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From: Tam, Nelson (TBS)

To: Patricia 0"Malley (plomalley@outlook.com); Uros Karadzic (uros.karadzic@ca.ey.com); Murray Gold
(mgold@kmlaw.ca); Martin, Paul (FIN) (Paul.Martin@gnb.ca

Subject: Expert Panel - Additional Information on OTF Call Right

Date: November-24-16 3:27:00 PM

Attachments: OTE Call Right (3).docx

Patricia, Uros, Murray, Paul

Attached is a two page document (password protected) with additional information on
the OTF “Call Right” found on page 25 of the position paper prepared by Nadine.

If you have any questions on anything, please send me an email and | will respond on
Monday.

Have a great weekend.

Nelson
416-212-0514
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OTF Call Right
What is the OTF “Call Right”?

In 2013, the Minister of Education signed an agreement with the Ontario Teachers’
Federation (OTF) to freeze employer contributions for a period of five years. The
“freeze period” runs from December 31, 2012 to December 30, 2017.

As a result of the agreement, in the event that a funding valuation reveals a going
concern funding shortfall during the freeze period, it can only be addressed
through benefit reductions (to a limit*). Contribution rate increases are not
permitted during the freeze.

Given this restriction, teachers would bear all of the risk associated with funding
shortfalls during the freeze period. This agreement, therefore, departs from the 50-
50 risk/reward nature of the Partners Agreement.

In order to address this unequal sharing of risk, the agreement states that, after the
freeze period, if there is a surplus, the OTF has “first call” on 100% of the surplus
(to take the form of “surplus credits”) disclosed in the valuation up to a cumulative
total of the value of either:

(i) The benefit reductions that are made during the freeze period; or
(i) The benefit reduction limit*,

whichever is lower.

The surplus credits would only take into account the value of benefit reductions, if
any, made during the freeze period (i.e., they would not include benefit reductions
for which matching contributions are made by the government (“share the pain
payments”).

Surplus can only be used to the extent the funded status of the Plan does not fall
below 100% after the surplus credits are paid out.

By including the OTF call right in the agreement, the fundamental principle of 50-
50 risk/reward sharing was maintained.

*

The agreement sets a “benefit reduction limit” on the extent to which benefits can be
reduced. The limitis 20% of the aggregate value of future benefits. If benefit
reductions exceed this limit, the Partners return to their usual process and make use of
the usual tools to fill a funding gap (i.e., contribution rate increases and/or benefit
reductions).



What has been the experience during the freeze period to date and what is
expected to happen during the remainder of the freeze period (i.e., to
December 30, 2017)?

There have been no benefit reductions since the freeze period commenced.

Since the OTPP is currently in a surplus position and the next valuation of the
OTPP does not need to be filed until 2019, it is extremely unlikely that the partners
would file a valuation that would result in benefits being reduced during the
remainder of the freeze period.

Given this, the expectation is that the OTF will have no “call right” on any surplus
after the freeze period ends.
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From: Veinot, Cindy (TBS)

To: Petsche, Nadine (TBS)

Cc: Tam, Nelson (TBS)

Subject: RE: Information requested re: Call Right
Date: November-24-16 3:06:56 PM

Great — thanks,

Nelson — can you send these to the panel with a reference to the page in the position paper that
refers to this Call Right.

Cindy

From: Petsche, Nadine (TBS)

Sent: November-24-16 1:56 PM

To: Veinot, Cindy (TBS)

Cc: Tam, Nelson (TBS)

Subject: Information requested re: Call Right

You had asked for additional info on the Call Right. Attached are some Q&As
prepared by ISPPD to assist the Panel in understanding the background and
relevance (not relevant) to their analysis.

Nadine

From: Killoch, Alex (MOF)

Sent: November 24, 2016 12:56 PM
To: Petsche, Nadine (TBS)

Cc: Pomykacz, Rob (MOF)
Subject:

Hi Nadine

Attached are some Q&A’s on the contribution freeze agreement. As Rob discussed, these provisions
have no value as benefits have not been reduced during the freeze period.

| hope this helps

Alex

Alex Killoch

Director, Broader Public Sector Pensions Branch
Ministry of Finance

416 325-5724

Alex.Killoch@Ontario.ca
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From: Petsche, Nadine (TBS)

To: Tam, Nelson (TBS)

Cc: Veinot, Cindy (TBS)

Subject: Actuarial Assessments Workbook

Date: November-18-16 4:55:48 PM
Attachments: calculation EFB workbook exp pan.xlsx
Nelson,

The attached summary of the actuarial assessments (ceiling tests) can be shared
with the Panel. Nadine
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From: Duffy, Paul (EDU)

To: Tam, Nelson (TBS)

Subject: FW: 2013 Term Sheet

Date: December-02-16 9:52:07 AM
Attachments: OTPP JSPP Agreement final March 2013.pdf

Nelson, as requested, please see attached the 2013 Term Sheet.



OTPP JSPP Agreement final March 2013.pdf



OTPP Term Sheet — March 13, 2013
CONFIDENTIAL

This Term Sheet (the “Agreement”) sets out the key terms of the agreement between
the Plan Sponsors, which is effective during the “Freeze Period” (as defined below).
The Government will provide a letter to the Plan Sponsors which will explain: the
background of the 2012 Ontario Budget measures about jointly sponsored pension
plans; the Government’s plan to introduce legislation to carry out those measures,
including pooling of broader public sector pension fund assets; the fact that discussions
lead to this Agreement instead; and will confirm the Government Commitments which
are based on those discussions and this Agreement. '

A. General Principles

1. The Freeze Period runs from December 31, 2012 to December 30, 2017.

2. During the Freeze Period there will be no employer contribution increases except as
provided for below. An employer contribution increase is defined as any increase in the
employer contribution rate beyond the highest contribution rate provided for in the last
valuation filed by the Plan prior to the Freeze Period. Employer contribution increases
already scheduled to occur during the Freeze Period as a result of valuations filed with
an effective valuation date before December 31, 2012 will occur.

3. During the Freeze Period, except as may be required by the Pension Benefits Act or
as a result of a judicial or quasi-judicial decision that is binding upon the Sponsors or
the Plan, there will be no benefit improvements unless the Plan's going concern funded
status, based on the most recently filed valuation report, on a non-smoothed basis, as
of the date that the benefit improvement amendments come into effect meets or
exceeds 105%, and the benefit improvement will not bring the going concern funded
status below 105% as of the effective date of the amendment.

4. During the Freeze Period, except as may be required by the Pension Benefits Act or
as a result of a judicial or quasi-judicial decision that is binding upon the Sponsors or
the Plan, there will be no restoration of benefits reduced as a result of application of
these principles unless the Plan's going concern funded status, based on the most
recently filed valuation report, on a non-smoothed basis, as of the date that the benefit
restoration amendments come into effect meets or exceeds 105% and the restoration
will not bring the going concern funded status below 105% as of the effective date of the

amendment.

5. Ad hoc/conditional indexation is not considered to be a benefit improvement or
restoration and Plan amendments to provide or restore ad hoc or conditional cost of
living increases to pensioners can be made provided the Plan's going concern funded
status on the date that the cost of living increase is agreed upon (based on the most
recently prepared valuation report with a valuation date that is no more than twelve
months earlier and that uses the same valuation methodology and assumptions that
would apply to a filed valuation) exceeds 100% and the cost of living increase will not

2135338 FINAL March 13, 2013
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bring the going concern funded status below 100% as of the effective date of the
amendment.

B. Valuations and Cohsequentigl Actions During the Freeze Period

6. Should any draft valuation prepared for filing during the Freeze Period disclose a
funding circumstance in which employer contribution increases would normally be
implemented (i.e., a funding shorifall} the funding circumstance must be addressed
within the following Parameters. Any valuation filed during the Freeze Period will
conform to the General Principles above and the Parameters as follows:

2135339

a. During the Freeze Period there will be no employer contribution increases
except as provided for below. A confribution increase is defined as any increase
in the contribution rate beyond the highest contribution rate provided for in the
last valuation filed by the Plan prior to the Freeze Period.

b. Any future benefit reductions determined to be required in order to meet the
General Principles and these Parameters during the Freeze Period will not
exceed twenty percent (20%) of the aggregate value of future benefits
determined based on the Plan provisions in effect on December 31, 2011 (“the
Benefit Reduction Limit"), which aggregate value the Sponsors agree is $42.590
billion. Benefit reductions implemented pursuant to the valuation as at January
1, 2012 shall be taken into acceunt for purposes of achieving the 20% Benefit
Reduction Limit. For clarity, twenty percent (20%) is measured on an cumulative
basis in the Freeze Period.

c. In respect of the benefit reductions provided for under the January 1, 2012
valuation, the Sponsors agree that the reduction in the aggregate value of future
benefits is $4.094 billion (9.6%). This reduction in the aggregate value of future
benefits was calculated to include:

(i) the reduction in the funding shortfall from the impact of the decrease in
the present value of future benefits and contributions stemming from the
increase in the discount rate which resulted from the Plan amendment to
remove and replace the remaining 50% guaranteed indexing with full
conditional inflation protection (“CIP"} for post-2013 service,

(ii) the reduction in present value of benefits from invoking an additional
10% of CIP (inflation protection from 60% to 50%) for post-2009 service
effective January 1, 2014 along with the associated increase in the
present value of the "share the pain payments” (matching contributions
made by the Government/employers) plus the reduction in present value
of benefits from invoking a further 5% of CIP (inflation protection from 50%
to 45%) for post-2013 service effective January 1, 2015.

Appendix A attached hereto provudes further details regarding this benefit
reduction calculation.

FINAL March 13, 2013
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d. Any future benefit reductions under a post-January 1, 2012 valuation, if
necessary, will be implemented with an effective date that is no later than the
earlier of:

i. two years following the valuation date of the filed actuarial valuation, or
ii. December 30, 2017.

e. In no case will future benefit reductions implemented as a result of the General
Principles and/or Parameters affect or reduce pension benefits or ancillary
benefits accrued prior to the implementation date of the benefit reduction(s).
Ancillary benefits will be considered to have accrued, if, as of the implementation
date of the benefit reduction, the person will have met all of the eligibility
requirements to exercise the right to receive the ancillary benefits.

f. Sponsors' agreement on future benefit reductions would be effected by a Plan
amendment to be prepared and filed within 60 days of agreement or outcome of
the dispute resolution process.

g. Once the Benefit Reduction Limit has been reached (i.e., if the second or
subsequent valuation(s) filed during the Freeze Period reduce benefits by $4.424
billion (10.4%)), the Sponsors will return to their usual process and make use of
their usual tools (e.g., employer and member contribution rate increases and/or
benefit reductions beyond the benefit reduction limit) fo determine the steps
necessary to avoid:

i. any remaining shortfall identified in the draft valuation; or

ii. a future new funding shortfall identified in a subsequent draft valuation
during the Freeze Period.

After 2013, any valuation filed during the Freeze Period must be filed on or
before September 30 of the year of filing.

C. Dispute Resolution

7. Any dispute with respect to the interpretation or application of this Agreement may be
referred by either Sponsor to final and binding arbitration. Either of the parties may
notify the other in writing of its desire to submit a difference or dispute to arbitration and
the notice shall contain the names of the first party’s appointment to an Arbitration
Board. The recipient of the notice shall within five (5) days inform the other party of the
name of its appointee to the Arbitration Board. The two (2) appointees so selected
shall, within five (5) days of the appointment of the second of them, appoint a third
person who shall be the Chairperson. If the recipient of a notice fails to appoint an
appointee, or the two appointees fail to agree upon a Chairperson within the time limit,
either party may request that the appointment shall be made by the Chief Justice for
Ontario.

2135339 FINAL March 13, 2013
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8. In the event that a dispute arises with respect to the interpretation or application of
paragraph 6 in particuiar, all steps to appoint an Arbitration Board as set out in
paragraph 7 will be taken on or before 60 days before September 30. The decision of
the Arbitration Board shall be issued at least 20 days before September 30.

9. In the event that a dispute arises with respect to the interpretation or application of
paragraph 6, in particular, including whether the Benefit Reduction Limit has been
reached, the Arbitration Board's mandate will be restricted to determining the means by
which the obligations in this Agreement will be carried out and will be subject to the
same restrictions applicable to the Sponsors regarding the available options and for
greater certainty will exclude an increase in employer contributions during the Freeze
Period. The Sponsors, utilizing their usual processes may increase employer
contributions once the Benefit Reduction Limit is reached.

D. End of the Freeze Period

10. At the end of the Freeze Period, this Agreement expires and any obligations to
conform to this Agreement, and any measures taken in accordance with it, end with the
exception of the provisions in paragraph 11.

11. After the end of the Freeze Period, if the Plan’s going concern funded status (based
on the most recently filed valuation report with a valuation date after December 30,
2017) exceeds 100%, the union/federation sponsors have “first call' on 100% of the
surplus disclosed under a valuation report with a valuation date after December 30,
2017, up to a cumulative total of the value of either: the benefit reductions that are
made during the Freeze Period; or the Benefit Reduction Limit, whichever is lower. The
"first call” on surplus {to take the form of “surplus credits") would be subject to the
foliowing conditions:

(a) Surplus credits would only take into account the value of benefit reductions made
during the Freeze Period, including the value of benefit reductions made in the January
1, 2012 valuation, but excluding: (1) the value of benefit reductions for which matching
contributions are made by the Government/employer ("share the pain payments”), and
(ii) the value of benefit reductions relating to the removal and replacement of the
remaining 50% guaranteed indexing with full CIP for post-2013 service and the resulting
change to the discount rate (as described in paragraph 6(c)(i} above).

(b) Subject to (c) below, the surplus credits could be used as the union/federation
sponsors wish (i.e., credits would not be required to be used to restore the same
benefits that were reduced during the Freeze Period).

(c) The union/federation sponsors are permitted to spend the surplus credits so long as
the going concern funded status of the Plan does not fall below 100% after the surplus
credits are spent.

(d) This is a one-time arrangement intended to compensate Plan members for
absorbing 100% (rather than 50%) of funding shortfalls arising in the government
initiated Freeze Period and is without prejudice or precedent for any future situation.
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(e) If inflation protection is invoked below 50% during the Freeze Period, subject to
paragraph 11(a), surplus credits will include an amount equal to the actual foregone
pension payments during and after the Freeze Period that arise from the reduction in
indexing invoked during the Freeze Period until such time as that inflation protection is
restored at 50% or more during or after the Freeze Period.

Appendix B attached hereto provides further details regarding the surplus credit
calcuiation.

E. Other Matters

12. The Sponsors will ensure that the cooperation of the Administrator is secured in
relation to all aspects of this Agreement, including but not limited to the preparation of
the draft valuation, the filed valuation, and applying for any necessary extension of the
timelines for filing actuarial valuations and/or Plan amendments as may be necessary to
give effect to this Agreement.

