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Introduction

In preparation of the Province of Ontario Financial statements, the Office of the Provincial Controller
Division (OPCD) has retained Deloitte to provide support in analyzing issues around pension accounting.
The present document is prepared in relation to the assessment of the application of public sector
accounting standards as related to asset ceiling and valuation allowance to the Ontario Teachers’ Pension
Plan (OTPP).

The relevant accounting standard referenced in our analysis is public sector accounting standard PS3250
on retirement benefits.

The document will cover the following elements:

-« Summary of the situation;

- Overview of the accounting paragraphs that apply to this and the explanation;

- Review of the considerations that go into the asset ceiling test and the Expected Future Benefit (EFB)
calculation;

- Review of the employer access to future contribution reduction or surplus withdrawal;

- Summary of findings relating to observations made in discussing the applicability of the asset ceiling
test for Ontario’s 2015-16 Financial statements.

We are available to discuss the content of this document.

Yy

Martin Raymond Trevor Gary
Partner, FSA, FCIA Senior Consultant
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Section 1 — Summary of the

situation

The OPCD in preparation of the Ontario Financial statements for 2015-16 has requested support to
assess potential asset ceiling risks in relation to the calculation for the OTPP reported on the Province’s

consolidated financial statements.

Here are a few facts obtained from discussion / documentation around the OTPP and its accounting:

- The plan is covered by its own legislation, the Teachers’ Pension Act

- Most recent funding report was prepared at January 1, 2015 with contributions set for 2015,

2016 and 2017

e The OTPP is a Joint Sponsored Pension Plan (JSPP) as per the Ontario Pension Benefit Act (PBA)

-« The plan is accounted for using Joint defined accounting provisions of the standards and the
government portion of the plan is determined at 50% of the overall plan, this reflects the 50/50
sharing principle underlying the OTPP (per Teachers’ Pension Act par. 5 (1.1) and 10 (1) and
page 16 of the funding valuation report — extracts provided in Section 4)

- The total accounting service accrual (service cost) is about $2.9B per year calculated in

accordance with PSAB (per the Jan. 26, 2016 Mercer letter to OTPP)

e The recent accounting surplus measure (Dec 31, 2015) for the portion of the government (50%
of the total plan) is around $20B, using a market-related value of assets (smoothed assets).
The surplus using fair value measure of assets is about $28B (per the excel supporting file for

accounting calculations received).

We note that the accounting actuarial values are prepared at Dec 31, 2015 and that an adjustment for
March 31, 2016 is performed to obtain the year-end values. The balance sheet asset position for the
OTPP can be illustrated as follows: (per the excel supporting file for accounting calculations received)

(all figures in $B) Total plan 50% Share of the plan
Market related value of assets 157.0 78.5
Value of obligation 116.4 58.2
Surplus (deficit) 40.6 20.3
Unamortized (gains) losses (18.0) (9.0)
Adjustment for March 31, 2016 (1.8) (0.9)
Asset (liability) position 20.8 10.4
Specific Government adjustment (0.3)
Final asset (liability) position on balance sheet 10.1
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This document will cover the following key questions:
- What are the key considerations that go into the asset ceiling determination?
- What is the impact of an asset ceiling for 2015-16, if applicable?
- Is there an asset ceiling impact for OTPP as at March 31, 2016 (that would apply to the $10.1B
shown above) and if so how is it calculated?

Below is a list of documents and references used in our analysis.

List of documents

Funding management policy (FMP) of OTPP - agreement between the parties to the plan (provided by OPCD)

Asset ceiling documentation prepared by Allan Shapira (Aon) dated August 2, 2016 (provided by OPCD)

Actuarial valuation report of OTPP as at January 1, 2015 - funding purposes — prepared by Mercer (provided
by OPCD)

Accounting standards PS3250 on post-employment benefits

Teachers’ Pension Act (found on the internet)

Discussions with OPCD and Allan Shapira (incl. overview of some results used in this document) including a
summary note prepared by Nadine Petsche, Director of Accounting Policy and Financial Reporting at OPCD
(August 4, 2016)

Excel supporting file for accounting calculations (provided by OPCD)

Supporting document from OTPP to OPCD on accounting results, including the communication from Mercer on
valuation results for different assumption basis — both documents dated Jan. 26, 2016 (provided by OPCD)
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Section 2 — Relevant PS3250
paragraphs

Below are some extracts from the PS3250 which are relevant for calculating the limit on carrying amount
of accrued benefit asset (the asset ceiling test) and the joint defined benefit which are relevant to the
analysis and position taken for financial statement preparation. Note that the underlined are from us.

