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Expert advisory panel agrees with Ontario in pension accounting issue
(February 14, 2017)

Credit Implications: Potentially positive
Credit Ratings: DBRS AA(Low), Moody’s Aa2, S&P A+, Fitch AA-, All outlooks stable

Yesterday, an expert accounting advisory panel engaged by the Province of Ontario to
review the province’s accounting practices for pension assets released its report. The
report sided with the province in concluding that the province’s share of the net
pension assets of both the Ontario Teachers’ Pension Plan (OTPP) and the Ontario
Public Sector Employees’ Union Pension Plan (OPSEUPP) should be recognized as an
asset in Ontario’s financial statements. The panel concluded that it should be reported
for the following reasons:

e Recognizing the asset will provide a faithful representation of the province's
financial position

The accounting surplus in the plan has a future economic benefit

The government controls access to that accounting surplus

The accounting surplus exists as the result of past transactions and events

It would be misleading not to recognize the province's share of the assets in
Public Accounts.

For the full report Click Here

The implications of this conclusion is that the province will have more financial
flexibility to achieve its financial targets if it chooses to return to the pension
accounting treatment it had used in the past. Adopting the Auditor General’s
treatment has resulted in an upward adjustment to the accumulated deficit as well as
higher pension expense in fiscal 2015-16 and in future years. More information about
these adjustments is provided below in the “Background” section.

The Auditor General is reviewing the report and is expected to comment in the near
future. For the Province of Ontario’s fiscal 2015-16 results, the Auditor General issued
a qualified opinion because, although the statements adopted the Auditor General’s
pension accounting treatment for fiscal 2015-16, it did not retroactively restate the
comparative 2014-15 public accounts and, therefore, by not correcting the error in
accounting treatment, it constituted a departure from Public Sector Accounting
Standards (PSAS).

At the same time, the preparer of the financial statements (Treasury Board
Secretariat) who felt that they were and have always been in compliance with PSAS,
signed off on fiscal 2015-16 results, but only following the adoption by the Province of
Ontario of the Auditor General’s accounting interpretation for the treatment of net
pension assets for 2015-16 through a time-limited regulatory amendment (the “Pension
Adjustment”).

Background

In our Ontario Talking Points (January 27, 2017) research note we provided the
following background information on this issue.

Could you clarify Ontario’s course of action given the Auditor General of Ontario’s
qualified opinion on Pension Accounting?
- Although the pension expense is a non-cash charge, it is still very important
to achieving the balanced budget target in Fiscal 2017-18, since Ontario’s
results are reported based on accrual accounting and not cash.



- The Province has engaged an expert panel of accountants to assess the
issue.

- The issue being assessed is whether the Province can record an asset for the
jointly sponsored plans under the accounting standards. The Province
believes that an asset should be reported.

- The panel will focus on the accounting question, but will also provide advice
on how to measure an asset, assuming it concludes that it should be
reported. The calculation is sensitive to management’s assumptions,
including the discount rate which reflects management’s best estimate of
long-term returns on the assets which is currently at 6.25% and consistent
with rates used by most other senior Canadian governments.

- Background - Ontario Public Accounts 2015-16: In Ontario’s fall fiscal and
economic update, the government adopted the Auditor General’s accounting
interpretation for the treatment of net pension assets for 2015-16 through a
time-limited regulatory amendment (the “Pension Adjustment”). The
impact of the change resulted in an additional $10.7bln being added to the
net debt and accumulated deficit and an increase of $1.5bln to the annual
deficit for 2015-16. Consistent with the accounting treatment adopted in
the Public Accounts of Ontario 2015-2016, the medium-term fiscal outlook
provided reflects a cautious approach to forecasting the projected annual
Pension Adjustment. This cautious approach results in an estimated
potential impact of $2.2bln in 2016-17, $2.8bln in 2017-18, and $3.7bln in
2018-19 to the annual Pension Adjustment.

Maria Berlettano, CFA

416 594-8041
maria.berlettano@cibc.com
www.cibcmacro.com

Tom Bognar, CFA
416 956-6032
tom.bognar@cibc.com
www.cibcmacro.com

If you no longer wish to receive these emails, please email us at unsubscribe-macro-strategy@cibc.com and
request to be removed from this distribution list. Note that you will be permanently removed from the
distribution list within 10 days of your request.

This communication, including any attachment(s), is confidential and has been prepared by the Macro
Strategy Desk within the Global Markets group at CIBC Capital Markets.