13. In order for the terms of this agreement to be effective, the Ontario Government will,

subject to Cabinet approval, on or before May 1, 2013, amend Regulation 909 under the

Pension Benefits Act to allow for a single four-year valuation cycle for a valuation filing

that would otherwise be required to be made during the Freeze Period subject to the
following conditions:

a. at least one valuation Is filed during the Freeze Period;

b. there are no more than four years between the valuation dates of filed
valuations; and

¢. any benefit reductions arising from valuations filed during the Freeze Period
are implemented in accordance with the General Principles and Parameters

herein.

Failing amendment of the said Regulation, this Agreement is of no force or effect.

14. The terms of this Agreement supersede all other agreements (written and oral)
between the Sponsors, including the Partners’ Agreement. The Sponsors shall amend
the Plan, the Partners Agreement or any other documents as necessary to give effect to
this Agreement. .
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15. This Agreement may be executed in one or more counterparts and delivered by
facsimile or other means of electronic transmission, each of which shall be deemed an
original, but all of which taken together shail constitute one and the same agreement.

Liz Sandals - Minister of Education

M A/Z.. /3/. 20/

FINAL March 13, 2013
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15. This Agreement may be executed in one or more counterparts and delivered by
facsimile or other means of electronic transmission, each of which shall be deemed an
original, but all of which taken together shall constitute one and the same agreement.

(S'z,é@\&th - Wy \‘\r\ s

Liz Sandals - Minister of Education Date:

Terry Hamilton — President, Date:
Ontario Teachers’ Federation
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Appendix A to Term Sheet Between Government and OTF

As of January 1, 2012 (all amounts in millions)
Calculation of Benefit Reduction Limit

Present Value of Future Benefits Based on Plan Provisions

as of December 31, 2011 But Including Legislated Vesting Change $ 48,899
Less:  Reduction in Present Value of Future Benefits to

Reflact Indexation for Post-2009 Service at 0% of CPI 6,309
Equals: Present Value of Future Benefits For Purposes of

Caleulating Beneflt Reduction Limit $ 42590

Benefit Reduction Limit = 20% x $42,590 = $8,518

Calculation of Portion of Benefit Reduction Limit Utilized By Changes to Plan Incorporated into
January 1, 2012 Actuarial Valuation

Increase In Reduction of Present Value of
Future Benefits From Change in Indexation
From 60% to 50% of CPI for Post-2008 Service $1,367

Plus

Increase in Government Matching Contributions
From Change in Indexation From 60% to 50% of
CPI for Post-2009 Service 1,367

Plus

Reduction in Present Value of Future Benefits
Resulting From Change In Discount Rate Assoclated
With Plan Changes {15.0 basis poinis) 1,390

Plus

Reduction in Present Value of Future Contributions
Resulting From Change in Discount Rate Associated
With Plan Changes (15.0 basis points) (497)

Plus

Increase in Reduction of Present Value of
Future Benefits From Change in Indexation

From 50% to 45% of CP} for Post-2013 Service 467
Equals
Portion of Benefit Reductlon Limit Utilized
$ Amount $ 4,094
% Amount from 20% 0.6%
Remaining Benefit Reduction Limit for Plan Changes in Freeze Period
Benefit Reduction Limit $ 8,518
Less:  Portion of Benefit Reduction Limit Utilized By Changes to
Plan Incorporated into January 1, 2012 Actuarial Valuation 4,094
Equals: Remaining Benefit Reduction Limit For Plan Changes in Freeze Perlod $ 4,424
% Amount from 20% 10.4%
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Appendix B to Term Sheet Between Government and OTF

The following are examples only. For purposes of paragraph 11(e) of the Term Shest, the actual foregone
indexing below 50% will be determined by the Plan Administrator based on the actual pension payments

affected.

Subject to the above paragraph, the following example shows how the foregone pension payments in
respect of which surplus credits are to be awarded (paragraph 11(e)} would be calculated in connection
with invoking CIP below 50%. The example is based on:

= Inflation rate of 2.00% per year
= Retirements as of July 1st of each year

« New pensioner payments each year under the additional 50% CIP provisions for post-2013 service of
$3 million times number of years of service from January 1, 2014 to mid-year retirement date

= 10-year period with no mortality reflected
*  [Indexation at 45% of CPI for the entire period

Penslon Payments With Pension Payments With Foregone Pension

§0% of CPI 45% of CPI Payments
Calendar Year (000’s) (000's) (000°s)
2014 $ 1,500 $ 1,500 $ 0
2015 $ 7,515 $ 7,514 1
2016 $ 19,592 $ 19,582 10
2017 $ 37,786 $§ 37,759 27
2018 $ 62,164 $ 62,009 65
2019 $ 92,786 $ 92,658 128
2020 ¥ 129,714 $ 129,492 222
2021 $ 173,011 $ 172,658 353
2022 $ 222,744 $ 222,212 529
2023 $ 278,068 $ 278212 756
$ 2,091
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The following example modifies the' above example to show the impact of moving from 45% of CPI to 0%
of CPI (for post-2013 service) effective January 1, 2017:

Pension Payments With Pension Payments With Foregone Penslon
50% of CPI 45% of CP1/ 0% of CPI Payments
Calendar Year {000's) (000's) (000’s)
2014 $ 1,500 5 1,500 $ 0
2015 $ 7,515 5 7,514 1
2016 & 19,592 $ 19,582 10
2017 $ 37,786 $ 37,582 204
2018 $ 62,164 $ 61,582 582
2019 $ 92,786 $ 91,582 1,204
2020 $ 129,714 $ 127582 2,132
2021 $ 173,011 $ 169,582 3,429
2022 $ 222,741 $ 217,582 5,159
2023 $ 278968 $ 271,582 7388
$ 20107

Appendix B to OTPP Term Sheet Between Government and OTF_FINAL Mar 13 2013
2216393






3 - OTPP JSPP Agreement final March 2013.pdf



OTPP Term Sheet — March 13, 2013
CONFIDENTIAL

This Term Sheet (the “Agreement”) sets out the key terms of the agreement between
the Plan Sponsors, which is effective during the “Freeze Period” (as defined below).
The Government will provide a letter to the Plan Sponsors which will explain: the
background of the 2012 Ontario Budget measures about jointly sponsored pension
plans; the Government’s plan to introduce legislation to carry out those measures,
including pooling of broader public sector pension fund assets; the fact that discussions
lead to this Agreement instead; and will confirm the Government Commitments which
are based on those discussions and this Agreement. '

A. General Principles

1. The Freeze Period runs from December 31, 2012 to December 30, 2017.

2. During the Freeze Period there will be no employer contribution increases except as
provided for below. An employer contribution increase is defined as any increase in the
employer contribution rate beyond the highest contribution rate provided for in the last
valuation filed by the Plan prior to the Freeze Period. Employer contribution increases
already scheduled to occur during the Freeze Period as a result of valuations filed with
an effective valuation date before December 31, 2012 will occur.

3. During the Freeze Period, except as may be required by the Pension Benefits Act or
as a result of a judicial or quasi-judicial decision that is binding upon the Sponsors or
the Plan, there will be no benefit improvements unless the Plan's going concern funded
status, based on the most recently filed valuation report, on a non-smoothed basis, as
of the date that the benefit improvement amendments come into effect meets or
exceeds 105%, and the benefit improvement will not bring the going concern funded
status below 105% as of the effective date of the amendment.

4. During the Freeze Period, except as may be required by the Pension Benefits Act or
as a result of a judicial or quasi-judicial decision that is binding upon the Sponsors or
the Plan, there will be no restoration of benefits reduced as a result of application of
these principles unless the Plan's going concern funded status, based on the most
recently filed valuation report, on a non-smoothed basis, as of the date that the benefit
restoration amendments come into effect meets or exceeds 105% and the restoration
will not bring the going concern funded status below 105% as of the effective date of the

amendment.

5. Ad hoc/conditional indexation is not considered to be a benefit improvement or
restoration and Plan amendments to provide or restore ad hoc or conditional cost of
living increases to pensioners can be made provided the Plan's going concern funded
status on the date that the cost of living increase is agreed upon (based on the most
recently prepared valuation report with a valuation date that is no more than twelve
months earlier and that uses the same valuation methodology and assumptions that
would apply to a filed valuation) exceeds 100% and the cost of living increase will not
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bring the going concern funded status below 100% as of the effective date of the
amendment.

B. Valuations and Cohsequentigl Actions During the Freeze Period

6. Should any draft valuation prepared for filing during the Freeze Period disclose a
funding circumstance in which employer contribution increases would normally be
implemented (i.e., a funding shorifall} the funding circumstance must be addressed
within the following Parameters. Any valuation filed during the Freeze Period will
conform to the General Principles above and the Parameters as follows:

2135339

a. During the Freeze Period there will be no employer contribution increases
except as provided for below. A confribution increase is defined as any increase
in the contribution rate beyond the highest contribution rate provided for in the
last valuation filed by the Plan prior to the Freeze Period.

b. Any future benefit reductions determined to be required in order to meet the
General Principles and these Parameters during the Freeze Period will not
exceed twenty percent (20%) of the aggregate value of future benefits
determined based on the Plan provisions in effect on December 31, 2011 (“the
Benefit Reduction Limit"), which aggregate value the Sponsors agree is $42.590
billion. Benefit reductions implemented pursuant to the valuation as at January
1, 2012 shall be taken into acceunt for purposes of achieving the 20% Benefit
Reduction Limit. For clarity, twenty percent (20%) is measured on an cumulative
basis in the Freeze Period.

c. In respect of the benefit reductions provided for under the January 1, 2012
valuation, the Sponsors agree that the reduction in the aggregate value of future
benefits is $4.094 billion (9.6%). This reduction in the aggregate value of future
benefits was calculated to include:

(i) the reduction in the funding shortfall from the impact of the decrease in
the present value of future benefits and contributions stemming from the
increase in the discount rate which resulted from the Plan amendment to
remove and replace the remaining 50% guaranteed indexing with full
conditional inflation protection (“CIP"} for post-2013 service,

(ii) the reduction in present value of benefits from invoking an additional
10% of CIP (inflation protection from 60% to 50%) for post-2009 service
effective January 1, 2014 along with the associated increase in the
present value of the "share the pain payments” (matching contributions
made by the Government/employers) plus the reduction in present value
of benefits from invoking a further 5% of CIP (inflation protection from 50%
to 45%) for post-2013 service effective January 1, 2015.

Appendix A attached hereto provudes further details regarding this benefit
reduction calculation.
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d. Any future benefit reductions under a post-January 1, 2012 valuation, if
necessary, will be implemented with an effective date that is no later than the
earlier of:

i. two years following the valuation date of the filed actuarial valuation, or
ii. December 30, 2017.

e. In no case will future benefit reductions implemented as a result of the General
Principles and/or Parameters affect or reduce pension benefits or ancillary
benefits accrued prior to the implementation date of the benefit reduction(s).
Ancillary benefits will be considered to have accrued, if, as of the implementation
date of the benefit reduction, the person will have met all of the eligibility
requirements to exercise the right to receive the ancillary benefits.

f. Sponsors' agreement on future benefit reductions would be effected by a Plan
amendment to be prepared and filed within 60 days of agreement or outcome of
the dispute resolution process.

g. Once the Benefit Reduction Limit has been reached (i.e., if the second or
subsequent valuation(s) filed during the Freeze Period reduce benefits by $4.424
billion (10.4%)), the Sponsors will return to their usual process and make use of
their usual tools (e.g., employer and member contribution rate increases and/or
benefit reductions beyond the benefit reduction limit) fo determine the steps
necessary to avoid:

i. any remaining shortfall identified in the draft valuation; or

ii. a future new funding shortfall identified in a subsequent draft valuation
during the Freeze Period.

After 2013, any valuation filed during the Freeze Period must be filed on or
before September 30 of the year of filing.

C. Dispute Resolution

7. Any dispute with respect to the interpretation or application of this Agreement may be
referred by either Sponsor to final and binding arbitration. Either of the parties may
notify the other in writing of its desire to submit a difference or dispute to arbitration and
the notice shall contain the names of the first party’s appointment to an Arbitration
Board. The recipient of the notice shall within five (5) days inform the other party of the
name of its appointee to the Arbitration Board. The two (2) appointees so selected
shall, within five (5) days of the appointment of the second of them, appoint a third
person who shall be the Chairperson. If the recipient of a notice fails to appoint an
appointee, or the two appointees fail to agree upon a Chairperson within the time limit,
either party may request that the appointment shall be made by the Chief Justice for
Ontario.
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8. In the event that a dispute arises with respect to the interpretation or application of
paragraph 6 in particuiar, all steps to appoint an Arbitration Board as set out in
paragraph 7 will be taken on or before 60 days before September 30. The decision of
the Arbitration Board shall be issued at least 20 days before September 30.

9. In the event that a dispute arises with respect to the interpretation or application of
paragraph 6, in particular, including whether the Benefit Reduction Limit has been
reached, the Arbitration Board's mandate will be restricted to determining the means by
which the obligations in this Agreement will be carried out and will be subject to the
same restrictions applicable to the Sponsors regarding the available options and for
greater certainty will exclude an increase in employer contributions during the Freeze
Period. The Sponsors, utilizing their usual processes may increase employer
contributions once the Benefit Reduction Limit is reached.

D. End of the Freeze Period

10. At the end of the Freeze Period, this Agreement expires and any obligations to
conform to this Agreement, and any measures taken in accordance with it, end with the
exception of the provisions in paragraph 11.

11. After the end of the Freeze Period, if the Plan’s going concern funded status (based
on the most recently filed valuation report with a valuation date after December 30,
2017) exceeds 100%, the union/federation sponsors have “first call' on 100% of the
surplus disclosed under a valuation report with a valuation date after December 30,
2017, up to a cumulative total of the value of either: the benefit reductions that are
made during the Freeze Period; or the Benefit Reduction Limit, whichever is lower. The
"first call” on surplus {to take the form of “surplus credits") would be subject to the
foliowing conditions:

(a) Surplus credits would only take into account the value of benefit reductions made
during the Freeze Period, including the value of benefit reductions made in the January
1, 2012 valuation, but excluding: (1) the value of benefit reductions for which matching
contributions are made by the Government/employer ("share the pain payments”), and
(ii) the value of benefit reductions relating to the removal and replacement of the
remaining 50% guaranteed indexing with full CIP for post-2013 service and the resulting
change to the discount rate (as described in paragraph 6(c)(i} above).

(b) Subject to (c) below, the surplus credits could be used as the union/federation
sponsors wish (i.e., credits would not be required to be used to restore the same
benefits that were reduced during the Freeze Period).

(c) The union/federation sponsors are permitted to spend the surplus credits so long as
the going concern funded status of the Plan does not fall below 100% after the surplus
credits are spent.

