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From: Tam, Nelson (TBS)
To: Patricia O"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: OTF 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 I will respond on
 Monday.

Have a great weekend.

Nelson
416-212-0514
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OTF Call Right

Q. What is the OTF “Call Right”?

A. 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
(ii) 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 limit is 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).



Q. 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)?

A. 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.
 
I 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



calculation_EFB_workbook_exp_pan.pdf
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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.
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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 ttie 
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 re·sult 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 impr:ovement 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 Consequential 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 shortfall} 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: 

a. During· the Freeze Period there will be no employer contribution increases 
except as provided for below. A contribution 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 
bllllon. Benefit reductions implemented pursuant to the valuation as at January 
1, 2012 shall be taken into account for purposes of achieving the 20% Benefit 
Reduction Limit. For clarity, twenty percent (20%) is measured on an cumulative 
basis in the Freeze Period. 

2135339 

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 provides 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 vaJuation(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) to 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 li~it, 
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 particular, 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 
following 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: (i) 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 foregqne 
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 
calculation. 

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 Regqlation 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 flied 
valuations; and 

c. 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 t~e 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 
orlginal, but all of which taken together shall constitute one and the same agreement. 

Liz Sandals - Minister of Education Date: 
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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. 

~-z-~ &b. 
Liz Sandals - Minister of Education 

Terry Hamilton - President, 
Ontario Teachers' Federation 

2135339 

Date: \ 

Date: 
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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 

Less: Reduction in Present Value of Future Benefits to 
Reflect Indexation for Post-2009 Service at 60% of CPI 

Equals: Present Value of Future Benefits For Purposes of 
Calculating Benefit Reduction Limit 

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

$ 48,899 

6.309 

$ 42,590 

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 ln Indexation 
From 60% to 50% of CPI for Post-2009 Service 

Plus 

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

Plus 

Reduction in Present Value ofFuture Benefits 
Resulting From Change In Discount Rate Associated 
With Plan Changes (15.0 basis points) 

Plus 

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

Plus 

Increase in Reduction of Present Value of 
Future Benefits From Change in Indexation 
From 50% to 45% of CPI for Post-2013 Service 

Equals 

Portion of Benefit Reduction Limit Utilized 
$ Amount 
% Amount from 20% 

Remaining Benefit Reduction Limit for Plan Changes In Freeze Period 

Benefit Reduction Limit 

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

Equals: Remaining Benefit Reduction Limit For Plan Changes in Freeze Period 

% Amount from 20% 
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$ 

$ 

$ 

$1,367 

1,367 

1,390 

(497) 

467 

4,094 
9.6% 

8,518 

4094 

4,424 

10.4% 



Appendix B to Term Sheet Between Government and OTF 
The following are examples only. For purposes of paragraph 11(e) of the Term Sheet, 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 

Pension Payments With Pension Payments With 
50% of CPI 

Calendar Year (OOO's) 

2014 $ 1,500 

2015 $ 7,515 

2016 $ 19,592 

2017 $ 37,786 

2018 $ 62,164 

2019 $ 92,786 

2020 $ 129,714 

2021 $ 173,011 

2022 $ 222,741 

2023 $ 278,968 
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45%ofCPI 
(OOO's) 

$ 1,500 

$ 7,514 

$ 19,582 

$ 37,759 

$ 62,099 

$ 92,658 

$ 129,492 

$ 172,658 

$ 222,212 

$ 278,212 

Foregone Pension 
Payments 

(OOO's) 

$ 0 

10 

27 

65 

128 

222 

353 

529 

756 

$ 2,091 



. •.., . 
I I 

The following example modifies the· above example to show the impc!ct 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 Pension 
50%ofCPI 45% of CPI I 0% of CPI Payments 

Calendar Year (OOO's) (OOO's) (OOO's) 

2014 $ 1,500 $ 1,500 $ 0 

2015 $ 7,515 $ 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 $ 127,582 2,132 

2021 $ 173,011 $ 169,582 3,429 

2022 $ 222,741 $ 217,582 5,159 

2023 $ 278,968 $ 271,582 7,386 

$ 20,107 

Appendix B to OTPP Term Sheet Between Government and OTF FINAL Mar 13 2013 
2216393 -

2 





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 ttie 
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 re·sult 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 impr:ovement 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 Consequential 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 shortfall} 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: 

a. During· the Freeze Period there will be no employer contribution increases 
except as provided for below. A contribution 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 
bllllon. Benefit reductions implemented pursuant to the valuation as at January 
1, 2012 shall be taken into account for purposes of achieving the 20% Benefit 
Reduction Limit. For clarity, twenty percent (20%) is measured on an cumulative 
basis in the Freeze Period. 
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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 provides 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 vaJuation(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) to 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 li~it, 
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 particular, 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 
following 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: (i) 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 foregqne 
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 
calculation. 

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 Regqlation 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 flied 
valuations; and 

c. 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 t~e 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 
orlginal, but all of which taken together shall constitute one and the same agreement. 

Liz Sandals - Minister of Education Date: 
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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. 

~-z-~ &b. 
Liz Sandals - Minister of Education 

Terry Hamilton - President, 
Ontario Teachers' Federation 
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Date: \ 

Date: 
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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 

Less: Reduction in Present Value of Future Benefits to 
Reflect Indexation for Post-2009 Service at 60% of CPI 

Equals: Present Value of Future Benefits For Purposes of 
Calculating Benefit Reduction Limit 

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

$ 48,899 

6.309 

$ 42,590 

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 ln Indexation 
From 60% to 50% of CPI for Post-2009 Service 

Plus 

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

Plus 

Reduction in Present Value ofFuture Benefits 
Resulting From Change In Discount Rate Associated 
With Plan Changes (15.0 basis points) 

Plus 

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

Plus 

Increase in Reduction of Present Value of 
Future Benefits From Change in Indexation 
From 50% to 45% of CPI for Post-2013 Service 

Equals 

Portion of Benefit Reduction Limit Utilized 
$ Amount 
% Amount from 20% 

Remaining Benefit Reduction Limit for Plan Changes In Freeze Period 

Benefit Reduction Limit 

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

Equals: Remaining Benefit Reduction Limit For Plan Changes in Freeze Period 

% Amount from 20% 
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$ 

$ 

$ 

$1,367 

1,367 

1,390 

(497) 

467 

4,094 
9.6% 

8,518 

4094 

4,424 

10.4% 



Appendix B to Term Sheet Between Government and OTF 
The following are examples only. For purposes of paragraph 11(e) of the Term Sheet, 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 

Pension Payments With Pension Payments With 
50% of CPI 

Calendar Year (OOO's) 

2014 $ 1,500 

2015 $ 7,515 

2016 $ 19,592 

2017 $ 37,786 

2018 $ 62,164 

2019 $ 92,786 

2020 $ 129,714 

2021 $ 173,011 

2022 $ 222,741 

2023 $ 278,968 
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45%ofCPI 
(OOO's) 

$ 1,500 

$ 7,514 

$ 19,582 

$ 37,759 

$ 62,099 

$ 92,658 

$ 129,492 

$ 172,658 

$ 222,212 

$ 278,212 

Foregone Pension 
Payments 

(OOO's) 

$ 0 

10 

27 

65 

128 

222 

353 

529 

756 

$ 2,091 



. •.., . 
I I 

The following example modifies the· above example to show the impc!ct 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 Pension 
50%ofCPI 45% of CPI I 0% of CPI Payments 

Calendar Year (OOO's) (OOO's) (OOO's) 

2014 $ 1,500 $ 1,500 $ 0 

2015 $ 7,515 $ 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 $ 127,582 2,132 

2021 $ 173,011 $ 169,582 3,429 

2022 $ 222,741 $ 217,582 5,159 

2023 $ 278,968 $ 271,582 7,386 

$ 20,107 
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3A - Email - December 2 2016 - Expert Panel  - RE_ OTPP funding policy.pdf



From: Tam, Nelson (TBS)
To: Martin, Paul (FIN); Patricia O"Malley (plomalley@outlook.com); Uros Karadzic (uros.karadzic@ca.ey.com); Murray

 Gold (mgold@kmlaw.ca)
Subject: Expert Panel - RE: OTPP funding policy
Date: December-02-16 10:01:00 AM
Attachments: image001.png

OTPP JSPP Agreement final March 2013.pdf

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/Contrôleur
Office of the Comptroller/Bureau du contrôleur
Treasury Board/Conseil du Trésor

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

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 à la personne désignée dans la présente et il doit demeurer confidentiel. Il ne doit pas être réacheminé sans la permission de l’expéditeur. Si
 ce message vous a été envoyé par erreur, veuillez aviser l’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 ttie 
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 re·sult 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 impr:ovement 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 Consequential 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 shortfall} 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: 

a. During· the Freeze Period there will be no employer contribution increases 
except as provided for below. A contribution 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 
bllllon. Benefit reductions implemented pursuant to the valuation as at January 
1, 2012 shall be taken into account for purposes of achieving the 20% Benefit 
Reduction Limit. For clarity, twenty percent (20%) is measured on an cumulative 
basis in the Freeze Period. 
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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 provides 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 vaJuation(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) to 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 li~it, 
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 particular, 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 
following 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: (i) 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 foregqne 
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 
calculation. 

