts that
may be transferred to other tax-sheltered retirement plans.

e Subject to paragraph 3570.05, regardless of the specific adjustments to
commuted values in order to determine the lump sums paid from a pension plan
required by the terms of the plan in accordance with applicable legislation. An
example of such an adjustment would be the requirement by pension legislation
to reduce the lump sum payment to a former pension plan member if the plan is

e As modified by subsection 3570, to the determination of commuted values of
pensions and deferred pensions payable from target pension arrangements, such
as certain target benefit plans and multi-employer pension plans. For purposes
of this Section 3500, a target pension arrangement is a pension plan for which
applicable legislation contemplates the reduction to the accrued pensions of
plan members and beneficiaries while the pension plan is ongoing as one of the
where the reduction in accrued pensions is not necessarily caused by the
financial distress of the plan sponsor or sponsors.

e Under areciprocal pension agreement between plan sponsors where the result
of the reciprocal agreement is either to establish a pension amount determined
on a defined contribution basis or to establish an account balance under a

converted immediately or subsequently into a pension.
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.02

.03

.04

.05

The standards in this Section 3500 also apply to the determination of a lump sum payment
from the pension plan in lieu of an immediate or deferred pension to which a plan member’s
former spouse is entitled after a division of the member’s pension on marital breakdown.

The standards in this Section 3500 do not apply:

e under a reciprocal pension agreement between plan sponsors where the result
of the reciprocal agreement is to provide defined pension benefits or target
pension benefits for the plan member;

e tothe determination of commuted values of pensions and deferred pensions
payable from pension arrangements that are not registered under an Act;

e to the conversion of defined pension benefits or target pension benefits to a

employment;

e tothe determination of commuted values of pensions that have commenced
payment and where commutation is at the discretion of the member, except as
explicitly required under paragraphs 3510.02 or 3560.01; or

»—when calculating the capitalized value of pension benefits for actuarial evidence
purposes, pursuant to Part 4000, where such value does not relate to a
commuted value payable from a registered pension plan-es

Act

For the purposes of this Section 3500, “Act” means a pension benefits standards act of a
province or the federal government of Canada or the Income Tax Act (Canada).

Retirement compensation arrangements

Since retirement compensation arrangements (RCAs) are not required to be registered under
the Income Tax Act (Canada), this Section 3500 applies to commuted values payable from an
RCA only if the RCA is registered under a pension benefits standards act of a province or the
federal government of Canada.
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06.01

3520 Method

A commuted value calculated in accordance with the methods and assumptions of this Section
3500 is intended to represent the economic value of the immediate or deferred pension that
would have been paid from the pension plan. That is, it is intended to represent the value that
the marketplace would attribute to that pension, while reflecting certain simplifications in the
calculations and requiring in some cases that certain assumptions be common among different
plans. It is not intended to include any value that marketplace participants such as insurance
companies might attribute to potential costs different than expected due to the assumption of
risks such as longevity and inflation.

.032

043

.054

.065

the circumstances described in paragraph 3540.186-% and paragraph 3570.05. [Effective
DecemberiMonth XX, 20XX20]

The period for which the commuted value applies before recomputation is required may be
empowered to specify such period. Commuted values paid after the end of such period should
be recomputed on the basis of a new valuation date. If the period for which the commuted
value applies before recomputation is required is not established by the terms of the plan or
period should be established as nine months after the valuation date. [Effective December 1,
2020]

The commuted value should be adjusted for interest, taking into account the requirements of
applicable legislation, between the valuation date and the first day of the month in which the
payment is made. Unless otherwise required by applicable legislation, the interest rates used to
calculate the commuted value should be used for such adjustment. [Effective December 1,
2020]

Subject to paragraph 3570.05, the commuted value should reflect the plan member’s full
benefit entitlement as a deferred or immediate pensioner, as may be applicable, determined
under the terms of the pension plan. In the case of a deferred pensioner, the commuted value
should include the value of the death benefit that would have applied before commencement
of the deferred pension. [Effective December 1, 2020]

A commuted value should not be calculated using methods or assumptions that produce a
commuted value smaller than the value computed in accordance with this section. [Effective
December 1, 2020]
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.08

.09

.10

Valuation date

The valuation date means the date as of which a value is being computed. Generally, this would
be the date upon which the plan member becomes entitled to an immediate or deferred
pension resulting from death or individual termination of plan membership, or as of such other
date as may be determined either by applicable legislation, by the terms of the plan, or by a

becomes effective.

