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Introduction 
The Actuarial Standards Board (ASB) has established a designated group (DG) to review 
the standards of practice for pension commuted values (section 3500), other than the 
mortality assumption prescribed by section 3500. The mortality assumption prescribed 
under section 3500 was recently reviewed by another designated group and changes to 
the mortality assumption became effective on October 1, 2015. 

On April 2, 2015, a webcast was held during which the DG summarized the contents of 
section 3500 currently being reviewed, provided an indication of the DG’s preliminary 
views on some of these items, and requested feedback on these and other aspects of 
section 3500. This notice of intent, which contains information that is similar in many 
respects to the contents of the webcast, requests feedback as part of the formal due 
process for amending actuarial standards of practice. 

Background 
Commuted values (CV) calculated in accordance with section 3500 are used for a 
number of purposes, including but not limited to the following: 

• Establish the amount that a former pension plan member, spouse, or beneficiary 
may elect to receive, or may be required to receive, upon the member’s termination 
of employment, death, or in some instances, marriage breakdown. 
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• Establish the amount that a former pension plan member, surviving spouse, or 
beneficiary may elect to receive, or may be required to receive, upon the wind up of 
a pension plan. 

• Although not required by the standards of practice, CVs are sometimes used to 
convert a pension which is payable in one form to a pension payable in another form 
that is actuarially equivalent in value. For example, commuted values may be used 
to convert a life-only pension to a pension of actuarially equivalent value payable in 
a joint and survivor form. Commuted values may also be used to convert a pension 
commencing on a plan member’s normal retirement date to a pension of actuarially 
equivalent value commencing on a date either prior to or after the normal 
retirement date. 

• Although not required by the standards of practice, CVs are sometimes used to 
establish the value of an accrued defined benefit (DB) pension for purposes of 
converting the DB pension into a defined contribution account. 

• Although not required by the standards of practice, CVs are sometimes used to 
establish the values of ancillary pension benefits for purposes of converting a flexible 
account into ancillary benefits. 

Due to the use of CVs to calculate the pension entitlements of members, spouses and 
beneficiaries, CVs influence pension funding requirements under various types of 
valuations, most notably hypothetical wind up and solvency valuations. 

Given the various uses of CV calculations, the basis for calculating CVs should be as fair 
as possible to terminating plan members, non-terminating plan members, plan sponsors 
and other affected parties. Any bias or margins for adverse deviations in the 
assumptions used to calculate CVs should be avoided. 

Aspects of Section 3500 Being Reviewed 
1. What Should a CV Represent? 

It is important to establish what a CV should represent, as this can influence the manner 
in which the CV assumptions, particularly the discount rates, are selected. The DG 
considered the following three potential views of what a CV should represent: 

a) Economic value of the obligations discharged by the pension plan 

Under the economic value approach, a CV represents an estimate of the value that 
the marketplace would attribute to the pension that would have been payable 
from the pension plan. This estimate can be based on the values of traded 
securities with characteristics similar to those of pension benefit cash flows. The 
economic value approach is the premise underlying the approach for establishing 
the discount rates under the current version of section 3500.  

The main advantages of this market-based approach are as follows: 

• It attempts to establish equity between the stakeholders consistent with 
what they may trade at in a deep market. 
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• It is possible to reference readily-available prices of other financial 
instruments that have some characteristics in common with a monthly 
pension, such as bonds that have future streams of payments similar to 
pensions, when establishing the assumptions used to calculate a CV (i.e., the 
CV discount rate assumption is based on actual market pricing). 

• It is consistent with financial economics principles, such as referencing other 
financial instruments that are traded in order to establish the assumptions 
used to calculate a CV. Adherence to financial economics principles increases 
the likelihood of acceptance by certain stakeholders potentially affected by 
the calculation of CVs. 

However, the main disadvantages of this approach are the following: 

• It may be more difficult to explain to plan members and certain other 
stakeholders when compared to other potential approaches. 

• Active markets that can be referenced to establish some of the assumptions 
are not always available, such as for bond yields with very long maturities. 
Some judgement is therefore required to establish the assumptions. 

b) Amount needed by an individual to replicate the pension through the purchase of 
an annuity 

Under the annuity pricing approach, the CV would represent an estimate of the 
price the individual would pay an insurance company to purchase an individual 
annuity that replicates the pension that would have been payable from the 
pension plan. 

An advantage of this approach is that the concept is intuitive and easy to 
understand for plan members and other stakeholders. 