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 Regqlation 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 flied 
valuations; and 

c. 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 t~e 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 
orlginal, but all of which taken together shall constitute one and the same agreement. 

Liz Sandals - Minister of Education Date: 
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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. 

~-z-~ &b. 
Liz Sandals - Minister of Education 

Terry Hamilton - President, 
Ontario Teachers' Federation 
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Date: \ 

Date: 
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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 

Less: Reduction in Present Value of Future Benefits to 
Reflect Indexation for Post-2009 Service at 60% of CPI 

Equals: Present Value of Future Benefits For Purposes of 
Calculating Benefit Reduction Limit 

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

$ 48,899 

6.309 

$ 42,590 

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 ln Indexation 
From 60% to 50% of CPI for Post-2009 Service 

Plus 

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

Plus 

Reduction in Present Value ofFuture Benefits 
Resulting From Change In Discount Rate Associated 
With Plan Changes (15.0 basis points) 

Plus 

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

Plus 

Increase in Reduction of Present Value of 
Future Benefits From Change in Indexation 
From 50% to 45% of CPI for Post-2013 Service 

Equals 

Portion of Benefit Reduction Limit Utilized 
$ Amount 
% Amount from 20% 

Remaining Benefit Reduction Limit for Plan Changes In Freeze Period 

Benefit Reduction Limit 

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

Equals: Remaining Benefit Reduction Limit For Plan Changes in Freeze Period 

% Amount from 20% 
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$ 

$ 

$ 

$1,367 

1,367 

1,390 

(497) 

467 

4,094 
9.6% 

8,518 

4094 

4,424 

10.4% 



Appendix B to Term Sheet Between Government and OTF 
The following are examples only. For purposes of paragraph 11(e) of the Term Sheet, 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 

Pension Payments With Pension Payments With 
50% of CPI 

Calendar Year (OOO's) 

2014 $ 1,500 

2015 $ 7,515 

2016 $ 19,592 

2017 $ 37,786 

2018 $ 62,164 

2019 $ 92,786 

2020 $ 129,714 

2021 $ 173,011 

2022 $ 222,741 

2023 $ 278,968 
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45%ofCPI 
(OOO's) 

$ 1,500 

$ 7,514 

$ 19,582 

$ 37,759 

$ 62,099 

$ 92,658 

$ 129,492 

$ 172,658 

$ 222,212 

$ 278,212 

Foregone Pension 
Payments 

(OOO's) 

$ 0 

10 

27 

65 

128 

222 

353 

529 

756 

$ 2,091 



. •.., . 
I I 

The following example modifies the· above example to show the impc!ct 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 Pension 
50%ofCPI 45% of CPI I 0% of CPI Payments 

Calendar Year (OOO's) (OOO's) (OOO's) 

2014 $ 1,500 $ 1,500 $ 0 

2015 $ 7,515 $ 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 $ 127,582 2,132 

2021 $ 173,011 $ 169,582 3,429 

2022 $ 222,741 $ 217,582 5,159 

2023 $ 278,968 $ 271,582 7,386 

$ 20,107 
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Employee benefits (IAS 19 revised) 

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

1 l \.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 hr 
determined by reference to market yields at the end of the reporting period on 
high quality corporate bonds. 

1 IA.181 The Board noted that there is no requirement lo remeasure a net 
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]. 

II A.182 It follows, therefore, that IAS 19 requires opening assumptions lo ht· 
used for the purpose of calculating current service cost and net interest. Some 
could sec this as a contradiction in that IAS 19 requires amounts to be updated 
when there is a significant change to the liability and to IAS 34, which slates that 
significant market fluctuations should be adjusted for. However, if the service co~t 
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 statemenh 
would not be the same as if the opening assumptions had been used throughou t 
the annual period. Updating these amounts would lead to variations in the resulh 
based on how many interim periods each entity has, which would conflict with the 
'year to date' principle in IAS 34. 

11 A.183 Neither IAS 34 nor !AS 19 specify how frequent() 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 a 
degree of professional judgement. However, IAS 19 docs require an entity lo 
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 al the balance sheet date 
[!AS 19 para 58J. In other words, the impact of any actuarial gains and losse, 
since the last valuation must be expected to be immaterial. However. in a volatik 
economic environment, which might impact both asset values and actuarial 
assumptions underlying the defined benefit ohligation. it will be more difilcult to 
reach such a conclusion and it may he necessary for an entity lo obtain a 
valuation at each interim balance sheet date. 

Example - Interim remeasuremenls 

Entity A obtains actuarial valuations of its defined hcnclil pension obligations a l 

annual intervals. An actuary performs a valuation in .Junuary 20X I lo determine. wil h 
sufficient reliability, the present value of lhc defined benefit obligation and the fair 
value of plan assets al 31 December 20XO, the entity's year-end. 

I IA06l-l , . 1012 PriccwalerhouseCoopcrs LLP. All righls reserved. 
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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 to the defined 
benefit obligation and plan assets, is sufficiently reliable. The preparation of interim 
financial reports may require a greater use of estimates than the preparation of annual 
reports. Extrapolation (a roll forward) of the latest actuarial valuation as adjusted for 
significant market fluctuations or other significant one-lime events will often provide a 
reliable measurement for interim reporting purposes. 

ff entity A operated in volatile economic environments in which other actuarial 
assumptions such as interest rates arc 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 (a!.Scl) always needs to be 
performed if a curtailment or selllemcnt occurs. 

I lA.184 Obtaining fair values of certain assets held by the pension plan. such as 
traded securities, 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 fair value of the 
~ecurity) or properties, or obtaining a present valuation of the liabilities of the 
ension plan could be costly and time-consuming tasks. Estimating these values 

accurately may involve the use of experts such as property surveyors or actuaries. 

II A.185 I AS 34 recognises tha l there will be a grca ter use of estimates by an 
entity when it is preparing an interim financial report than when it is preparing its 
annual financial statements. [IAS 34 para 4IJ. Consequently, it may be 
appropriate for an entity to extrapolate a valuation that had been previously 
obtained for the purposes of calculating the appropriate asset/liability for 
recognition in the interim financial report. [IAS 34 App C para C4J. As discussed 
in paragraph 11 A. I 7'2, IAS 19 encourages, hut does not require. the entity to 
mvolve a qualified actuary in the measurement of plan liabilities, so it may 
,ometimes be appropriate al an interim reporting date for the entity's directors lo 
pe rfom1 this extrapolation exercise without actuarial assistance. 

11 A.186 Interim reports arc considered in greater detai l in the Manual of 
ccounting Interim financial reporting. 

Rc,trictions on the amount rccogni,l·d a .. a defined bl·ndit a,,ct 

11 A.187 Sometimes, a net balance recognised in respect of a defined benefit 
pension plan may be an asset. Consistent with the principle that a pen:.ion plan 
,urplus is regarded as an asset to the extent that the employer can gain an 
economic benefit from it, IAS 19 contains a rc,triction over the amount that may 
he recognised. In principle, the amount recognised as an asset may not exceed its 
recoverable amount. This amount b measured as the lower of: 

• the surplus in the defined benefit plan; and 

(' 2012 PricewatcrhouseCooperh LLP. All righlh re,cncd 11 /\069 



Employee benefits (IAS 19 revised) 

• the asset ceiling, determined using the discount rate specified in 
paragraph 83 of IAS 19. 

[JAS 19 para 64]. 

11 A.188 The application of this restriction is considered in the following example. 

Example - Amount recognised as an asset 

A defined benefit plan has the following characteristics at the balance sheet date. 

Present value of defined benefit obligation 
Fair value of plan assets 

Asset determined in accordance with paragraph 57 of IAS 19 
(sec para para I IA.99) 

Present value of available future refunds and reductions in 
future contributions 

C'OOO 
(1,000) 
I.WO 

200 -
170 I 
_J 

The amount that may be recognised as an asset in this example is (' 170,000, being the 
present value of available future refunds and reductions in future contributions. 

11 \.189 JAS 19 contains no specific guidance concerning the measurement of 
the recoverable amount ofa pension plan surplus. However, JFRIC 14 addresses: 

• the amount of pension scheme surpluses that entities can include as a 
defined benefit asset in their balance sheets. in particular when refunds or 
reductions in future contributions should be regarded as 'available'; and 

• when a minimum funding requirement may give rise to additional liabilities. 