Limit on the carrying amount of an accrued benefit asset

.050 An accrued benefit asset should be presented on a government's statement of financial position net of
any valuation allowance. When a defined benefit plan gives rise to an accrued benefit asset, a government
should recognize a valuation allowance for any excess of the adjusted benefit asset over the expected
future benefit. A change in valuation allowance should be recognized in the statement of operations for the
period in which the change occurs. [SEPT. 2001]

.051 A government with a defined benefit plan may have an accrued benefit asset for accounting purposes.
An accrued benefit asset arises when the government's total contributions to the plan, including interest
earned thereon, are greater than the retirement benefit expense recognized since the start of the plan.
Contributions reflect the funding objectives of the plan. The benefit expense reflects the accounting
objectives and may differ for a number of reasons, including the fact that actuarial gains and losses are
deferred and amortized in future periods.

.052 A government may benefit from an accrued benefit asset either by withdrawing surplus assets or by
taking a contribution holiday or receiving a refund of contributions. The accrued benefit asset may become
impaired when there is a plan surplus for accounting purposes that the government is not entitled to benefit
from fully. For example, there may be a regulatory moratorium on pension surplus withdrawals or
uncertainties as to a government's legal right to use a plan's accounting surplus.

.053 To determine the extent to which an accrued benefit asset may be impaired, the government first
determines the adjusted benefit asset. The adjusted benefit asset is the accrued benefit asset less net
unamortized actuarial losses (determined on a basis using market value of assets).

.054 The adjusted benefit asset is then compared to the expected future benefit. When the expected future
benefit exceeds the adjusted benefit asset, the accrued benefit asset is not impaired and, accordingly, no
valuation allowance is required. The chart included as Appendix A to this Section is intended to set out the
relationship between the various defined terms.

.055 The objective of the standard in paragraph PS 3250.050 is to limit a government's accrued benefit
asset to the amount it can realize in the future. The expected future benefit is a calculated amount
representing the benefit a government expects to realize from a plan surplus. An expected future benefit
includes any withdrawable surplus or reduction in future contributions.

.056 A government determines its expected future benefit as the sum of:

a. the present value of its expected future accruals for service for the current number of active employees,
less the present value of required employee contributions and minimum contributions the government is
required to make regardless of any surplus; and

b. the amount of the plan surplus that can be withdrawn in accordance with the existing plan and any
applicable laws and regulations.
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.057 A government's expected future accruals for service for the current number of active employees are
determined on a basis consistent with that used to determine its accrued benefit obligation. These expected
future accruals for service, less required employee contributions and minimum contributions the government
is required to make regardless of any surplus, are then discounted back to the current period to determine
the present value. The interest rate used to calculate this present value is the expected rate of return on
plan assets used to determine the benefit expense in the period.

.058 When administration expenses are paid by the plan and included in the normal cost calculation, a best
estimate of the future administration expense is included in the expected future accruals for service. When
administration expenses are paid by the plan and not included in the normal cost calculation, the rate of
return on plan assets is adjusted to reflect the deduction of the administrative expenses.

.059 A key factor in determining a government's expected future benefit from a defined benefit plan with a
plan surplus for accounting purposes is the ability of the government to withdraw assets from the plan. The
expected future benefit includes amounts to which a government has a legally enforceable right of
withdrawal. It excludes any withdrawable plan surplus a governmentis currently required, or intends, to
allocate to employees. A government may not anticipate obtaining a legally enforceable right to withdraw a
portion of a plan surplus to which it is not currently entitled, whether on the basis of precedent or otherwise.
Accordingly, when withdrawal of plan surplus requires the approval of employees or an appropriate
regulatory authority or a court of law, a government excludes any amount subject to this restriction from its
expected future benefit until such approval has been obtained. A change in the allocation of surplus
between a government and its employees is incorporated into the calculation of the expected future benefit
only when it has been agreed to and, when required, approved by the appropriate regulatory authorities.