However, the main disadvantages associated with this approach are: 

• This approach may be inequitable to plan sponsors, since individual annuity 
pricing would typically reflect factors such as the availability of the type of 
assets needed to back the annuity obligations, actual annuity sales year-to-
date compared to insurer sales targets (i.e., the supply versus demand for 
annuities), the level of expenses reflected in the pricing and insurer profit 
margins. 

• In certain circumstances, the price of an individual annuity that replicates 
the pension payable from a pension plan may be difficult to measure. For 
example, it may not be possible to purchase an individual annuity that 
provides indexing linked to changes in the consumer price index or an 
annuity with a long deferral period. Therefore, market-based annuity pricing 
information for an indexed pension or a pension with a long deferral period 
may not be available. 
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• This approach may be inequitable to a plan member who is converting a 
flexible account into ancillary benefits, since individual annuity pricing would 
typically include insurer profit margins. 

c) Amount consistent with a plan sponsor’s going concern funding assumptions 

Under this approach, the discount rate used to calculate a CV would be based on 
the long-term expected investment return on a typical pension investment 
portfolio. For example, the discount rate could be based on the weighted average 
investment returns on equities, bonds, and possibly other asset classes. The 
discount rate would therefore reflect the expected risk premium associated with 
investing in riskier asset classes, such as equities. 

An advantage of this approach is that it may be less likely to generate experience 
losses on a going concern funding basis when a pension plan member terminates 
membership and elects a CV. It would therefore more likely be cost neutral for the 
plan sponsor over the long term, regardless of whether the former member elects 
a CV or a deferred pension payable from the plan. 

However, the main disadvantages associated with this approach are: 

• A former plan member would likely need to take investment risk in order to 
achieve the rate of return embedded in the CV discount rate. It is 
questionable whether it is appropriate for the level of investment risk that 
the plan administrator chooses to assume in a plan to affect the CV amount 
received by a former plan member.  

• It will likely be difficult for a typical former plan member to replicate the 
investment rate of return of a typical DB pension fund, due to factors such as 
the former member not having the same level of investment knowledge as 
the pension plan administrator and the higher fees that will likely be charged 
to the former member’s investment account compared to the level of fees 
charged to a typical DB pension fund.  

• Since the investment mix varies significantly between pension plan funds, a 
discount rate that is based on the asset mix of a typical pension investment 
portfolio may be inappropriate for many pension plans and may be difficult 
to communicate to plan members and other stakeholders. 

For the above reasons, it is the DG’s view that CV discount rates should be established 
with a focus on the characteristics of the pension promise that a former plan member is 
forgoing by receiving a CV, and not on the manner in which a pension plan administrator 
may choose to invest the plan assets that are backing the pension promise. 

The DG’s preliminary view is that a CV should continue to represent the economic value 
of the obligations discharged by the pension plan. While each approach has advantages 
and disadvantages, the economic value approach is market based, is consistent with 
financial economics principles, and strikes a reasonable balance between terminating 
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plan members, non-terminating plan members, plan sponsors, and other affected 
parties. 

Questions for feedback: 

i. What should a CV represent? 

ii. What is the rationale for the response to i. above? 

iii. Should the value of a CV differ depending on whether an individual has the 
option of electing the CV (e.g., in the case of a regular termination of plan 
membership) or the individual is forced to receive the CV (e.g., in the case of a 
person employed in the province of Quebec whose pension entitlement is paid 
in the form of a CV upon plan wind up)? 

2. Multi-Employer Pension Plans and Target Benefit Pension Plans  

Section 3500 was developed with a focus on the characteristics of single employer DB 
plans where accrued pension benefits are protected by legislation. For example, the 
approach for establishing the discount rates under section 3500 is premised on a very 
high probability that accrued pensions will be paid by the plan without any reduction. 

Multi-employer pension plans (MEPPs) and target benefit plans (TBPs) typically allow for 
a reduction in accrued pensions under certain conditions when the financial 
performance of the plan is below expectations. Conversely, accrued pensions under a 
TBP may be improved if the financial performance of the plan exceeds expectations. 
Depending on the applicable legislation, lump sum payments to members who 
terminate from these types of plans may be reduced if the plan is underfunded at the 
time the member terminates. 

Since it is explicitly anticipated under a MEPP or TBP that accrued benefits may be 
reduced under certain conditions (and in some cases it may also be anticipated that 
accrued benefits will be improved under more favourable conditions), the fundamental 
pension promise to a member of a MEPP or TBP can be viewed as differing from the 
pension promise to a member of a single employer DB plan. This difference in pension 
promise may have implications for the manner in which a CV should be calculated. 

