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Memorandum 

 
 
To:  All Fellows, Affiliates, Associates and Correspondents of the Canadian 

Institute of Actuaries 

From:  Brian FitzGerald 

Date:  August 18, 2005 

Subject:  Canadian Institute of Actuaries Pension Review Project 

 
The Pension Review Project team has completed its work and a detailed description of its 
findings is included in its final report, which is attached to this memorandum. This report 
is critical reading for all pension practitioners.  

The project team reviewed 100 randomly selected pension actuarial reports (as filed with 
regulators) for compliance with the requirements of the CIA standards of practice and 
with the relevant legislation. The reviews were confined to the contents of the report and 
did not involve examination of actuarial workfiles or records. 

The contents of the reports are generally complete and satisfactory when viewed in 
context of existing standards and regulatory requirements and did not, in most cases, 
reveal any material non-compliance. 

Having said that, the project team expressed some concerns, particularly in the area of 
disclosures. For example, the majority did not report a specific allowance for plan 
expenses and very few provided an explicit description or quantification of margins for 
adverse deviation. In the course of its work, the project team identified a number of 
improved reporting practices which go beyond the current requirements of the standards 
and regulations. The recommendations of the project team include the preparation of a 
number of educational notes for members and some changes to the existing standards of 
practice. 

The project team has presented the results of their review to the Board and, as a result, 
the Practice Standards Council has been asked to prepare the necessary educational notes 
and changes to the standards of practice. The Board has also determined that there should 
be continuing reviews both to determine the level of compliance with the amended 
standards and to cover specialty reports not adequately dealt with in this review. Future 
reviews will also examine in more detail the actuarial assumptions and methods used. 
More details will be published in due course. 

 



 

 

I would like to take this opportunity to thank all of those involved in the review project 
including the members of the project team (Shiraz Bharmal, Mike Mills and Marcus 
Robertson), the ten reviewers, the staff of the Secretariat, the members who contributed 
reports, and the actuarial firms who supported our efforts. 
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1. INTRODUCTION 
On September 22, 2004, the Board of the Canadian Institute of Actuaries (CIA) passed a 
resolution directing that a project team be set up to undertake a review of a number of 
pension plan actuarial reports filed with pension regulators. 

The CIA Board appointed the following three-member team at its November 2004 
meeting to give effect to this resolution and agreed on the broad parameters of the review. 

• Shiraz Bharmal, Coordinator 

• Mike Mills 

• Marcus Robertson 

We have completed the reviews and their analyses and are pleased to present our findings 
to the Board in this report. 

Our report is organized in the following sections: 

• Purpose 

• Process 

• Deliverables 

• Findings 

• Recommendations 

• Next Steps 

2. PURPOSE 
The ultimate purpose of the review is: 

• to enhance the support and advice provided by the CIA to practitioners preparing 
reports on pension funding valuations filed with regulatory bodies, 

• to provide input to practice committee(s) responsible for the documentation of 
standards and, generally, 

• to promote the highest quality of work. 

Thus, the primary orientation of the project was educational. 

The results of the review will also be used by the Board to determine whether similar or 
modified reviews should be undertaken in the future on a continuing basis. 

In conducting the project, the project team was asked to review only the reports to check 
whether the contents of the reports were in compliance with the requirements of the 
standards of practice and the relevant legislation. Our review was confined to the reports 
as filed with the regulators. The review of the work itself, either through examining 
working papers or interviewing the authors, was beyond the scope of our review. Our 
conclusions are based only on the matters that are required to be reported under the 
standards and regulatory requirements. 
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However, in light of the broad mandate of promoting the highest quality of work, we 
looked beyond what is strictly required to be reported to comply with the standards and 
the regulations – especially given some of the concerns that were shared with us by 
pension regulators. 

We have focused not only on providing input to practice committees regarding 
modification to standards and guidance, but also on how the CIA can work with the 
regulators to modify or clarify regulations to address these concerns. 

3. PROCESS 

Selection of Reports 
Based on discussions with the Board, we undertook a review of 100 randomly selected 
reports filed with regulators. After due deliberation, and given the size of the sample, we 
decided to confine our review to 80 reports filed with Ontario and 20 reports filed with 
British Columbia. Ontario regulates the largest number of plans and BC represents a 
jurisdiction regulating a small number of plans. 

For the purposes of our review, we requested only the regularly filed reports, excluding 
special purpose filings such as those following plan amendments, mergers and transfers 
or partial and full wind-ups. We also asked that reports on individual pension plans 
(IPPs) be excluded. 