Joint defined benefit plans

.079 Governments may participate jointly in defined benefit plans where the government shares the risks
and rewards jointly with plan participants, represented by a sponsor or sponsors. Joint defined benefit plans
are governed by a formal agreement between the sponsors, which establishes that the sponsors have
shared control over the plan. A governing board is generally appointed by the joint sponsors with equal
representation and a mutually agreed-upon chair.

.080 A government would consider the characteristics of the plan to determine whether it meets the definition
of a joint defined benefit plan. In a joint defined benefit plan, funding contributions are shared mutually
between the government and the plan members. The sponsors have control over decisions related to the
administration of the plan and the level of benefits and contributions on an ongoing basis based on

the terms of the contractual agreement. The sponsors share, on an equitable basis, the significant risks
associated with the benefit plan. Risk would not be considered to be equitably shared in an arrangement
where the government and the joint sponsors fund the plan equally but where the government retains the

full risk of the accrued benefit obligation. If the government retains the residual risks it is unlikely that the
plan meets the definition of a joint defined benefit plan.

.081 When a government participates in a joint defined benefit plan, the government's risk is limited to its
portion of the plan. The government should account for its portion of the plan in accordance with the
standards for defined benefit plans. [SEPT. 2001]

.082 A government may convert an existing defined benefit plan for which it is the sole sponsor to a joint
defined benefit plan where the risks and benefits are shared. When converting to a joint plan, a government
would consider whether there are any special accounting issues that arise, including whether the
predecessor plan has been settled or partially settled and/or curtailed or partially curtailed. In assessing
such issues a government would have regard to its specific circumstances and the terms of the joint defined
benefit plan.
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Section 3 — Asset ceiling test
and EFB calculation basis

PS3250.053 refers to the adjusted benefit asset. This is the amount on which the asset ceiling test
applies (PS3250.054) by comparing it to the Expected future benefit (EFB). In many cases, we are
seeing unamortized losses, and the adjusted benefit asset effectively equals the accounting surplus.
However, for the OTPP, as shown in the Section 1, it is unamortized gains which exist rather than losses.

In this situation, if we take the OTPP case, we would have:

- Adjusted benefit asset = accrued benefit asset less unamort. losses = $10.1B - $0.0B = $10.1B
- So the amount to test against EFB would be $10.1B

Further, PS3250.053 refers to market value of assets rather than market-related value of assets that
allows for some smoothing of assets gains and losses (which is used under OTPP). Considering that the
market value of assets (total plan) is $171.4B at Dec 31, 2015 as per the excel file for accounting
calculation and applying the 50% share, we do get $85.7B for the Government share. The difference
represents gains on assets not yet reflected in the market-related value of assets and therefore, the
unamortized (gains) losses are adjusted accordingly for the test. Making the adjustment for market
value measures, we would therefore obtain the following:

(all figures in $B) 50% Share of the plan-  50% Share of the plan
market related value market value

Value of assets 78.5 85.7

Value of obligation 58.2 58.2

Surplus (deficit) 20.3 27.5
Unamortized (gains) losses (9.0) (16.2)
Adjustment for March 31, 2016 (0.9) (0.9)

Asset (liability) position 10.4 10.4

Specific Government adjustment (0.3) (0.3)

Final Asset (liability) position on balance sheet 10.1 10.1

We note that the end result for the test is still $10.1B adjusted benefit asset on either market-related
value or market value. This occurs because the test is showing unamortized gains in both basis. If
unamortized losses were present instead, the results of the test would differ.

The above are basic considerations of the asset ceiling test and mostly straight-forward in application.
The most challenging part of the asset ceiling test is identifying the basis to value the EFB under
PS3250.056. There are various elements to be considered in this calculation that will determine the
amount to use. The definition of EFB incorporates key components that need some analysis. The present
section deals with these components.
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Definition of EFB

.056 A government determines its expected future benefit as the sum of:

a. the present value of its expected future accruals for service for the current number of active
employees, less the present value of required employee contributions and minimum
contributions the government is required to make regardless of any surplus; and

b. the amount of the plan surplus that can be withdrawn in accordance with the existing plan and
any applicable laws and regulations.