The reach of IFRI(' 14 is wider than this might suggest since it may lead to an 
increase in liabilities even when a scheme is in deficit under !AS 19. This happens 
where contributions to reduce an existing deficit under a funding requirement may 
not be recoverable once they are made. If a defined benefit plan is in deficit and 
there is no minimum funding requirement, then IFRIC 14 is not relevant. lfa plan 
is in surplus, and the employer has an unconditional right to the surplus, it can 
recognise an asset, there is no need to consider the impact of any minimum funding requirement. 

11 A.190 Statutory minimum funding requirements exist in many countries to 
improve the security of the post-employment benefit promise made to members of 
an employee benefit plan. Such requirements normally stipulate a minimum 
amount or level of contributions that must be made to a plan over a given period. 
Therefore, a minimum funding requirement may limit the ability of the entity to 
reduce future contributions. flFRJ(' 14 para 2J. IFRIC 14 docs not change 
statutory or contractual funding rules, as these arc' set by regulators or pension 

11 t\070 ' 2012 PricewutcrhouseCoopers LLP. All rights reserved. 
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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 three years) by the plan's actuary. 
The contribution schedule cannot be viewed as having a three year duration (on 
the hasis 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]. 

I IA.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. 

11 \.192 IFRIC 14 does not affect an entity's ability to get a refund, as this is 
determined hy statutory requirements in the jurisdiction in question and the plan 
rules. The interpretation docs provide guidance on how to account for any 
rest rictions that may be in place. An economic benefit, in the form of a refund or a 
reduction in future contributions, is available if the entity can realise it at some 
point during the life of the plan or when the plan liabilities arc settled, even if this 
is not until some distant time in the ruturc, 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 hccn agreed to be available. 

I IA.193 A refund is deemed to he ·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 o f a surplus depends on the 
occurrence or non-occurrence of one or more uncertain future events not wholly 
within its control. the entity docs not have an unconditional right and shall not 
recognise an asset. [IFRIC 14 paras 11, 12]. An asset is not recogni~cd when it is 
conditional. even if the receipt of the refund is prohahle. 

11 \.194 Interpreting whether an unconditional right exists or not in practice 
can he difficult. An entity docs not have an unconditional right to a refund when 
the payment of the refund is subject lo approval hy another party, for example a 
regulator or governing body ol th<.: plan. Hm\L"\ c, . if ii regulator''> approval i~ 

1· 2012 PricewalcrhouscC'oopcr, LLP /\ II right~ rc,c rvcd. 111\071 



Employee benefits (IAS 19 revised) 

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 determine whether an 
unconditional right exists. 

11 \.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 arc two acceptable views: 

• Based on paragraph BCIO of IFRIC 14, the existence of an asset at the 
balance sheet date depends on whether the company has a right lo obtain a 
refund or a reduction in future contributions. This right is not affected 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 BCl2 of IPR.IC 14. ir the entity's right lo a 
refund resulting in economic benefit depends on actions by a third party, 
even if these actions arc discretionary, the entity docs not have an 
unconditional right. If the trustees could force the plan to wind up before 
the last benefit is paid. or grant benefit improvements and thus effectively 
eliminate any surplus, the company docs not have an unconditional right lo 
the surplus. 

The policy that a company adopts is likely lo represent a crit ical accounting 
judgement requiring disclosure in accordam.:e with paragraph I 22 of !AS I. 

11 \.196 The economic benclit available as a rc'.fiuul is the surplus al the balance 
sheet dale (the fair value of plan assets less the present value of the dclincd benclit 
obligation) that the entity has a right lo receive as a refund. less any associated 
costs (for example, a lax other than income lax or professional fees). The refund 
~hould not be di:-.countcd. [IFRIC 14 para 12-15]. Where a rerund would not he 
available until aner a plan i:-. wound up, the co~l~ or winding up the plan :should he 
deducted from the amount included in the balance :-.heel. 

11 \.197 T he economic bcnelil available as a future rt'd11ctio11 in c1111trih11tiom'. in 
the ab..,cncc o r any minimum funding requtrcmcnl, i~ the future service co~l lo the 
entity for each period over the -;horter or the plan'!, e,pected life and the entity':,, 
expected life. The future service costs. which excludes amounts that will he borne 
by employee~ . ..,hould he calculated using actuarial assumptions that arc 
consistent with those used lo determine the defined 'benefit obligation. [IFRIC 
14 para I 6-1 7]. 
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IIA.198 Minimum funding contributions may be required to cover future 
service as well as any existing shortfall relating to past service. The two sub-

components are treated differently. [IFRIC 14 para 181. 

IIA.199 IFRIC 14 concluded that a pre-payment provides an economic benefit 
to the entity when it relieves the entity of an obligation to pay future minimum 
funding contributions that exceed future service cost. Therefore, an entity should 
consider those economic benefits in measuring an asset. For minimum funding 
contributions relating to future service, the economic benefit available as a 

reduction in future contributions is the sum of: 

• 
any amount that reduces the future minimum funding requirement 
contributions for future service because the entity made a pre-payment 

(that is. paid the amount before being required to do so): and 

• 
the estimated future service cost in each period less the estimated minimum 
funding requirement contributions that would be required for future service 
in those periods if there were no pre-payment as described in the first bullet 

point above. 

[IFRIC 14 para 20]. 

11 \.200 If an entity has an obligation to pay contributions to cover an existing 
shortfoll in respccl of services already received. and those contributions (or a 
proportion thereof) will not be available artcr they arc paid. then a liability should 
be recognised. The liability and its subsequent remeasurement should be 
recognised immediately. 1•ia a charge to other comprehensive income, 

11 \.201 
The principle:,, or IFR IC 14 arc illusLralcd in the following examples. 

Example I - T rustee approval required for a contribution holiday 

T he tru!>tce:-. of an entity's defined benefit pension plan comprise two employer­
nominated representatives and two employee-nominated representatives. The trustees 
dclermine the rale~ or contribution to the plan by unanimou~ vote on the basis that the 
cmplo)cr eontrihule!, tv.o third, of the fonding requirement and the cmplo)ce~ 
contribute one third . The term~ of the plan do not permit refund~. There arc no 
minimum runding rcquire1m:nl!-. t lo,,e,er. the plan·:. term,; ~tipulatc that the le,el or 

n1ntrih11tion, nrn,l he agreed between the enllt~ and the tru,l.:c~. 

I\ , urplu, ol ( · ,111 ha , an,en 111 the ~ca1 ended 31 l)cccmher :!OX5. /\~ the tenn, or the 
pl an do not permit ,1 rdund. the foci that tru~tce approval " required b not rcle\imt 
I he ,urphl' ca n onl! he rccmcrl"tl through a future r.:ducllllll 111 i.:ontnhutwn~. Vli'hcre 
1h.:1c 1, 1111 m1111111um fundmg 1.:qt1lll'lllCnl. ·Jhe 111a,1111um .1~scl \,due th,11 can ho: 
n:i.:ug111,cd i, the ruturc redudwn 111 contiibut1011, {01 th.: p1.:!-<:llt ,,tlu.: ol the ":r\lLC 
Lo,l) 0,.:1 the ,hurle• or the c,pcch.:d lilc ol lhe plan 01 the cnllt~ \, the ,cn1n· l·o, t 
,,. , :1, < ·o 1111 wlm:h. if pro.10:clcd roman\ mer the ruturc ,ervu.:e period h in e,eo:" 
ol CJm the .imount rccugni,ed ,1, .111 a"ct h, th<? cnu t, 1, tho: rull amounl 111 c ,m. 
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Example 2 - Refunds when access to a surplus is limited 

Entity A participates in a multi-employer pension plan that provides benefits IP 

employees based on final salary and years of service. Independent trustees adminis1c1 
the plan in accordance with relevant pension legislation. The trustees provide the 
information each participating employer requires to apply defined benefit accounting 

The most recent actuarial valuation revealed a surplus. Pension legislation permits the 
trustees to refund surplus contributions to participating employers, subject to a legal 
maximum. The pension legislation also requires that the plan maintains a solvenc) 
margin determined as a percentage of the plan assets. The solvency margin is an 
insurance for contingencies that is ultimately available for refunds. The trade union, 
have challenged the trustees in connection with previous refunds and the proposed 
refunds were subject to litigation. The refunds the participating employers finall y 
received following negotiations with trade unions were significantly less than the lega l 
maximum and were paid in instalments. 

Entity A proposes to use its share of the surplus in the plan to calculate the asset limit. 

Entity A should take account of the legal maximum ignoring the solvency margin. 
Local legislation restricts the proportion of the surplus the trustees may refund. Entity 
A, therefore, restricts the asset limit to the amount of the surplus that is available for 
refund. 

Trade union action might restrict the refund and force the employer to provide 
additional benefits from the surplus. When the terms of the pension plan change and 
employees obtain additional benefits for their past service. the entity recognises the 
past service costs. 

The !AS 19 asset ceiling is based on whether a refund is possible and not on whether a 
refund is likely. 