(d) This is a one-time arrangement intended to compensate Plan members for
absorbing 100% (rather than 50%) of funding shortfalls arising in the government
initiated Freeze Period and is without prejudice or precedent for any future situation.
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(e) If inflation protection is invoked below 50% during the Freeze Period, subject to
paragraph 11(a), surplus credits will include an amount equal to the actual foregone
pension payments during and after the Freeze Period that arise from the reduction in
indexing invoked during the Freeze Period until such time as that inflation protection is
restored at 50% or more during or after the Freeze Period.

Appendix B attached hereto provides further details regarding the surplus credit
calcuiation.

E. Other Matters

12. The Sponsors will ensure that the cooperation of the Administrator is secured in
relation to all aspects of this Agreement, including but not limited to the preparation of
the draft valuation, the filed valuation, and applying for any necessary extension of the
timelines for filing actuarial valuations and/or Plan amendments as may be necessary to
give effect to this Agreement.

13. In order for the terms of this agreement to be effective, the Ontario Government will,

subject to Cabinet approval, on or before May 1, 2013, amend Regulation 909 under the

Pension Benefits Act to allow for a single four-year valuation cycle for a valuation filing

that would otherwise be required to be made during the Freeze Period subject to the
following conditions:

a. at least one valuation Is filed during the Freeze Period;

b. there are no more than four years between the valuation dates of filed
valuations; and

¢. any benefit reductions arising from valuations filed during the Freeze Period
are implemented in accordance with the General Principles and Parameters

herein.

Failing amendment of the said Regulation, this Agreement is of no force or effect.

14. The terms of this Agreement supersede all other agreements (written and oral)
between the Sponsors, including the Partners’ Agreement. The Sponsors shall amend
the Plan, the Partners Agreement or any other documents as necessary to give effect to
this Agreement. .
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15. This Agreement may be executed in one or more counterparts and delivered by
facsimile or other means of electronic transmission, each of which shall be deemed an
original, but all of which taken together shail constitute one and the same agreement.

Liz Sandals - Minister of Education

M A/Z.. /3/. 20/

FINAL March 13, 2013
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15. This Agreement may be executed in one or more counterparts and delivered by
facsimile or other means of electronic transmission, each of which shall be deemed an
original, but all of which taken together shall constitute one and the same agreement.

(S'z,é@\&th - Wy \‘\r\ s

Liz Sandals - Minister of Education Date:

Terry Hamilton — President, Date:
Ontario Teachers’ Federation
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Appendix A to Term Sheet Between Government and OTF

As of January 1, 2012 (all amounts in millions)
Calculation of Benefit Reduction Limit

Present Value of Future Benefits Based on Plan Provisions

as of December 31, 2011 But Including Legislated Vesting Change $ 48,899
Less:  Reduction in Present Value of Future Benefits to

Reflact Indexation for Post-2009 Service at 0% of CPI 6,309
Equals: Present Value of Future Benefits For Purposes of

Caleulating Beneflt Reduction Limit $ 42590

Benefit Reduction Limit = 20% x $42,590 = $8,518

Calculation of Portion of Benefit Reduction Limit Utilized By Changes to Plan Incorporated into
January 1, 2012 Actuarial Valuation

Increase In Reduction of Present Value of
Future Benefits From Change in Indexation
From 60% to 50% of CPI for Post-2008 Service $1,367

Plus

Increase in Government Matching Contributions
From Change in Indexation From 60% to 50% of
CPI for Post-2009 Service 1,367

Plus

Reduction in Present Value of Future Benefits
Resulting From Change In Discount Rate Assoclated
With Plan Changes {15.0 basis poinis) 1,390

Plus

Reduction in Present Value of Future Contributions
Resulting From Change in Discount Rate Associated
With Plan Changes (15.0 basis points) (497)

Plus

Increase in Reduction of Present Value of
Future Benefits From Change in Indexation

From 50% to 45% of CP} for Post-2013 Service 467
Equals
Portion of Benefit Reductlon Limit Utilized
$ Amount $ 4,094
% Amount from 20% 0.6%
Remaining Benefit Reduction Limit for Plan Changes in Freeze Period
Benefit Reduction Limit $ 8,518
Less:  Portion of Benefit Reduction Limit Utilized By Changes to
Plan Incorporated into January 1, 2012 Actuarial Valuation 4,094
Equals: Remaining Benefit Reduction Limit For Plan Changes in Freeze Perlod $ 4,424
% Amount from 20% 10.4%
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Appendix B to Term Sheet Between Government and OTF

The following are examples only. For purposes of paragraph 11(e) of the Term Shest, the actual foregone
indexing below 50% will be determined by the Plan Administrator based on the actual pension payments

affected.

Subject to the above paragraph, the following example shows how the foregone pension payments in
respect of which surplus credits are to be awarded (paragraph 11(e)} would be calculated in connection
with invoking CIP below 50%. The example is based on:

= Inflation rate of 2.00% per year
= Retirements as of July 1st of each year

« New pensioner payments each year under the additional 50% CIP provisions for post-2013 service of
$3 million times number of years of service from January 1, 2014 to mid-year retirement date

= 10-year period with no mortality reflected
*  [Indexation at 45% of CPI for the entire period

Penslon Payments With Pension Payments With Foregone Pension

§0% of CPI 45% of CPI Payments
Calendar Year (000’s) (000's) (000°s)
2014 $ 1,500 $ 1,500 $ 0
2015 $ 7,515 $ 7,514 1
2016 $ 19,592 $ 19,582 10
2017 $ 37,786 $§ 37,759 27
2018 $ 62,164 $ 62,009 65
2019 $ 92,786 $ 92,658 128
2020 ¥ 129,714 $ 129,492 222
2021 $ 173,011 $ 172,658 353
2022 $ 222,744 $ 222,212 529
2023 $ 278,068 $ 278212 756
$ 2,091
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The following example modifies the' above example to show the impact of moving from 45% of CPI to 0%
of CPI (for post-2013 service) effective January 1, 2017:

Pension Payments With Pension Payments With Foregone Penslon
50% of CPI 45% of CP1/ 0% of CPI Payments
Calendar Year {000's) (000's) (000’s)
2014 $ 1,500 5 1,500 $ 0
2015 $ 7,515 5 7,514 1
2016 & 19,592 $ 19,582 10
2017 $ 37,786 $ 37,582 204
2018 $ 62,164 $ 61,582 582
2019 $ 92,786 $ 91,582 1,204
2020 $ 129,714 $ 127582 2,132
2021 $ 173,011 $ 169,582 3,429
2022 $ 222,741 $ 217,582 5,159
2023 $ 278968 $ 271,582 7388
$ 20107
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From: Tam, Nelson (TBS)

To: Martin, Paul (FIN); Patricia O"Malle lomalle
Gold (mgold@kmlaw.ca)

Subject: Expert Panel - RE: OTPP funding policy

Date: December-02-16 10:01:00 AM

Attachments: image001.png
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; Uros Karadzic (uros.karadzic@ca.ey.com); Murray

Paul, Patricia, Uros, Murray

See email from Paul requesting this document.

Thanks and have a great weekend.

Nelson
416-212-0514

From: Martin, Paul (FIN) [mailto:Paul.Martin@gnb.ca]
Sent: December-02-16 9:31 AM

To: Tam, Nelson (TBS)

Subject: OTPP funding policy

Hi Nelson,

The OTPP funding management policy refers to a document called the “2013 Term Sheet” which is
an agreement between the two parties that takes precedence over the funding management

policy. Can you provide a copy of it?

Best regards,
Paul

Paul Martin, FCPA, FCA
Comptroller/Contréleur

Office of the Comptroller/Bureau du contréleur
Treasury Board/Conseil du Trésor

Phone / Téléphone (506) 238-5891
Fax / Télécopieur (506) 457-6878
E-mail / Courriel: paul.martin@ganb.ca
www.gnb.ca

Brunswick

C & N A D A

This message is intended for the person to whom it is addressed and is to be treated as confidential or private communications. It must not be forwarded unless
permission has been received from the originator. If you have received tis message inadvertently, please notify the sender and delete the message. Then delete your

response. Thank you for your cooperation.

Ce message est destiné a la personne désignée dans la présente et il doit demeurer confidentiel. Il ne doit pas étre réacheminé sans la permission de I'expéditeur. Si
ce message vous a été envoyé par erreur, veuillez aviser 'expéditeur et effacer le message. Effacez ensuite votre réponse. Merci de votre collaboration.
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OTPP Term Sheet — March 13, 2013
CONFIDENTIAL

This Term Sheet (the “Agreement”) sets out the key terms of the agreement between
the Plan Sponsors, which is effective during the “Freeze Period” (as defined below).
The Government will provide a letter to the Plan Sponsors which will explain: the
background of the 2012 Ontario Budget measures about jointly sponsored pension
plans; the Government’s plan to introduce legislation to carry out those measures,
including pooling of broader public sector pension fund assets; the fact that discussions
lead to this Agreement instead; and will confirm the Government Commitments which
are based on those discussions and this Agreement. '

A. General Principles

1. The Freeze Period runs from December 31, 2012 to December 30, 2017.

2. During the Freeze Period there will be no employer contribution increases except as
provided for below. An employer contribution increase is defined as any increase in the
employer contribution rate beyond the highest contribution rate provided for in the last
valuation filed by the Plan prior to the Freeze Period. Employer contribution increases
already scheduled to occur during the Freeze Period as a result of valuations filed with
an effective valuation date before December 31, 2012 will occur.

3. During the Freeze Period, except as may be required by the Pension Benefits Act or
as a result of a judicial or quasi-judicial decision that is binding upon the Sponsors or
the Plan, there will be no benefit improvements unless the Plan's going concern funded
status, based on the most recently filed valuation report, on a non-smoothed basis, as
of the date that the benefit improvement amendments come into effect meets or
exceeds 105%, and the benefit improvement will not bring the going concern funded
status below 105% as of the effective date of the amendment.

4. During the Freeze Period, except as may be required by the Pension Benefits Act or
as a result of a judicial or quasi-judicial decision that is binding upon the Sponsors or
the Plan, there will be no restoration of benefits reduced as a result of application of
these principles unless the Plan's going concern funded status, based on the most
recently filed valuation report, on a non-smoothed basis, as of the date that the benefit
restoration amendments come into effect meets or exceeds 105% and the restoration
will not bring the going concern funded status below 105% as of the effective date of the

amendment.

5. Ad hoc/conditional indexation is not considered to be a benefit improvement or
restoration and Plan amendments to provide or restore ad hoc or conditional cost of
living increases to pensioners can be made provided the Plan's going concern funded
status on the date that the cost of living increase is agreed upon (based on the most
recently prepared valuation report with a valuation date that is no more than twelve
months earlier and that uses the same valuation methodology and assumptions that
would apply to a filed valuation) exceeds 100% and the cost of living increase will not
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bring the going concern funded status below 100% as of the effective date of the
amendment.

B. Valuations and Cohsequentigl Actions During the Freeze Period

6. Should any draft valuation prepared for filing during the Freeze Period disclose a
funding circumstance in which employer contribution increases would normally be
implemented (i.e., a funding shorifall} the funding circumstance must be addressed
within the following Parameters. Any valuation filed during the Freeze Period will
conform to the General Principles above and the Parameters as follows:

2135339

a. During the Freeze Period there will be no employer contribution increases
except as provided for below. A confribution increase is defined as any increase
in the contribution rate beyond the highest contribution rate provided for in the
last valuation filed by the Plan prior to the Freeze Period.

b. Any future benefit reductions determined to be required in order to meet the
General Principles and these Parameters during the Freeze Period will not
exceed twenty percent (20%) of the aggregate value of future benefits
determined based on the Plan provisions in effect on December 31, 2011 (“the
Benefit Reduction Limit"), which aggregate value the Sponsors agree is $42.590
billion. Benefit reductions implemented pursuant to the valuation as at January
1, 2012 shall be taken into acceunt for purposes of achieving the 20% Benefit
Reduction Limit. For clarity, twenty percent (20%) is measured on an cumulative
basis in the Freeze Period.

c. In respect of the benefit reductions provided for under the January 1, 2012
valuation, the Sponsors agree that the reduction in the aggregate value of future
benefits is $4.094 billion (9.6%). This reduction in the aggregate value of future
benefits was calculated to include:

(i) the reduction in the funding shortfall from the impact of the decrease in
the present value of future benefits and contributions stemming from the
increase in the discount rate which resulted from the Plan amendment to
remove and replace the remaining 50% guaranteed indexing with full
conditional inflation protection (“CIP"} for post-2013 service,

(ii) the reduction in present value of benefits from invoking an additional
10% of CIP (inflation protection from 60% to 50%) for post-2009 service
effective January 1, 2014 along with the associated increase in the
present value of the "share the pain payments” (matching contributions
made by the Government/employers) plus the reduction in present value
of benefits from invoking a further 5% of CIP (inflation protection from 50%
to 45%) for post-2013 service effective January 1, 2015.

Appendix A attached hereto provudes further details regarding this benefit
reduction calculation.
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d. Any future benefit reductions under a post-January 1, 2012 valuation, if
necessary, will be implemented with an effective date that is no later than the
earlier of:

i. two years following the valuation date of the filed actuarial valuation, or
ii. December 30, 2017.

e. In no case will future benefit reductions implemented as a result of the General
Principles and/or Parameters affect or reduce pension benefits or ancillary
benefits accrued prior to the implementation date of the benefit reduction(s).
Ancillary benefits will be considered to have accrued, if, as of the implementation
date of the benefit reduction, the person will have met all of the eligibility
requirements to exercise the right to receive the ancillary benefits.

f. Sponsors' agreement on future benefit reductions would be effected by a Plan
amendment to be prepared and filed within 60 days of agreement or outcome of
the dispute resolution process.

g. Once the Benefit Reduction Limit has been reached (i.e., if the second or
subsequent valuation(s) filed during the Freeze Period reduce benefits by $4.424
billion (10.4%)), the Sponsors will return to their usual process and make use of
their usual tools (e.g., employer and member contribution rate increases and/or
benefit reductions beyond the benefit reduction limit) fo determine the steps
necessary to avoid:

i. any remaining shortfall identified in the draft valuation; or

ii. a future new funding shortfall identified in a subsequent draft valuation
during the Freeze Period.

After 2013, any valuation filed during the Freeze Period must be filed on or
before September 30 of the year of filing.

C. Dispute Resolution

7. Any dispute with respect to the interpretation or application of this Agreement may be
referred by either Sponsor to final and binding arbitration. Either of the parties may
notify the other in writing of its desire to submit a difference or dispute to arbitration and
the notice shall contain the names of the first party’s appointment to an Arbitration
Board. The recipient of the notice shall within five (5) days inform the other party of the
name of its appointee to the Arbitration Board. The two (2) appointees so selected
shall, within five (5) days of the appointment of the second of them, appoint a third
person who shall be the Chairperson. If the recipient of a notice fails to appoint an
appointee, or the two appointees fail to agree upon a Chairperson within the time limit,
either party may request that the appointment shall be made by the Chief Justice for
Ontario.
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8. In the event that a dispute arises with respect to the interpretation or application of
paragraph 6 in particuiar, all steps to appoint an Arbitration Board as set out in
paragraph 7 will be taken on or before 60 days before September 30. The decision of
the Arbitration Board shall be issued at least 20 days before September 30.