Key components of the definition are:

- present value calculation

- future service accruals

- current number of active employees

- required employee contributions

< minimum contributions the government is required to make regardless of any surplus
- amount of surplus that can be withdrawn

Current number of employees — Open group notion

Under the definition of the EFB, it is indicated that the present value of future accruals for service is to
be based on the current number of active employees. The application of this particular element of the
calculation has generally been seen in practice as assuming that the plan would have a perpetuity of
future accruals since active employees terminating or retiring would be replaced by new active
employees, keeping the number equal to the current population. Unless there is signal or expectation of
reduction in population (e.g. if the plan was closed to new entrants or if the employer is going through
downsizing), this open group notion has been observed in practice.

Future service accruals - Projection of salary

Under the definition of the EFB, we are performing a present value calculation and therefore this
assumes that the underlying components of the calculation are projected into the future (future accruals
and contributions). In performing such projection, an increase in salary based on the accounting
assumption for salary increase would be applicable.

Present value — discounting effect

Calculation of a present value requires the determination of an interest rate to use. Under PS3250.057,
the interest rate used is determined in reference to the expected rate of return on plan assets used to
determine the benefit expense.

Future service accruals and required employee contributions - Joint Defined Benefit accounting

Since the OTPP is accounted for based on joint defined benefit provisions of the accounting standards,
the asset ceiling test needs to be performed based on the government’s portion of the plan (par.
PS3250.081). Looking at the EFB definition, it means that the calculation of PS3250.056 a) needs to be
adjusted to only reflect the employer share (50% of the total accruals) and to remove any employee
contributions that were considered in the calculation (since this relates to the employee portion of the

plan).
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Observations on PS3250 EFB calculation (in practice)

Deloitte has shared with management that historically there has been in practice a very liberal
application of the PS3250 asset ceiling calculation. The EFB has generally been determined as the
present value of all future employer service accruals (perpetuity) considering the increase of salary
factored into the calculation. This approach is based on View 1 described in the minimum employer
contribution required discussion below. One simple way of obtaining that value is based on the following
calculation:

- Determine the total accrual for service for one year
- Determine the accrual for service for the employer for one year (i.e. total accrual net of the
employee portion)
- Calculate the perpetuity of increasing service cost as follows : accrual of service for employer /
(expected return on plan assets - salary increase)
- To illustrate this for OTPP, we did get the following information
o Total service accrual = $2.9B
o Employer service accrual (assuming 50% share) = $2.9B/ 2 = $1.45B
o Expected return on plan assets = 6.25% (per the Jan 26, 2016 document and the observed
values used in the excel file for accounting calculation)
o Salary increase = 3% (excluding merit/promotional scale for simplicity - per the Jan 26,
2016 document and the observed values used in the excel file for accounting calculation)
o Perpetuity = $1.45B / (6.25% - 3%) = $44.6B

Minimum employer contributions required regardless of any surplus — Views for determination in EFB
calculation

There has been in recent years more questions around the meaning of the EFB definition and mostly
around what the last part of PS3250.056 a) means. The terminology used of "*minimum employer
contribution required regardless of any surplus” has been discussed and there have been different views
on what this represents.

One view (View 1) focus on whether there is a minimum employer contribution under the plan /
legislation that is required even if a surplus would be present. For instance, a plan contribution could be
defined as always being at least of 5% of salaries. In such circumstances, there would be a contribution
requirement to a minimum level for every year even when surplus is present. If no such minimum exists
and there is a possibility to get to 0% contribution, for instance in surplus position, then there would be
no minimum contribution required “regardless of any surplus”. This view leads to no reduction in the EFB
calculation in cases where no minimum % contribution exists in the plan provisions. In the example
above, the perpetuity of $44.6B is not reduced and therefore EFB remains at $44.6B.