Example 3 - IAS 19 surplus and minimum funding contributions fully refundable 

Entity A has a funding level on a minimum funding requirement (MFR) basis (which 
is measured on a different basis from that required under !AS 19) of 82° o in plan B. 
Under the minimum funding requirements, entity A is required to increase the funding 
level to 95% immediately and as a result, it has a statutory obligation at the balance 
sheet date to contribute C200 to plan B immediately. The plan rules permit a full 
refund of any surplus to entity A al the end of the life of the plan. The year end 
valuations for plan B arc set out below. 

Market value of plan assets 
Present value of defined benefit obligation 

Surplus 

The defined benefit asset before con~idcration or the M FR is C IOO. 

I IA0 ~4 < 2012 PricewalcrhouscCoopcrs LLP. All rights reserved. 

(" 

1.200 
( 1.100) 

100 
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Entity A should recognise a liability to the extent that the contributions payable are 
not fully available. Payment of the contributions of C200 will increase the IAS 19 
surplus from CIOO to C300. Under the plan's rules this amount will be fully refundable 
to the entity with no associated costs. Therefore, no liability is recognised for the 

obligation to pay the contributions. 

Example 4 - IAS 19 deficit and minimum funding contributions not fully available 

Entity C has a funding level on a minimum funding requirement basis of 77°,o in plan 
D. Under the minimum funding requirements. entity C is required to increase the 
funding level to 100% immediately and as a result it has a statutory obligation at the 
balance sheet date to pay addi tional contribution, of C300 to plan D. The plan rules 
permit a maximum refund of 60% of the I AS 19 surplus to entity C and enti ty C is not 
permitted to reduce its contributions below a specified level, which happens to equal 
the !AS 19 service cost. The year end valuations for plan D arc set out below. 

Market value of plan assets 
Present value of delincd benefit obligation 

Deficit 

(.' 

1,000 

~) 

JOO 

The dclincd bcnelit liability before consideration of the M FR is CIOO. 

The payment ofC300 would change the !AS 19 deficit ofCIOO to a surplus ofC200. 
Of this C200, 60'Y., (Cl 20) is refundable. Therefore, of the contributions of C'300, CI 00 
eliminates the !AS 19 deficit and Ci20 (60'\lo of C200) is available as an economic 
bcnclit. The remaining C80 (40% of C200) of the contributions paid is not available to 

entity C. 

Paragraph 24 of IFRIC 14 requires the entity to recognise a liability to the extent that 
the additional contributions payable arc not available to it. Entity C should increase 
the dclined benefit liability by ('80. As required by paragraphs 122 and 127 of !AS 19, 
C80 is recognised inuncdiately in OCI und entity (' recognises a net balance sheet 
liability of Cl 80. No other liability is recognised in respect of the statutory obligation 
to pay contributions of C300. When the contributions of C300 are paid, the net 

balance sheet asset will be C 120. 

11 A.202 Any change in the effect of the asset ceiling, excluding amounts 
included in net interest on the net defined benefit liability (asset), should be 

recognised through other comprehensive income. Such amounts should not be 

recycled through prolit or loss in a subsequent period. [IAS 19 para 57]. A 
settlement or curtailment loss that is recognised in the income statement and leads 
to a reduction in an ir recoverable surplus within other comprehensive income, 

represent two different, although connected, transactions and does not represent 

recycling. · 

I" 2012 J>riccwatcrhouscCoopcrs LLP. All nghts reserved 
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the plan pays fixed amounts and receives variable amounts (a variable leg), being the amounts actually 
paid to plan members. These amounts are settled on a net basis. The IFRS Interpretations Committee 
discussed whether an entity should account for a longevity swap as a single instrument or split the swap 
into two components in which the variable leg is measured as a qualifying insurance policy in accord· 
ance with 4.4.670.20. The Committee noted that the predominant practice is to account for a longevity 
swap as a single instrument, and to measure it at fair value as part of the plan assets (see 4.4.620), with 
changes in the fair value recognised in OCI (see 4.4.830.10). [lAS 19.8, 113-114, 120(cJ. JU 03-15] 

·1.4.680 Insurance policies that do not qualify as plan assets 

4.·1.680. 10 A right to reimbursement that arises from an insurance policy that is not a plan asset 
is recognised as a separate asset rather than as a deduction in determining the net defined bench! 
liability. However, in all other respects the insurance policy is treated in the same way as plan asscl~ 
(see 4.4.640). [JAS 19.118] 

·U.690 ASSET CEILING* 

4.4.690.1 o If a plan is in surplus, then the amount recognised as an asset in the statement of finan­
cial position is limited to the 'asset ceiling'. The asset ceiling is the present value of any economic 
benefits available to the entity in the form of: 
• a refund (see 4.4.730); or 

• a reduction in future contributions (see 4.4.770). [lAS 19.8, 64, lFRlC 14.7] 

4.4.690.10 If the plan is in deficit and there is a minimum funding requirement, then the effect of' 
the 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 I 5 - ASSET CEILING - IMPACT OF CEILING 

4.4.690. lO Company E's defined benefit plan has the followmg characteristics. 

Present value of obligation 

Fair value of plan assets 

Computed net asset 

11,000 

(14,200) 

(3,200) 

4.4.690.40 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 a result , the adjustment required to limit the net defined benefit asset to 
the asset ceiling is 2,200 (3,200 - 1,000). Therefore, E recognises an ai.set of 1,000 
in its statement of financial position. 

4.4.690.50 Both the initial recognition of a surplus restriction or an additional liability that is recognised 
when payments under a minimum funding requirement creates a surplus in excess of the asset ceiling 
(see 4.4. 780) and any change in that effect, except for amounts included in net interest on the net defined 
benefit liability (asset), are recognised immediately in OCI as a part of remeasurements (see 4.4.950.10). 
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·l.·1.700 Sharing benefits 

1. 1.;00. 1 o 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.BB(b)] 

1..i.-111 Economic benefits available 

1.1.710.1 o 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. [JFRlC 14.7-8] 

1.-1.; 10.20 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 

4.4.i20.JO 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. 
[IFRlC /4.111 

.1 .. 1.-20.20 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. 

4.4.nO.JO 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. 

-t.-t.720.-10 If the entity enters into a legal or constructive obligation to improve the benefits, then 
any resulting increase in the obligation (and decrease in 1he 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] 

·1.4.730 

4.4.i40 

Economic benefit available as refund 

The right to a refund 

4.4.740.10 A refund is available lo an entity only if the entity has an unconditional right to a refund: 
• during the life of the plan, without assuming that the plan liabilities are settled; 
• over time until all members have Jefl the plan, assuming the gradual settlement of the pJan li­

abilities; or 
• on plan wind-up, assuming the full settlement of the plan liabilities in a wind-up. [IFRlC 14.11] 

1.4.-,Hl.20 The economic benefit available as a refund under each of these scenarios might vary. 
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4.4 Employee benefits 

4.4.7,JO.JO If the entity's right to a refund of a surplus depends on the occurrence ornon-occurrence 
of one or more uncertain future events not wholly within its control, then the entity does not have an 
unconditional right and does not recognise an asset. [lFRlC 14.12] 

4.·1.740.40 In our view, if the trustees, or any other third party responsible for governing the plan, 
have an unconditional right to wind up the plan at any time, then the entity does not have an uncon­
ditional right to a refund assuming the gradual settlement of the plan liabilities over time. The entity 
may have an unconditional right to a refund assuming wind-up but, as explained in 4.4.750.20, this 
may not support recognition of an asset. In our view, an unconditional right of the entity to a refund 
should not be assessed based on probability or past practice. 

4.4.740.50 In analysing whether an entity has an unconditional right to a refund, care should be 
taken to understand the terms of the plan, terms of the trust deed and applicable legislation that may 
influence the existence of such a right. In analysing trustees' rights to wind up the plan, we believe 
that consideration should be given to whether such rights can be exercised 'with cause' or 'without 
any cause'. In the latter case, the unconditional right of the entity to a refund after gradual settlement 
over time is presumed not to exist unless there is evidence to the contrary. However, if the trustees 
can exercise their right only 'with cause' and such cause is within the entity's control, then we believe 
that the entity may have an unconditional right to a refund under this scenario, because the entity can 
avoid by its own actions the trustees' wind-up of the plan. In our experience, determining whether an 
economic benefit is available as a refund can be complex and often depends on entity- and country­
specific facts and circumstances. [lFRlC 14.ll(bJ] 

EXAMPLE 16 - ASSET CEILING - UNCONDITIONAL RIGHT TO REFUND 

4.4.750 

4.4.740.60 Company P has a pension plan. The trustees governing the plan have 
an unconditional right to wind it up in the event of a change in control of P. In thi!> 
case, in our view P does not have an unconditional right to a refund assuming the 
gradual settlement of the plan liabilities over time. This is because we believe that 
a change-in-control event is an uncertain future event that is not within the control 
of P (see 7.3.40.50). 

