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Institute of Actuaries and Other Interested Parties 

From:  Ty Faulds, Chair 
Actuarial Standards Board 

Geoffrey Melbourne, Chair 
Designated Group 

Date:  July 6, 2016 

Subject: Notice of Intent – Revisions to Subsection 3260 of the Practice-Specific 
Standards for Pension Plans – Reporting: External User Report; Advice 
on the Funded Status or Funding of a Pension Plan 

Comment Deadline:  August 31, 2016 
Document 216073 

Introduction 
The Actuarial Standards Board (ASB) proposes to revise the Practice-Specific Standards 
for Pension Plans with respect to the disclosures in an external user report on work 
pursuant to subsection 3260 – Advice on the Funded Status or Funding of a Pension 
Plan. The revisions are intended to 

• Enhance disclosures of the funding risks to which the pension plan may be 
exposed in the future; and 

• Simplify some of the existing disclosure requirements in situations where a going 
concern valuation is based on an extrapolation of results disclosed in a previous 
external user report.  

Background 
The standards currently require minimal disclosures regarding the risks that may affect 
the funded status of a pension plan in the future, these being primarily in relation to the 
effects on the liabilities of using a discount rate 1.0% lower than that used for the 
valuation. Under current practice, it is not uncommon for a pension plan to have a 
significant asset liability mismatch, which could result in a surplus reported at a 
valuation date being eroded in the short term, depending on evolving economic 
conditions and plan experience. 
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For target benefit plans in particular, accrued benefits and ancillary benefits would usually 
be reduced if a deficit arises which cannot be funded with contributions at the level or 
within the corridor established for the plan. Furthermore, pension regulations may require 
forecasts of the likelihood of the assets being sufficient to meet liabilities, whereas the 
standards currently do not address this situation. 

Note that, under Canadian and international accounting standards, certain risk disclosures 
are already required in pension plan financial statements, particularly regarding interest 
rate, market, credit, liquidity, and currency risks. 

The ASB believes that enhanced disclosures regarding future funding risks, to address gaps 
highlighted in the foregoing paragraphs, would be beneficial to users of external reports on 
the funded status or funding of a pension plan. It is intended that the revisions to the 
standards will be practical for actuaries to apply, and these revisions may be supplemented 
by related guidance in the form of an educational note from the Committee on Pension 
Plan Financial Reporting (PPFRC) of the Canadian Institute of Actuaries (CIA). 

It is also recognized that related work is underway by a designated group of the ASB 
considering calibration criteria for pension stochastic models. However, the revisions to the 
standards contemplated in this notice of intent are focused on the disclosure of funding 
risks, and are not intended to overlap with the work-stream on pension stochastic models. 

Summary of Proposed Revisions  
Proposed revisions to the standards are contemplated in the following areas: 

1. Paragraph 3260.04 – The sensitivity effect using a discount rate 1.0% lower than that 
used for the valuation would be replaced with the following: 

• The sensitivity effects as at the calculation date, as may be reasonably estimated by 
the actuary, of, separately, 

a) Using a discount rate 1.0% lower than that used for the valuation; 

b) A 1.0% reduction in the yields on fixed income investments within the pension 
plan assets (assuming that the market value of pension plan assets other than 
fixed income investments would remain unchanged), and a corresponding 
reduction in the discount rate based on a 1.0% reduction in the expected 
returns on fixed income investments within the pension plan assets (the 
actuary would disclose any assumed impact on the expected returns on 
pension plan assets other than fixed income investments) – the actuary would 
identify the asset classes included within fixed income investments and may 
use the target investment policy for this purpose; 

c) A 10% decline in the market value of pension plan assets other than fixed 
income investments – the actuary would identify the asset classes included 
within fixed income investments and may use the target investment policy for 
this purpose; and 
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d) A one-year increase in life expectancy for plan members (but maintaining 
the mortality rates then promulgated for the purpose of commuted value 
calculations); 

on 

i. The funded status of the plan on a market value basis (separating the 
effects on assets and liabilities, where applicable) at the calculation date; 
and 

ii. The service cost or the rule for calculating the service cost between the 
calculation date and the next calculation date. 

2. Paragraph 3260.04 – The sensitivity effects would not be required to be determined or 
disclosed where the going concern valuation is based on an extrapolation of results 
disclosed in a previous external user report. 

3. Paragraph 3260.06 – The sensitivity effect using a discount rate 1.0% lower than that 
used for the valuation would be replaced by the following: 

• The sensitivity effects as at the calculation date, as may be reasonably estimated by 
the actuary, of, separately, 

a) Using a discount rate 1.0% lower than that used for the valuation in 
conjunction with a 1.0% reduction in the yields on fixed income investments 
within the pension plan assets (assuming that the market value of pension 
plan assets other than fixed income investments would remain unchanged) – 
the actuary would identify the asset classes included within fixed income 
investments and may use the target investment policy for this purpose; and 

b) A 10% decline in the market value of pension plan assets other than fixed 
income investments – the actuary would identify the asset classes included 
within fixed income investments and may use the target investment policy 
for this purpose; 

on the funded status on a market value basis (separating the effects on assets 
and liabilities, where applicable) at the calculation date. 

4. Paragraph 3260.07 – Where contributions are fixed by the terms of the plan or other 
governing documents, the report would disclose the following: 

a) The relevant results of any stochastic analysis performed by the actuary as to 
the adequacy of the contributions to fund the pension plan in accordance 
with the law; and 

b) The sensitivity effect of an immediate reduction in the active membership by 
10%, or such higher percentage as the actuary may consider reasonable 
having regard to the nature of employment of the active membership or 
other circumstances of the plan, on the adequacy of the contributions to 
fund the pension plan in accordance with the law. 
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5. Paragraph 3260.15 – This paragraph would be revised for consistency with the changes 
to paragraphs 3260.04 and 3260.06. 

Need for and Benefits of Proposed Revisions  
The revisions are intended to provide enhanced disclosures of future funding risks to users 
of external reports on the funded status or funding of a pension plan. 

Timeline  
The ASB plans to publish an exposure draft in the latter half of 2016 and that final 
standards would be adopted during 2017. Early implementation would likely be permitted. 

Your Feedback  
The ASB is soliciting feedback on this notice of intent from members of the CIA and other 
stakeholders, including any suggestions for additional disclosures. Comments on the 
proposed changes are invited by August 31, 2016. Please send them, preferably in an 
electronic format, to Geoffrey Melbourne at 
geoffrey.melbourne@willistowerswatson.com, with a copy to Chris Fievoli at 
chris.fievoli@cia-ica.ca. No other forums for the receipt of comments are currently 
contemplated. 

Due process was followed in the development of this notice of intent. The ASB has created 
a designated group which will be responsible for developing these changes to the 
Standards of Practice. The designated group includes Geoffrey Melbourne (Chair), Edward 
Gibson, Alexandra Leslie, and Tony Williams. 

 

TF, GM 
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