CIBC World Markets Inc. is a legal entity name. CIBC Capital Markets is a trademark brand name under which
different legal entities provide different services under this umbrella brand. Products and/or services offered
through CIBC Capital Markets include products and/or services offered by the Canadian Imperial Bank of
Commerce, the parent bank of CIBC World Markets Inc. and various other subsidiaries of the Canadian
Imperial Bank of Commerce. Services offered by the Canadian Imperial Bank of Commerce include corporate
lending services, foreign exchange, money market instruments, structured notes, interest rate products and
commodities, equity options and OTC derivatives. Canadian exchange-traded equity options are executed
through CIBC World Markets Inc. Equity and fixed income securities are executed through CIBC World Markets
Inc. and other directly or indirectly held subsidiaries of CIBC.

The contents of this communication are based on macro and issuer-specific analysis, issuer news, market
events and general institutional desk discussion. The author(s) of this communication is not a Research
Analyst and this communication is not the product of any CIBC World Markets Inc. research department nor
should it be construed as a research report. The author(s) of this communication is not a person or company
with actual, implied or apparent authority to act on behalf of any issuer mentioned in the communication.
The commentary and any attachments (other than any attached CIBC World Markets Inc. branded Research
Reports) and opinions expressed herein are solely those of the individual author(s), except where the author
expressly states them to be the opinions of CIBC World Markets Inc. The author(s) may provide short-term
trading views or ideas on issuers, securities, commodities, currencies or other financial instruments but
investors should not expect continuing analysis, views or discussion relating to the securities, securities,
commodities, currencies or other financial instruments discussed herein. Any information provided herein is
not intended to represent an adequate basis for investors to make an informed investment decision and is
subject to change without notice. CIBC World Markets Inc. or its affiliates may engage in trading strategies or
hold positions in the issuers, securities, commodities, currencies or other financial instruments discussed in
this communication and may abandon such trading strategies or unwind such positions at any time without
notice.

The contents of this message are tailored for particular client needs and accordingly, this message is
intended for the specific recipient only. Any dissemination, re-distribution or other use of this message or the
market commentary contained herein by any recipient is unauthorized. If you are not the intended recipient,
please reply to this e-mail and delete this communication and any copies without forwarding them.



Distribution in Hong Kong: This communication has been approved and is issued in Hong Kong by Canadian
Imperial Bank of Commerce, Hong Kong Branch, a registered institution under the Securities and Futures
Ordinance (the “SFO”) to “professional investors” as defined in clauses (a) to (h) of the definition thereof set
out in Schedule 1 of the SFO. Any recipient in Hong Kong who has any questions or requires further
information on any matter arising from or relating to this communication should contact Canadian Imperial
Bank of Commerce, Hong Kong Branch at Suite 3602, Cheung Kong Centre, 2 Queen’s Road Central, Hong
Kong (telephone number: +852 2841 6111).

Distribution in Singapore: This communication is intended solely for distribution to accredited investors,
expert investors and institutional investors (each, an “eligible recipients”). Eligible recipients should contact
Danny Tan at Canadian Imperial Bank of Commerce, Singapore Branch at 16 Collyer Quay #04-02 Singapore
049318 (telephone number + 65-6423 3806) in respect of any matter arising from or in connection with this
report.

Distribution in Japan: This communication is distributed in Japan by CIBC World Markets (Japan) Inc., a
registered Type1 Financial Product Provider with the registration number Director General of Kanto Finance
Bureau #218.

Distribution in Australia: Communications concerning derivatives and foreign exchange contracts are
distributed in Australia to “professional investors” within the meaning of the Corporations Act 2001 by CIBC
World Markets Inc. Communications concerning securities are distributed in Australia by CIBC Australia Ltd
(License no. 240603; ACN 000 067 256) to CIBC Capital Markets clients.

CIBC World Markets Inc. is a member of the Canadian Investor Protection Fund and the Investment Industry
Regulatory Organization of Canada. CIBC World Markets Corp. is a member of the Financial Industry
Regulatory Authority. CIBC World Markets plc is regulated by the Prudential Regulation Authority and
Financial Conduct Authority. CIBC World Markets Securities Ireland Limited is regulated by the Central Bank
of Ireland. CIBC Australia Ltd is regulated by the Australia Securities and Investment Commission. CIBC World
Markets (Japan) Inc. is a member of the Japanese Securities Dealer Association. Canadian Imperial Bank of
Commerce, Hong Kong Branch, is a registered institution under the Securities and Futures Ordinance, Cap
571. Canadian Imperial Bank of Commerce, Singapore Branch, is an offshore bank licensed and regulated by
the Monetary Authority of Singapore.

Unauthorized use, distribution, duplication or disclosure without the prior written permission of CIBC World
Markets Inc. is prohibited and may result in prosecution.