A number of approaches for calculating a CV for a member terminating from a MEPP or 
TBP have been suggested: 

a) Exclude MEPPs and TBPs from the scope of section 3500.  

Under this approach, the CV basis would be specified by the pension plan 
administrator, subject to any requirements of applicable legislation. 

b) Adjust the CV to reflect that the accrued benefit at the time of termination of plan 
membership may change in the future.  

This adjustment could be made by probability weighting the projected benefit 
payments to the member from the plan, or by referencing the pricing of traded 
fixed-income instruments that have similar levels of “credit risk” as the member’s 
accrued pension. 
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c) Base the CV on the assumptions being used for the funding going concern 
valuation of the plan. 

d) Calculate the CV as the portion of the pension plan assets reasonably attributable 
to the former plan member at the time that the member terminates plan 
membership.  

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).  

For example, the CV could be calculated as (i) times (ii), divided by (iii), where: 

i. Is the market value of pension plan assets as of the month-end prior to the 
CV valuation date; 

ii. Is the going concern liability attributable to the plan member as of the most 
recent funding actuarial valuation filed with the regulatory authorities; and 

iii. Is the going concern liability for the entire pension plan as of the most 
recent funding actuarial valuation. 

The CIA Report of the Task Force on Target Benefit Plans, dated June 2015, provides the 
following analysis and recommendation: 

Currently, if a DB plan participant terminates employment, he or she receives the 
option of a lump sum transfer value calculated according to actuarial standards and 
based on a principle that this value should correspond to the equivalent value of the 
guaranteed deferred pension based on a discount rate close to a risk-free rate. In a 
TBP, where the corresponding deferred pension is not guaranteed but is subject to 
adjustments according to future experience, a transfer value based on a risk-free 
discount rate would generally not be appropriate. Instead, the lump sum value of the 
benefits accrued under a TBP should be calculated according to the valuation basis 
used in determining ongoing affordability of the target. 

Furthermore, since the risk is supported collectively by the participants with 
controlled transfers between generations, it would not be appropriate for terminated 
participants to receive the full value of the deferred target if that target were 
deemed unaffordable at the time of termination. 

This leaves the issue of whether the terminated participants should receive a share of 
reserves or margins held in respect of provisions for adverse deviations (PfADs). The 
parties involved in the sponsorship of each TBP should be free to address this issue, 
rather than be subjected to prescriptive legislative restrictions. It would be 
understood that if a terminated member does not have access to the PfAD in a lump 
sum settlement, he or she would be incented to choose the deferred pension option. 
Member communications on termination of employment should be required to 
explicitly state the approach taken. 

http://www.cia-ica.ca/docs/default-source/2015/215043e.pdf
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The preliminary view of some members of the DG is that the approach described in (b) 
above is most appropriate, while other DG members view approach (d) as most 
appropriate. 

Questions for feedback: 

i. Should MEPPs and/or TBPs fall within the scope of section 3500? 

ii. Should the methods and assumptions used to calculate CVs differ between single 
employer DB plans, MEPPs and/or TBPs? If they should differ, what should the 
differences be (including whether the standards should permit more judgement 
when selecting the CV assumptions for MEPPs and/or TBPs)? 

iii. Some pension plans, such as jointly sponsored pension plans (JSPP), share 
certain characteristics of both single employer DB plans and MEPPs and TBPs. 
For example, accrued benefits under an Ontario JSPP cannot be reduced while 
the plan is ongoing, but benefits can be reduced upon plan windup if the plan is 
underfunded. How should CVs be calculated for JSPPs and other types of pension 
plans that are neither single employer DB plans, MEPPs, nor TBPs? 

3. Discount Rate Spread 

In accordance with subsection 3540 of the standards of practice, a 90 basis points (bps) 
spread is added to Government of Canada (GoC) bond yields in order to determine the 
discount rates used to calculate CVs. The reason for the 90 bps adjustment is that 
pension obligations are generally illiquid, except in the event of a plan member’s 
termination. A terminating member usually has the option of keeping the illiquid 
pension or taking the lump sum value and investing it as he or she sees fit. The discount 
rates used to calculate a CV reflect the otherwise illiquid nature of the pension 
entitlement and are intended to be comparable to the yields implicit in the market 
valuation of securities that have similar liquidity characteristics (i.e., are highly illiquid). 
Credit risk and expenses are ignored as any adjustments for these factors were deemed 
likely to be very small. 