9. In the event that a dispute arises with respect to the interpretation or application of
paragraph 6, in particular, including whether the Benefit Reduction Limit has been
reached, the Arbitration Board's mandate will be restricted to determining the means by
which the obligations in this Agreement will be carried out and will be subject to the
same restrictions applicable to the Sponsors regarding the available options and for
greater certainty will exclude an increase in employer contributions during the Freeze
Period. The Sponsors, utilizing their usual processes may increase employer
contributions once the Benefit Reduction Limit is reached.

D. End of the Freeze Period

10. At the end of the Freeze Period, this Agreement expires and any obligations to
conform to this Agreement, and any measures taken in accordance with it, end with the
exception of the provisions in paragraph 11.

11. After the end of the Freeze Period, if the Plan’s going concern funded status (based
on the most recently filed valuation report with a valuation date after December 30,
2017) exceeds 100%, the union/federation sponsors have “first call' on 100% of the
surplus disclosed under a valuation report with a valuation date after December 30,
2017, up to a cumulative total of the value of either: the benefit reductions that are
made during the Freeze Period; or the Benefit Reduction Limit, whichever is lower. The
"first call” on surplus {to take the form of “surplus credits") would be subject to the
foliowing conditions:

(a) Surplus credits would only take into account the value of benefit reductions made
during the Freeze Period, including the value of benefit reductions made in the January
1, 2012 valuation, but excluding: (1) the value of benefit reductions for which matching
contributions are made by the Government/employer ("share the pain payments”), and
(ii) the value of benefit reductions relating to the removal and replacement of the
remaining 50% guaranteed indexing with full CIP for post-2013 service and the resulting
change to the discount rate (as described in paragraph 6(c)(i} above).

(b) Subject to (c) below, the surplus credits could be used as the union/federation
sponsors wish (i.e., credits would not be required to be used to restore the same
benefits that were reduced during the Freeze Period).

(c) The union/federation sponsors are permitted to spend the surplus credits so long as
the going concern funded status of the Plan does not fall below 100% after the surplus
credits are spent.

(d) This is a one-time arrangement intended to compensate Plan members for
absorbing 100% (rather than 50%) of funding shortfalls arising in the government
initiated Freeze Period and is without prejudice or precedent for any future situation.
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(e) If inflation protection is invoked below 50% during the Freeze Period, subject to
paragraph 11(a), surplus credits will include an amount equal to the actual foregone
pension payments during and after the Freeze Period that arise from the reduction in
indexing invoked during the Freeze Period until such time as that inflation protection is
restored at 50% or more during or after the Freeze Period.

Appendix B attached hereto provides further details regarding the surplus credit
calcuiation.

E. Other Matters

12. The Sponsors will ensure that the cooperation of the Administrator is secured in
relation to all aspects of this Agreement, including but not limited to the preparation of
the draft valuation, the filed valuation, and applying for any necessary extension of the
timelines for filing actuarial valuations and/or Plan amendments as may be necessary to
give effect to this Agreement.

13. In order for the terms of this agreement to be effective, the Ontario Government will,

subject to Cabinet approval, on or before May 1, 2013, amend Regulation 909 under the

Pension Benefits Act to allow for a single four-year valuation cycle for a valuation filing

that would otherwise be required to be made during the Freeze Period subject to the
following conditions:

a. at least one valuation Is filed during the Freeze Period;

b. there are no more than four years between the valuation dates of filed
valuations; and

¢. any benefit reductions arising from valuations filed during the Freeze Period
are implemented in accordance with the General Principles and Parameters

herein.

Failing amendment of the said Regulation, this Agreement is of no force or effect.

14. The terms of this Agreement supersede all other agreements (written and oral)
between the Sponsors, including the Partners’ Agreement. The Sponsors shall amend
the Plan, the Partners Agreement or any other documents as necessary to give effect to
this Agreement. .
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15. This Agreement may be executed in one or more counterparts and delivered by
facsimile or other means of electronic transmission, each of which shall be deemed an
original, but all of which taken together shail constitute one and the same agreement.

Liz Sandals - Minister of Education

M A/Z.. /3/. 20/

FINAL March 13, 2013
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15. This Agreement may be executed in one or more counterparts and delivered by
facsimile or other means of electronic transmission, each of which shall be deemed an
original, but all of which taken together shall constitute one and the same agreement.

(S'z,é@\&th - Wy \‘\r\ s

Liz Sandals - Minister of Education Date:

Terry Hamilton — President, Date:
Ontario Teachers’ Federation
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Appendix A to Term Sheet Between Government and OTF

As of January 1, 2012 (all amounts in millions)
Calculation of Benefit Reduction Limit

Present Value of Future Benefits Based on Plan Provisions

as of December 31, 2011 But Including Legislated Vesting Change $ 48,899
Less:  Reduction in Present Value of Future Benefits to

Reflact Indexation for Post-2009 Service at 0% of CPI 6,309
Equals: Present Value of Future Benefits For Purposes of

Caleulating Beneflt Reduction Limit $ 42590

Benefit Reduction Limit = 20% x $42,590 = $8,518

Calculation of Portion of Benefit Reduction Limit Utilized By Changes to Plan Incorporated into
January 1, 2012 Actuarial Valuation

Increase In Reduction of Present Value of
Future Benefits From Change in Indexation
From 60% to 50% of CPI for Post-2008 Service $1,367

Plus

Increase in Government Matching Contributions
From Change in Indexation From 60% to 50% of
CPI for Post-2009 Service 1,367

Plus

Reduction in Present Value of Future Benefits
Resulting From Change In Discount Rate Assoclated
With Plan Changes {15.0 basis poinis) 1,390

Plus

Reduction in Present Value of Future Contributions
Resulting From Change in Discount Rate Associated
With Plan Changes (15.0 basis points) (497)

Plus

Increase in Reduction of Present Value of
Future Benefits From Change in Indexation

From 50% to 45% of CP} for Post-2013 Service 467
Equals
Portion of Benefit Reductlon Limit Utilized
$ Amount $ 4,094
% Amount from 20% 0.6%
Remaining Benefit Reduction Limit for Plan Changes in Freeze Period
Benefit Reduction Limit $ 8,518
Less:  Portion of Benefit Reduction Limit Utilized By Changes to
Plan Incorporated into January 1, 2012 Actuarial Valuation 4,094
Equals: Remaining Benefit Reduction Limit For Plan Changes in Freeze Perlod $ 4,424
% Amount from 20% 10.4%

Appendix A to OTPP Term Sheet Between Government and OTF_FINAL Mar 13 2013
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Appendix B to Term Sheet Between Government and OTF

The following are examples only. For purposes of paragraph 11(e) of the Term Shest, the actual foregone
indexing below 50% will be determined by the Plan Administrator based on the actual pension payments

affected.

Subject to the above paragraph, the following example shows how the foregone pension payments in
respect of which surplus credits are to be awarded (paragraph 11(e)} would be calculated in connection
with invoking CIP below 50%. The example is based on:

= Inflation rate of 2.00% per year
= Retirements as of July 1st of each year

« New pensioner payments each year under the additional 50% CIP provisions for post-2013 service of
$3 million times number of years of service from January 1, 2014 to mid-year retirement date

= 10-year period with no mortality reflected
*  [Indexation at 45% of CPI for the entire period

Penslon Payments With Pension Payments With Foregone Pension

§0% of CPI 45% of CPI Payments
Calendar Year (000’s) (000's) (000°s)
2014 $ 1,500 $ 1,500 $ 0
2015 $ 7,515 $ 7,514 1
2016 $ 19,592 $ 19,582 10
2017 $ 37,786 $§ 37,759 27
2018 $ 62,164 $ 62,009 65
2019 $ 92,786 $ 92,658 128
2020 ¥ 129,714 $ 129,492 222
2021 $ 173,011 $ 172,658 353
2022 $ 222,744 $ 222,212 529
2023 $ 278,068 $ 278212 756
$ 2,091

Appendix B to OTPP Term Sheet Betwean Government and OTF_FINAL Mar 13 2013 1
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The following example modifies the' above example to show the impact of moving from 45% of CPI to 0%
of CPI (for post-2013 service) effective January 1, 2017:

Pension Payments With Pension Payments With Foregone Penslon
50% of CPI 45% of CP1/ 0% of CPI Payments
Calendar Year {000's) (000's) (000’s)
2014 $ 1,500 5 1,500 $ 0
2015 $ 7,515 5 7,514 1
2016 & 19,592 $ 19,582 10
2017 $ 37,786 $ 37,582 204
2018 $ 62,164 $ 61,582 582
2019 $ 92,786 $ 91,582 1,204
2020 $ 129,714 $ 127582 2,132
2021 $ 173,011 $ 169,582 3,429
2022 $ 222,741 $ 217,582 5,159
2023 $ 278968 $ 271,582 7388
$ 20107

Appendix B to OTPP Term Sheet Between Government and OTF_FINAL Mar 13 2013
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Employee benefits (IAS 19 revised)

inflation or asset values) since the previous year end and for significant
curtailments, settlements, or other significant one-off events.

ITA.180  For the measurement of the defined benefit obligation, paragraph 80 of
IAS 19 states that financial assumptions should be based on market expectations
at the end of the reporting period for the period over which the obligation is to be
settled. Furthermore, paragraph 83 states that the rate used to discount post-
employment benefit obligations (both funded and unfunded) should be
determined by reference to market yields at the end of the reporting period on
high quality corporate bonds.

11A.181  The Board noted that there is no requirement to remeasure a nel
defined benefit liability (asset) for interim reporting purposes under IAS 19 and
IAS 34. Both indicate that judgement needs to be exercised. [IAS 19 para BC59).

1TA182 It follows, therefore, that 1AS 19 requires opening assumptions to be
used for the purpose of calculating current service cost and net interest. Some
could see this as a contradiction in that IAS 19 requires amounts to be updated
when there is a significant change to the liability and to 1AS 34, which states thal
significant market fluctuations should be adjusted for. However, if the service cos!
or net interest cost recognised in the income statement were to be updated in each
interim period, then the cumulative full year amounts in those primary statements
would not be the same as if the opening assumptions had been used throughou!
the annual period. Updating these amounts would lead to variations in the resul(s
based on how many interim periods each entity has, which would conflict with the
‘year to date’ principle in 1AS 34.

ITA.183 Neither 1AS 34 nor 1AS 19 specify how frequently the assets and
liabilities of a defined benefit plan should be revalued. This will depend on the
facts and circumstances specific to the pension plan and requires the exercise of 4
degree of professional judgement. However, 1AS 19 docs require an entity (o
determine the present value of the net defined liability (asset) with sufficient
regularity that the amounts recognised in the financial statements do not differ
materially from the amounts that would be determined at the balance sheet date
[IAS 19 para 58]. In other words, the impact of any actuarial gains and losses
since the last valuation must he expected to be immaterial. However, in a volatile
cconomic environment, which might impact both asset values and actuarial
assumptions underlying the defined benefit obligation, it will be more difficult to
rcach such a conclusion and it may be necessary for an entity 1o obtain
valuation at cach interim balance sheet date.

Exampie — Interim remeasurements

Entity A obtains actuarial valuations of its defined benelit pension obligations i
annual intervals. An actuary performs a valuation in January 20X 1 to determine, witl
sufficient reliability, the present value of the defined benefit obligation and the fair

value of plan assets at 31 December 20X0. the entity’s year-end.

1TAOGS
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The measurement procedures to be followed in interim reports should be designed to
ensure that the resulting information, including the value attributed t'o the Fleﬁn;d
benefit obligation and plan assets, is sufficiently reliable. The preparau?n of interim
financial reports may require a greater use of estimates tha.n the preparation 9!‘ annual
reports. Extrapolation (a roll forward) of the latest actuarial valuaugn as adjustet_'l for
significant market fluctuations or other significant one-time events will often provide a
reliable measurement for interim reporting purposcs.

If entity A operated in volatile cconomic environments in which otl.ler ac!uurla}]
assumptions such as interest rates are significantly changed during interim periods it
may need to perform an interim remeasurement of their pension obligations.

An interim remeasurement of the net pension liability (asset) always needs to be

performed if a curtailment or settlement occurs.

11A.184  Obtaining fair values of certain assets held by the pension plan, such as
traded sccurities, is a low-cost and relatively simple task for an entity to perform
at the interim balance sheet date. However, obtaining fair values for other assets
such as untraded securities (or securities that are traded so thinly that the most
recent trade price is not considered a fair reflection of the faivr \{a_lL'le of the
security) or properties, or obtaining a present valuation of.the !labllltles of the
pension plan could be costly and time-consuming tasks. Estimating these val.ues
accurately may involve the use of experts such as property surveyors or actuaries.

1TA185  1AS 34 recognises that there will be a greater use o!" cgtimatcs py an
entity when it is preparing an interim financial report than when it is preparing its
annual financial statements. [IAS 34 para 41]. Consequently, it may be
appropriate for an entity to extrapolate a valuation tha.t had bccn. pr.eylously
obtained for the purposes of calculating the appropriate asset/habn}ny for
recognition in the interim financial report. [IAS 34 App C para C4]. As dlsc_ussed
n paragraph 11A.172, IAS 19 encourages, but dogs not require, the en_my to
mvolve a qualified actuary in the measurement of plan llilbll.lllt’:‘s. 50 it may
sometimes be appropriate at an interim reporting date fm: the entity’s directors to
perform this extrapolation exercise without actuarial assistance.

Interim reports are considered in greater detail in the Manual of
Interim financial reporting.

11A.186
Accounting

Restrictions on the amount recognised as a defined benefit asset

11A.187  Sometimes, a net balance recognised in respect of a deﬁncd_ benefit
pension plan may be an asset. Consistent with the principle that a pension plan
surplus is regarded as an assct to the extent that the employer can gain an
cconomic benefit from it, TAS 19 contains a restriction over the amount that may
be recognised. In principle, the amount recognised as an asset may not exceed its
recoverable amount. This amount 1s measured as the lower of:

®  the surplus in the defined bencfit plan; and

¢ 2012 PricewaterhouseCoopers LLP. All rights reserved 1TA0GY
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fund trustees. The interpretation does clarify how entities should account for the
effect of any such requirements. It is worth noting that minimum funding
requirements can result from the revision of a schedule of contributions, where
such a schedule creates an obligation on the employer to pay amounts specified.
They do not have to be enforced by statute or by a regulator. Note also that where
a schedule of contributions constitutes a minimum funding requirement, it is
likely to be revised regularly (typically every threc years) by the plan’s actuary.
The contribution schedule cannot be viewed as having a three year duration (on
the basis that it will be replaced by a new schedule after three years), but must be
extrapolated forward indefinitely (on the basis that it will be replaced by an
equivalent schedule at the end of the three years). [IFRIC 14 para 21].