44 40.70 However, if the trustees had an unconditional right to wind up the plan 
in the event of a change in control of P only if P reduced its contributions to the plan, 
then we believe that this does not preclude P from having an unconditional right to 
a refund. P can avoid the trustees' wind-up of the plan by not reducing contributioni. 
to the plan, because reducing it<; contributions to the plan is wi thin P's control. 

Measurement of economic benefit 

4.4.750.JO The economic benefit available as a refund is measured as the amount of the surplus at 
the reporting date - i.e. the fair value of the 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. In measur­
ing the amount available when the plan is wound up, the costs of settling the liabilities and making 
the refund are taken into account. The entity also needs to have an unconditional right to the refund 

·(see 4.4.740). [lFRlC 14./1, /3- 14] 
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4.-1.750.20 In our experience, even if the entity has an unconditional right to a refund assuming the 
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). 

4.·l.760.20 If a refund will be subject to a tax other than income tax, then the available surplus is 

determined net of tax. [lFRlC 14.131 

.i.-t.770 Economic benefit available as reduction in contributions 

4.4.770.10 1f there is no minimum funding requirement, then the economic benefit available as 
a reduction in future contributions is measured as the present value of the future service cost to the 
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. [lFRlC 14./6- 17] 

4.4.7110 Minimum funding requirements 
4.4.780.10 Some entities are subject to requirements that specify a minimum level of contributions to be 
made to a post-employment benefit plan overa period of time (a minimum funding requirement). Under a 
minimum funding requirement, an entity may have a present obligation to make minimum contributions 
to a plan. lf 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 or on 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 recovered as a refund but only through a reduction in future contributions, 
then the minimum fonding requirement may limit .the amount of the asset that can be recognised. As 
a result, some or all of the minimum funding requirement contribution may have to be recognised in 

OCl in the current period if it is not recoverable (see 4.4.690.50). [/AS /9.6-1, lFRlC 1./.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 - e.g. 110% - then Q i'> entitled to a reduction in 
future contributions. Q currently has a funding ratio that is less than J 10% 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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contributions. However, Q has projected that, for the services that it has received 
to date, a reduction in future contributions will be available to it in the future based 
on its expected return on plan assets and future expected service costs assumed for 
the purposes 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. 

4.4:i80.30 The economic benefit, in the form of a refund from the plan or a reduc­
tion in future contributions, may be considered available even if it is not immediately 
realisable at the reporting date. Therefore, because a reduction in contributions will 
be available to Q in the future, an asset can be recognised. [/FRIC 14.8) 

4.4.iS0.4-0 Minimum funding requirements are classified into two types: 
• those relating to contributions in respect of future service (see 4.4.790); and 
• those relating to contributions to cover an existing shortfall on the minimum funding basis in 

respect of services already received (see 4.4.800). [IFRJC 14.18] 

-t ..&.790 Minimum funding requirement for future service 

·U.790.JO If there is a minimum funding requirement for contributions relating to future service, 
then the measurement of the economic benefit available as a reduction in future contributions set out 
in 4.4. 770 does not apply. The economic benefit is instead the sum of: 

a. any prepaid amount that reduces future minimum funding requirement contributions; and 
b. the present value of the estimated future service cost to the entity in each year less the estimated 

minimum funding requirement contributions that would be required for future service in the given 
year if there were no prepayment of future minimum funding requirement contributions. This 
amount can never be less than zero. [/AS 19.64, JFRJC 14./6, 20, 22] 

4.4.790.20 Under IFRIC 14, a prepayment of an entity's future minimum funding requirement 
contributions for future service is recognised as an asset. The asset is recognised on the basis that the 
entity has a future economic benefit from the prepayment in the form of reduced cash outflows in 
future years in which minimum funding requirement payments would otherwise be required. Such a 
benefit is available even if the future minimum funding requirement contributions exceed the future 
IAS 19 service cost. The essence is that the prepayment reduces future contributions that cover not 
only future service costs but also future excess of minimum funding requirement contributions over 
service cost. [IFRIC /4.20-22. IE22-IE27, BCJOA] 

4.4.790 . .lO The IFRS Interpretations Committee discussed whether an entity should assume continu­
ation beyond the fixed period of a future minimum funding requirement for contributions relating to 
future service in arrangements for which: 

• the contribution rate is renegotiated with the pension fund trustees - e.g. on an annual or trien­
nial basis; and 

• a pension regulation or a contractual arrangement, or both, requires the entity and the trustees to 
renew the agreement to decide the schedule of contributions regularly under the existing funding 
principles, if the plan is continued - i.e. although the level of contributions is subject to future 
negotiations, the entity must continue to make contributions if the plan continues after the fixed 
period. [/U 07-151 
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4.4.790.40 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 
to 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. [IV 07-15, IFRIC 14./7, 21, BC30J 

.I..J.800 Minimum funding requirement to cover existing shortfall 

1.4.800. to 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. [IFRIC 14.23-24) 

·1.4.810 Multi-employer plans 

4.4.8JO.IO 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. 

4.·1.820 

4A.830 

DEFINED BENEFIT COST 
Components of defined benefit cost 

4.4.830. 1 o 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 m:e recognised as follows: 
• 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 
• remeasurements of the net defined benefit liability (asset), in OCI (see 4.4.950). [/AS /9./20] 

-1.-1.sJo.20 Some standards require or permit the capitalisation of certain employee benefit 
costc; 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 19.1211 

4.4.l!-10 Refunds of contributioni 

4.4.840.1 o 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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In summary, a decailc:.:d valuation will be required on an annual basis, but no1 
necessarily as at the end of the reporting period. A valuation undertaken ocher than 
as at the end of the reporting period will need to he updated as at the end of the 
reporting period to reflect :tr lc::t.\'f changes in financial assumptions, asset values and 
d iscount rates. The need for updates in respect of other elements of the valuation 
will depend on in<fo idual circumstances. 

5.3 Treatment of the plan surplus or deficit in the statement of financial 
position 

5.3.1 Net defined benefit liability (asset) 

IAS 19 define:-. the ne t defined benefit liability or asset as the deficit or surplus in 
the plan adjusted for any effect of the ao;sct ceiling (sec 5.3.2 below). 

T he deficit or ::. urplus is the present value of the defined benefit obligation 
(sec 5.2.2 above) b,s the fair \'a luc of t he plan assets (if any) (sec 5.2.1 ahove) . 

The !'>tandard rcquin.:!'> chat the net defined benefit liahilicy (asset) he recognised Ill 
the !'>tatcment of fina ncia l pmicion at each reporting period. /IA~ 19.G ;J. 

5.3.2 Restriction of assets to their recoverable amounts 

T he net defined benefit balance determined under IAS 19 may be an asset. The 
standard asserts chat an asset may arise (char is , an asset measured on the basis of 
IAS 19) where a dcfin<.:d benefit plan ha!-> been 'o\'c r-fu n<kd ' or when actua rial gain ::, 
have arisen. The s tandard ju-;cifics t he r<.:cognirion of an asset in such cases because: 

(a) the cntit) controb a resource, which i!'> the ab ility co use the su rplus ro 
generate future benefits; 

(b) that control i::. ti rc:-ult of pas t e,·ent'> (cont ri but ion:- paid by t he enti ty and 
,;cr\'icc rendered by the e mployee); and 

(c) future economic benefits arc available to the entity in the form of a reduction 
in future rnntri bu t ion:- or a cash refund, either d irectly to the entity or 
indirectly to anothe r plan in deficit; the present \'a luc of chose benefits is 
described as the m,set ceiling. /IA~ 19.lJ, (J j ,11nl JIRIC l·U/. 

In practice, pension plans rend to he funded on a significantly more prudent basis 
than would be t he case if a surplus or deficit was measured in accordance with 
IAS 19. In particular, the di'>rnunt rate used for fundinµ; purposes is typically lower 
than the rate specified in the '>tandard. For ch is reason, IAS 19 may produce an asset, 
when for funding purposes there j-; a defici t. 

\\'hen there i'> a surplu:- in a defined benefit plan , the standard requires it to be 
restricted co the lower of the '>Urpl w, in the plan and the asset ceiling discounted 
using the same discount rate used for determining the defined benefit obl igation 
(sec 5.2.2.F abo\'c) . /IN, 19.tl h..f / 

Any adjustment required Ii~ the ceiling test is accounted for in other comprehensive 
income (sec 5.5.3 below ). 

Thi~ limitation has prO\ cd qu ire problematic in practice and as a result was 
considered b) the lnterprctatiom, Commi ttee, initially in the context of statutory 
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m1111mum funding requirements ('MFR'). This resulted in the publication, in 
Ju ly 2007, of !FR.IC 14 - HS 19- 1J1e Umir 011 :1 Defined Benefir Asser, Minimum 
J,imdin~ Requiremenrs and rheir /meracrion. Whilst dealing with the interaction of 
the asset ceiling with MFR, IFRIC 14 also deals more generally with the restriction 
of an asset on recoverability grounds. /ll RIC I.J.. l ·J, b/. Subsequently, IFRIC 14 \\as 

;1mended to deal with pre-paid MFR- see 5 .. 1.2.C below. 

