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IV. FLAT DOLLAR PLANS 

1. Frequent update to benefit formulas 

2. AL increase from each improvement cannot be amortized over too long a period 

a) Plan become more and more underfunded 

3. Cost methods to avoid 

a) Unit credit 

b) Individual level premium 

c) Attained age normal 

4. Cost Method to use: Projected Benefits Methods 

a) Entry age normal 

b) Frozen initial liability 

c) Projected unit credit 

V. HOMOGENOUS EMPLOYEE GROUPS 

1. Definition 

a) Large EE group 

b) Broad band of salary levels 

c) Stable demographics 

d) Small % of present value of future benefits from highly paid Ees 

e) Salary related benefits 

2. Cost method to avoid 

a) Individual level premium: Record keeping burden 

b) Unit Credit: Annual cost increase faster than payroll 

3. Cost method to use 

a) Attained age normal (for contributory plans)  

b) Aggregate (if plan has no unfunded liabilities) 

c) Entry age normal 

d) Frozen initial liability 

e) Projected unit credit 
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CANADIAN PENSION AND RETIREMENT INCOME PLANNING  

(6TH EDITION) BY TOWERS WATSON 

Chapter 13: Introduction to Minimum Standards Legislation for RPPs 

I. JURISDICTIONS 

1. Typically plans with mandatory employer contributions are subject to minimum standards legislation 

2. Retiring allowance, DPSP, employee profit sharing plan, RCA and group RRSP are typically are typically 

exempted  

3. CAPSA Multi-jurisdiction Agreement covers plans with members in more than one pension jurisdiction  

II. VESTING AND LOCKING IN 

1. Each minimum standards pension act has its own minimum vesting schedule  

2. Generally benefits are locked in at the same point as they are vested except e.g. 

a) All jurisdictions have minimum thresholds under which benefits can be paid in cash (e.g. small 

pension / commuted value < X% of YMPE) 

3. Trend: Immediate vesting upon plan entry 

III. PORTABILITY 

1. The right to transfer on a locked in basis to another registered retirement savings arrangement  

2. Members eligible for an immediate pension may not be offered this right 

3. 3 options with respect to transferring commuted value: 

a) To an insurance company for the purchase of a deferred or immediate life annuity 

b) To other RPP if agrees to accept the transfer and to honour the locking in and certain other provisions 

of the original pension plan 

c) To tax-sheltered retirement savings vehicle (e.g. locked in RRSP / RRIF) 

IV. MINIMUM EMPLOYER CONTRIBUTIONS (50% RULE) 

1. A contributory plan must ensure at least 50% of the benefits payable when an individual exits the plan is 

attributable to ER contributions. (Generally apply to post-reform service) 

2. Excess determined at plan exit. No ongoing calculation except the 50% rule must be properly handled in 

ongoing actuarial valuations 

3. Excess amounts is refundable to plan members 

a) Most jurisdictions allow members to transfer the excess to other vehicles (e.g. another pension plan, 

RRSP) or increase the amount of pension payable from pension plans 

V. EARLY RETIREMENT 

1. Members can take an immediate pension upon early retirement within 10 years of NRA or earliest 

unreduced retirement age if allowed 

2. Actuarial value of early retirement benefit cannot be less than the value of the deferred benefit payable at NRA 

3. If plan is to use actuarial reduction, the resulting reduction must comply with ITA (i.e. unreduced pension 

if member meet the unreduced criteria specified under ITA)  

VI. PHASED RETIREMENT 

1. Phased retirement allows a member to receive a lump sum benefit from pension plan, to make up for a 

reduction in work hours. 

a) Only Quebec mandate specific provisions regarding phased retirement 
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Chapter 15: Pension Plan Valuation Concepts 