Ontario and BC regulators kindly supplied us with a classified list of reports most 
recently filed with them: 2,028 with Ontario and 257 with BC. The valuation dates 
spanned from 2000 through 2004, given the general requirement of triennial filings.  

From the universe of all qualifying reports provided by each regulator, we created three 
sample files using a random selection process – 101 Ontario and 25 BC reports in each 
sample. For each jurisdiction, we selected the sample whose distribution by plan type, 
benefit type, assets and active membership most closely resembled the universe. 

We pared down the sample for each jurisdiction to the desired number. The paring down 
was done to ensure even closer resemblance to the universe, removal of duplicate authors 
and a reasonable representation of employer types and firms. 

A very few reports by authors who had left active pension practice or changed jobs and 
did not have access to original documents were replaced by reports with similar 
characteristics from the unallocated reports in the original samples. 

At a later stage, we found that one of the authors had submitted an Ontario report instead 
of the requested BC report, albeit for the same client. Bearing in mind the time 
constraints, we did not take steps to replace this incorrect submission. Therefore, in the 
end, we reviewed: 

• 81 reports filed with Ontario (4.0% of the universe) 

• 19 reports filed with BC (7.4% of the universe) 
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The following tables show the distribution of the reviewed reports: 

Plan Type Ontario BC 
Single Employer 75 13 
Single Employer Negotiated Cost 1 - 
Multiple Employer 5 6 

Total 81 19 

Benefit Type Ontario BC 

Final Average Earnings 38 11 
Career Average Earnings 10 2 
Flat Benefit 19 4 
Hybrid 8 1 
Other 6 1 

Total 81 19 
 

Selection of Reviewers 
The September 2004 memorandum from the CIA President stated that, “the reviewers 
will be members selected for their pension expertise and distance from competitive 
concerns and they will be required to sign confidentiality agreements.” 

We created a list of 21 qualified candidates who were willing to volunteer for the project, 
through personal solicitation and by invitation through CIA announcements. The 
candidates were experienced pension practitioners who had recently retired or changed 
their area of practice. 

We pared down the list to 10 candidates using the criteria of independence, non-
concentration of prior employer and geographic dispersion. All 10 candidates accepted. 

They are listed below: 

1. Shiraz Bharmal 

2. Bill Chinery 

3. Lou Cornelis 

4. Grant Inglis 

5. Chris Kutney 

6. John McKellar 

7. Mike Mills 

8. Owen O’Neil 

9. Bill Solomon 

10. Raymond Veilleux 

Each reviewer, and each project team member, was required to sign a letter of 
engagement describing the scope of the project, the protocols for confidentiality, conflict 
of interest and operation of the Rule 13 exemption, and the policy for reimbursement of 
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expenses. All reviewers and project team members were appointed to the Committee on 
the Application of Rules and Standards (CARS) to effect the Rule 13 exemption, as the 
purposes of the process are primarily educational. 

Reports were allocated to the reviewers on a quasi-random basis to avoid apparent 
conflicts of interest and to take account of geographic location. Two potential conflicts of 
interest were revealed later and were resolved through re-assignment. 

Mode of Operation 

Collection of Reports 
Each author of the report, as identified by the regulator, was requested to provide a copy 
of the filed report and, in the case of a report that was revised at the regulator’s request, 
copies of the prior report and relevant correspondence between the author and the 
regulator. To ensure confidentiality, each of these requests was made through a formal 
letter from the Executive Director of the CIA. 

The letter of request to each author included a brief description of the project, assurance 
as to the confidentiality of the names of the author and the report, and the intended 
operation of the Rule 13 exemption. Authors were not provided names of the reviewers 
allocated to their reports. 

We are very happy to report that we were able to obtain all of the 100 reports. 

Checklist 

The project team prepared a detailed, comprehensive checklist for the use of the 
reviewers, to ensure consistency of reporting. The checklist includes not only the matters 
that must be reported to comply with standards and conform with the legislation, but 
went beyond to cover desirable, improved reporting practices. The purpose was to 
capture information to respond to some of the issues that have been raised and may need 
to be addressed, but non-compliance with these additional matters is not in itself a breach 
of standards or regulations. Full compliance with the checklist would indicate “best 
practice” rather than just meeting the reporting requirements of standards and regulations. 

Two Reviews 
Each report was reviewed by two reviewers. Each reviewer was requested to conduct an 
initial review of 10 reports and a second review of another 10 reports. Any material 
disagreement between the reviewers was resolved by the project team. If any additional 
discussion were necessary, the reviewers were to refer the matter to the project team and 
not contact the author directly. However, no such request has been made. All materials 
were transmitted in sealed, confidential envelopes through the Secretariat of the CIA to 
assure confidentiality. 

