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Statement:

Good morning everyone. Thanks for joining us here today. I'm here with my team from the
office of the Auditor General. I'd rather than individual introduce, maybe I'll have a chance to
meet them at some point down the road.

On Monday the provincial governments panel looking into the pension asset surplus situation
produced its report in response to this office's position. We have had an opportunity to review
it and are here today to talk about it. First, by way of background, in accordance with the
Auditor General Act, | am an independent nonpartisan officer of the Legislative Assembly. This
provides a vital safeguard to me and my office to fulfill our responsibilities objectively and fairly
by being independent of the government and its administration. It's important to note that in
accordance with the Auditor General Act, we must offer an opinion on the government's
financial statements and whether they are reported fairly. This is our job.

Our position on the issue of the government's financial statements, including the pensions
surplus, very simply put was that in order to receive a clean audit opinion from us we would
need a signed negotiated agreement from the joint sponsors of the pension plans as evidence
that the government has an accounting net pension asset that it can benefit from today. In
other words, the province would need to get written permission from OPSEU and the Ontario
Teachers’ Federation to use that $10.7 billion surplus. We have not received that evidence yet.

And | must be clear that the letter we received from OPTrust is not sufficient. It was an opinion
from the CEO. We need a letter of negotiated agreement from the unions that say the province
can use that money. Now, the government didn't like our opinion that we are required to
provide. So, it hired a panel to offer another opinion. And that's its prerogative. In response to
the panel's opinion we are pleased to see that the panel agrees with us on what has been our



main point all along — that the province can't use money from the pension plan until the co-
sponsor approves.

In other words, we need two signatures on the check in order to get the stamp of approval
from this office they need. They need two signatures on the check. That is what we have said
and that's what the panel said right in its executive summary. The fact is the provincial
government can choose to record this pension surplus as an asset on its books. We are in no
way stopping it from doing that. What's at issue is it wants this office to give its financial
statements a clean audit opinion, supporting its desire to have unfettered access to that
money. And we can't give that clean audit opinion until both the public unions that are co-
sponsors agree in writing to let the province use that money. This isn't about this office and this
isn't about me. It's not my money. That money is for the benefit of employees and retirees who
have paid in to be able to live a comfortable life in retirement.

So it's not my pension; it's not my budget deficit. For 130 years this office has been serving the
people of Ontario independently and in a completely nonpartisan way.

And to suggest otherwise is misguided. Why are we talking about this now? Well the pension
asset has recently started creating significant revenue that the government is using on its
books. That put this issue on our radar and led to our office investigating further. Now this is
the key part — The Ontario Teachers’ Federation is the real player in this pension issue because
it represents $10.1 billion of the $10.7 billion. That is the vast majority of the money we're
talking about. All we need is a letter of agreement between the province and the Ontario
Teachers’ Federation saying the province can presently use half of any pension surplus. Once
we have that letter, this office could sign off and get a clean audit opinion on this issue. It's as
simple as that. So this isn't an issue between the auditor’s office and the government. This is an
issue between the two parties that have a joint bank account. The province and the Ontario
Teachers’ Federation.

The government wants to use their shared money to balance the budget and that's between
them. Now the province argues it doesn't need the permission of the teachers — their partners
in the joint bank account to use that money. That's between the teachers and the government,
and not this office. We should point out the Ontario teachers’ plan has accounted for its
pension as being in a liability position. So the provincial government and the teachers’ plan
cannot agree on whether there is a pension surplus or not. You can now see why this office
can't give a clean audit opinion until these matters are resolved. Any surplus is trapped in a
pension plan until the teachers and the province negotiate otherwise. We're not alone in this
approach. There are two other provinces in Canada that have public sector pensions surpluses
New Brunswick and British Columbia. And both those provinces are doing what our office is
saying — not allowing that surplus to be used to balance the books without a written
agreement. Basically the Ontario government and its partners in their joint pension plan have
deals to deposit money but no negotiate agreements presently to use any surplus. So my
message is clear. Show me the letter. Show me the letter that says you can use that pension



money with permission, with an agreement. Until that happens the bottom line is: this office
can't give its stamp of approval on this particular issue.