In the event that recomputation is required in accordance with these standards, a new
valuation date would be established. Calculations would be made at the new valuation date in
accordance with the standards in effect on the new valuation date.

Conditions attached to payment

Applicable legislation or the terms of the plan may attach conditions to the payment of the full

Benefit entitlement

The following applies except for commuted values calculated in accordance with subsection
3570. Subject to paragraph 3530.06.3, where at the valuation date, a plan member has the
right as a deferred or immediate pensioner, as may be applicable, to optional forms of pension,
and where such right is contingent on an action that is within the member’s control and where
it is reasonable to assume that the member will act so as to maximize the value of the benefit,
the option that has the greatest value would be used in determining the commuted value. For
example, where a member has terminated employment and, upon application, is eligible for a
particular benefit such as a subsidized joint and survivor form of pension that has a value, it is
reasonable to assume that, upon acquiring expert advice, the member will apply for the
benefit.

‘ = Resosled

242.11 The commuted value using these assumptions made in accordance with the preceding

=+3.12

paragraph 3520.09 and subsequent paragraphs 3530.06 and 3530.096-3 may prove to have
recognized certain potential entitlements that are never realized, or may prove to have
disregarded certain entitlements that ultimately provide value.

Alternative methods and assumptions

A commuted value may be calculated based on methods and assumptions that differ from

e the resulting value is larger; and

e such value is required by the terms of the plan or applicable legislation, or by a

values are to be determined.
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3530 Demographic assumptions

.01  Except for situations specifically noted below, the following should be assumed:

e separate mortality rates for male and female members; and

e except for commuted values calculated in accordance with subsection 3570,
mortality rates in accordance with a mortality table promulgated from time to
time by the Actuarial Standards Board for the purpose of these calculations.
[Effective December 1, 2020]

.02 No adjustment should be made to reflect the health or smoker status of the member.
[Effective February 1, 2014]

.03 The age of the plan member on the valuation date should be used when valuing a pension.
[Effective December 1, 2020]

.04 If the plan provides a contingent benefit only to the person who is the plan member’s spouse
at the date of termination of membership, the actual age of the spouse, if any, should be used
in the computation. If this information cannot be obtained, an appropriate proportion married
and age difference between the plan member and spouse should be assumed. [Effective
February 1, 2018]

.05  Where the plan provides a contingent benefit to a plan member’s spouse and a change in the
member’s marital status after the valuation date is relevant to the determination of the
commuted value, an appropriate assumption should be made concerning the likelihood of
there being an eligible spouse, and the age of that spouse, at the time of death. [Effective
December 1, 2020]
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.06

The following applies, except for commuted values calculated in accordance with subsection
3570. When valuing deferred pensions, including deferred pensions for a plan member who
may also be entitled to an immediate pension, the normal retirement age should be used,
except in the situation where the terminated plan member has the right to elect an earlier
commencement date and the consequent early retirement pension exceeds the amount that
is of actuarial equivalent value to the pension payable at normal retirement age. In this case,
subject to paragraph 3530.096-3, it should be assumed with a probability of 50% that
retirement will occur at the age that would result in the highest commuted value and with a
probability of 50% that retirement will occur at the earliest age at which the plan member will
be entitled to an unreduced lifetime pension. In the situation where the terminated plan
member’s age on the valuation date is greater than or equal to the earliest age at which the
plan member will be entitled to an unreduced lifetime pension, subject to paragraph
3530.096-3, the valuation date should be used as the assumed retirement date, with the
commuted value incorporating any retroactive payments required by applicable legislation.
[Effective BecembertMonth XX, 20XX20]

.07

.08

For the purposes of paragraph 3530.06, where the early retirement reductions for a deferred
pension are different for different periods of accrued service, the retirement age that would
result in the highest commuted value would reflect the value of the pension earned for all
periods of accrued service combined. However, the age at which the plan member will be
entitled to an unreduced lifetime pension would be determined separately for each period of
accrued service.