Another view (View 2) is that minimum required contribution must at least consider the effect of the
most recent funding valuation report. This report determines what contribution requirement applies to
the current period of the valuation report and until a new report is completed. For instance, if the
employer needs to contribute for the next 3 years a certain amount of contribution (service cost and
special contribution for deficit), then this represents the minimum required employer contribution
regardless of any surplus. As an example, under the most recent funding report of the OTPP (Jan 1,
2015) this amount is about $1.7B per year for 2015, 2016 and 2017 which includes service cost and also
special contributions. Contributions from 2018 will be determined based on a new valuation report and
therefore are unknown as of now (no minimum required contribution on the valuation date for years
beyond 2017). In the example above, the perpetuity of $44.6B is reduced by 2 years of $1.7B
(excluding interest for simplicity) for an EFB of $41.2B.
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Finally, a more extreme view (View 3) could be to actually prepare detailed future projections of funding
valuation results on either a deterministic calculation with identification of the actual year(s) when
funding surplus would be present or a stochastic calculation to identify what is the probability of
occurrence of funding surplus in future years and the outcome in those cases for contribution
reduction/surplus withdrawal. Such an approach would need the inclusion of some many complex
assumptions and the preparation of a high volume of calculations. In the example above, the perpetuity
of $44.6B would be reduced more than View 1 or View 2 because of possible future years in the
projection that lead to required contribution payments.

We have never seen in practice the use of View 3 under PS3250, while View 1 has been largely used
historically. On the other hand, we note that View 2 has been recently observed as a possible emerging
interpretation of the paragraph 3250.056.

Amount of surplus that can be withdrawn and contribution reduction availability — OTPP plan
characteristics

One element of importance (PS3250.052 and PS3250.059) is to identify whether the employer does
have access to the surplus based on legislation and plan characteristics. Is there really some way the
government can either withdraw surplus from the plan or reduce future contributions through
contribution holiday. The OTPP does have its own Legislation (Teachers’ Pension Act) and a Funding
policy (Funding Management Policy - FMP) agreed between employer / employees to determine whether
and how surplus can be used under the plan. The FMP provides insight on this significant element and is
dealt with in the next section.
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Section 4 - Sharing principle,
contribution reduction and
surplus withdrawal

The following paragraphs of the Teachers’ Pension Act are supporting elements for the use of the 50 / 50
sharing of contributions - paragraph 5. (1.1) - and also support the use of the Funding Management
Policy agreed between the parties for treatment of the surpluses and deficits - paragraph 10. (1) 3.

Contributions by the Crown
5. (1) The Minister of Finance shall pay from the Consolidated Revenue Fund an amount equal to contributions under the pension
plan payable by the Minister of Education RS 0O 1990, c T1,s 5(1); 1993, ¢ 39,s 3(1); 2005, c 31, Sched 21, s 2 (1)

Matching contributions

(1.1) The total amount of the contributions payable by the Minister of Education and the employers who contribute under the
pension plan in respect of any year shall not exceed the amount of contributions payable by or on behalf of active plan members in
respect of credited service for that year. 1991, c. 52, 5. 3; 1993, c. 39, s. 3 (1); 2005, c. 31, Sched. 21, s. 2 (2).

Joint management
10. (1) The Minister of Education and the executive of The Ontario Teachers’ Federation may enter into an agreement that provides
for the following matters

1. The joint management of the pension plan by the Minister and the executive of the Federation.

2. The composition of the Board, the appointment of the members of the Board and the delineation of the powers and duties of
the Board.

3. The sharing of entitlement to gains or surplus under the plan and of liability for deficiencies in the pension fund by the
Minister, the employers who contribute under the plan and the active plan members.

4. The amendment of the plan, including the amendment of Schedule 1, by agreement between the Minister and the executive
of the Federation.

5. The resolution of disputes between the Minister and the executive of the Federation with respect to amendments to the plan.

6. Any other matter to which the Minister and the executive of the Federation agree. 1991, c 52, s 6; 1993, ¢ 39, s 5; 2005,
c. 31, Sched. 21, 5.4 (1).

The extracts show that Government contributions are matching employees, besides a small portion for
LT disability cases and also that there might be an additional contribution for what is referred as
foregone inflation. These are supporting the assessment of the 50 / 50 sharing nature of the plan.
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- The Province or Designated Employers, as the case may be, should generally match active
teacher contributions. However, in the case of teachers on LTIP, they should pay 12.0% (6.9%
for Designated Employers if disability occurred before January 1, 1991) of the member's
pensionable earnings, indexed to inflation in accordance with the Teachers' Pension Act.

- In addition to the above matching contributions, the Province and Designated Employers are also
required to make special contributions for any year in which the cumulative cost-of-living
adjustment to pensions in respect of service after 2009 is less than 100% of CPI increases (but
only to the first 50% of any inflation foregone) since the members’ retirement. The amount of
such special contributions is equal to the amount by which the pensions or other entitlements
received by members for the year are less than the pension amounts they would have received
for that year if 100% CPI indexing had been provided for post-2009 service.