11A.191  Further, the limit on the measurement of a defined benefit asset may
cause a minimum funding requirement to be onerous. Normally, a requirement to
make contributions to a plan would not affect the measurement of the defined
benefit asset or liability. This is because the contributions, once paid, will become
plan assets and so the additional net liability is nil. However, a minimum funding
requirement may give rise to a liability if the required contributions will not be
available to the entity once they have been paid. [IFRIC 14 para 3]. Such an
additional liability arises only if two conditions are satisfied:

the entity has a statutory or contractual obligation to pay additional
amounts to the plan; and

= the entity’s ability to recover those amounts in the future is restricted.

1

114,192 IFRIC 14 does not affect an entity’s ability to get a refund, as this is
determined by statutory requirements in the jurisdiction in question and the plan
rules. The interpretation does provide guidance on how to account for any
restrictions that may be in place. An economic benefit, in the form of a refund or a
reduction in [uture contributions, is available if the entity can realise it at some
point during the life of the plan or when the plan liabilities are scttled, even if this
is not until some distant time in the future, such as when the last benefit is paid to
the last pensioner in the scheme. A surplus does not have to be immediately
realisable at the balance sheet date in order to be recognised. [IFRIC 14 para 8]. A
refund does not have to have been agreed to be available.

11A.193 A refund is deemed to be ‘available’ only if the entity has an
unconditional right to a refund, which is a more stringent test than some have
applied in the past. If the entity’s right to a refund of a surplus depends on the
oceurrence or non-oceurrence of one or more uncertain future events not wholly
within its control, the entity does not have an unconditional right and shall not
recognise an assct. [IFRIC 14 paras 11, 12]. An asset is not recognised when it is
conditional, even if the receipt of the refund is probable.

114194 Interpreting whether an unconditional right exists or not in practice
can be difficult. An entity does not have an unconditional right to a refund when
the payment of the refund is subject to approval by another party, for example a
regulator or governing body of the plan. However, if a regulator’s approval is

¢ 2012 PricewaterhouseCoopers LLP All rights reserved.
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required for a refund, but that approval is perfunctory (for example, for a closed
fund with no more members) then this may be treated as an unconditional right
because the approval process is not substantive. In establishing whether there is
an unconditional right, it will be important to check the scheme rules. In some

cases, legal advice may have to be obtained to determinec whether an
unconditional right exists.

114,195 Where a third party (for example plan trustees) has a discretionary
power but not an obligation to wind up a plan or grant benefit improvements on
the occurrence of a particular event, the question arises as to whether the exercise
of that power should be anticipated or whether the effects should be recognised
only when they occur. We believe that there are two acceptable views:

= Based on paragraph BC10 of IFRIC 14, the existence of an asset at the
balance sheet date depends on whether the company has a right to obtain a
refund or a reduction in future contributions. This right is not aflected by
future acts that could change the amount of the surplus that may ultimately
be recovered. The fact that the trustees could choose to wind up the scheme
or grant benefit improvements (and thus reduce the surplus) should not be
anticipated and would not remove the company’s unconditional right to the
surplus.

[ ] Based on paragraphs 12 and BCI2 of IFRIC 14, if the entity’s right to a
refund resulting in cconomic benefit depends on actions by a third party,
even if these actions are discretionary, the entity does not have an
unconditional right. If the trustees could force the plan to wind up before
the last benefit is paid, or grant bencefit improvements and thus effectively
climinate any surplus, the company doces not have an unconditional right to
the surplus.

The policy that a company adopts is likely to represent a crilical accounting
judgement requiring disclosure in accordance with paragraph (22 of 1AS 1.

114196  The cconomic benefit available as a refund is the surplus at the balance
sheet date (the fair value of plan assets less the present value of the defined benefit
obligation) that the entity has a right to receive as a refund, less any associated
costs (for example, a tax other than income tax or professional fees). The refund
should not be discounted. [IFRIC 14 para 12-15]. Where a refund would not be
available until after a plan is wound up, the costs of winding up the plan should be
deducted from the amount included in the balance sheet.

114,197 The economic benefit available as a future reduction in contributions, in
the absence of any minimum funding requirement, 1s the future service cost to the
entity for cach period over the shorter of the plan’s expected life and the entity's
expected life. The future service costs, which excludes amounts that will be horne
by employees. should be calculated using actuarial assumptions that are

consistent with those used to determine the defined benefit obligation. [IFRIC
14 para 16-17].

11A072 € 2012 PricewaterhouseCoopers LLP. All nghts reserved.
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proportion ol | not
be recognised. The liability
recognised immediately, via @ charg

I ies 0 4 > i i g am les.
he pl]ﬂ(.i] les ¢ I IFRIC |4 are illustrulcd mn the following €xa pi
11.A.201 s

Example 1 T'rustee a roval re uired for a contribution holiday
Kxamp = pp! {1
enlity 8 (l(.‘]lnc(l benefit nsion an mprise (Wo €ir loyer-
y pe pl‘l comprt t NPLOY:!
es. The trus tees

T e ploycc-nominaled rcprescmaliv

nominated representatives and two cm Bl e alibe
«mine the rates of contribution to the plan y U Sbipg g proee

g sibute two thirds of the funding requirem ! e &

i, The 1 of the plan do not permit refunds. There ¢

cmployer ¢ <
s terms stipulate that the level of

ihute one third. The tern
-ontribute one third. he uan &7
‘-( requirements, However. the pl

e s i the entity and the trustees.

contributions must he agreed belwee

uplus of € n S el VO sndded 3 Yecembe 0XS5. As the terms ol the
i m has arisen the year ¢ aded 31 Decer LAt Dy {
A swp HEW

Jun do not perni relune he fact hat trustee @ oval 18 reg uired is not refevant
k : rovil reg
P ™ fa Q PP :
it a und. y

. I ’ sl 3 be

theie s 1\) Ill‘l mum fun ghe mant num asset vaiue that can be
i v
o il

. c ol th
he future rec 1 (o the present \A{m(h serviee cost
o 15 the future ; sentity. As the
il ||\~ harter of the expeeted fite of the plan of the m.‘. ‘e period 18 I exeess
¥ OYCE e  nrojected forward ove the future service 1 { Cm
which. if proie assel by the entity s the full amount ©

ding requirement.
Juction  contiibutios

cost
is. say €O 3m %
of C3m  the amount pecognised asan

ights reserved.
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Employee benefits (IAS 19 revised)

Example 2 — Refunds when access to a surplus is limited

Entity A partici i i
pates in a multi-employer i
Eouly A o in 2 yer pension plan that provides bei )
theppk)lln N jzi :(;'Iaﬁndl s_alary and years of service. Independent trustees ad‘::x?r:isﬁll-(n
e e a;ll:.:e. v‘vnt'h relevant pension legislation. The trustees provide lu:-
participating employer requires to apply defined benefit accountingL

The most recent actuarial valuation reve:

O L g Lion | aled a syrplus. Pension legislation permi 8
faas 0 ﬂ;ng;:i-g;uic“‘":vm‘bm‘ons to pa_rucipating cmploycfs. subjccrtntloma:llse:;l:l
e et ot ilrsc;l:ltm also requires that the plan maintains a solvency
e o comaioan J: - f{ge (?f the plun.usscls. The solvency margin is an
o the mmc.“ Tt ts ullum:dlely :dvmlnblc for refunds. The trade unions
e m. h:-": connection with previous refunds and the proposed
et ncgmimi:;: lv(;:I Tl.]e§ ‘rcfu‘nds the pz\.rlicipuling employers finally
Bt Bl o d in.swl m'ne nr:‘; e unions were significantly less than the Iegu'!

Entity A pro 3 its
y A proposes Lo use its share of the surplus in the plan to calculate the asset limit

Entity A should t i

y § ake account of the legal maximum i ing solvency margin

Local k:gi:l' . N ; egal maximum ignormg the solvenc argi

A. tl for ' lo:“v l'c“ icts the proportion of the SUI'F]US the trustees may refund Entily‘
, therefore, restricts the asset limit to the @ unt o L : S~ S av A

refund. nit to the amo the “LIl"]'J]lI.‘ that is available for

Trade union acti i

additional ben:;:ll::?r mlgllu‘ 1‘cstnct the refund and force the employer to provid

employees oblain. ‘ld(c)[?&(: l:u\]s;rplt;:ﬁ. V;./hcn the terms of the pension plan change ans
X d al beacfits T . N

past service costs. or their past scrvice, the entity recognises the

The TAS 19 asset ceiling is b
ass 3 is based cther ¢ i i
reiadlie el g 1sed on whether a refund is possible and not on whether a

Example 3 - IAS 5 ini
p! IAS 19 surplus and minimum funding contributions fully refundable

Entity A has 4 i v ini

= mcﬁsurcdso:lf«‘::?;g ]e\cl on i minimum funding requircment (MFR) basis (which

s measure mi“h;u rcnn! basis l‘r_om that required under 1AS 19) of 82° o‘ i‘n. 1 Kl:3

pnder the i.nln:(:llia'iat;lng (;cqmrcmcnts. entity A is required to incruu—'sc the r[:,::mg

! ’ cly and as a result, it has a st o5 &

el (6 2% i I it has a statutory obligation at al
contribute C200 to plan B immediately. The plalg; rules pcl:l;:‘\ll‘“f):ﬁ

refund of any surplus t i
= | of any s s to entity A at the end i
valuations for plan B are set out below., of the lfe of the plan. The year end

Market value of plan assets c
Present value of defined benefit obligation 1.200
Surplus (1.100)

100

'l'h, e snefit e r
e defined benefit asset before consideration of the MER is C100

. )
€ 2012 PricewaterhouseCoopers LLP. All rights reserved

Employee benefits (IAS 19 revised)

Entity A should recognise a liability to the extent that the contributions payable are

not fully available. Payment of the contributions of 200 will increase the 1AS 19
surplus from C100 to (300. Under the plan’s rules {his amount will be fully refundable
to the entity with no associated costs. Therefore, no liability is recognised for the

obligation to pay the contributions.

funding contributi not fully available

Example 4 — IAS 19 deficit and
nding requirement basis of 77% in plan
ts. entity C is required to increase the
ult it has a statutory obligation at the

Entity C has a funding level on a minimum fu
D. Under the minimum funding requiremen

funding level to 100% immediately and as i res
balance sheet date to pay additional contributions of €300 to plan D. The plan rules

permit a maximum refund of 60% of the IAS 19 surplus to entity C and entity Cis not
permitted to reduce its contributions below a specified level, which happens to cqual
the 1AS 19 service cost. The year end valuations for ptan D are set out below.

¢
Market value of plan assets 1,000
Present value of defined benefit obligation (1,100)
Deficit 100

The defined benefit liability before consideration of the MFER is C100.

The payment of C300 would change the 1AS 19 deficit of C100 to a surplus of C200.
[ the contributions of €300, C100

Of this €200, 60% (C1 20) is refundable. Therelore, 0

climinates the TAS 19 deficit and C120 (60% of C200) is available as an economic
benefit. The remaining C80 (40% of C200) of the contributions paid is not available to
entity C.

24 of IFRIC 14 requires the entity Lo recognisc a liability to the extent that
the additional contributions payable are not available to it. Entity € should increase
the defined benefit liability by C80. As required by paragraphs 122 and 127 of IAS 19,
C80 is recognised immediately in OC1 and entity € recognises a net balance sheet
liability of C180. No other linbility is recognised in respect of the statutory obligation
to pay contributions of C300. When the contributions of C300 are paid, the met

balance sheet asset will be C120.

Paragraph

11A.202  Any change in the effect of the assel ceiling, excluding amounts
included in nct intcrest on the net defined benefit liability (asset), should be
recognised through other comprehensive income. Such amounts should not be
recycled through profit or loss in a subscquent period. [1AS 19 para 57). A
t loss that is recognised in the income statement and leads

settlement or curtailmen
to a reduction in an irrccoverable surplus within other comprehensive 1ncome,

represent (wo different, although connected, transactions and does not represent

recycling.

« 2012 PricewaterhouseCoopers LLP. All nights reserved
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tha:, (fian Tays fixed amounts and receives variable amounts (a variable leg), being the amounts actually
gi o :j an members, T!lese amounts are settled on a net basis. The IFRS Interpretations Committec
discuss whether an entity should account for a longevity swap as a single instrument or split the swap

swap as a single instrument, and to measure it at fair value as
. ; »and tom part of the plan assets (see 4.4.620), will
changes in the fair value recognised in OCI (see 4.4.830.10). [1AS 19.8, 113-114, 120(c), 1U 03-15] il

1.4.680 Insurance policies that do not qualify as plan assets

4.4.680, i i i i
680.10 A right to reimbursement that arises from an insurance policy that is not a plan asse!

1s recognised as a separate asset rather than as a deduction in determining the net defined benelit

llabxhty. However, in all other respects the 1cy m y 5
) ects thy nsurance pol s treated in the C Wi n as
( ) . P 1 ted in the saj ay as pla assclt

44690 ASSET CEILING*

4.4.690.10

gl 'If 1a p!an isin sul:plus, the.n. the amount recognised as an asset in the statement of finan
N po: on is imited to the ‘asset ceiling’. The asset ceiling is the present value of any economic
enefits available to the entity in the form of:

@ arefund (see 4.4.730); or
® areduction in future contributions (see 4.4.770). [IAS 19.8, 64, IFRIC 4. 7]

;a.sv‘w.iu ) ‘lf the' plan is in.deﬁci( and there is a minimum funding requirement, then the effect of
e asset ceiling might result in recognition of an additional liability if payments under the minimum

funding requirement would create a surplus in excess of the asset ceiling (see 4.4.780-800)

EXAMPLE 15 — ASSET CEILING — IMPACT OF CEILING

4.4.690.30

I

Company E’s defined benefit plan has the following characteristics.

Present value of obligation

11,000
Fair value of plan assets (14,200) "
Computed net asset 3 200)

4469040 The present value of available reductions in future contributions as
a result of the plan surplus is 1,000. E does not have an unconditional right to a
refund. As aresult, the adjustment required to limit the net defined benefit asset to
.the asset ceiling is 2,200 (3,200 - | ,000). Therefore, E recognises an asset of 1,000
In its statement of financial position. '

4.4.690.50
when paymen
(see 4.4.780)
benefit liabili

Both the mitiz.ﬂ recognition of a surplus restriction or an additional liability that is recognised
ts under a minimum funding requirement creates a surplus in excess of the asset ceiling
and any change in that effect, except for amounts included in net interest on the net defined
ty (asset), are recognised immediately in OCl as a part of remeasurements (see 4.4.950. 10).