For the purposes of paragraph 3530.06, where the amount of a member’s deferred lifetime
pension is projected to be affected at one or more retirement dates by limits imposed by the
Income Tax Act (Canada) (“ITA limits”), the earliest retirement age at which the plan member
will be entitled to an unreduced lifetime pension would be the earliest retirement age at which
the member’s deferred lifetime pension either:

e is not affected by the ITA limits and the deferred lifetime pension is not
reduced for early commencement; or

e s affected by the ITA limits and the ITA limits at that age do not include a
reduction for early commencement.
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| .09

.10

A1

12

However, where a right described in paragraph 3520.109 or 3530.06 is contingent upon an
action that is within the member’s control and where it is not reasonable to assume the
retirement assumption determined in accordance with paragraph 3530.06 or where it is not
reasonable to assume that the member will always act to maximize the value of the benefit
under paragraph 3520.109, an appropriate assumption would be made for the likelihood and
timing of such action. For example, where a member is continuing in employment and is
entitled to an unreduced pension that commences upon termination of employment, it may
not be reasonable to assume that the member will immediately terminate employment in
order to become eligible for an immediate benefit. In determining the likelihood and timing of
such action, group data may be used.

The demographic assumptions would be the same for all types of immediate and deferred
pensions.

Mortality

Commuted values would not vary according to the sex of the plan member when required by
administrator is so empowered by the terms of the plan. In this case, a blended mortality
approach would be adopted by either developing a mortality table based on a combination of
male and female mortality rates, or computing the commuted value as a weighted average of
the commuted value based on male mortality rates and that based on female mortality rates.
The relative proportions of males versus females would be appropriate for the particular plan.

If the requirement that commuted values do not vary according to the sex of the plan member
is legislated and applies only to benefits earned after a particular date or only to a subgroup of
plan members, the use of a blended mortality approach may be extended to commuted values
of benefits earned prior to such date or to commuted values of benefits of all members.

3540 Economic assumptions

.01

.02

Economic assumptions that vary depending on whether the pension is fully indexed, partially
indexed, or non-indexed should be selected. For commuted values calculated in accordance
with subsection 3570, the economic assumptions should be determined in accordance with
subsection 3570. [Effective December 1, 2020]

Economic assumptions should be selected based on the reported rates for the applicable
CANSIM series for the calendar month immediately preceding the month in which the
valuation date falls. [Effective December 1, 2020]
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.03

.04

.05

.06

Two interest rates and two rates of pension escalation, when applicable, should be calculated.
The first rate is applicable to the first 10 years after the valuation date and the second is
applicable to all years thereafter. [Effective December 1, 2020]

The commuted value of a fully or partially indexed pension should be at least equal to the
commuted value applicable to a non-indexed pension in the same amount and having similar
characteristics. [Effective April 1, 2009]

The following three factors should be determined from the CANSIM series:

CANSIM Series Description Factor
V122542 Seven-year Government of Canada benchmark bond i7
yield, annualized (final Wednesday of month)
V122544 Long-term Government of Canada benchmark bond i
yield, annualized (final Wednesday of month)
V122553 Long-term real-return Government of Canada bond r.
yield, annualized (final Wednesday of month)

Note that the factors determined above are not the reported CANSIM series, but the
annualized value of the reported figure. [Effective December 1, 2020]