The DG’s preliminary view is that it is appropriate to reflect the illiquid nature of 
pensions in CV discount rates, but a review of the magnitude of the 90 bps spread is 
warranted due to the time that has elapsed since the most recent review. The DG is 
conducting research regarding the appropriateness of the magnitude of the 90 bps 
spread and will communicate its conclusions once the research has been completed.  

Also, the DG will consider whether an adjustment to the discount rates for credit risk is 
warranted. 

Questions for feedback: 

i. Is it appropriate to include an adjustment for liquidity in CV discount rates? If it is 
appropriate, is the 90 bps adjustment still appropriate or should a different 
adjustment be used? If a different adjustment should be used, what should the 
adjustment be and what is the justification for the magnitude of the adjustment? 
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ii. Should the adjustment for liquidity be market based or fixed? If a fixed 
adjustment is applied, should it be promulgated i.e., able to be updated from 
time to time without a review of the full standard of practice? 

iii. Should the adjustment for liquidity differ between pensions that are indexed and 
pension that are not indexed? 

iv. Should the discount rates include adjustments for other factors, such as credit 
risk and/or expenses? If other adjustments are appropriate, what should be the 
magnitude of these adjustments? 

4. Discount Rate Structure 

In accordance with subsection 3540 of the standards of practice, CV discount rates have 
a two-tiered structure. One rate is applied to the first 10 years after the CV valuation 
date, and another rate is applied to the period after the first 10 years. Both rates vary 
from month-to-month based on changes in GoC bond yields. 

The two-tiered structure can be viewed as a simplified version of a yield curve. An 
alternative approach would be to develop a full yield curve that could be used to 
discount expected cash flows when calculating commuted values. 

The DG’s preliminary view is that the use of a full yield curve to calculate CVs would add 
complexity and may imply a false level of precision with respect to the discount rate 
assumption. Therefore, a simplified approach should continue to be used, but the DG 
may review whether changes to the current simplified discount rate structure are 
appropriate. 

Questions for feedback: 

i. Should a full yield curve or a simplified approach be used to establish the CV 
discount rate assumption? 

ii. If a simplified approach remains appropriate, should there be changes to the 
current structure? For example, should there be an ultimate rate that is fixed 
(i.e., the rate does not vary based on changes in GoC bond yields)? 

5. Basis for Inflation Assumption 

In accordance with subsection 3540 of the standards of practice, the price inflation 
assumption is calculated as the “break-even inflation rate” (BEIR), which is the 
geometric difference between the yields on non-indexed and indexed GoC long-term 
bonds. 

Chart 1 shows a history from January 2010 of the monthly CV inflation assumptions for 
years 1 to 10, and after 10 years. 
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The DG is considering whether the BEIR is an appropriate measure of inflation for 
purposes of calculating a CV. Some view the BEIR as being distorted over certain periods 
due to supply/demand imbalances in the market for long-term GoC indexed bonds. 
Others have expressed concern that the premium for an indexed group annuity 
purchased from an insurance company is materially larger than the CV for the same 
pensions. 

The DG’s preliminary view is that the BEIR is an appropriate measure of inflation, since it 
reflects the price that investors are willing to pay for inflation protection and is 
consistent with the principle that market information is used when available to establish 
the CV assumptions. 

Questions for feedback: 

i. Is the BEIR an appropriate measure of price inflation for purposes of calculating 
CVs? 

ii. If use of the BEIR is not appropriate, what approach should be used? For 
example, should other inputs, such as the expectation of experts, be reflected in 
the assumption? 

iii. Is the material difference between the premium for an indexed group annuity 
and the CV for the same pensions an issue that needs to be addressed? If this is 
an issue that needs to be addressed, what changes to section 3500 would be 
appropriate? 

6. Assumed Increase In Average Wage Index 

In accordance with subsection 3540 of the standards of practice, the average wage 
index is assumed to increase at rates that are 1% higher than the implied rates of 
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increase in price inflation. The DG is considering whether the 1% spread about the price 
inflation assumption remains appropriate. 

Chart 2 shows the annual real increase in the average industrial wage since 1975, and 
Chart 3 shows the average increase in the average industrial wage over various periods 
ending in 2014. 
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The above charts show that real increases in the average industrial wage have averaged 
close to 1% over the past 10 years, but have been below 1% for much of the previous 30 
years. 

In the 26th Actuarial Report on the Canada Pension Plan (CPP), the CPP actuary assumed 
that the real increase in average annual earnings for CPP contributors would be 0.5% in 
2013, increasing to an ultimate rate of 1.2% per year beginning in 2020. 