Now I'd be happy to take your questions on that.
Media Questions:

Q. Benzie: Why did you sign off on last year then? | mean you didn't need a letter last year. Its
very unusual your U-turn. Why?

The key, when the government put out the budget in 2016, if you look at the budget, you'll see
that they have for the first time indicated that there is revenue to be earned from the teachers
pension plan and that's on page 284 of the Economic and Fiscal Outlook. And it is the first time
that the pension asset has been growing simultaneously with revenue being recognized by the
province.
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Q. Benzie: So I'm still not clear though, why, | mean the pension asset is an asset. Do you agree
it's an asset or not?

The pension asset is a calculated asset. But what our job is, is to find out whether there's value
to that asset, and in accounting terms it's saying, ‘take a valuation allowance if there's no
value.” So until there is an agreement between the teachers and the government that they can
use whatever number as the surplus amount, then there is no value to that asset. And we
believe that (inaudible) disclosure of the pension asset and the existence of the calculated
amount is reasonable. But you know not booking it on the financial statements. And another
local example is the TTC, the Toronto Transit Commission has the same situation. They have a
surplus and they (inaudible) disclose it in their financial statements and there is right in there
that until there is agreement between the co-sponsors there is no amount put on the financial
statements.

Q. Benzie: So you don’t agree with Tricia O'Malley? She says you're wrong. You're saying she's
wrong?

You know, I'd put it this way. That in their report they basically confirmed our core, our core
point. In that there isn't agreement between the teachers and the government, and when you
have co-sponsors, you need that agreement in order to recognize an asset. They agreed with
the fundamental premise that they don't have access to an asset until there is an agreement.
Now what they have been saying that we think is different, is that they basically come down to
the point that dreams, hopes and expectations are sufficient to book an asset on the
government's financial statements. And for accounting under generally accepted accounting
principles, expectations in the hopes of something don't cut it. You know, there's two things.
There could be agreement down the road to increase teachers’ benefits and therefore there is
no benefit to the province. There is no asset, could be used to reduce contributions, take a
contribution holiday. If that were the case, there might be. But the parties have to agree on



what it is in order for the accounting to work its way through. In order for the value that's on
the financial statements to be representative of a fact, of an event that has already happened.

Q. Bliss: So your concern here is that the government's going to raid the kitty, the piggy bank
that's not just theirs, it’s jointly owned.

What we're saying is that there is an amount that would be sitting on the balance sheet and
there's revenue being generated. That's assuming that the government has access to some
revenue here. But there is there is no agreement of that nature. So until they have proof that
they will be able to reduce their contributions, you know, by specific dates, by specific amounts,
or they're going to know, you know, have the teachers’ benefits increased, we need that
information to be able to know whether there's an asset. | mean a key thing here is, you know,
the teachers when they read their financial statements from the Teachers’ Pension Fund, they
see a liability. The government is now communicating that the teachers’ pension fund is
showing a surplus. There is a disconnect there. Accounting allows for calculations, but at the
end of the day you have to look at the value of an asset on the balance sheet and say, ‘is there
value? Is there something that you're going, you've already confirmed you're going to be
receiving?’ So that is really important, and that's why we say, ‘give us a letter. Give us proof
that there is a value to the amount that you want to book, and there is reality to the booking of
revenue in the governments’ financial statements.’

Q. Bliss: (inaudible) recall previous budgets, going back | don't know how long, but the
government would contribute as much as half a billion dollars in a fiscal year. | remember one
year it was $500 million, another it was $300 million. And | remember asking the finance
minister at the time, what’s that for? And he goes we have an obligation to bring up the
balance sheet. How does that jive?

So, no, it's a very good question. There are minimum contributions that are being made, and
there are no agreements to reduce those minimum contributions. The government has made
arrangements in some, during a period of time, to up their contribution. You know, it was kind
of share the pain, | think is the way it was referred to. And so they have been doing that. So you
know there is, there is, there are still contributions being made to the teachers’ pension plan
today.