The FMP is a document agreed between employer / employees that identifies how the plan is to be
funded and specifically how it will deal with deficit and surplus situations. We are particularly interested
to identify whether in surplus position the government has access to surplus withdrawal or contribution
reduction.

The idea of the plan is that the employer contribution will match the employees’ contribution. The use of
Joint Defined benefit accounting under PS3250 reflects that general principle underlying the nature of
the plan by applying a 50/50 share.

The plan also has provisions that make post-retirement indexing for some service period (post-2009)
conditional on the plan financial situation. Should the indexing not be provided fully (100% CPI), some
portion (or all) of the indexing amount not provided to the retirees (called foregone inflation) will lead to
additional employer contribution in that year. This also reflects the 50 / 50 principle of the plan in that
on the employee side, a benefit is not fully provided (less than 100% indexing for retirees) and on the
employer side an additional contribution is paid. In similar way, if and when benefits would be increased
to the employees, the employer would also get a similar benefit in value (contribution reduction and/or
surplus withdrawal).

The FMP will have first use of surplus to reduce contributions to the “basic contribution level” which is
the 2012 value (10.4% of salary below YMPE and 12.0% above YMPE) and / or increase benefit to
restore any foregone inflation. The Partners need to agree on the actions that will be taken. We also
note that for the employer, should the contribution rate already be at the basic rate and a surplus is
present, surplus withdrawal and / or further contribution reduction is also possible action to be taken.

In discussing with Allan Shapira (Aon), we understand that the FMP has five funding zones:

- The middle zone is the Fully Funded zone under which base benefits and contributions are
maintained. In this zone, the plan is adequately funded to provide base benefits (including
indexation at 100% of CPI) supported by the base contributions. Given the volatility of market
factors and the numerous assumptions in the funding valuation, “fully funded” is considered a
range.

- There are two zones below the Fully Funded zone that address the treatment of deficits (through
additional contributions and / or reduction of benefits).

- There are two zones above the Fully Funded zone that address the treatment of surpluses. The
first zone is the Temporary Plan Improvement zone where contributions can be temporarily
reduced, a surplus distribution can be made on a temporary basis and/or benefits can be
temporarily improved (as long as it does not create a long term cost). If the surplus reaches a
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specified level, the next zone, the Permanent Plan Improvement zone, provides for permanent
changes to contribution rates and/or benefits.

We also note that surplus distribution is a possible approach to deal with surplus in the FMP as per
paragraphs 1.06 and 4.04.

Under the FMP, a surplus distribution or a benefit improvement can only be made if the Partners have
entered into a written agreement governing the manner in which employer contributions will be adjusted
to offset any surplus distribution or changes in benefits that are reflected in the obligation value through
benefit changes.

As illustrated in the latter zones above, the FMP considers that surplus situations and actions taken can
be of permanent nature but also temporary nature. We understand that the inclusion of temporary use
of the surplus has the effect of having more likelihood of years of surplus usage than if only permanent
approach was possible.

Based on the information received, we note that the accounting obligation calculated for the financial
statements, and the accounting surplus resulting from that obligation value, is already including an
assumption that 100% CPI is provided. Therefore, the accounting surplus is already based on fully
restored benefits and full indexing. Any remaining surplus would therefore be available from the
employer side to reduce the contribution level or withdraw surplus.

We also note that the accounting valuation is based on best estimate assumptions and that the surplus
amount determined by that calculation represents what is the most likely outcome, considering that
assumptions are realized in the future. As such, the amount for the employer portion does represent a
realistic potential value to the government in contribution reduction and / or surplus withdrawal. We do
not know when the actual event would take place and whether it would be through contribution
reduction or surplus withdrawal, but we know that this represents a realistic economic benefit.

Section 3.06 of the FMP does identify the steps of restoration of indexing and also identifies under 3.06
e) the contribution reduction action that can apply. We note again that the accounting obligation
measure already includes the 100% CPI indexing and therefore covers the escalated adjustements
defined in 3.06.