Some reviewers completed slightly more than the 20 anticipated reports; and 
correspondingly some slightly less. 

Process for Material Non-compliance 
If a material non-compliance is revealed through the review process, the reviewers were 
not to contact the author but to refer the matter to the project team. The project team 
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would assess the situation and resolve the matter with the author in accordance with Step 
1 of Annotation 13.1 to Rule 13. 

Destruction of Reports and Checklists 
Once the project is completed, all the reports, any correspondence and the completed 
checklists will be destroyed. 

4. DELIVERABLES 

Report to the Board 
The project team was to provide a report of its findings and recommendations to the 
Board in the first quarter of 2005. The project did not get authorized until two months 
following the Board resolution, hence the delay in the preparation of the final report. 
However, we were able to present a preliminary analysis of our work at the April Board 
meeting. This has been possible because of the cooperation of the authors, the 
extraordinary efforts of the reviewers and the exemplary support of the Institute 
Secretariat and the legal counsel – and we are truly grateful to all of them. 

Letters of Advice 
The September 2004 memorandum from the President promised a confidential “Letter of 
Advice” to each author who submitted a report to the project team. The project team will 
be preparing letters of advice during the course of the next several weeks. 

Each letter of advice will include a list of generic improvements, reflecting the findings 
summarized in this report, and may include specific suggestions, tailored to the author’s 
report. The author will be encouraged to consider these improvements when preparing 
future reports. 

Our letters of advice are predicated on our reviews based on our pro-forma checklist 
which went beyond the strict requirements of the existing standards and regulations and 
reflected best or desirable practices. The letters should not be misconstrued as indicating 
non-compliance. 

5. FINDINGS 
The findings are based on the analyses of the reviews by the project team. The project 
team reviewed both the reviews for each report, reconciled any differences between the 
reviewers and considered comments of the reviewers. The project team also conducted a 
statistical analysis of the checklist input. 

Overall Findings 
The reviews did not reveal any material non-compliance with regards to most of the 
reports. The contents of the reports are generally complete and satisfactory when viewed 
in context of existing standards and regulatory requirements. 

We believe that two of the reviewed reports arguably fall short of meeting existing 
standards in some aspects. We will discuss our concerns with the authors of these reports 
and, if we conclude that our concerns are justified, request them to rectify the situation. 
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We also believe that the quality of many reports would be enhanced if they met the 
requirements set out in our pro-forma checklists – which, as we indicated previously, 
included desirable or best reporting practices beyond the requirements of current 
standards and regulatory requirements. Any conclusions should therefore be viewed in 
context of this enhancement to desirable or best practices rather than non-compliance. 

We discuss these matters below, and illustrate our comments with some statistical data 
from our analysis. We have limited our comments to the areas where the desirable or best 
practice was not materially followed. 

Data and Disclosures 

• Many authors identified the intended users of the report indirectly – by reference 
to the regulatory requirements. We believe it would be a better practice to identify 
intended users explicitly. 

• Only a few authors made an explicit statement that there were no subsequent 
events, when there were none. It would be a better practice if a report always 
included a statement regarding subsequent events, confirming that there were 
none if that is the case. 

• Although material plan provisions were described, the following less material 
elements were missing in more than 25% of reports: 

o Employer contributions – although it was clear from the results in the 
report that the employer was responsible for contributions in excess of 
member contributions, 

o Postponed retirement benefits, 

o Disability benefits, 

o Wind-up benefits – rarely included, 

o Maximum pensions, 

o Early retirement and pre-retirement death benefits for deferred pensions of 
terminated members. 

• Source of plan provisions was not stated in about half the reports; verification of 
plan provisions and assets, were not described in more than half the reports. 

• We believe that a description of the asset mix as a normal practice would be 
helpful. 

• Some opinions were signed by more than one individual – either another FCIA or 
a non-FCIA (usually an ASA). Sometimes, a report included the identification of 
and confirmation by a peer reviewer. In other instances, the report was signed by 
an additional individual. A clear protocol about the signing of an opinion and a 
clear identification of the actuary who was taking the overall responsibility for the 
opinion and the report would be helpful to the user. 

 9



Report August 2005 

Going Concern Valuations 

Asset Valuation Method 
The CIA has not published guidance about acceptable asset valuation methods and this 
has spawned a variety of practices – none by definition non-compliant. 

• 53 reports included assets at market value, 

• 42 used different types of smoothing methods, 

• 5 used other methods, such as book value or discounted cash flow. 