T he Interpretations committee notes chat MFR exist in many countries and 
normally stipulate a minimum amount or lc\'d of contribution that muse he made co 
a plan over a given period. Therefore a minimum funding requirement may limit an 

entity's ability co reduce future conrributions. //FRIC 14.2) . 

In addition, the limit on the measurement of a defined benefit asset may cau~c a 
minimum funding requirement to be onerous. )lormally. a requirement to make 
contribution:, co a plan would not affect the measurement of the defined benefit 
asset or liability. T his is because the contributions, once paid . will become plan 
assets and so the additional net liability is nil. I Iowever, a minimum fundi ng 
n.:quirement may give rise to a liability if the required con t ributions will no t be 

available to the cntit) once they ha\'e been paid . f/FRIC 14.J/. 

T he issues addrc'>sed by IFRI C 14 are : /lfRI C.. 14.6/ 
• when refund:- or reductions in futu re contribu tions '> l10uld be regarded m, 

available in accordance with the definition of the asset cei ling (discus:-ed 

at 5.3.2.A and B below) ; 
• hem a minimum fundin g requirement migh t affect the mailabili t) of 

reduction:, in future contri butions (discus!->cd at 5 .3.2.C below); and 

• "' hen a minimum funding n.:quirc.:mcnt might give ri~c ro a liabilit) (discu:-sed 

at S.3.2.D below). 

5.3 .2.A 
IFRIC lntc>rpretat,011 / .J - general requirements concerning the limit on c1 

defined benefit asset 
IFRIC 14 clarities chat economic benefits , in chc form of refunds or reduced future 
contributions, are available if they can be realised by the entity at -;ome point durin!!, 
the life of the plan or when the plan liabilities arc se t tled . In particular, such 
economic benefits ma) be available eve n if they arc not realisable immediately at the 

end of the reporting period. /lfRIC 14.8/. 

Furthermore, the benefit available docs not depend on hm, the e ntity intend:, co u'>e 
the ~urplu:, . The.:: cncit) should dete rmine the maximum economic benefit char is 
available from refu nd::, , reductions in future contributions or a combination of both. 
Howe\'cr, economic benefit::. should no t be recognised from a combination of refund'> 
and reduct ions in furure con tribut ion~ ba~cd 011 a~sum ptions that arc muruall~ 
exclus in:. JlfRIC 1-1.9/. Perhap:. unncce~saril) , the interpre tation require~ rhi: 
availabili t~ of a refund or a reduction in future contribution'> to be determined in 
accordance with the terms and condition .., of the plan and any ,;carurory requirement~ 

in the jurisd iction of the plan. //FRIC 14.7/. 

The inrcrprcrarion obsen e'> that an uncondi tional right co a refund can cll.isc 
whatt:\er chc funding Je,cl of a plan at the end of the reporting period. The 
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interpretation further states that benefits are available as a refund only if the cntic, 
has an unconditional right to a refund: 

(a) during the life of the plan, without assuming that the plan liabilities muse ht· 
settled in order to obtain the refund; or 

(h) assuming the gradual settlement of the plan liabilities over time until all 
members have left the plan; or 

(c) assuming the full settlement of the plan liabilities in a single event (i.e. as a 
plan wind-up). 

However, if the right to a refund of a surplus depends on the occurrence or non­
occurrence of one or more uncertain future events not \\ holly within an entity's 
control, the entity docs not have an unconditional right and should not recognise an 
asset. f JFRJC 14. 11 -1 2/. 

The economic benefit available as a refund should be meao;ured m, the ,\mount of the 
surplus ac the end of the reporting period (being the fair value of the plan a1-.sccs less 
the present value of the defined benefit obligation) chat the entity ha~ a right to 

receive a:, a refund, less any associated costs. For example, if a refund would be 
:,ubject to a tax other than income tax of the reporting entit) , it :,hould he measured 
net of the tax. /JFRIC ·1-1. ·13/. 

In mea'>uring the amount of a refund available when the plan is wound up (point (c) 
above) , the costs to the plan of settling the plan liabilities and making the- refund 
should he included. For example, a deduction should he made for professional fees if 
the'ie are paid by the plan rather than the entity, and the co'it!'> of any in'>urancc 
premiums that may be required to secure the liability on wind-up. JIJJ.UC 7-1 1·1/ 

Commonly, the trustees of :a pension fund will he inckpcndcnr of the cnriry and 
hm c absolun: discretion co set investment stratep;y, asset allocation and abo the 
ahilicv to buv annuities co settle liabilities. 

Thc!->e power~ would allow the trustees to 'spend' any current or fmurc \urplus. 
Investing plan assets in ultra-cautious investments (yielding less that the unwinding 
discount on the obligation) could unwind any surplus over time. Settlements hv wa) 
of buying annuities would absorb surpluses because the cost of '>etclemen c t\ picall) 
exceeds the IAS 19 measure of the obligation. 

These trustee powers raise the following questions: 

• whether the exercise of such powers hy the trustees arc 'uncertain future events 
not wholly within [ the entity's! control'; and 

• if so, whether 'the entity's right co a refund of a surplus depends on the 
occurrence or non-occurrence of them and accordingly no surplus could be 
recognised in any scenario where trustees have such pmn:rs. 

Our view is that such trustee powers should not, of themselves, preclude the 
recognition of a surplus (or, indeed, require the accrual of a liability for future ~IFR 
payments - discussed at 5.3.2.D below). However, chi1, matter is currently being 
discussed by the Interpretations Committee- (sec 9.2.2 lido\\') and it is po!->sihlc chat 
clearer guidance may be published in due course. 
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The reason for our view is chat the test in IFRIC 14 is whether the entity has an 
unconditional right to any surplus which may happen co exist at any future date. It 
1s not concerned with whether such a surplus will exist, or with the powers of 
uchers to influence chat. Puc another way, the question is whether any surplus 
existing in an\' of the cl1rce scenarios in (a) to (c) above would revere 
11nconc.litionall) co the employer. The fact that any surplu:, could be extinguished 
b) uncertain future e\'etH'> not controlled by the employer is not relevant - it is the 
right co a surplu!->, not its existence, which is relevant. IFRIC 14 makes this clear 
for future accuarial losses and benefit improYemcnts made by the employer. 
/1/'RIC 1.J.IKIO/. Our view is that the same applies co asset allocation decisions 
(including settlements) whether decided by the employer or the trustees. 
Nacurally, there will be different rules in different jurisdictions. The above 
arguments arc predicated on clear reversion co the entity of any surplus should one 
exist folio\\ ing final settlement of obligation:,. 
This view i!'> further supported by the general requirements in IAS 19 surrounding 
setclemcnt'i. Secclemcnts arc accounted for only when they happen, and this is so 
whether the decision to settle i!-> taken by the employer or by tru~tees (sec 5.5.1.B 
below). Put "impl), chc rest in (b) above i-;: if the !->Cherne were to be run off as 
reflected in chc "taccmcnc of financial po-;ition, \\Ould the employer have an 
unconditional right co "lrntt:vcr is left? If the ans\\ er i:.. 'Yes' (for example, because 
that is what the crust deed provide:.. for), then measurement of a "urplus follows the 

'normal' IAS 1 CJ methodology. 
If the amount of a refund is determined as che full amount or a proportion of the 
surplus, rather than a fixed amount, an entity should make no adjustment for the 
time value of monc\', e,·cn if the refund is realisable only at a future dace. (lfR/(. / .J. f 'j/. 

5.3.2.B 
Lconomic benefits available as reduced future contribution) when there 

,ire no minimum funding requirements for (uture service 

IFRIC 14 addresse~ separacdy cases where there arc minimum funding 
requircn1ent!'> relating to benefits to ht: awarded in future periods in exchange for 
service!'> to be rendered in those periods, and cases where there are no such fundtng 

requirement:... 
This section dcab with the situation where there arc no such funding requirement'> . 
The implications of fucure service minimum funding requirements arc disClt'i'>ed 

at 5.3.2.C \1L:lm,. 
IFRIC 14 rcquire'i that the economic bent:fit a\'ailahlc by way of reduced future 
contribution, be determined as the future service cost co tht: entity for each period 
over the 'ihnrter ()f the e:-..pt:ctcd life of the plan and the expected life of the entity. 
The future sen ice co!'>t co the entity cxcluc.ks amounts that \\ ill be borne h~ 

employt:c'i. f// l~I( 1-1 11,J 

Future \Cl\ iu: CO'>t'> ... hould be determined using assumptions consistent with 
those used to detenrnne cht: defined benefit obligation and with the situation 
that exists at rhc end of the reporting period as determined by IAS 19. 
Accordingh, no future changt:s to the benefits to he provided by a plan should be 
assumed unril the plan i'i amended, and a stable \\'orkforce in rhe future should 
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be assumed unless the entity makes a reduction in the number of employees 
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 th e 
calculation of the defined benefit obligation (discount races arc discussed 
at 5.2.2.F abovc). /ffR/C /'4.17/ . 