Section 3.06 Application of Restoration Basis Excess: For purposes of clarity, excesses identilied pursuant to Section 3.03
shall be applied in the following order, provided that the pariners resetve the right te reconsider such
application having regard to 1he contribution rate and benefits then in effect, prevailing economic
circumstances and other relevant faclors:

(a} Bring Escalated Adjustments to 50% for Past-2013 Service: \o provide escalated adjustments up o 50%
of the CPI udjustment in respect of service accrued after 2013 for the period covered by the valuation,
and assumed thereafier at the same rate;

(b) Bring Escalated Adjustments to 100%: 1o provide escalated adjustments up to 100% of the CPI
adjustment for the period covered by the valuation, and assumed thereafler at the same rate;

{€) Restore Escalated Adjustments for Post-2013 Years: o provide escalated adjustments to increase, 1o the
exient possible, the current aceumulated adjustment ratio for cach year afler 2013, to the current
accumulated adjustment ratio for the period from 2010 to 2013, beginning with the first year in which
current escalated adjustments were less than 50% of the run-rate escalated adjustments;
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(d) Reswre EscalgtedAd!lutmemr(or Po fi-1nn9 !ears. to provide escalated adjustments to incrcuse, to the

extent possible, the current accumulated adjustment ratio for each year nfier 2009 to the run-rate
accumulated adjustment ratio, beginning "ith the first )Car in "hich current cscalutctl atljustments were
less than run-rate cscnlnted adjustments:

(c) Pr0l'ide IImelitilicrfQ es or Colllrik ulion Ratg Brtluc(igm- to prolide the follol ling:

(1) anincrensc in benefits, \\here the present'aluc of cum:nt benefits is less than the present * 'nluc of
run-rate benefits.

(i1) nreduction in contribution rntcs, \\here the present 1aluc of current contributions exceeds the
present 1alue of basic conttibutions.or

(iii) a combinntion of(i) and (ii)

(Last umended Mn} 27,2015 —[ffecti\'c March 6,201 )
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Section 5 — Asset ceiling for
OTPP

The factors illustrated in the Section 4 coming from the analysis of the FMP and surplus application are
considerations to determine the Government access to the surplus. We have discussed the plan
mechanics with OPCD and here are the key factors of the FMP and OTPP plan characteristics that would
be considered in support of the Government Expected future benefit coming from surplus withdrawal and
contribution reduction:

- The plan nature is defined to be a 50 / 50 share between employees and employer

- Looking at the FMP, this principle applies to bad news and good news, hence for deficit and
surplus situations

< The employer can benefit from surplus withdrawal and contribution reduction

« The surplus situations could be dealt with permanent and temporary changes, increasing the
likelihood of surplus application

- The accounting valuation currently includes a 100% CPI indexing, hence the resulting
accounting surplus to the employer portion has already fully restored benefits considered

« Accounting valuation uses best estimate assumptions and therefore the resulting surplus is
considered a realistic value

Based on the Government view on the OTPP and our discussions with OPCD, we understand that the
position is that the asset position should not be reduced by any valuation allowance. This position is
based on the nature of the sharing principle of the OTPP which allows for the Government to have access
to the surplus and hence the Economic benefit. It is unknown when the benefit will materialize and what
form it will take but it is of realistic economic value.

That being said, a very important consideration is that the amount determined represents what the
accounting defines as the best estimate. The selection of assumptions to prepare the accounting
valuation is therefore significant to ensure that the surplus calculated is realistic. Considering the
accounting standards requirement to use best estimate assumptions, it is reasonable to consider that
those assumptions are selected by the Government as best estimates and therefore the surplus
determined is a realistic value of what benefit the Government may realize in the future through surplus
withdrawal/contribution reduction.

Should the characteristics of the plan or the FMP parameters change in the future, or if the Government
has a different view on the application of the OTPP provisions and the FMP for surpluses, this may affect
the Government access to surplus and hence the Government view on asset ceiling test.

Based on the facts coming from the FMP, the plan nature and based on discussions with OPCD, it has
been determined that the current view is that any surplus identified to the Government portion would be
used to its own benefit and that the Government is not obligated to using any surplus towards increasing
benefits to the members (either through historic practice or internal policy). The above analysis provides
evidence to support OPCD’s position that no valuation allowance is required to the OTPP asset amount
reported under PSAB.
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