The actuarial values of assets were distributed as follows in terms of market value ratios: 

• 100% or under  66 

• >100-105%  21 

• >105-110%  8 

• >110  4 

• Book Value  1 

Economic Assumptions 

The CIA has also not published guidance regarding acceptable economic assumptions. 
Reviewers and the project team believed that some of the economic assumptions were 
optimistic, especially when combined with assets stated at over the market value or where 
the discount rate was assumed to be net of expenses.  

The assessment of the appropriateness of assumptions was outside the scope of the 
reviews, given that we neither reviewed any working papers nor discussed the underlying 
rationale for the assumptions with the authors. 

Nonetheless, we tested reported discount rates against the following ranges which the 
project team believes are, a priori, reflective of a typical asset mix and demographics 
found in a Canadian pension plan and market conditions at the valuation date: 

2001 and earlier valuations:  5.5% - 7.0% 

2002 valuations: 5.25% - 6.75% 

2003 and later valuations:  5.0% - 6.5% 

The discount rate used in 48 of the reports was within the above ranges. In 10 reports, the 
discount rate exceeded the maximum of the applicable range by 0.25% or less; in 36 
reports, by more than 0.25% and up to 0.5%; and in 6 reports, by more than 0.5%. The 
highest discount rate was 7.5%. In many instances, the discount rate was stated as net of 
all plan expenses, so the gross discount rate would have been higher. 

A justification of the discount rate was included in 23 reports. 

The spread between the assumptions for general salary increases and the discount rate 
exceeded 3% in 32 out of 50 reports.  
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We note that under the current circumstances, the solvency valuation has the dominant 
impact; nonetheless, this would be a good opportunity to address the issue of guidance on 
economic assumptions. 

Demographic Assumptions 
Reporting of demographic assumptions was generally satisfactory. The users would be 
better informed if the source and rationale for mortality, termination and early retirement 
assumptions were included. 

Plan Expenses 
Fifty-nine reports did not report specific allowance for plan expenses – except indirectly 
through a “net” discount rate. 

Margin for Adverse Deviation (MfAD) 
An explicit description or quantification of MfAD was not provided in 97 reports and, 
therefore, it was not possible to determine or quantify what margins were included in the 
actuarial basis. 

Presentation of Results 

Presentation of results was generally very good. The users would be better served if the 
following improvements were made: 

• Meaningful discussion of significant gains and losses – only 48 plans included a 
discussion, and not always in a substantial manner. 

• Use of gains and losses – especially if based on trends – for justifying 
assumptions or changes in assumptions. Sometimes the changes in assumptions 
seem to be counter to the experience, although only one inter-valuation analysis is 
not sufficient to substantiate such a conclusion. 

Multi-Employer Negotiated-Cost Pension Plans 
We believe the utility of a report for a multi-employer negotiated-cost defined benefit 
plan would improve if it contained a clear and unequivocal disclosure, where applicable, 
of the insufficiency of future contributions to sustain benefits and the need for corrective 
action. This conclusion is based on very few multi-employer negotiated-cost plans. 

Solvency Valuations 
Solvency valuations reporting was generally compliant with regulations and the 
supplementary information regarding PBGF, transfer ratio and frequency of valuation 
was present. 

Seventy-eight reports used market value of assets and 22 used smoothed value, currently 
in excess of market value in most cases, as allowed under the law. In 15 cases, the 
method had been changed from the last valuation, with explanation included in six; only 
two reports included justification for the change. We note that there are no restrictions in 
the regulation about switching asset methods and no prohibition in our standards, as long 
as the actuary is complying with the law. 
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We believe that the quality of our reports would be improved with the inclusion of an 
explicit description of solvency methodology, groups of members valued at settlement 
rates and commuted value rates, applicable discount rates including a statement that they 
comply with the CIA guidelines, and the treatment of permanent layoff and plant closure 
benefits – whether the latter have been included or excluded. Also a clear statement that 
the early retirement assumption has been selected so as to yield the costliest benefit value 
would be desirable. Also, justification could be included for the assumption relating to 
wind-up expenses. 

Where there is a wind-up deficiency, an explicit statement of the shortfall in the actuary’s 
opinion would be desirable. Although this information was usually available in the report, 
its inclusion in the opinion itself would highlight the wind-up status and help the users of 
the report. 

6. RECOMMENDATIONS 
We make the following recommendations to promote the improvements we have 
discussed in the preceding section. We note that many of our recommendations are also 
included in the Statement of Principles for Revised Actuarial Standards for Reporting on 
Pension Plan Funding and the Report of the Task Force on the Role of the Pension 
Actuary. 