A fourth factor should also be determined as follows:

rz=ro* (i7 /i)

[Effective December 1, 2020]
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.076-% Four bond yield spreads should be determined, based on the index yields for the final
Wednesday of the calendar month immediately preceding the month in which the valuation
date falls, calculated as follows:

PSi-10 = (Canada Mid-term provincial bond index yield, annualized) — (Canada Mid-term
federal non-agency bond index yield, annualized)

CSi1-10 = (Canada Mid-term corporate bond index yield, annualized) — (Canada Mid-term
federal non-agency bond index yield, annualized)

PSi0+ = (Canada Long-term provincial bond index yield, annualized) — (Canada Long-
term federal non-agency bond index yield, annualized)

CS10+ = (Canada Long-term corporate bond index yield, annualized) — (Canada Long-
term federal non-agency bond index yield, annualized)

The bond index yields, before being annualized, referred to in this paragraph 3540.076-% are
the average semi-annual mid market yields to maturity for each index published by FTSE
Canada Debt Capital Markets at the market close on the final Wednesday of the calendar
month immediately preceding the month in which the valuation date falls, or such other
bond index yields or calculation bases that may be promulgated from time to time by the
Actuarial Standards Board for purposes of these calculations.

The bond index yields used to calculate PSi-10, CS1-10, PS10+, or CS10+ are not the yields
published, but the annualized value of the published figures.

If PS1-10, CS1-10, PS10+, Or CS10+ as calculated above is less than zero, the bond yield spread
should be set equal to zero. [Effective BecemberdtMonth XX, 20XX20]
.086:2 Two spread adjustments should be determined as follows:
S1-10 = (0.667 * PSl_lo) + (0.333 * CS1.10)
s10+ = (0.667 * PS10+) + (0.333 * CSi104)

If s1-10 0r s10+ as calculated above is more than 1.5%, the spread adjustment should be set
equal to 1.5%. [Effective December 1, 2020]

3540.07 Page 3054 Effective February 1, 2005

Revised May 1, 2006; December 8, 2008; March 26, 2009; June 3, 2010; February 1, 2018;
December 1, 2020; Month XX, 202X




Exposure Draft September 2021

.097

.109

110

123

132

The following interest rates should be used to calculate commuted values:

Interest rates

First 10 years i1-10=i7+ S1-10

After 10 years i10+=iL+ 0.5 * (iL—i7) + S10+

[Effective December 1, 2020]

Repealed

For pensions that are fully indexed to increases in the Consumer Price Index the rates of
pension escalation should be determined based on the implied rates of increase in the
Consumer Price Index for any escalation falling within the first 10 anniversaries of the
valuation date inclusive, and thereafter determined as follows:

Implied rates of increase in CPI

First 10 Years C110=(1+i7) / (1+r7) -1

After 10 Years C10+= (1+iL + 0.5 * (iL—i7)) /(1+r,+ 0.5 * (rn.—ry7)) - 1

[Effective December 1, 2020]

For pensions that are partially indexed to increases in the Consumer Price Index, the rates of
pension escalation should be determined by applying the partial indexing formula of the plan
to those rates of increase in the Consumer Price Index, determined in accordance with
paragraph 3540.109. [Effective BecemberdMonth XX, 20XX20]

Where rates in pension escalation are related to increases in the average wage index, it
should be assumed that the average wage index will increase at rates that are one percentage
point higher than the rates of increase in the Consumer Price Index. [Effective December 1,
2020]

A pension that is indexed according to an excess interest approach involves increases that
are linked to the excess of formula A over formula B, where A is some proportion of the rate
of return on the pension fund or on a particular class of assets, and B is a base rate or some
proportion of the rate of return on another asset class. In determining the interest rates
under formula A and formula B, the interest rates determined in accordance with paragraph
3540.09% should be used as proxies for the rate of return on the pension fund or on any
particular asset class for which the rate of return is expected to be equal to or greater than
the non-indexed interest rates determined in accordance with paragraph 3540.097.
[Effective BecembertMonth XX, 20XX20]
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.143  Prior to calculating the commuted value, the rates of interest and/or rates of pension

escalation determined in accordance with this subsection 3540 should be adjusted using
either of the following approaches:

e round each of the rates of interest and rates of pension escalation to the
nearest multiple of 0.10%; or

e round to the nearest multiple of 0.10%
o the rates of interest; and

o the compound difference between the rates of interest and the rates
of pension escalation (the “rounded interest rates net of pension
escalation”).