Q. Cohn: So, as a consequence of those increased payments during the 2008 fiscal crisis, which
many pension plans required, there’s a knock-on effect that there's more money than is
needed. Would you agree with that? (inaudible) teachers’ plan has all kinds of wrinkles about
future super-(inaudible) or indexation | should say. So, it's unclear to me just to follow on Paul’s
guestion, are you implying that they could raid the pension fund?

| guess what I'm saying is that in order for us to give a clean opinion on this accounting issue
and on the government's desire to have the full amount of that, $10.7-billion showing on their
balance sheet, | need evidence, audit evidence that confirms there is value to that asset. If it's a
mathematical calculation, they can disclose it in a note to the financial statements to say
there's something down the road they may get. But until they know exactly what it is they're



going to get, there is no proof that anything is going to benefit the taxpayer of Ontario. And the
key differences here, you have a pension fund, that's a trust with assets in it. And you have a
government set of statements that are for the taxpayers. We have two different perspectives
that have to be kept in mind here and the money is all sitting in a trust.

Q. Cohn: That wasn't my question. Were you suggesting that they could raid the pension fund if
this goes through?

I'm not the person to make the decision. This is not for me to comment on that. It’s between
the government and the Ontario Teachers’ Federation to determine how they handled the
situation when the government has an asset, is reflecting an asset on its financial statements.

Q. Cohn: (inaudible) really clear. You're not afraid that they're going to raid the pension fund
are you?

I am not in a position to comment on what the government wants to do at any point in time.

Q. Cohn: Don’t you think it’s possible?
I am not going to comment.

Q. Cohn: In your statement, you say, in your statement, if | can just follow, you say that they
could use the money. What does that mean, use the money?

| think in order to have, | mean that's a good question. In order to have an asset on the balance
sheet there needs to be evidence that they have access to something. So they can reduce
contributions. So that's one way there's value to something. And they need an agreement that
says they're going to reduce the minimum contributions.

Q. Cohn: (inaudible) on its books. And here you say the province could use that money which is
it? Raid or book?

Well there's we don't know what the decisions are, and that's the dilemma here. We don't
know whether plans are in place to reduce contributions. We don't know whether it will be to
remove surplus from the teachers’ fund. We don't know whether it will be to increase benefits.
And those have different accounting impacts. And so you know until that is cleared up we don't
know how there, and that's why British Columbia, New Brunswick, the Toronto Transit
Commission, they disclose a pension asset it a note. But they don't include it in their financial
statements.

Q. Cohn: As an auditor, what’s your—

And (inaudible) different pensions with respect to the disclosure aspects.



Q. Cohn: How do you expect, could you explain how the government could raid the pensions?

| am not commenting on that because that is not my job. My job is to comment on the opinion,
on the government's financial statements. And at this point in time, until we get a letter, until
we have evidence, hopes, wishes and dreams and expectations, that there will be decisions
made that will give the province an asset, you know, is out of my control and | need—

Q. Cohn: How could they raid the pension fund?

| am not commenting on what the government's plans are. | think that's a question for the
government.

Q. Cohn: But legally, as an auditor, how could they raise the pension fund?
This is not my area.

Q. Crawley: Maybe this is just a slightly different way of wording it from Martin’s line of
guestioning but does, if you were to sign off on the financial statements in the way the
government presented them, would that open a legal door to allowing the government to
access the pension funds?

So signing off on it would convey that we believe the government has an existing asset. It has
access to this amount that it has represented on its financial statements for its use. And until
we have evidence, it would be missed misrepresenting the facts.

Q. Crawley: Another question, and this (inaudible) why hasn't this been an issue previously? Is it
just been that there hasn't been a surplus in these funds? Like why previous Auditors General
did not have to

So | mean there's a few things here. One you have to, you know, look at the trend that is the
trend of this pension asset and the trend of the impact on the bottom line. So historically, and
you have to look, you know, we count we talk about accounting materiality and how a reader
will be impacted when they look at the financial statements. These are things we think about.
But you know what happened here is we looked, we looked at the pension deeper. We looked
at some of the aspects that are unique in Ontario and we also became aware in the
government's budget that, how can they be showing a revenue on the on the teachers’ pension
expense line for the plan? And as a result of that my team met with the Ministry of Finance, the
people that actually work in the calculation area, and they had an “Aha!” moment where it was,
this doesn't look reasonable. And so as soon as we had that information, we started discussions
around the reasonableness of this asset. So that that is what triggered us, is looking at the
government's budget, realizing that there was a difference between a liability on the teachers’
pension plan statements and a surplus on the government's. The fact that this was the first



time, like | indicated, that there was a trend upward in the asset, as well as revenue being
recognized simultaneously.