Actual experience over the past 10 years and future expectations of the CPP actuary are 
reasonably consistent with a real average wage index assumption of 1% per year over 
the long term. Also, an assumption of future real wage increases that are higher than for 
periods prior to the past 10 years is supported by the view that the Canadian economy 
could experience protracted periods of general labour shortages once the economy fully 
recovers. Therefore, the DG’s preliminary view is that the current assumption should be 
maintained. 

Questions for feedback: 

i. Is a real average wage index increase assumption of 1% per year appropriate? If 
not, what would be an appropriate assumption? 

ii. Since some experts expect that increases in the real average wage index will be 
smaller in the short term than in the long term, would it be appropriate to adopt 
a select and ultimate assumption? 

7. Complex Indexing Approaches 

Paragraph 3540.12 of the standards of practice provides the following: 

.12 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 actuary should use the interest rate applicable to a non-indexed 
pension as a proxy 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 
3540.07. 

The DG is considering whether the standards of practice should be more specific with 
respect to the valuation of certain complex indexing approaches. For example, the 
standards of practice could specify that it may be appropriate in certain circumstances 
to use stochastic simulations to calculate the expected indexing resulting from an excess 
interest or other complex indexing approach. 

Also, certain indexing formulas are based on the funded status of the pension plan. For 
these types of formulas, the DG is considering whether it is appropriate for the CV 
calculation to reflect the funded status of the pension plan at the valuation date, even 
though paragraph 3520.01 of the standards of practice provides that “the commuted 
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value should be independent of the funded status of the pension plan at the valuation 
date”. 

Questions for feedback: 

i. Should the standards of practice be more specific with respect to the valuation 
of certain complex indexing approaches? If yes, in what way should the 
standards be modified? 

ii. Is it appropriate in certain circumstances to use stochastic simulations to 
calculate the expected indexing resulting from an excess interest or other 
complex indexing approach? 

iii. Is it ever appropriate for the CV calculation to reflect the funded status of the 
pension plan at the valuation date? 

8. Assuming the Option that Results in the Greatest Value 

Paragraphs 3520.09 through 3520.11 of the standards of practice provide the following: 

.09 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 or 
optional commencement dates, 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 the determination of the commuted 
value. For example, where a member has terminated employment and, upon 
application, is eligible for a particular benefit that has a value, it is reasonable to 
assume that, upon acquiring expert advice, the member will apply for the 
benefit. 

.10 However, where such right is contingent upon an action that is within the 
member’s control and where it is not reasonable to assume that the member will 
act so as to maximize the value of the benefit, an appropriate allowance 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 
maximize the value of the benefit. In determining the likelihood and timing of 
such action, the actuary may use group data, and the actuary would be prepared 
to justify the allowance that has been made. 

.11 The commuted value determined by the actuary using these assumptions made 
in accordance with the preceding paragraphs 3520.09 and 3520.10 may prove to 
have recognized certain potential entitlements that are never realized, or may 
prove to have disregarded certain entitlements that ultimately provide value. 

As indicated by the above paragraphs, the need in certain circumstances to assume that 
a member will select the option that has the greatest value may result in the inclusion in 
the CV of the value of certain potential entitlements that are never realized. 
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The DG’s preliminary view is that no change should be made to the standards of 
practice. 

Questions for feedback: 

i. Is the need to assume that a member will select the option that has the greatest 
value biased in favour of the member? 

ii. Should a different assumption be used? If a different assumption should be 
used, what should the assumption be? 

9. Calculating a CV Higher than the Standard 

Paragraph 3520.05 of the Standards of Practice provides the following: 

.05 The actuary should not calculate a commuted value using methods or 
assumptions that produce a commuted value smaller than the value computed in 
accordance with this section 3500. 

Further, paragraph 3550.04 of the standards of practice provides the following: 

.04 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 plan terms or applicable legislation, or by a plan 
administrator who is empowered to specify the basis on which commuted values 
are to be determined, the following disclosure requirements are applicable: 

• If the plan values are lower, the actuary should disclose that the commuted 
values so calculated are in accordance with the plan or the applicable 
legislation but not in accordance with the standards; or 

• If the plan values are higher, the actuary should disclose that the commuted 
values so calculated are in accordance with the plan or the applicable 
legislation and the standards. 