The final rates of pension escalation would then be determined based on the
compound difference between the rounded rates of interest and the rounded
interest rates net of pension escalation. This approach produces rounded interest
rates, unrounded rates of pension escalation and rounded interest rates net of
pension escalation.

Any rates of interest, increase, or escalation used in calculations prior to the final step of the
determination should not be rounded. [Effective December 1, 2020]

.15

Pension index frequency

Reasonable approximations may be used to take into account the specific circumstances of the
situation regarding payment frequency, indexing frequency, and time and amount of the first
increase of pension escalations.

Pension indexed on an excess interest formula

22.16 ___If the pension is indexed on an excess interest formula and the particular asset class is one for

which the rate of return is expected to be less than the interest rates determined in accordance
with paragraph 3540.097%, in determining the expected rate of return on a particular asset class
for this purpose, the current economic environment as well as future expectations would be
considered.
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23.17

Other modifications

Where pension escalation rates are either modified by applying a maximum or minimum annual
increase, with or without carry forward of excesses or deficiencies to later years, or modified by
prohibiting a decrease in a year where the application of the formula would otherwise cause a
decrease in pension, the pension escalation rates otherwise applicable would be adjusted,
based on the likelihood of the modification causing a material change in the pension payable in
any year. In determining such likelihood, the current economic environment as well as future
expectations would be considered. Either a stochastic or deterministic analysis may be used to
determine the pension escalation rates.

stochastic or deterministic analysis may be used to determine the pension escalation rates.

25.19 Where pension escalation rates are not determined by reference to increases in the Consumer
Price Index, the commuted value would be consistent with the values of non-indexed pensions
and fully indexed pensions.

Al . leulati hod
26— Repealed
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3550 Disclosure

.01  When communicating the amount of the commuted value of a member’s pension, the
following should be provided:

o A description of the benefit entitlements involved.

e A description of the actuarial assumptions used in determining the commuted
value and the rate of interest to be credited between the valuation date and
the first day of the month in which the payment is made. For indexed pensions,
both the non-indexed nominal interest rates and the pension escalation
assumptions should be disclosed separately.

e A statement of the period for which the commuted value applies before
recomputation is required.

e When the payment of the full commuted value is subject to a condition based
on the funded status of the plan, the additional contribution required for the
payment of the full commuted value to be made or the recommended
schedule for payment of the balance of the commuted value, if applicable.

e A statement that, because the commuted value is based on a number of
assumptions, the retirement income provided by the commuted value may be
either greater or less than the pension payments that the member would have
received from the pension plan.

e A statement as to whether the commuted value has been computed in
accordance with these standards. [Effective December 1, 2020]

.02  Where the commuted value has not been determined in accordance with these standards, it
should be clearly stated that the calculation is not in compliance with these standards and,
unless the areas of noncompliance are due to the requirements of applicable legislation, the
areas of noncompliance and the reasons for the noncompliance should be disclosed.
[Effective December 1, 2020]

.03 When communicating to the plan administrator an actuarial basis to be used in determining
commuted values, it should be stated that the actuarial basis is in accordance with these
standards. [Effective December 1, 2020]

.04 The disclosures in paragraphs 3550.01 to .03 above and paragraph 3570.12 would be made
in both an external user report and a written internal user report.
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Disclosure of plan values which differ from these standards