Guidance (Educational Notes) 
We recommend that educational notes or research papers be developed and promulgated 
on the following topics: 

• Asset Valuation Methods: acceptable smoothing techniques, other acceptable 
methods and reasonable limits on deviation from market values, 

• Economic Assumptions: including relationship with expenses, asset valuation 
methods, investment policy/asset mix, demographics and nature of liabilities, 

• Appropriate margins for adverse deviations, 

• Expense assumptions for going concern valuations, 

• Expense assumptions for wind-up valuations, 

• Provision of checklist of minimum items to be disclosed in valuation reports for 
compliance with standards and legislation, 

• “Desirable Practice” research paper on discussion of gain and loss, 

• Checks and verification of data relating to membership, asset and plan provisions 
and summarization of data that corresponds with treatment of assets and liability 
in the valuation, to make it easier for a user to verify reasonableness of results, 

• Treatment of insufficiency of negotiated contributions and addressing need for 
corrective action arising from such insufficiency in negotiated contribution 
defined benefit plans (usually multi-employer plans). 

Standards 
We recommend the following changes: 
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• Requirement for justification of individual economic and demographic 
assumptions, taking account of plan experience where appropriate, 

• Requirement to disclose provision and quantification of margins in the valuation 
report, 

• Expanded reporting requirement for subsequent events (explicit statement in the 
report when there are none), 

• Inclusion of quantified wind-up status in the actuarial opinion, especially where 
there is a wind-up deficiency. 

Regulations 
We also recommend that the CIA take steps to assist regulators in the following areas: 

• Address the issue of switching solvency asset and liability methods between 
valuations. This can be achieved either through revised standards or through 
modified regulations. 

• Address some regulators’ concerns regarding the “cherry-picking” of valuation 
dates during the regulatory three-year inter-valuation interval. As long as the 
triennial valuation requirement remains in the regulations, this may be a difficult 
area to resolve. 

Future Reviews 

If our recommendations are implemented, we believe they will go a long way to 
improving the quality of our valuation reports. We, therefore, suggest that the 
recommended changes be implemented promptly. 

We further recommend that future reviews of valuation reports, if any, be conducted after 
educational notes have been developed and promulgated and standards of practice have 
been changed, and have worked through the system for a period of at least two years. 
This timing would allow the CIA to compare the results of future reviews with the one 
assigned to the project team. 

Another review of valuation reports without putting in place the inducements for 
improvements would probably result in similar conclusions as now. Assuming that the 
educational notes can be in place over the next 12 to 24 months, an appropriate timing for 
the next review would be, therefore, between three and five years hence. 

The regulators have expressed some concerns regarding reports and filings for 
amendments, mergers and transfers, plan conversions and partial or full wind-ups of 
pension plans. These concerns could be addressed either through a review of a sample of 
such reports or through development of educational notes on the topics. We note that 
there is less guidance for “specialty” work and filings other than for regular work and a 
review of such reports would be significantly different from and more resource-intensive 
than the review we have just conducted. 

The resources needed to conduct reviews are very demanding on volunteers as well as the 
Secretariat. Also, although precautions can be taken to ensure that reviewers and team 
members are selected in a manner that would allay any competitive concerns on part of 
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report authors, it is not always possible to predict if a volunteer might in future resume 
practice in the area of subject to review. If a review process such as this becomes a 
continuing fixture, we recommend that the Board establish an appropriate infrastructure 
staffed by paid individuals; however, it would be appropriate for an over-sight body or 
committee to be comprised of volunteers. 

7. NEXT STEPS 
The next steps are as follows: 

• The Board will need to decide the form and timing of communicating the review 
results to members and stakeholders. The project team is available to help with 
this task. 

• The project team, with the assistance of the Secretariat, will complete and 
distribute letters of advice to the authors. 

• The Secretariat will arrange for the destruction of the reports, the completed 
checklists and any correspondence, once the project team confirms that the 
material is no longer needed. The destruction of the material for the reports where 
the project team has concerns will need to be delayed until those concerns are 
resolved. 

The project team has found the project to be educational and illuminating, and we thank 
the members of the Board for their confidence in the project team and the reviewers, and 
for providing us with the opportunity. 

The project team would like to thank: 

• The regulators for sharing their internal checklists with us and for identifying the 
requested universe of valuation reports; 

• The authors of the reports and consulting firms for their willing cooperation; 

• The reviewers for their diligence and promptness in completing the reviews; and 

• The Secretariat for their significant coordination efforts and help with logistics. 
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