Q. Crawley: So this was the first time in fact that

That those two events occurred at the same time, where there was revenue and the trend
upward of the pension assets. So then you know we were talking, well how would this pension
asset ever disappear? Because it appears like this year, you know, it has an impact of $1.5
billion. You know, next year its revenue of two-point, | don't remember the numbers, $7 billion,
let's say hypothetically. And then it goes to what I'm hearing the government speak of, of over
(inaudible) and then you know the trajectory if you take it out because even higher. And so
there needs to be, it's not a problem to have (inaudible) disclosure of an accounting calculation.
That's okay. But what we need is the offset. We need to understand what brings it to a value
that as of today, the government has the ability to access. So it is a complicated issue. You know
one thing | should mention is, you know, | don't hide behind my advisors. Okay. | have advisors
though in terms of this pension issue. We have used a significant number of advisors from the
accounting field, legal field, and actuarial field. And you know | have 100 experts in my office
that are CPAs that had at various times their head right into this issue. So we've looked at this
quite intensely, and unfortunately it became a concern.

Q. Bliss: (inaudible) paraphrase, in the 2016 budget, for the first time, the government indicated
revenue from the Teachers’ Pension Plan page 284 —

Economic and fiscal.

Q. Bliss: - was being listed as revenue. So that was a red flag for you and your team. So now
you're trying to establish, hey government, if you want to list this as revenue that maybe
potentially you're going to use, you need the teachers’ permission.

That's right. And that's all we need. All we need is a letter. And this issue goes away. You know,
I mean, we're fair, we’re reasonable. We're just saying, we need a letter, we need evidence to
support the revenue being booked and to support the asset on the balance sheet.

Q. Bliss: Can you tell me, | mean a logical step from this would be for you and your team to look
at the regulations and determine can the government unilaterally access this money? And |
guess | would ask you, have you looked into that and what’s the answer?

Oh yes. The answer is No. The answer is no. And that you will find in the executive summary in
the committee's report. The committee was very firm, the panel, was also very clear in their
report that there is not unilateral access. Now this is a nuance. Unilateral access to requires
approval. Okay? The panel is saying that when two people both control a plan, you don't need
evidence that they have the same view, that's a nuance between ours, and our opinion and
their opinion. And we're saying you know the person on the street would say, and if it was your
—your pension plan, you want to make sure the government has your representative Teachers’



Federation approval that they can start using the money to book revenue in these statements. |
mean that's — that's the bottom line to this.

Q. Cohn: | think you were answering perhaps a slightly different question. You're not having an
opinion on whether they can raid the fund. But you do have an opinion that they cannot
unilaterally access the surplus without a letter. Have | got it right?

I’'m basically saying that the decision as to how to use pensioners’ money is between the
government and the Ontario Teachers’ Federation, and we're the auditor. They're the ones that
have to work this out. We're on the sideline here.

Q. Cohn: (inaudible) can’t unilaterally access the surplus.
They have — we need evidence of an agreement between the parties.

Q. Cohn: (inaudible) risk they could unilaterally access the actual capital? They could raid the
fund?

The accounting behind this —it's very important to look at it from the accountant’s perspective
in the sense that —

Q. Cohn: Is there also legal perspective though, that you can’t raid a fund?

Yes, we have gotten a legal — legal respect — legal opinions on the rules around these pension
funds, and —

Q. Cohn: What do they say about raiding a fund?
You know, | am not going there.
Q. Cohn: So do you think it’s possible to raid a pension fund?

| — This is a decision — that the use of any pension money is the government’s and the Ontario
Teachers’ Federation. They in the ring on this together. I’'m on the sidelines. Somehow this is
becoming — has become an Auditor General issue. It's not my issue. It is important that all we
need for the accounting here is a letter to prove that the government has an asset on its
balance sheet today, and that there is the ability to book revenue on its financial statements,
and that the Ontario Teachers’ Federation has agreed to that with the government.

