The discount rate is based on market rates, as at the valuation date, of bonds issued by the Province
of Ontario, which have characteristics similar to the Plan’s liabilities. The discount rate was determined by applying a weighted average discount

rate that reflects the estimated timing and amount of benefit payments. The inflation rate is the geometric difference between the yield on
Government of Canada long-term nominal bonds and Government of Canada real-return bonds. The salary escalation rate incorporates the

inflation rate assumption and long-term expectation of growth in real wages.
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IAS 19
Actuarial assumptions: discount rate

The rate used to discount post-employment benefit obligations (both funded and unfunded) shall be
determined by reference to market yields at the end of the reporting period on high quality corporate
bonds. For currencies for which there is no deep market in such high quality corporate bonds, the market
yields (at the end of the reporting period) on government bonds denominated in that currency shall be
used. The currency and term of the corporate bonds or government bonds shall be consistent with the
currency and estimated term of the post-employment benefit obligations.

One actuarial assumption that has a material effect is the discount rate. The discount rate reflects the time value of
money but not the actuarial or investment risk. Furthermore, the discount rate does not reflect the entity-specific
credit risk borne by the entity's creditors, nor does it reflect the risk that future experience may differ from
actuarial assumptions.

The discount rate reflects the estimated timing of benefit payments. In practice, an entity often achieves this by
applying a single weighted average discount rate that reflects the estimated timing and amount of benefit
payments and the currency in which the benefits are to be paid.

In some cases, there may be no deep market in bonds with a sufficiently long maturity to match the estimated
maturity of all the benefit payments. In such cases, an entity uses current market rates of the appropriate term to
discount shorter-term payments, and estimates the discount rate for longer maturities by extrapolating current
market rates along the yield curve. The total present value of a defined benefit obligation is unlikely to be
particularly sensitive to the discount rate applied to the portion of benefits that is payable beyond the final
maturity of the available corporate or government bonds.
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Actuarial assumptions should be based on the government's best estimates of expected long-term experience and
short-term forecasts. [SEPT. 2001]

One commonly used approach that meets this standard is the use of streamed rate assumptions. Under the
streamed rate approach, the short-term forecast of fund asset earnings, for example, would reflect the rates of
return that assets currently held in the fund will earn until their maturity. As those assets mature, assumptions
about their expected earnings on reinvestment would move to the expected long-term rate. Similarly, there
would be streamed rate assumptions for salary increases.

The actuarial assumptions underlying the valuation of the retirement benefit liability and expense would be
internally consistent. For example, when a government determines its discount rates by reference to its
plan asset earnings, the assumptions used to determine the short-term forecast incorporated in the
discount rates would be consistent with the short-term forecast of rates of return on assets currently held
in the fund. When a government determines its discount rates by reference to its cost of borrowing, the
assumptions used to determine the short-term forecast incorporated in the discount rates would be
consistent with the specific rates of interest and the periods committed to by the government on the
amounts borrowed