1012
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Asset ceiling

1.4.700 Sharing benefits

1.1.700.10  If any surplus is required to be shared between the entity and employees, or if past practice
has established a valid expectation that the benefit will be shared, then the portion that will be made
available to the employees increases the defined benefit obligation, and as a consequence decreases
the amount that could be recognised as a net asset by the entity (see 4.4.470.10). [IAS 19.88(b)]

14710 Economic benefits available

1.4.710.10  Issues often arise about whether a surplus is available to the entity. An economic benefit,
in the form of a refund or a reduction in future contributions, is available to an entity if, in accordance
with the terms of the plan and applicable statutory requirements, it is realisable during the life of the
plan or on the settlement of the plan liabilities. [/FRIC 14.7-8]

14.710.20  Determining whether the economic benefit is available to an entity requires a detailed
analysis of the facts and circumstances in each case, including the terms of the plan and applicable
legislation (see 4.4.730-800).

4.4.720 Intended use of surplus

44.720.10  The economic benefit available to an entity does not depend on how it intends to use the
surplus. An entity determines the maximum economic benefit that is available from refunds, reductions
in future contributions or a combination of both, but not based on mutually exclusive assumptions.
[IFRIC 14.9]

4472020 In our view, unless agreement is required, an entity does not need to have made a re-
quest, or intend to make a request, for a refund or reduction in future contributions to factor in these
methods of realising benefits when applying the asset ceiling. This is because the asset ceiling test is
not based on management intentions.

4472030 Sometimes, an entity may decide to use an available surplus to improve the benefits. In
our view, unless there is a legal or constructive obligation to improve the benefits, the surplus should
be considered as being available to the entity in determining the amount of the asset to recognise.

4172040 If the entity enters into a legal or constructive obligation to improve the benefits, then
any resulting increase in the obligation (and decrease in the surplus) is treated as a past service cost
(see 4.4.870) rather than a change in the effect of the asset ceiling (see 4.4.950.10). [/AS 19.102]

44730 Economic benefit available as refund
4.4.740 The right to a refund

4.4.740.10  Arefund is available to an entity only if the entity has an unconditional right to a refund:

e during the life of the plan, without assuming that the plan liabilities are settled;

® over time until all members have left the plan, assuming the gradual settlement of the plan li-
abilities; or .

e on plan wind-up, assuming the full settlement of the plan liabilities in a wind-up. [IFRIC 14.11}

1.4.740.20 The economic benefit available as a refund under each of these scenarios might vary.

1013
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4.4 Employee benefits

4.4.740.30 ity’sri
o morif the :rr:n.ty : right to a refund of a surplus depends on the occurrence or non-occurrence
uncertain future events not wholly within it i
or v s control, then the entit;
unconditional right and does not recognise an asset. [/FRIC 14.12] ' Y docs nothavesn
1.4.740.40 i i
o unco[l]:i(:ilcx;l :;eri“; }itf tthe t}-u(sitees,hor any other third party responsible for governing the plan
o wind up the plan at any time, then th i i
ol oo ‘ , then the entity does not have an uncon-
ssuming the gradual settlement of the plan liabilities i
may have an unconditional right to a r i i i s in e
efund assuming wind-up but, as ined i
may have m ; , as explained in 4.4.750.20, this
o y |d support recognition of an asset. In our view, an unconditional right of the entity to a refund
ould not be assessed based on probability or past practice. ’ "

In . . ; s
R :::lt)lgsmg whether an entity has an unconditional right to a refund, care should be
o C.Xi ) e terms of th.e plan, terms of the trust deed and applicable legislation that may
o conqidemio: e:ce ]c:if EZCh a right. In analysing trustees’ rights to wind up the plan, we believe
S shou given to whether such ri i i ‘
¢ ghts can be exercised ‘with *or ‘wi
that consid : e ) § cause’ or ‘without
Ovzr ause igI:: :::u]:,:,e; ca!sel:, thev uncordmonal right of the entity to a refund after gradual settlement
S pres not to exist unless there is evidence to the if th
' A Sun : S contrary. However, if th y
can exercise theirright only ‘with cause’ is wi nen we belire
and such cause is within th ity’s i
ot e ontty oy v a ; e entity’s control, then we believe
unconditional right to a refund under thi i
: T ' 1 this scenario, becaus: i
e : ‘ on: , because the entity can
e myict; :r\:\:;i ::::lzns. ]th;ltrustees fwmd»up of the plan. In our experience, determining whelh);r an
s available as a refund can be complex and i
: ' often de; . - and ¢
specific facts and circumstances. {IFRIC 14.11(h)] pens o ently-and county

ExAMPLE 16 — ASSET CEILING — UNCONDITIONAL RIGHT TO REFUND

Py T ~ .
;:.l/l :C).o.)d‘ . Lompany P hés a pension plan. The trustees governing the plan have
con mo.na] right to wind it up in the event of a change in control of P. In this
/ case, in our view P does not have an unconditional right to a refund ass‘um'in th
gradual se‘tﬂemcnt of the plan liabilities over time. This is because we l;elieveg thai
a change-in-control event is an uncertain future event that is not within th
of P (see 7.3.40.50). e coneel

;:m:‘:z:m f}-lov‘;/ever, }f the trustees had an unconditional right to wind up the plan
B P ac anget in control of P only if P reduced its contributions to the plan,
e e be ;:]e lvhéld tt:s does noE prleclude P from having an unconditional right to
o IA - a oid t etr'uste.es wunq-uphof the plan by not reducing contributions
plan, because reducing its contributions to the plan is within P’s control.

4.4.750 Measurement of economic benefit

44.750.50 T i i i fund i

the reportin d:tc economic b&?neht available as a refund is measured as the amount of the surplus at

ot glhmet ;el.e':-?e lialr value of the plan assets less the present value of the defined bcn;:ﬁt

¢ entity has a right to receive as a refund, less any associ

s, sk . : L , less any associated costs. In measur-
4 t available when the plan is wound up, the costs of settling the liabilities and making

the refund are taken into account. The en SO needs to havi 0! 0 to refund
nt. Th tity also n
) ) ds to have an unconditional l‘lght the refun

1014

Asset ceiling

ty has an unconditional right to a refund assuming the

4475020 In our experience, even if the enti
wind-up, the costs to settle plan liabilities may often be too high to result in the recognition of an asset.

4.1.760 Taxes on a surplus
4.4.760.10  If an entity will be required to pay income tax on the realisation of a surplus, then it

may be required to recognise a related deferred tax liability (see chapter 3:13):

476020  If arefund will be subject to a tax other than income tax, then the available surplus is
determined net of tax. [FRIC 14.13]

14770 Economic benefit available as reduction in contributions

\4570.10  If there is no minimum funding requirement, then the economic benefit available as
t value of the future service cost to the

a reduction in future contributions is measured as the presen
entity for each year over the shorter of the expected life of the plan and the expected life of the entity.
If there is a minimum funding requirement, then the economic benefit is measured following the ap-

proach set out in 4.4.790. [IFRIC 14.16-17)

1780 Minimum funding requirements

4478010 Someentities are subject to requirements that specify aminimum level of contributions tobe
made to a post-employment benefit plan over a period of time (a minimum funding requirement). Under a
rminimum funding requirement, an entity may have a present obligation to make minimum contributions
to a plan. If the fair value of plan assets is in excess of the defined benefit obligation, or would be once
the committed contributions were made (see 4.4.800), then the entity considers whether the asset ceiling
may limit the amount that the entity may recognise as an asset. If the minimum funding requirement
contribution could be recovered as a refund, either from the ongoing plan oron settlement or termination
of the plan, then the net plan asset would normally qualify for recognition (see 4.4.550). However, if
this amount could not be rccovered as a refund but only through a reduction in future contributions,
then the minimum funding requirement may limit the amount of the asset that can be recognised. As
aresult, some or all of the minimum funding requirement contribution may have to be recognised in
OClI in the current period if it is not recoverable (sce 4.4.690.50). [IAS 19.64. IFRIC 14.20, 24]

EXAMPLE 17 — ASSET CEILING — MINIMUM FUNDING REQUIREMENT

4.4.780.20  Under a minimum funding requirement, Company Q has a present
obligation to make minimum contributions for services that it has received to date.
The minimum funding requirement also limits the reduction in future contributions
based on a ratio calculated as a percentage of plan assets divided by the obligations
to employees as determined under statutory requirements. If the plan is over-
funded by a specified percentage — €.g. 110% - then Q is entitled to a reduction in
future contributions. Q currently has a funding ratio that is less than 110% and it
is therefore required to make minimum funding requirement contributions - i.e.
above the normal ongoing contributions for current service — to raise the asset-lo

liability ratio to the minimum funding level. Q is allowed to make contributions
over the next several years and is not currently entitled to a reduction in future
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4.4 Employee benefits

contributions. However, Q has projected that, for the services that it has received
to c!ale, areduction in future contributions wil] be available to it in the future based
on its expected return on plan assets and future expected service costs assumed for
Fhe purpf)ses of its funding valuation and on the resulting current minimum fund-
ing requirement contributions. Q therefore assesses whether sufficient economic
benefit is available to it to support recognition of an asset.

ra..4;7‘tto.3o The economic benefit, in the form of a refund from the plan or a reduc-
tlon.m future contributions, may be considered available even if it is not immediately
reahsaﬁ:le at the reporting date. Therefore, because a reduction in contributions will
be available to Q in the future, an asset can be recognised. [IFRIC 14.8]

4.4.780.40

s Minimum ﬂ!nding requirements are classified into two types:
: those relan.ng to contributions in respect of future service (see 4.4.790); and
ose relating .to contributions to cover an existing shortfall on the minimum funding basis in
respect of services already received (see 4.4.800). [IFRIC 14. 18]

i i . : "
1.790 Minimum funding requirement for future service

4.4.790.10 i ini i i
ae ;n easﬁfr :::; :s zfi tr}:nmmum funding requirement for contributions relating to future service.
of the economic benefit available as a reduction i ibuti ‘
t . in future contributions set ouf
in 4.4.770 does not apply. The economic benefit is instead the sum of: o
a‘ . ag I . :
. Sl:gppr;espm::l arlnounrt ttl:at reduces future minimum funding requirement contributions: and
X ent value of the estimated future service cost to th ity i ke
ep u € entity in each year less the estimated
o : ture s e
;:;rir;utr: funding requirement contributions that would be required for future service in the given
! €re were no prepayment of future minimum funding requirement contributions. This
amount can never be less than zero. [1AS 19.64, 1FRIC 14.16, 20 22] .
4.4.790.20 i
il l;Indfer IFRIC .14‘.a prepay.ment of an entity’s future minimum funding requirement
ortuture service is recognised as an asset. The asset is recognised on the basis that the

4.4.790.30 i i i
7 The IFRS Interpretations Committee discussed whether an entity should assume continu-

ation beyond the fixed period of a fi ini i
0 uture minimum funding requireme; ibuti i
future service in arrangements for which: e n forcontibutons il
@ the contribution rate is rene otiated wi i
s with thy i

S g € pension fund trustees — e.g. on an annual or trien-
® 3 i i

re;;:r‘:vsxtzz zr:agg:;l:mon or z cox:jtractual arrangement, or both, requires the entity and the trustees to

reement to decide the schedule of contributions re: isti
Flew . 0 S gularly under the existing fundin
’ : .
principles, if the plan is continued — i.e. although the level of contributions is subject to futurg

negotiations, the entity must conti P
ntinue to make contributions if the plan continues after the fixed

1016

4.4.790.40

Defined benefit cost

The Committee noted that for such arrangements — i.e. when neither a plan wind-up
nor a plan closure to future accrual has been decided and agreed with the trustees — the entity needs
(o assume a continuation of those factors establishing the minimum funding basis in estimating the
minimum funding requirement contributions for future service beyond the minimum fixed period —i.e.
it cannot assume a zero contribution rate. This is because such an estimate does not include changes
that require future negotiations with the trustees. Furthermore, the Committee noted that for any
factors that are not determined by the trustees, the assumptions used to estimate the future minimum
funding requirement contributions beyond the fixed period need to be consistent with those used for
determining future service costs. [/U 07-15, IFRIC 14.17, 21, BC30]

1.1.800 Minimum funding requirement to cover existing shortfall

1.4.800.10  If a plan has a funding shortfall on the minimum funding basis for services already re-
ceived, then the entity may have to pay additional contributions to cover the shortfall. Such minimum
funding requirements have to be recognised as a liability if a surplus arising from the payment of the
extra contributions is not fully available as a refund or reduction in future contributions. [/FRIC 14.23-24]

4.4.810 Multi-employer plans

1.4.810.1( The principles for assessing the asset ceiling set out in 4.4.690-800 also apply in
determining whether a surplus is available to an entity that participates in a multi-employer plan
(see 4.4.170) to which defined benefit accounting is applied.

820 DEFINED BENEFIT COST
1.830 Components of defined benefit cost

4.4 The defined benefit cost is the entire periodic change in the net defined benefit liability
(asset), excluding changes caused by contributions to or refunds from the plan, benefit payments
from the plan or the effects of business combinations and disposals. Except to the extent that another
standard requires or permits their inclusion in the cost of an asset, the components of the defined
benefit cost are recognised as fallows:

® service cost, in profit or loss (see 4.4.850);

© net interest on the net defined benefit liability (asset), in profit or loss (see 4.4.940); and

o remeasurements of the net defined benefit liability (asset), in OCI (see 4.4.950). [IAS 19.120]

4483020 Some standards require or permit the capitalisation of certain employee benefit
costs as part of the cost of assets — e.g. inventories (see 3.8.170) or property, plant and equipment
(see 3.2.30.40). Any post-employment costs capitalised in the cost of such assets include the ap-
propriate proportion of the components listed in 4.4.830.10. The interaction of the requirements in
those standards with the requirement in IAS 19 to capitalise only ‘the appropriate proportion’ of
each component - i.e. service cost, net interest and remeasurements — may be complex, because that
proportion might vary between the components of the overall cost. In our experience, it is a matter
of judgement to assess the ‘appropriate proportion’ of each component of defined benefit cost to be
included in the cost of the related assets. [/AS 19.121]

84 Refunds of contributions

.4,84( If an entity receives a refund of contributions paid to a defined benefit plan, then the
refund is recognised as a reduction in the net defined benefit asset or an increase in the net defined
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ll su " R aratle . o » o) . > 7 as1s, b
) summary, a dttdllhd \ﬂ]Ud[l()n \\l” l)(, I(,(]Ull(,d on an slnnudl l)dblb, ut not
nceessa IIIV as at cnd C pc rting per . valuatio Wdertaken ocher th«l"
the end of the repo pe iod. A valuation undert
as at the end of thc I'Cp()ltl 2 o w cd t ¢ Uf d[Cd as at the Clld ()1 the
S > C ng pc iod l" need to I ¢ upd
reportng pClI()d to ILﬂL(t ar lease cha s in financ nll assumptions, assct \JIUCS and
(&4 hs Nnges in fnanct
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“l” dbp(’.ll(.l on llidl\ ldlldl circumstances.