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 ro fund a 
pose-employment or ocher long-term defined benefit plan'. Jtrn/C. 14 'i f. This is clearly 
quite a wide definition encompassing more than just statutory regimes. 

Some minimum funding arrangements require pcriodic reappraisal (for cxampk, 
every three years). Should such an arrangement covcr a longer pcriod, all payments 
over this longer period constitute the minimum funding requirement, not just th1.: 
three years until the next reappraisal. 

The interpretation require~ any minimum funding rcquiremcnc at a given dace to be 
analyscd into contrihuciom, that are required to cover: {IFRIC ·14. 18 / 

(a) any existing shortfall for past servicc on the minimum fund ing ba~is. These 
contributions do nor affect future contribution~ for fu tu re service. Howeve r, 
thcy may give rise co a liability under IFRIC 14 (~ec 5.3 .2.D below); /IFRIC 14. I~I 

and 

(h) future ~ervice. 

If chcrc i~ a mmimum funding requirement for contrihucioth rel.1ting To futurL 
sen ire, the cconomic benefit a\'ailable as a reduction in futurc contribution'> is the 
sum of: {IFRIC .,4.20/ 

(a) any amount char reduces future minimum funding requirement contribution.., 
for future se rvicc because the entity made a pre-payment (char is, it paid th1.: 
amount beforc being required co do so); and 

(b) the estimated nee future service cost in cach period (as di'>cussed at 5.3.2.B 
abo,·e) less the estimated minimum funding n.:quircmenc concriburions chat 
would be rcquircd for furnrc sen,icc in those periods if cherc \\ere no pre­
paymcnt as dcscribcd in (a). 

The future minimum funding contributions r~quired in rc-;pcct of future service 
should be calculated caking into account the effect of any existing ~urplus on tlK 
minimum funding requircmcnc basis hue cxcluding the prc-paymcnc discussed in (a) 
immediately above. The assumptions used for this calculation should b1.: consistent 
with the minimum funding requirement basis. For any factors not specificd by the 
minimum funding n:quircmcnt, the assumptions used should be consi'itenc with 
thosc used to determine chc c.lcfincd benefit obligation and with the situation char 
exists at the end of the rcporting period as determined hy (AS 19. The estimate 
should include any changes cxpccced as a result of the entity paying the minimum 
contributions when they arc due. However, the estimate should not include the 
cffccc of expected changes in the terms and conditions of the mmimum funding 
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basis that arc not substantively enacted or concractually agreed at the end of the 

reporting period. JIFRIC H.2'/J. 
If the future minimum funding contribution required in respect of future service 
exceeds the fuwrc lAS 19 service cost in any given period, the present value of that 
cxcess reduces the amount of che asset available as a reduction in future 
contributions. I lowevcr, che amount of the asset available as a reduction in future 

concribucions can never be less than zero. f/FRIC 14.22/. 

The mechanics of che above requirements arc illustrated in che following two examples 
based on che illustrative examples accompanying IFRlC 14. Example 32.4 also 
illustrarcs the requirement in certain circumstances to recognise an additional liability 
for future MFR payments in respect of past service (discussed at 5.3.2.D below). 

Example 32.4: Dcficit-clcnri11g future 111i11i11111111 funding requirements 1.vl1e11 refunds 
nrc 11ot nvnilablc JIFRIC ·1 t1 .IE9-IE21 / 

/\n cntit~ has a funding lcvd on the minimum funding requirement basis (which is measured on a 
different basis from that required under li\S 19) of 95'Y., in Plan C. Under the minimum funding 
requirements, the entity is 1-c,1uired to pay contributions to increase the funding level to 100% over 
the next three ~car,. The contributions arc re,1uircd to make good the deficit on the minimum 

funding rc,1uircmcnt basis (shortfall) and to cover future service. 
Plan C also ha~ an IA::-. I CJ surplu~ at the end of the reporting period of €50m, which cannot be 

refunded to the cntit~ under any circumstances. ·n1crc arc no unrecognised amounts. 

The nominal amounts of the minimum funding contribution requirements in respect of the shortfall 

and the future I r\S I <J ~crvicc cost for the next three years arc set out below. 

Year Tomi minimum funding .-.linimum contributions :'vlin11nu111 contrihutiom 

cnntrihution re<1uirenu:nt rc,1uin:d 10 make good the rec1uired to cover future sh, ,rt f:ill accrual 

(m 

ns 
12'i 

(m 

120 
112 
104 

f.m 

15 
u 
11 

3 11 S 

The cntit) '!-- prc~cnt obligation in respect of se1'\'ices already received include, the contributions 
required 10 make good the shortfall but docs not include the minimum contributions required to 

cover future ~crvicc. 
The present value oi the entit~ ', obligation, assuming a discount rate of 6'Y., per year, is 

approximately 300, calculated as fnllo\\'s: 

€120m/(l.tlh i t < 1 l2m 111.0<,) I Cl04m/(l.ll6}
1 

\Vhcn tl1c,< contribution, arc paid into the plan, the l :\S 11
) surplus (i.e. the fair value ()f ass<·ts lcs~ 

the prc,ent , alut ol th< ckfim:cl hcndit ()hligation) would, other things being ,·<.1ual, increase from 
€50111 to ( '>Sthn. 1 lm\t'\t'f, the ,urplus is !l()t refundahk although an asset ma,· he aYaihthk as a 

future contnhutu>n rtductton. 
As noted .1hmL, th< ctnnomir hcndit a\'ailahk as a reduction in future: cuntrihutions is the present 

value ol: 
the future service cost in each year to the entity; less 
,IIW minimum funding contribution requirements in respect of the future accrual of benefits in 

that \C,lf 

over th<.. e:-.pcctul litc of the plan 
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'l11c amounts available as a future contribution reduction arc set oul below. 

IJ\S 19 
service cost 

Year fo1 
13 

2 13 
13 

4+ 13 

Minimum comrihutions 
rettuired to cover 

future accrual 
Cm 

15 
13 
II 

J\m,nmt aYailable 
as contnbution 

reduction 
(m 

(2) 
() 

Assuming a discount rate of 6'%, the economic benefit available as a future contribution reduction is 
therefore et1ual to: 

C(2)m/( 1.06) + €0rn /( l.O(i)2 + €2111/(1.06)1 + €4m/(l.06)4 + {Am/(1.06)5 + C4rn/(l.06)" .... = C56m. 

The asset available from future contribution reductions i~ accordingly limited to C56m. 

As discussed at 5.3.2.D below, !FR.IC 14 rctjuircs the entity to recognise a liability In the extent tha1 
the additional contributions payable will not be fully available. Therefore, the effect of the assel 
ceiling is to reduce the defined benefit asset by C294m (C50m I- 000111 - €56111). 

As cltscussed at 5.5.3 below, the effect of the ,tssct ceiling is part of remeasun:mcnts and the C294m 
is recognised immediately in other comprehensive income and the entity recognises a net liability or 
C244m. No other liability is recognised in re~pcct of the obligation to make contribut.ions to fund 
the 1111111111um funding shortfall. 

\'v'hcn the contributions of €300111 arc paid into the plan, the net asset will become (5(>111 (€:300m -
G44m). 

Ex11111ple 32.5: Effect of n prepayment when 11111ini11111m f11ndi11g req11irc111ent exceed:, 
the expected f11 tu re service charge wmc J 4./1:22-27/ 

An entity is rec1uircd to fond Plan D so that no deficit arise~ on the minimum tunding h.1si,. ThL 
entit) is rcc1uircd to pay m'iriimum funding 'l"Cljtiirement contributions to cover the sen tCL cost in 
each period determined on the minmrnm funding basis. 

Plan D has an !AS 19 surplus of 35 at the beginning of 20l5. This example :1,,umes that tl1L 
discount rate is 011

11, and that the plan cannot refund the surplus to the cntit\ under am 
circumstances but can use lhc surplus for reductions of future contributions. 

The minimum contributions rcc1uired to cover future service arc Cl 5 for each of the next fi\ c year, 
The expected IJ\S 19 service cost is CIO in each year. 

The entity makes a prepayment of €30 at the beginning of 2015 in respect of year~ 201 'i and 201 (i 
increasing its surplus at the bcgmning of 2015 to €Ci5. That prepayment reduces the futt1rL 
contributions it expects to make in the following two years, as follows: 

Year l:\S 19 service cost (() 
,\lininrnm fumhng n,<1u1re111en1 contnlrnuon: 

Before pre pa) mull ((,) \ fter pre p,1) ment {€) 

2015 10 15 0 
2016 10 l'i 0 w,~ 10 l'i 15 
2018 IO l'i l'i 
2019 IO 15 15 

Total 50 -'i 45 
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At the beginning of 2015, the economic benefit available as a reduction in future contributions is the 

sum of: 
30, being the prepayment of the minimum funding rcc1uiremcnt contributions; and 

nil. The estimated minimum funding requirement contributions required for future sen·ice 
would he 75 if there was no prepayment. Those contributions exceed the estimated futt1rc 
service cost (50); therefore the entity cannot use any part of the surplus of 35. 