I. USES OF PENSION PLAN VALUATION 

1. Going-Concern 

2. Solvency 

3. Accounting 

4. Plan Design Changes 

5. Wind-up or partial wind-up 

6. Asset transfer 

7. Union negotiations 

8. Asset-Liability modeling 

II. ELEMENTS IN VALUATION PROCESS 

1. Membership data 

2. Asset data 

3. Plan provisions 

4. Actuarial assumptions 

5. Actuarial cost method 

6. Constraints imposed by regulators and standards 

7. Sponsor internal policies 

III. FUNDING VALUATION 

1. Results 

a) Minimum contribution based on relevant minimum standards jurisdictions 

b) Maximum contributions based on ITA 

c) Recommended contributions based on sponsor funding policy 

2. Unfunded liabilities  

a) Sponsor responsibility 

i) Except shared cost plan / negotiated cost plan 

3. Use of surplus 

a) Reduce contribution / Temporary contribution holiday (employer and/ or employee) 

b) Benefit improvement 

c) Paid out in cash to employer and employee (rare except wind-up) 

d) Contingency reserve 

IV. SOLVENCY VALUATION RESULTS 

1. Deficit generally deficiency amortized over 5 years  

2. Can relax under temporary funding relief measures 

3. In Quebec (from 2016) 

a) No longer need to fund solvency deficit 

b) Calculate contributions based on strengthening going concern requirements 

c) Must establish stabilization provision and funded 
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iii) Legislation allows terminating employees to transfer commuted value of vested pension to another 

retirement savings arrangement. The new institution must administer it on locked-in basis  

d) Interest on Employee Contributions  

i) If employee terminates before meeting vesting requirement, they get own contributions with 

interest back (pension standards often prescribe the minimum crediting interest) 

6. Reciprocal Transfer Agreements  

a) Common in public sector (many public plans are similar in design) 

b) Increasingly, transfers are done on actuarially equivalent basis.  The first plan calculates the 

commuted value and the receiving plan calculates the amount of pension or the service period that 

may be granted in respect of the transferred funds 

c) Under general portability, may transfer pension reserves to any other pension fund willing to receive 

even without reciprocal transfer agreement.  

i) These funds are deemed as additional voluntary contributions, rather than as past service credits 

7. Multi-Employer Pension Plans  

a) Employees work for several employers in one industry and continue to be in an industry-wide plan. 

(as if employee worked for only one employer) 

b) rules usually based on participation in the plan or employment in the industry (not service with one 

employer)  

IX. DISABILITY BENEFITS  

1. Must specify what provisions applies to those who becomes disabled and clearly defined disability 

2. Payments from disability insurance plans stop after 65. Therefore it is necessary to provide an appropriate 

pension after age 65.  

a) Members on disability income continue to accrue pension credits (I.e. pension service based on 

service when active + deemed service while disabled) 

b) Income Tax Act require employee to satisfy prescribed disability definitions to continue pension 

accruals  

c) Usually waive any required employee contributions during the period of disability.  

3. If employees not eligible for long-term disability benefits, can design the DB plan to provide an 

immediate pension  

4. For DC plans, treatment varies based on employment standards, employer discretion and objectives 

a) Employers may choose to waive all or a portion of employer contributions during disability period. 

X. INFLATION PROTECTION  

1. Before Retirement  

a) Unless updated, career average earnings and flat benefit plans do not compensate for pre-retirement 

inflation 

b) Deferred vested pension may lose purchasing power as well 

i) possible solution - transfer commuted value to a locked-in account where investment earnings 

may compensate for inflation 

2. After Retirement 

a) Indexation according to wage / price index 

b) No legislation require mandatory inflation protection 

c) More employers like adhoc increases (no promise of future increase)  

i) Costs are completely under employer control 

ii) Allow corporate financial position, changes in social security to be accounted for  
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Chapter 15: Winding up a Pension Plan 