5.3 Treatment of th . it s
position e plan surplus or deficit in the statement of financial

5.3.1 Net defined benefit liability (asset)

IAS 19 defines the net de iabili

™ d"?.“9 the net dcﬁ‘ncd benefit liability or asset as the deficic or surplus in
¢ plan adjusted for any cffect of the asset ceiling (see 5.3.2 below) o

The deficit or i ; .

by Zl ‘:lt) 0'1- 5|u‘r'p|us is the present value of the defined benefit obligation

l. 5.2, ove) less the fair value of che plan assees (if any) (see 5.2.1 above)

The standard requires the i :

il wt "jd lrci requires Flmt thAc. net defined benefic liability (asset) be recognised in

statement of financial position at cach reporting period. [IAS 19.63] \

5.3.2 Restriction of assets to their recoverable amounts

The net define > i
smnd,l:{; dcfmcd benefit balance determined under 1AS 19 may be an asset. The
.lA.S 1;)) “;lls,sut.s t{lnflf uni alnssct may arise (that is, an assct measured on the l)a;sis of
here a defined benefic plan has been © \
) h 1s been ‘over-funded’ ‘he 1 1
pot Ay WA o f n cd’ or when actuarial gains
(¢) \rl sen. The standard justifies the recognition of an asset in such cases hecafse'
a) the entity controls a res ich 1 . :
\ s a resource, which 1s che ability ©
» (> s ) 3 ) () s : ’ :
generate future benefits; ' T v P
b) that ¢ is a res i
(b) : “ E ‘u)mtr()l is a result of past evenes (contributions paid by the entity and
service rendered by the employee); and 4
C ST Tev N > X » 1
(c) _funfl‘rc, cconomic ]h(,ncﬁts arc available to the entity in the form of a reduction
in future contributions or a cas g ither di .
s a cash retund, cither diree i
n f cetly to the ent
indirectly to another plan i i ’ ) s
\ plan in deficit; the present value i
direerly an s alue of those benefits
described as the assct ceiling. 1AS 19.8, 65 and IIRIC [4.1]. :

In practice. Densi B
thﬂt: ‘::(t;:rd. }Iu.ns:(m me.s' tend to be funded on a significantly more prudent basis
e )-)L'“;: case |f' a surplus or deficit was measured in accordance Witl:l
, particular, the discount rate used for funding purposes is typic:
than the rate specified in che standard. For chis rea lh\z l‘; T
han ) ard. s reason, TAS may produce )
when for funding purposcs there is a deficit. ~ ¥ produce an asset

Whet re is a s i
rc“rilctt!\icrc 15} a surplus in a defined bencefit plan, the standard requires it to be
3 ed to the lower of the surplus in the plan and the asscr ceiling discounted

using the samce discount rate usce ini
: 4 sed for determining the defined bene igati
(sec 5.2.2.1F above). [IAS 19.8, 64] i ther Ssfioes hanelts shilgstiot

Any cldlllbtln(,llt o A &
l(.qul(,LI by the (LI'IIIL,’ teseus IC(.()I.III(Ld for in othe cnensive
.
( h ) I l compr hens

This limitati : fove i ic i
cnngidc:]*l:dlnonl has proved quite problematic in practice and as a result was
; cd by the Interpretations Committee, initially in the context of statutory

minimum funding requirements
July 2007, of IFRIC 14 - IAS 19 -

Junding Requirements and their Intera
the asset ceiling with MFR, IFRIC 14 al

of an asset on recoverability grou

amended to deal with pre-paid MF

The Interpretations committee

normally stipulate a minimum amoun

1 plan o
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(‘MFR’). This resulted in the publication, in
The Limit on a Defined Benefir Asser, Minimum

crion. Whilst dealing with the interaction of
Iso deals more generally with the restriction

nds. HRIC I4.1-3, 6l. Subsequently, IFRIG 14 was

R - see 5.3.2.C below.
notes that MFR cxi

cntity’s ability to reduce future contributions. JIFRIC 14.2].

In addition, the limit on the measurement of a define
minimum funding requirement to be onerc
contributions to a plan would not affcet the

asset or liability. This is because the contributions, 0

assets and so the

additional net liability is nil. However, a minimum funding

requirement may give rise to a liability if the require

avaitable to the entity once they hav

The issucs addressed by TFRIC 14 are: [IFRIC 14.6]

° when refunds or reduction

available in accordance with

at 5.3.2.A and B below);

s in futurc contribut

o how a minimum funding requirement  might

reductions in future contributions (discussed
ading requirement might give rise 1o d liability (discussed

° when a minimum fur
at 5.3.2.D below).

5.3.2A IFRIC Interpretation |
defined benefit asset

IFRIC 14 clarifies that economic

contributions, are available if they can be re:

4 — gencral requiremer

benefits, in the form

the life of the plan or when the plan liabilities are

cconomic benefits may be avail
end of the reporting period. JITRIC

Furthermore, the benefit available
the surplus. The entity should determine the m
available from refunds, reductions in future contributions or a com
s should not be recognised from a combination of refunds

However, cconomic benefit
and reductions in future contri
exclusive. frRIC 14,91, Perhaps

14.81.

d benefit asset may causc a
sus. Normally, a requirement to make
measurement of the defined benefit

¢ been paid. [IFRIC 74,

st in many countries and

¢ or level of contribution that must he made to
ver a given period. Therefore a minimum funding requirement may limit an

nce paid, will become plan

d contributions will not be
31

ions should be regarded as

the definition of the assct ceiling (discussed

affect the availability  of

at 5.3.2.C below); and

ats concerning the limit on a

of refunds or reduced future

alised by the entity at some point during

sertled. In particular, such

able cven if they are not realisable immediately at the

does not depend on how the entity intends to use
aximum cconomic benefit that is

bination of both.

butions bascd on assumptions that arc mutually

unnccessarily,  the

availability of a refund or a reduction in future contri

accordance with the terms and conditions of the pl

in the jurisdiction of the plan. IFRIC 14.7].

The interpretation observes th
whatever the funding level of

at an unconditional
a plan at the end o

interpretation  requires the
butions to be determined in

an and any statutory requircments

right to a refund can exist
f the reporting period. The
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in i 1 i
| t‘c'rprctanon .f\.thher.smtes that benefits are available as a refund only if the entity
has an unconditional right to a refund: ‘

a : ; : :
(a) dtlnlng t‘he life of the Plan, without assuming that the plan liabilitics must be
settled in order to obtain the refund; or
b)  assumi s pradual se
(b) assuming the gradual settlement of the plan liabilities over time until all
members have left the plan; or ‘
(¢) assuming the full settle iabiliti
g settlement of the plan liabilities i i i
| ies in a single eve 3
e ey g ent (i.e. as a
However, if the i 4
Occurur\;;ré .lf tfh(. right to a refund of a surplus depends on the occurrence or non-
¢ of one or more uncertain future events not wholly within an entity’s

1 h {oc h. ~ P he and cognise an
control, the ent [y does not have an u LOndI[IOnd ngn oC ¢
; I 13% n g t and bh()llld not reecogni 1

"l‘ N 1 N atle

wl:c)l:t(z:ml;nc benefit nvdllahle.us a refund should be measured as the amount of the
.thc; r.(;gf ttlc c‘nd of the reporting period (being the fair value of the plan assers less
reccf?,c'.,bf1. vafuc of the defined bf:llcht obligation) that the centity has a right to
aceiy t; dtr«. unld, lelss any associated costs. For example, if a refund would be
S =6 a tax other than income tax of the re i iy, i

; porting cntity, it should be measur

net of the tax. [IFRIC 14.13]. ¢ ‘ i be mensured

’lllll)(:c(‘:)asulnng‘ tl‘wc amount of a refund available when the plan is wound up (point (¢)
;hou(l,d.btj:: L-?b(tih-(:opthc lp'lun of settling t!w plan liabilitics and making the refund

¢ included. For example, a deduction should be made for professional tees if
thcsc. are paid by the plan rather than the entity, and the costs of '1r;\' il;st anc
premiums that may be required to secure the Iiubil'ity on \Vil\d-ui).‘llllelcl‘li Hl. e

Commonly, the s i i i
feom \’ﬂ(ir‘llyl. thud.trus[(-,(.s of a pension fund will be independent of the entiry and
-1"' absolute discretion to sct investment strategy, assct allocation and also the
ability to buy annuities to settle liabilities. ‘
Th 8¢ Y P
[nvucstgifow;.rb would‘ allow the trustees to ‘spend’ any current or future surplus
dismumg p zul\ a.sslc,t.s m'ultra-cautlous investments (yiclding less that the unwinding
s on the (?)llgzltlon) could unwind any surplus over time. Sctelements by wa;
b ?gl?g annun‘txcs would absorb surpluses because the cost of sertlement t\'p.ically
exceeds the TAS 19 measure of the obligation. '
These trustee powers raise the following questions:
e whethe SYETEISE OF &
u,tl,';(,r the exercise of bU.Ch powers by the trustees are ‘uncertain future cvents
not wholly within [the entity’s] control’; and ‘
i s he A ¢ . e R o
(,f(cfr ?&ht.tht.r the entity’s right to a refund of a surplus depends on the
; rtfnr.s-or non-oceurrence of’ them and accordingly no surplus could be
recognised in any scenario where trustees have such powers.
Oiir view is th ; s
o nli?\ is fth«.lt such trustee powers should not, of themselves, preclude the
- ng : u‘)n Od‘ﬂ surplus (or, indeed, require the accrual of a liability for future MFR
glzl v‘vntg [_ iscussed at 5.}.2.[) below). However, this macter is currently being
‘I..Lu.s.su by the Interpretations Committee (see 9.2.2 below) and it is poss‘if}lc that[’
clearer guidance may be published in due course.
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‘I'he reason for our view is that the test in IFRIC 14 is whether the entity has an
unconditional right to any surplus which may happen to exist at any future date. It
is not concerned with whether such a surplus will exist, or with the powers of
others to influence that. Put another way, the question is whether any surplus
existing o any of the three scenarios in (a) to (c) above would revert
unconditionally to the employer. The fact that any surplus could be extinguished
by uncertain future events not controlled by the employer is not relevant — it is the
right to a surplus, not its existence, which is relevant. IFRIC 14 makes this clear
for future actuarial losscs and benefit improvements made by the employer.
JIRIC 14.8C101. Our view is that the same applies to asset allocation decisions
(including sctrlements) whether decided by the employer or the trustees.
Naturally, there will be different rules in different jurisdictions. The above
arguments are predicated on clear reversion to the entity of any surplus should one
exist following final scetlement of obligations.

This view is further supported by the general requirements in IAS 19 surrounding
scttlements. Settlements are accounted for only when they happen, and this is so
whether the decision to setele is taken by the employer or by trustees (sce 5.5.1.B
helow). Put simply, the test in (b) above is: if the scheme were to be run off as
reflected in the statement of financial position, would the employer have an
unconditional right to whatever is lefe> If che answer is Yes' (for example, because
that is what the trust deed provides for), then measurement of a surplus follows the
‘normal’ TIAS 19 methodology.

If the amount of a refund is determined as the full amount or a proportion of the
surplus, rather than « fixed amount, an entity should make no adjusement for the
time value of money, even if the refund is realisable only at a future date. JIFRIC -1 5.

5.3.2.B Lconomic benelits available as reduced luture contributions when there
are no minimum funding requirements for luture service

[FRIC 14 addresses  scparately  cases where there are  minimum funding

requirements relating to henefits to be awarded in future periods in exchange for

services to be rendered in those periods, and cases where there are no such funding

requircments.

This section deals with the situation where there are no such funding requirements.

The implications of futurc service minimum funding requirements are discussed

at 5.3.2.C below.

[FRIC 14 requires that the economic benefit available by way of reduced future

contributions be determined as the future service cost to the entity for each period

over the shorter of the expected life of the plan and the expected life of the entity.

The future service cost to the entity excludes amounts that will be borne by

employees. JIIRIC 14101

Future senvice costs should be determined using assumptions consistent with
those used to determine the defined benefit obligation and with the situation
that cxists at the end of the reporting period  as determined by IAS 19.
Accordingly, no future changes to che benefits to be provided by a plan should be
assumed until the plan is amended, and a stable workforce in the future should
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be assumed unless the entity makes a reduction in the number of employeces
covered by the plan. In the latter case, the assumption about the future
workforce should include the reduction. The present value of the future service
cost should be determined using the same discount rate as that used in the
calculation of the defined benefit obligation (discount rates are discussced
at 5.2.2.F above). [IFRIC 14.17].

5.3.2.C IFRIC Interpretation 14 — the effect of a minimum funding requirement
on the economic benefit available as a reduction in future contributions

IFRIC 14 defines minimum funding requirements as ‘any requirements to fund a

post-employment or other long-term defined benefit plan’. [IFRIC 14.51. "T'his is clearly

quite a wide definition encompassing more than just statutory regimes.

Some minimum funding arrangements require periodic reappraisal (for example,

every three years). Should such an arrangement cover a longer period, all payments

over this longer period constitute the minimum funding requirement, not just the

three years until the next reappraisal.

The interpretation requires any minimum funding requirement at a given date to be

analysed into contributions that are required to cover: [IFRIC 14.18]

(a) any existing shortfall for past service on the minimum funding basis. Thesc
contributions do not affect future contributions for future service. However,
they may give rise to a liability under IFRIC 14 (see 5.3.2.D below); HIFRIC 14.19]
and

(b)  future service.

If there is a minimum funding requirement for contributions relating to future
service, the cconomice benefit available as a reduction in future contributions is the
sum of: [IFRIC 14.20]

(a) any amount that reduces future minimum funding requirement contributions
for future service because the entity made a pre-payment (that is, it paid the
amount before being required to do so); and

(b) the estimated net future service cost in cach period (as discussed at 5.3.2.13
above) less the estmated minimum funding requirement contributions that
would be required for future service in those periods if there were no pre-
payment as deseribed in (a).

The future minimum funding contributions required in respect of future serviee

should be caleulated taking into account the effect of any cexisting surplus on the

minimum funding requirement basis but excluding the pre-payment discussed in (a)

immediately above. The assumptions used for this calculation should be consistent

with the minimum funding requirement basis. For any factors not specificd by the
minimum funding requirement, the assumptions used should be consistent with
those used to determine the defined benefit obligation and with the situation that
exists at the end of the reporting period as determined by, IAS 19. The cstimate
should include any changes expected as a result of the entity paying the minimum
contributions when they are due. However, the estimate should not include the
cffect of expected changes in the terms and conditions of the minimum funding

Dasis that arc not substantively enacted
reporting period. [IFRIC 14.211.