Assuming a discount rate of 0° u, the present value of the economic benefit available as a reduction 
in future contributions is ct1ual to 30. Accordingly, the entity recognises an asset of 30 (because this 

is lower than the I AS 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 wri rren off. The second is that, in the fact pattern of the question, it is 
unnecessary co 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.l) IFRIC Interpretation 14 - when a minimum (uncling requirement may 

give rise to a liability 

If there is an obligation under a minimum funding requirement to pay contributions 
co cover an existing shortfall on the minimum funding basis in respect of scrvice1> 
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. /I/RIC 7.J.13/. Recovery through reduced future contributions is discussed 
at 5.3.2.B and 5.3.2.C above. 

Ifa surplus is recoverable by\\ ay .ofa re.fond (sec 5 .. 1.2.A above) , a minimum funding 
requirement to cover a shortfall in respect of past servicer:. will neither restrict an 
IAS 19 asset nor trigger the recognition of a liability. I FR.IC 14 illustrates this by wa~ 
of an example upon which the following is based. 

Example 32.6: Effect of the mi11i11rn111 f1111ding req11ire111e11t wl,e11 there is 1111 !AS 19 
surplus 1111d the 111i11i111w11 f1111di11g co11tributio11s payable are fully 
refu11d11b/e to the e11tity /IFRIC "/4.l[t -.!J 

An entity ha~ .1 funding ll'\ cl on the minimum funding rcqutrcmcnt basts (which is measured on a 
different basis rrom that rn1uired under I:\S I <J) of 82° u 111 Phtn \. Under tht minimum funding 
requirements, the entity is required to increase the funding le\(:! to 95'!/i, 1111mcdiatcly. ,\s a result, tht 
entity has a statuforr obligation at the end of the rcpnrung period to contribute (200111 to Plan \ 
immediate!~. The plan rules permit a full refund of any surplus to the entity al the end of the life ol 
the plan. The yc,1r end \ alu.1tiom for Plan A arc set out below. 

Fair value of a~,ct, 
Prescnl \ aluc ol defined benefit obli~:ltion under l:\S 19 

Surplu~ 

Defined hcndit asset (before ccms1dcration of the minimum funding requirement) 

(million 

1,2011 
(l,l!UI) 

IOO 

1()11 

Payment of the contribution~ ot (2()(1111 will increase the IAS 19 surplus from (100111 to f:300m. 
Under the rules nf the plan thi~ amount will be fully refundable to the entity with no associated 
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costs. Therefore, no liability is recognised for the obhgauon to pay the contribu1ioni. .111d the nu 
defined benefi t .1,,et \\ ill be recognised ,I! { I 00111. 

To the extent char the contributions payable\\ ill nor be available after they arc paid 
into the plan, a liability should be recognised when the obligation arises. The liabilit , 
should reduce the nee defined benefit asset or increase the net defined henefi1 
liahilit) so that no gain or loss is expected to result from the effect of the assc1 
ceiling when the comriburions arc paid. /lrRIC 14. 24/ 

IFRIC 14 illustrates chis by way of an exampk upon which the following i,; based. 

E:rample 32.7: £.{feet of a 111 i11imu111 f1111di11g req11ire111e11t when there is a11 !AS 19 
deficit 11 11d the llli11i11111111 f1111d i11g co11tributio11s payable would 110t be 
fu lly l7Vl7ilable /If-RIC / 4. IE3-8/ 

J\n entity has a funding level on the minimum fu nd ing requirement basis (which is measured on 

a different bai.1~ from that required under IA~ 19) of 77 11/11 in Plan B. Under the minimum 
funding retJUirements, the en lit) is retJuired to increase the funding level tu I OO'Y., immediate I). 
J\s a result, Hie entity has a statutory obligation at the end of the reporting period to pai 
additional contributions of C.100111 to Plan B. The plan rules permit a maximum refund of 6011 11 

of the 11\S ]<) ,urplus to the entity and the entity i~ not permined to reduce its contributiom 
below a specified level which happens to ct1ual the I \S I rJ service cost. The year-end valu,lt1on, 
for Plan B arc ~ct out belo\1. 

Fair val ue of assets 
Present value of defim:d he11c fi1 obliga tio n under L \:, I <) 

Deficit 

Cmillion 

1,11110 
(l,11111) 

(11111) 

The payment of K~OOm would change the IAS 19 deficit of ·ClOOm to a surplus of 
(,:zoom. Of chis G200m, 60% (t120n1) is refundable. Therefore, of the conrrihuriom 
of K100m, t:100111 diminares the IAS 19 ddicir and (~120m (60% of f200m) i~ 
available as an economic benefit. The remaining (~80m (40% of C200m) of the 
contributions paid is nor available to the entity. As discussed above, IFRIC 14 
requires the entity to recognise a liability to the extent char the additional 
conrrihurions payable are nor available to it. Accordingly, the net defined benefit 
liability is e180m, comprising the deficit of {c;lOOm plus the additional liability of 
t80m. No other liability is recognised in respect of the statutory obligation co pa) 
contributions of t300m. When the contributions of G300m arc paid, the net asset 
will he f;120m. 

5.3.2.E IFRIC Interpretation 7 4 -· disclosure requirements 

IFRIC 14 does not introduce any new disclosure requirements. However, it suggest~ 
that any restrictions on the current realisability of the surplus or a description of the 
basis used to determine the amount of the economic benefit available, may require 
disclosure under the provisions in IAS 1 about key sources of estimation unl'l:rtainry. 
/IFRIC 14. WJ. These requirements are discussed in Chapter 3 at 5.2.1. 
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5.4 Presentation of the net defined benefit liability (asset) 

Neither IAS 19 nor IAS l 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 
linancial position or only in the notes - chis is left to the discretion of the reporting 
entity subject to the general requirements of IAS 1 discussed in Chapter 3 at 3.1. If 
the format of the statement of financial position disringui!>he,; current assets and 
liabilities from non-current ones, the question arises as to \\ hethcr chis split need~ 
also to be made for pension balances. IAS 19 docs nor specif'} whether such a ~plit 
should be made, on the grounds that it may sometimes be arbitrary. 

//AS EU JJ, HC200/. 

Employers with more than one plan may find char some arc in surplus while others 
are in deficit. IAS 19 contains offset criteria closely modelled on those in IAS 32 -
Fiiwnci:il lnsrrumcnrs: Prcscnwrion. //AS ·19. '/J.!J. An asset relating to one plan may 
only be offset against a liability relating to another plan when there is a legally 
enforceable right to use a surplus in one plan to settle obligations under the other 
plan, and the employer intends to settle the obligations on a net basis or realise the 
surplus and settle the obligation simultaneously. /IAS I 9. 131 /. In our view these offset 
criteria arc unlikely to be mer in practice. 

5.5 Treatment of defined benefit plans in profit or loss and other 
comprehensive income 

IAS 19 identifie!> three components of annual pension cost as follows: 

(a) !>crvicc cost (sec 5.5. l below); 

(h) net interest on the net defined benefit .liability (asset) (sec S.S.2 helo\\'); and 

(c) remea!>uremcnts of the net defined benefit liability (sec S.5.J below). 

/lit) 19. / .!!J/. 

Of these, (a) and (b) are recognised in profit or loss and (c) is recognised in other 
comprchcn!>ive income. This is unless another standard requires or permits the cost!> 
co be included in the cost of an asset, for example IAS 2 - ft11'enrorics- and IAS 16 -
Propcrr,,·. Pl:mr :111d hr.JllliHnenr. Where the post-employment benefit costs arc 
included i11 the cost of an a~sct the appropriate proportion of :1'! the above item~ 
muse be included. JW, ICJ.111 /. There is no guidance in the standard as co what an 
'appropriate' proportion of rhe!>e items might be, although both IAS Zand IAS 16 are 
dear char onl) rho!>c co'>t~ which arc directly attriburahle co the asset qualify for 
capirali~:ttinn. Ir is not necc'>sarily the case char the appropriate proportion will he 
the same for all of the components and judgement will be required in deciding how 
much of each ircnrean meaningfully be said to relate to the production of an asset. 

Remeasurement'> recogni!>ed in other comprehensive income should not be 
reclassified co profit and loss in a subsequent period. The standard notes char those 
amount'> may he tran.,fcrrcd \\ irhin equity. //AS l.'J.'122/. 

The standard states char it docs nor specify how an entity should present service 
cost and net i11terc'>t on the net defined benefit liability or asset. 'fhcse componellts 
are accounted for i11 accordance with lAS 1 (see Chapter 3 at 3.2). //AS ·1':J.'/34/. 