.054 In a situation where the use of commuted values (called plan values in this subsection 3550)
that are different from those computed in accordance with this Section 3500 is required by the
specify the basis on which commuted values are to be determined, the following disclosure
requirements are applicable:

e [f the plan values are lower, it should be disclosed that the commuted values so
calculated are in accordance with the terms of the plan or the applicable
legislation but not in accordance with the standards.

e [f the plan values are higher, it should be disclosed that the commuted values so
calculated are in accordance with the terms of the plan or the applicable
legislation and the standards. [Effective December 1, 2020]

‘ .065 Where commuted values that do not vary according to the sex of the plan member are

required to be calculated, and where that requirement applies only to benefits earned after a
particular date or only to a subgroup of plan members, the extent to which the blended
mortality approach has been extended to benefits earned before the particular date or to
benefits of all members should be described. [Effective December 1, 2020]

‘ .076 Where assumptions or methods described in these standards are used to calculate a

commuted value in a situation where these standards do not apply, it should not be stated or
implied that the commuted value has been computed in accordance with these standards.
[Effective December 1, 2020]

3560 Reduced life expectancy

.01 The standards in this subsection 3560 apply to advice on the computation of commuted values,
from a registered pension plan, where the right to receive the lump sum is based on subsection
51.1 of the regulations to the Ontario Pension Benefits Act. These standards may also be
applicable in other directly comparable situations.

86.02 These standards do not apply where the right to receive a lump sum is not conditional upon
medical certification, under legislation, or the terms of the plan, even if the former member is
known to be terminally ill.

87.03  All standards set out in Section 3500 apply, except as superseded by the following
recommendations.

.04 The commuted value should be calculated as of the date of the medical certificate specifying
that the former member has life expectancy less than two years, even if other conditions for
payment of the benefit (such as spousal consent) are not met until a later date. [Effective April
1, 2009]
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.05

.06

.07

The commuted value should be adjusted for interest and benefits paid to the date of payment.
[Effective April 1, 2009]

The computation should not be adjusted to reflect the actual death or change in health of the
former member after the valuation date. However, if a former pension plan member becomes
eligible for immediate commencement of a pension after the date of the medical certificate
and prior to payment of the benefit, this eligibility should be reflected in the calculation.
[Effective April 1, 2009]

If the former member is entitled to a commuted value transfer based on the terms of the plan
or legislation that is not conditional on reduced life expectancy, the amount payable should be
the greater of the amount calculated in accordance with this subsection 3560 and the amount
computed in accordance with subsections 3520 through 3540 and subsection 3570, if
applicable, without regard to shortened life expectancy. [Effective December 1, 2020]

.08

Benefit entitlement

The commuted value would reflect the plan member’s full benefit entitlement as a deferred or
immediate pensioner, as may be applicable, determined under the terms of the pension plan.

There are three possible cases:

(a) A former member with deferred pension entitlement, not eligible for immediate
commencement of pension.

In this case, the commuted value would reflect the present value of the death
benefits that would be payable in respect of the former member. For this
purpose, the value of the death benefit would be calculated as of the valuation
date, assuming the former member died as of the valuation date.

(b) A former member with deferred pension entitlement, eligible for immediate
commencement of pension.

In this case, the lump sum value would be the greater of the amount determined
as in (a) above and a value determined as if the member had retired at the date
of valuation and elected the most favourable combination of the highest
surviving spouse pension permitted by the plan (if there is an eligible spouse)
and the longest guaranteed period available under the plan. This value would be
determined as for pensioners in (c) below.

(c) A former member in receipt of pension.

In this case, the commuted value would reflect the present value of pension
payments for a period certain of four months from the valuation date, any
additional guaranteed payments and any survivor benefits potentially payable.
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.09

.01

.02

.03

Disclosure

When communicating the amount of the commuted value of a member’s pension, a description
of the survival period assumption would be provided.