If the future minimu ‘ _
exceeds the future IAS 19 service cost In
excess reduces the
contributions. However, the amount of
contributions can never be
“I'he mechanics of the above requiremel

1 1 sy ae A0 . in
based on the illustrative cxamples accompany

illustrates the requirement in certain circ

H Q. el 9 \\ ‘Cc
for future MFR payments in respeet of past servi

Example 32.4: Dcﬁcit-clenringfmure n

amount of the asset aval
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or contractually agreed at the end of the

m funding contribution required in respect of futu

any given period, the present val
lable as a reduction

re service
ue of that

in future

the asset available as a reduction in future

less than zero. [IFRIC 14.22].
\ts are illustrated in the

rinimum funding requirenen

are 1ot available [IFRIC 14.169-1E21]

\ funding level on the m'mimuln
from that required under 1AS 1
ty is required to pay cont

An entity has
different b ! t
requirements, the entt ed to pay con
1112 aext three years. The contributions are 1
funding requirement bas
Plan C also has an 1AS 19 surplus at the end

i i circumstances.
C b O [hC Cl’““) Undl.r ﬂﬂ)’ ‘ ‘ . . ; o
- ding contribution requirements in respect 0

I'he nominal amounts of the minimum fun l
and the future 1AS 19 service cost for the next

Total mmimum funding

Year ] f : .
contribution requirement
(m
1 135
2 125
;’; 115

: o B joation in respect of cei eluded £
e ke g g . loes not include the minimum contributio

required to make good the shortfall but ¢
cover future scrvice.

. -
The present value of the entiy’s ob

;\ppn.»ximutcl\' 300, calculated as follows:

€120m/(1.06) + C112m /(1O6) C104m/ (1.06)* - 1
. id i - plan, the 1AS 19 surplus c ol
aid into the plan, the would, other things being cqual, incre from
ble although an assel may be available as a

When these contributions are p:
the present v 1 t o
€5()11n to €350m. However, the surplus is n¢
future contribution reduction.

As noted above, the cconomic benefit availal
value of: t
o the future service costn each year to th
e anv minimum funding contribution requ

that ycar

over the expected life of the plan

is (shortfall) and to cover future service.

alue of the defined henefit obligation)

funding requirement basis (which is m

9) of 95% in Plan C. Under the minimum funding

i ke » deficit on t
cquired to make good the defic

of the reporting, d ‘
There are no unrccugmsed amounts.

three years are set out below.

Minimum contributions

cquired 1o make good the required
shortfall
Cm
120
112
104

services already received includes the

1 > 0,
ligation, assuming 2 discount tate of 6%

W refunda

sle as a reduction in futurc contribution

¢ entity; less

sirements in respect of the future accrud

following two examples
g IFRIC 14. Example 3z4 also
umstances to recognise an additlonal {iability
(discussed at 5.3.2.D below).

ts when refunds

puri()d of €50m, which cannot be

Minimum contributions

casured on a

1 2y 0, ver
ributions to increase the funding level to 100 Yo O

he minimum

£ the shortfall

to cover future
accrual

€m

15
13
it

contributions
ns required to

o per year, IS

(i.c. the fair value of assets less

ase from

s is the present

Al of benefits in
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he amounts available as a future contribution reduction are set out below.

VIAS 19 Minimum contributions Amount available

service cost required to cover as contribution

) ) future accrual reduction
Year €m Cm €m
’l) 13 15 2
2. 13 13 0
3 13 11 2
4+ 13 9 4

I\SsullllllL'T a discount rate 6%, ¢ e on nett ava ¢ as a future contribution reductic 5
ate o N the economic benefit availab s a fut 1 n1
I t rat i ontribut
d a nirt (8} tion 1s

C@m/(1.06) + €0m/(1.06)2 + €2m/(1.06)* + €4m/(1.06)! + €4m/(1.06)5 + €4m/(1.06)" ... = €56m
The asset available from future contribution reductions is accordingly limited to €56m.

/]\S‘(!ﬁcll.lsﬁul at5.3.2.D below, TFRIC 14 requires the entity to recognise a liability 10 the extent that
l‘lf.-‘lL('ItI()nﬂl contributions payable will not be fully available. Therefore, the ceffect of the asser
ceiling is to reduce the defined benefit asset by €294m (€50m + €300m — €56m). .

/\S 1 seeel o ) s offec 3 ik 1

! r:llsc:m'.scg at 5‘5.3. hdu\y, the effect of the asset ceiling is part of remeasurements and the €294m
(:24:0_{_,1;5«. u]'nmgl*_dm_tgly in other c'omprchcnslvu income and the entity recognises a net liability of
i m. No other liability is recognised in respect of the obligation to make contributions to fund
the minimum funding shortfall. A

When the ributions of € are pai i
62;::)).1L contributions of €300m are paid into the plan, the net asset will become €56m (€300m -

Example 32.5:  Effect of a prepayment when a minivim funding requirenient exceeds
the expected futire service charge (IFRIC 14.1622-27)

/\nt entity s required 1o fur"u!. Plan D so that no deficit arises on the minimum funding basis. The

Ln ;t) is required to pay minimum funding requirement contributions to cover the serviee cost in

each period determined on the minimum funding basis. :

Plan D has an 1AS 19 surplus of 35 at the beginning of 2015, This example assumes that the

ate e ()0 p -
dyl?wur?t rate is "o, and that the _plan cannot refund the surplus to the entity under amy
circumstances but can use the surplus for reductions of future contributions. )

V;}m m_lmmum cnntnbutm_ns required to cover future service are €15 for each of the next five years
he expected IAS 19 service cost is €10 in cach year, o

_[‘h.c ,cn_my mnkcs a prepayment of'€3(_) at the beginning of 2015 in respect of years 2015 and 2016
erLf!smg xts‘surplus at the bygummg of 2015 to €65. That ]‘)I'C]):l\'l‘n(.‘nl: reduces the ﬁltlll‘k;
contributions it expects to make in the following two years, as follows:

s

Minimum funding requirement contribution:

Year IAS 19 service cost (€) Before pre-payment (€) \fter pre payment (€)
2015 10 .
15

216 10 15 ::
301 10 15 15
;l)lfi 10 15 15
2019 10 15 15
Total 50 75 45
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At the beginning of 2015, the economic benefit available as a reduction in future contributions is the

sum of:

o 30, being the prepayment of the minimum funding requirement contributions; and

o nil. The estimated minimum funding requirement contributions required for future service
would be 75 if there was no prepayment. Those contributions exceed the estimated future
service cost (50); therefore the entity cannot use any part of the surplus of 35.

Assuming a discount rate of 0%, the present value of the cconomic benefit available as a reduction

in future contributions is equal to 30. Accordingly, the entity recognises an asset of 30 (because this

is lower than the 1AS 19 surplus of 65).

Two points worth noting in the above are as follows. The first is that, if IFRIC 14

did not allow the recognition of such prepayments, the full surplus of 60 would have

been written off. The second is that, in the fact pattern of the question, it is

unnecessary to know that the surplus before the prepayment was 35. This is because

any surplus (other than the prepayment of MFR) would not be recognised because

refunds are not available and future MFR exceed future service costs.

5.3.2.D0  IFRIC Interpretation 14 — when a minimum funding requirement may
give rise to a liability

If there is an obligation under a minimum funding requirement to pay contributions
to cover an existing shortfall on the minimum funding basis in respect of services
already received, the entity should determine whether the contributions payable will
be available as a refund or reduction in future contributions after they are paid into
the plan. JIFRIC 74.231. Recovery through reduced future contributions is discussed
at 5.3.2.B and 5.3.2.C above.

If a-surplus is recoverable by way of arcfund (see 5.3.2.A above), a minimum funding
requirement to cover a shortfall in respect of past services will neither restrict an
IAS 19 asset nor trigger the recognition of a liability. IFRIG 14 illustrates this by way
of an example upon which the following is based.

Example 32.6:  Effect of the minimum funding requirenient wilien there is an IAS 19
surplus and the minimum funding contributions payable are fully
refundable fo the entity [IFRIC 14.1C1-2]

An entity has a funding level on the minimum funding requirement basis (which is measured on a

different hasis from that required under IAS 19) of 82%0 in Plan . Under the minimum funding

requirements, the entity is required to increase the funding level to 95% immediately. As a result, the

entity has a statuwory obligation at the end of the reporting period to contribute €200m to Plan A

immediately. The plan rules permit a full refund of any surplus to the entity ar the end of the life of

the plan. The year end valuations for Plan A are set out below.

€million
Fair value of asscts 1,200
Present value ol defined bencfit obligation under 1AS 19 (1,100
Surplus 100
Defined benefit asset (hefore consideration of the minimum funding requirement) 100

Payment of the contributions ot €200m will increase the TAS 19 surplus from €100m to €300m.
Under the rules of the plan this amount will be fully refundable ro the entity with no associated
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COsts. lhucfnlt, no Ihll'ﬂ]ll) 1S rec C(! T the a 4 C DUunoOf A1 I
ognised for the obligation to pay the contributions and the na
44 114 1
defined benefit asset will be recognis cd at €100m :

.Fo the extent tI?at .tl.w contributions payable will not be available afeer they are paid
|‘|I1t0 lt(l;(.Aplun, a liability shot_nld be recognised when the obligation arises. The liability
Isul)u] reduce the net defined benefit asset or increase the net defined benefi
tability so that no gain or loss is expected to result from the effect of che asscr
ceiling when the contributions are paid. iIrRIC 14.24]
IFRIC 14 illustrates this by way of an example upon which the following is based.
Example 32.7: 7 1 ing reqii 1
4 74 (Ef;fﬂtL;aft;qunnl'luyfm/dmg requirement when there is an 1AS 19

cfici and the mininum funding contributions payable would ot be

Sfully available [1FRIC 14.1E3-8

An centity has a funding level on the minimum funding requirement basis (which is measured

a dll‘llcrcnt 1).:1515 from that required under 1AS lE))‘of 77% in Pl;m~ l% Unckr »lth‘::F“‘(' o
funding requirements, the entity is required to increase the funding lcv(l:l. to 100% imm“-nl;'nt’tllm
As a result, l‘hL: vmi(y has a statutory obligation at the end of M(hc reporting perio lul § L'.\.
:1(!c1|nonal ‘cnmnlmlmns of €300m to Plan B. The plan rules permit a mzwinum? rlcﬁmﬁ :‘)({;"‘l)
of the 1AS lfJ‘surp]us to the entity and the entity is not permitied o rc:ducu its cunl( ';) ) .
ljcl()w a specified level which happens o cqual the 1AS 19 service cost, The yes e f" efions
tor Plan B are set out below. ot T onend vildhliaos

N Emillion
Fair value of assets 1,oog
AT ¢ s 00
Present value of defined benefit obligation under 1AS 19 (1.110)
Deficit

(100

"! he payment of €300m would change the TAS 19 deficit of G100m to a surplus of
(a.?()()m. Of this €200m, 60% (€120m) is refundable. Therefore, of the c«';n.rril)luti‘o S
of fa‘.’vl)()m, €100m climinates the 1AS 19 deficic and (a'lZ()m‘ (60% of €200m) B
uv:ulu.blc as an cconomic benefit. The remaining €80m (40% of ('—12()()11':) of tllf
contflhunons paid is not available to the entity. As discussed above, 1FRIC 11:
requires .thc entity to recognise a liability to the extent that thc‘ qdditi(;nal
CVOHFI’AIi)LIFIOl'IS payable are not available to it. Accordingly, the net dcﬁnc:d benefic
]!ﬂl)lllty is €180m, comprising the deficit of €100m plus' the additional liability of
(=.,8()m..] Ng other Ii‘aqnhility is recognised in respect of the statutory ()hli,‘;’uti(:n t())pa\
‘L\t;;}tln;lc)t;tllé)(l;l:]f)f €300m. When the contributions of €300m are paid, the net asset

N . .
5.3.2.F [FRIC Interpretation 14 - disclosure requirements

IFRIC 14 doc‘s not introduce any new disclosure requirements. However, it sugsests
tImF any reserictions on the current realisability of the surplus or a dcscrii)tidn :1? tAhc
l)‘tlSIS used to determine the amount of the economic benefit available, may require
disclosure under the provisions in IAS 1 about key sources of cstimuti(n; lll;L:Cr[’li]I] .
HFRIC 14.70). These requirements are discussed in Chuptcr Jar5.2.1. e
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5.4  Presentation of the net defined benefit liability (asset)

Neither IAS 19 nor IAS 1 specifies where in the statement of financial position a net
asset or net liability in respect of a defined benefit plan should be presented, nor
whether such balances should be shown separately on the face of the statement of
financial position or only in the notes — this is left to the discretion of the reporting
entity subject to the general requirements of 1AS 1 discussed in Chapeer 3 ac 3.1, If
the format of the statement of financial position distinguishes current assets and
liabilitics from non-current ones, the question arises as to whether this split nceds
also to be made for pension balances. [AS 19 does not specify whether such a split
should be made, on the grounds that it may sometimes be  arbitrary.
[IAS 19.133, BC200].

Smployers with more than one plan may find that some are in surplus while others
are in deficit. IAS 19 contains offset criteria closely modelled on those in IAS 32 —
Financial Inscruments: Presentation. IAS 19,1321, An asset relating to one plan may
only be offsct against a liability relating to another plan when there is a legally
enforceable right to use a surplus in one plan to scttle obligations under the other
plan, and the employcr intends to scttle the obligations on a net basis or realise the
surplus and settle the obligation simultancously. IAS 19.131. In our view these offset

criteria are unlikely to be met in practice.

Treatment of defined benefit plans in profit or loss and other
comprehensive income
1AS 19 identifics three components of annual pension cost as follows:

5.5

(a) service cost (see 5.5.1 below);
(b) net interest on the net defined benefit liability (assce) (sec 5.5.2 below); and
(¢) remeasurements of the net defined benefic liability (sce 5.5.3 below).
JIAS 19.120].
Of these, (a) and (b) are recognised in profit or loss and (c) is recognised in other
comprehensive income. This is unless another standard requires or permits the costs
to0 be included in the cost of an asset, for example 1AS 2 — Inventories - and IAS 16 -
Properey, Plane and Equipment. Where  the post-cmployment benefic costs are
included in the cost of an assct the appropriate proportion of a// the above items
must be included. J1As 19,1211 There is no guidance in the standard as to what an
‘appropriate’ proportion of these items might be, although both IAS 2 and 1AS 16 arc
clear that only those costs which are directly attributable to the assct qualify for
capitalisation. It is not necessarily the case that the appropriate proportion will be
the same for all of the components and judgement will be required in deciding how
much of cach itemrcan meaningfully be said to relate o the production of an assct.
Remeasurements recognised in - other comprehensive  income should not be
reclassificd to profit and loss in a subsequent period. The standard notes that those
amounts may be transferred within equity. IaS 19.7221.
The standard states that it does not specify how an entity should present serviee
cost and net interest on the net defined benefit liabilicy or asscr. These components
are accounted for in accordance with 1AS 1 (see Chapter 3 at 3.2). JIAS 19.134].