EXECUTIVE SUMMARY 

1. Winding up a pension plan = dispose pension liabilities through: 

a. Purchase of annuities 

b. Lump-sum transfers 

c. Surplus withdrawals by the employer/sponsor 

2. Can be voluntary (by employer) or regulator-mandated 

3. Statutory rights may exist for members: Grow-in or surplus entitlement 

4. Employer obligations: may arise if the plan is underfunded 

5. Insolvent employers: members may get reduced benefits 

6. Certain protections exist: 

a. Pension Benefits Guarantee Fund (PBGF) in Ontario 

b. Retraite transfers in Quebec 

INITIATING A WIND-UP 

Employer-Initiated 

1. Employer can voluntarily wind up a plan 

2. No specific legal grounds required, but subject to: 

a. Collective agreements 

b. Contractual obligations 

c. Plan documentation permitting termination 

3. Common reasons: 

a. Business sale without pension continuation 

b. Reorganization 

c. Significant plan surplus 

Administrator-Initiated 

1. Typically in multi-employer pension plans (MEPPs) or jointly sponsored pension plans (JSPPs) 

2. Administrator may have authority unless plan documents assign it elsewhere 

3. Federal legislation also allows single-employer plan administrators to terminate 

Regulator-Initiated 

1. Regulatory authorities can order wind-ups in specific situations: 

2. Cessation/suspension of employer contributions 

3. Business closure or downsizing 

a. Employer bankruptcy 

b. Failure to meet solvency tests or comply with legislation 

c. Sale of business to employer without pension plan 

d. Wind-up in best interest of members (AB, BC) 

4. Ontario FSRA may order wind-up if PBGF liability increases, or if there are no active members or no 

accrual of benefits 
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Member-Initiated 

1. Employees cannot directly initiate a wind-up under general trust law 

2. Members can request employer, administrator, or regulator to consider grounds for wind-up 

WIND-UP PROCESS 

Execution 

1. Plan administrator typically executes the wind-up 

2. In single-employer plans: employer often acts as administrator 

3. In MEPPs/JSPPs: same entity as initial decision-maker 

Replacement Administrator 

1. Appointed if employer is unwilling/incapable 

2. Powers include: 

a. Acting on behalf of members 

b. Filing wind-up applications 

c. Determining surplus or deficit positions 

3. Often used if employer is bankrupt or under creditor protection 

4. Addresses conflicts of interest 

Wind-Up Date 

1. Effective date must be set: 

a. Determined by regulator (if regulator-initiated) or administrator/employer (otherwise) 

b. Jurisdictional rules may apply: 

i. Contributory plans: cannot predate last member contribution 

ii. Non-contributory plans: cannot predate member notice 

2. Different jurisdiction have different notification deadline 

Wind-Up Period 

1. Defines commencement and end dates 

2. Commencement: date of triggering activity (e.g., layoffs, business sale) 

3. End: completion of activity or distribution of assets 

Wind-Up Notice 

1. Must send written notice to  

a. Members, former members 

b. Unions/plan advisory committees 

c. Other beneficiaries 

d. Regulator 

2. There are Jurisdictional differences in notice content: 

3. Ontario FSRA may issue a Notice of Intended Decision (NOID) for regulator-initiated wind-ups 

Wind-Up Report 

1. Must be filed for partial or whole wind-up 

2. Usually prepared by an actuary, in certain cases (DC or fully insured plans) by designated individuals 

3. The report must reflect plan terms + applicable pension legislation. 
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COMPLIANCE AND ENFORCEMENT 

1. Superintendent of Financial Services oversees compliance. 

2. Powers to investigate, audit, and enforce the Act. 

3. Penalties for non-compliance, including fines and imprisonment. 

4. Ability to suspend or cancel plan registration for violations. 

SPECIAL PROVISIONS 

1. Rules for multi-employer plans. 

2. Provisions for surplus management and distribution. 

3. Provisions related to pension plan mergers and transfers. 

4. Rules addressing employer insolvency and pension benefit guarantee fund. 

APPEALS AND DISPUTE RESOLUTION 

1. Rights of members to appeal decisions under the Act. 

2. Processes for dispute resolution through the Financial Services Tribunal. 

3. Rights to review by courts on certain decisions. 

MISCELLANEOUS 

1. Protection from creditors for pension plan assets. 

2. Confidentiality provisions regarding member information. 

3. Regulations may set additional detailed rules and exceptions. 
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