Q. Cohn: From an accounting point of view, you heard the panel say the other day that if there
is an asset, it can act. The panel doesn't believe you can raid a pension fund, as you know. So
you have an opinion on that. But their argument is that if there is an asset that has accumulated
—ten billion dollars, so you can't just wish it away — it could be used as an offset for future
contributions. You haven’t really spoken to that issue.



So in the world of accounting, the expectation that the two parties will agree to something does
not create an asset on the balance sheet under the definition of generally-accepted accounting
principles. You need control as well. You need control over an asset, and in order to
demonstrate that the Ontario Teachers’ Federation is (inaudible) to it, I'm just asking for a

letter from the government confirming that that is the case.

Q. Cohn: Do you have a view on the expertise of the four panel members? You say it as a
slightly — there’s an interesting turn of phrase — you say the government quote hired a panel to
offer another opinion, unquote. | won’t comment on that, but — so is there something suspect
about — are they not independent, or are they in the government’s pocket? You — when | asked
you last week, you said you didn’t want to comment. | guess I'll ask you the question again.
When they brought in a Deloitte opinion, the suggestion (inaudible) you thought that Deloitte
was biased because the controller had previously been a partner at Deloitte. Do you still believe
that?

| never said that to you. You misquoted me in that article quite significantly. The whole article
misquoted anything | — | refused to comment on things that you put words into my mouth on.
What | would say here is that the government has a number of options to get different
opinions, and you know what? That’s their prerogative. They can go and they can ask opinions
and get advice, and that’s okay. | mean, you know, that is good. At the end of the day, | have my
experts. | can get opinions. And | have — | have a solid group of over a hundred people in my
office, a majority of which are CPA. We are experts. We are the auditors of the government.
And we represent the members — all members, not just the government, in the Legislative
Assembly, and we speak on behalf too toward the — for the citizens of Ontario on the accuracy
of the government’s numbers. So —

Q. Cohn: (inaudible) Deloitte was somehow in a conflict of interest?

| don’t — the government makes their decisions in terms of who they work with, and you know
what? At the end of the day, that’s not important to my office. What’s important is we want a
letter. We want a letter from the government that says the Ontario Teachers’ Federation is
okay that the government books, a certain amount on its balance sheet and on its revenue side,
and that it’s going to use it for contribution reductions and perhaps surplus withdrawal,
whatever it’s going to use it for. If that money is sitting there, and it’s — the government can’t
take an asset for benefits — if the money were used to give more benefits to the teachers, the
government couldn’t consider that an asset in accounting terms. So that’s why we need clarity.
We need — we need a letter. And you know, this is not about who’s right and who’s wrong, you
know, who'’s winning, who's (inaudible). This is about clarity here. This is about getting an
agreement, you know, give us a letter that says the Ontario Teachers’ Federation gives the
government the ability, the approval to book an asset and revenue on its —in its financial
statements.

Q. Nanji: So what happens if you don’t get this letter?



If we don’t get the letter? If we don’t get the letter, our position is the same. Our position is
that we need proof, and at this point, we don’t have proof then. So, you know, the government,
if they booked it, and depending — you know, there’s a lot of factors that go into signing of an
audit opinion, there are other issues that come up during the audit — but on this particular
issue, we wouldn’t give the stamp of approval of an Office of the Auditor General to the
government booking it on its statements. That’s our job. That’s our job. Everybody could have
opinions on this. No problem. But at the end of the day, you know, we represent all members
and we want the statements to reflect reality and reflect generally-accepted accounting
principles, and accounting principles say, ‘you cannot book an asset on the statements if it’s just
an expectation of something to happen in the future.” Because — | think — | mean — | think that’s
a good question to the government. You’ve got $10.7 billion. When are you going to use that?
What are you going to use it for? Are you going to give benefits to the teachers? Are you going
to stop your minimum contributions? Like, (inaudible) — you know, it’s — you know, it’s
unfortunate, you know, there’s a lot of technical behind this, but at the — that’s the simplicity of
it is, as the auditor, we need just evidence to show that there is an asset. And so | go back and |
say, you know, B.C., New Brunswick, TTC. People (inaudible) say there is difference in these
pension plans, but in terms of governance, when you have a jointly-sponsored pension plan and
you have two parties that need to agree on pretty much everything on that pension — on the
pension plan, that’s what — that’s why they’re not booking it as an asset or revenue in their
statements because until there is that agreement, there is no asset.