3570 Target pension arrangements

The standards in this subsection 3570 apply to the determination of commuted values of
pensions and deferred pensions payable from target pension arrangements, such as certain
target benefit plans and multi-employer pension plans. A target pension arrangement is a
pension plan for which applicable legislation contemplates the reduction to the accrued
pensions of plan members and beneficiaries while the pension plan is ongoing as one of the
reduction in accrued pensions is not necessarily caused by the financial distress of the plan
Sponsor or sponsors.

The standards in this subsection 3570 apply to the determination of commuted values of
pensions and deferred pensions payable from target pension arrangements upon termination
of plan membership other than at plan wind-up.

In the case of the commuted value determined at plan wind-up of a target pension
arrangement, the commuted value is to be calculated in accordance with the assumptions and
methods of this section 3500, but not including 3570. In the event of a plan wind-up, the
commuted value is to be determined as if the plan were not a target pension arrangement.

All standards set out in preceding subsections of Section 3500 apply, unless indicated otherwise

A commuted value calculated in accordance with the going concern assumptions and methods
of this subsection 3570 is intended to represent the economic value of the immediate or
deferred pension that would have been paid from the target pension arrangement in
accordance with the terms of the pension plan and applicable legislation.

.04

The commuted value should be calculated as the actuarial present value on the valuation date
of the member’s benefit entitlement as a deferred or immediate pensioner and, subject to the
paragraphs that follow in this subsection 3570, determined using the same going concern

filed with the applicable pension regulator. [Effective December 1, 2020]
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.05

The actuarial present value of the member’s benefit entitlement may be adjusted to reflect the

the rationale for such lack of consistency. [Effective December 1, 2020]

.06

.07

.08

Assumptions

The assumptions used to calculate the commuted value would be the assumptions used for the

applicable legislation or by the terms of the plan, as described in official plan documents such
as a plan text, benefits policy, and/or collective agreement.

Notwithstanding paragraph 3570.06, the interest rate used to calculate the commuted value
would be net of any adjustment for investment expenses and, if required by applicable
legislation or by the terms of the plan as described in official plan documents such as a plan
text, benefits policy, and/or collective agreement, would be adjusted for any non-investment
expenses that are expected to be paid from the pension plan’s assets.
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Notwithstanding paragraph 3570.06 and subject to paragraph 3570.10, when calculating the
commuted value of a deferred pension, the assumptions used to determine the actuarial
present value of the member’s benefit entitlement would be assumptions that are appropriate
for purposes of performing an actuarial valuation of a pension plan consisting of only the group

that deferred pensioner members are assumed to commence their pension may not be a
material assumption and therefore the normal retirement age was used. However, if deferred
pensioner members have the right to elect an earlier commencement date and the consequent
early retirement pension exceeds the amount that is of actuarial equivalent value to the
pension payable at normal retirement age, it may be appropriate to assume pension
commencement at an earlier age for purposes of calculating the commuted value.

Notwithstanding paragraph 3570.06, with the exception of variations based on age and sex, the
mortality assumption used to calculate the commuted value would be an assumption that is
appropriate for the overall plan membership and would not vary for different subsets of the
plan population.

Combination plans

Some plans provide certain benefits that fall within the definition of the benefits provided by
target pension arrangements, while other benefits provided by the plan fall within the scope of
this Section 3500, but do not fall within the definition of the benefits provided by target
pension arrangements. For these plans, the commuted value of the benefits that fall within the
definition of the benefits provided by target pension arrangements would be calculated in
accordance with this Section 3500, including subsection 3570. The commuted value of the
benefits that do not fall within the definition of the benefits provided by target pension
arrangements would be calculated in accordance with this Section 3500, but would not reflect
the requirements of subsection 3570.

Disclosure

12

In addition to the disclosures specified in preceding subsections of Section 3500, any
adjustments determined in accordance with paragraph 3570.05 should be disclosed.
Adjustments determined in accordance with paragraph 3570.05 are considered to be a
component of the calculation of a commuted value that is in accordance with the standards.
[Effective December 1, 2020]
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