As per the second bullet above, the current standards of practice require an actuary to 
disclose that a CV which is higher than the CV calculated in accordance with section 
3500 was calculated in accordance with the standards of practice. The DG is considering 
whether this bullet of this paragraph 3550.04 should be changed such that the actuary 
should not make this disclosure. The DG’s preliminary view is that, in order to encourage 
flexibility in the design and administration of pension plans, paragraph 3550.04 should 
not be changed. 

Question for feedback: 

i. Is it appropriate for an actuary to disclose that a CV which is higher than the CV 
calculated in accordance with section 3500 due to requirements of the plan or 
applicable legislation was calculated in accordance with the standards of 
practice? 
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10. Disclosure Requirements 

Paragraphs 3550.01 through 3550.03 of the standards of practice provide the following: 

.01 When communicating the amount of the commuted value of a member’s 
pension, the actuary should provide: 

• A description of the benefit entitlements involved; 

• 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 date of payment; 

• A statement of the period for which the commuted value applies before 
recomputation is required; 

• When the payment of a portion of the 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; and 

• A statement as to whether the commuted value has been computed in 
accordance with these standards. 

.02 Where the commuted value has not been determined in accordance with these 
standards, the actuary should clearly state that the calculation is not in 
compliance with these standards and disclose all areas of noncompliance and the 
reasons for the noncompliance. 

.03 When communicating to the plan administrator an actuarial basis to be used in 
determining commuted values, the actuary should provide a statement that the 
actuarial basis is in accordance with these standards. 

The above paragraphs are not clear as to whether the disclosures contained therein are 
required only for an external user report, or for both an external user report and an 
internal user report. Note that paragraph 1830.01 of the standards of practice provides 
that, with respect to an internal user report, the actuary may appropriately abbreviate 
the disclosure items that are required for an external user report. 

Also, it is believed that a large number of CV calculations are completed by non-
actuaries. The DG is seeking feedback on whether the existing disclosure requirements 
are sufficient, particularly paragraph 3550.03 on the statement the actuary should 
provide regarding the actuarial basis.  

In addition, application of section 3500 leads to the disclosure of the discount rates used 
to calculate the CV of an indexed pension in real terms (i.e., the discount rate is 
expressed as the geometric difference between the non-indexed nominal discount rate 
and the indexing assumption). 
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Since the discount rate and assumed indexing rate are two distinct assumptions, the 
DG’s preliminary view is that disclosing the non-indexed nominal discount rate and the 
indexing assumption separately would improve transparency. 

Questions for feedback: 

i. Should these disclosures be required only for an external user report, or should 
they be required for both an external user report and an internal user report? 

ii. Should the disclosure requirements be enhanced to improve transparency 
regarding an actuary’s involvement in the calculation?  

iii. For an indexed pension, should the actuary disclose the discount rate in real 
terms, or should the actuary disclose the non-indexed nominal discount rate and 
the indexing assumption separately? 

11. Recomputation Period 

Paragraph 3550.01 of the standards of practice provides that when communicating a 
CV, an actuary should provide “a statement of the period for which the commuted value 
applies before recomputation is required”. 

The DG’s preliminary view is that the pension plan administrator, and not the actuary, is 
likely best suited to select the period after which a recomputation is required (subject to 
any applicable laws). 

Question for feedback: 

i. Should the actuary continue to be required to select the period after which a CV 
recomputation is required? 

Need for, and Benefits of, Proposed Revisions 
A periodic review of section 3500 is needed due to the importance of CVs to pension 
plan members, pension plan sponsors, and other stakeholders. The proposed revisions 
would ensure the continued appropriateness of the assumptions and methods used to 
calculate CVs. 

Timeline 
The DG hopes to publish an exposure draft in the first quarter of 2016, after considering 
feedback on this notice of intent. The DG intends to finalize any changes to section 3500 
in 2016 with an effective date in the second half of 2016 or in 2017. 

Desired Feedback 
The DG is soliciting feedback on this notice of intent from interested CIA practice 
committees, the pension regulatory authorities, members of the CIA, and other 
stakeholders, as appropriate. Feedback is requested on both the questions raised in this 
notice of intent and any other aspects of section 3500 that may be in need of change. 
Comments are invited by December 19, 2015. Please send them, preferably in an 
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electronic format, to Gavin Benjamin at gavin.benjamin@towerswatson.com, with a 
copy to Chris Fievoli at chris.fievoli@cia-ica.ca. 

The members of the DG are Gavin Benjamin (Chair), Ty Faulds, Dani Goraichy, Jamie 
Jocsak, José Legault, Tim McGorman, Catherine Robertson, and David Wolgelerenter. 

Due process was followed in the development of this notice of intent. 

 

TF, GB 
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