Q. Lamoureux: What happens if they don’t have the stamp of approval?

You know what? It is what it is. The government is — these are their statements. They're
responsible. They prepare. It’s their budget. You know, they will reflect it how they want to
reflect it. Just, you know, when it comes to issuing an audit opinion on the government
statements, you know, let’s say this year and we do have a pre-election report that we’ll be
working on as well — you know, we have the prerogative to comment because our evidence
says there is no asset yet and no revenue, and we would qualify on this particular issue.

Q. Cruickshank: Is this an issue of accounting — good accounting practice or law? Does the law
say they can’t access the fund or is it a matter of good accounting?

That’s a really good question because the law says they can’t. The law says they need
agreements. Accounting basically says, ‘as the auditor, you need evidence.” And the evidence
says, ‘you need an agreement.” So right within the handbook, thirty-two fifty (inaudible) quote
you numbers here, but it does say that you need — you need evidence and you need an
agreement. And people will say, ‘you don’t need agreement if you do contribution reductions.’
And I'll say, well our experts, our experts and our office believe you do because we don’t know
what this money is going to be used for. The consequence of this is that if there becomes a
dependency on an accounting calculation to balance a budget, what happens when all of a
sudden it’s determined that money is going to be used for teachers’ benefits? Then whoever is
with that — that budget will have a $5-billion hit to the bottom line if that’s what’s booked on it.



So that’s — that’s the risk of booking something on financial statements before knowing what
the reality behind that number — number is. Yeah.

Q. Benzie: Finally, | wanted — if you don’t sign off on the Public Accounts; if you don’t get these
letters —and | don’t know if you’re going to get the letters or if you're not going to get the
letters — but if you don’t get them and you don’t sign off on Public Accounts, then what?

No, I'll sign off on it. | mean, what we have here is a situation where, you know, the
government might have a different opinion obviously for accounting purposes. Go ahead,
prepare your statements, you know. At the end of the day, we audit those statements and my
office’s role and responsibility is to issue an opinion, and I'll issue an opinion. If | get a letter on
this issue, it’ll be a clean opinion, you know, given that if there’s nothing — no other issues. You
know, or if they adjust it, it’'ll be —it’ll be a clean opinion — sorry if they don’t adjust it, it’ll be a
qualified opinion. But that doesn’t hold up anything. Government can still continue operating.
Government can do what government wants to do. We have no authority in planning programs
and in executing on those programs. That’s their — that’s their job. My job is to say, are the
finances representing reality? And that’s what we’ll look at. You know, (inaudible) the situation
is a little bit like taxation, right? The government has a right, you know, constitutionally to tax.
But until there’s legislation, regulations, they can’t levy the tax. So in this situation the
government has a right, you know, as a co-sponsor, to something. Okay? They co-manage a
pension plan. But until there is an executed agreement between the two parties saying what
they’re going to do or, you know, in this case, is there a surplus that they can even use? There
isn’t a reality to it. And accounting is all historical, right? Looking at things in the past. Things
have to happen. You’re not looking at things, you know you’re not looking an asset that maybe
will be there one day. That’s — that’s —that’s really important, so you know, at the end of the
day, | would say, show us a letter and the issue is resolved if it identifies that the Ontario
Teachers’ Federation and the government agree that there is a certain amount that will be used
for minimum contribution reductions. Yeah, okay.

Q. Bliss: (Inaudible) I find that to be cynical. The government rarely does anything without
having a reason though. (Inaudible) 2016 budget change, I’'m wondering when your team sat
down and said, ‘why did you guys do this for the first time ever?’ What did they say their reason
was? There’s usually a reason.

Yeah, so they — we went back into, you know, historical calculations and current calculations. |
mean, without getting, you know, too in the techie part of this but one of the contributors to
this is that, like | said before, the Ontario teachers’ fund shows a liability, and the government
shows a surplus. One of the contributors is that they use different discount rates, okay? The
teachers’ uses around a 3.25 per cent and the government’s around a six per cent. That
mathematical calculation through this whole exercise from, you know, actuarial accounting on
both sides produces a different result. That's why one set of statements shows an asset, like the
government’s, and the teachers themselves don't. And so when you have that situation, then
you have to sit back and go, ‘okay, we know it's from a mathematical calculation here. So what
is the proof?’ So, a mathematical calculation giving you a pension asset allows you to disclose it



in a note and tell everyone that there's some potential down the road. We're not disputing
that. But what it also says is you have to sit and say, ‘what is the value? What is the ability of
the government to actually use that asset?” And so you do what's called a valuation allowance
where you bring down the asset by a valuation allowance to an amount where there's proof
that it can be used. And so we just need that proof, you know. So — so maybe right now it's
sitting at $10.7 billion, right?

Q. Bliss: So if they made this change in 2016 to tee up what they’re planning today.

It was an evolution in the mathematics of this that it starts. So it starts — it starts going up. So
you know, in our report that we issued in December, there's a chapter 4. | don't have it with me
just to show you but there is a chart where it shows it going up and, you know, we've watched
the trending. You know, we always look at how a reader of a financial statement will be
impacted by things that are accounted for perhaps differently in some cases from GAAP, and
we factor all that in into the significance of an issue. So, you know, this is — this is — if you pull
that document, this is the first year in the last — | would say in the last decade — where we've
got the situation | said. So, yeah. Yeah. Thanks. Thank you everyone.

N.B.: Comments captured are not verbatim quote



Statement from Hon. Liz Sandals, President of the Treasury Board

“We asked an independent expert panel to look into this because the advice we received from officials
varied from that of the Auditor General. The Independent Expert Panel has now released its advice and
has concluded that the province’s share of the surplus of the net pension assets of both the OTPP and
OPSEUPP should be recognized as an asset in Ontario’s financial statements. They concluded that the
government does not need a letter from either of the unions because the joint pension agreements spell
out how the surplus will be dealt with. They also concluded that there are no public sector accounting
standard requirements for any additional letter to be in place specifying when or by how much
contributions will be reduced beyond the joint pension plan agreements already in place.

As Tricia O’Malley, Chair of the Independent Expert Panel, stated on Monday, “The agreements in place
are sufficient to tell us that the joint plan sponsors can do this — there is history of them agreeing to
reduce contributions in the past. From the accounting standards perspective, all that’s required is that
these benefits from surplus can be reasonably expected.”

They also concluded that the government controls access to the pension surplus which has a future
economic benefit to the province and recognizing the asset will provide an accurate representation of
the province’s financial position.

The panel was made up of accounting, legal, and pension experts in the areas of jointly sponsored
pension plans governance, actuarial modelling for pension plans and public sector accounting standards
and they include;

o Tricia O’Malley - Chair of the Canadian Actuarial Standards Oversight Council

o Murray Gold — Leading Practitioner and senior pension and benefits partner at KoskieMinsky LLP

o Uros Karadzic — A pension actuary and partner at Ernst and Young

o Paul Martin — Comptroller with the Government of New Brunswick

The government is accepting the Independent Expert Panel’s recommendations in order to present its
financial statements in accordance with public sector accounting standards. This means that the
province will continue to represent pension assets on its financial statements as it has since 2001.”

Key background information from the Panel:

Tricia O’Malley, Chair, stated on Monday, “The agreements in place are sufficient to tell us that the joint
plan sponsors can do this — there is history of them agreeing to reduce contributions in the past. From
the accounting standards perspective, all that’s required is that these benefits from surplus can be
reasonably expected.” She likened it to owning an income property with a friend: "Simply because you
and your friend own this property together, are you going to leave your share of that rental asset, that
rental property, off your net worth statement as an asset?" she said. "l doubt it, if that's something
that's of value and you have a share of it."

The Panel also concluded in its report that there is no accounting standards requirement for any
agreement to be in place specifying when and by how much contributions will be reduced for the
government to record an asset beyond the agreements already in place (i.e., legislation and the various
plan documents). The public sector accounting standards are clear that the benefits from the surplus
need only be expected. In these cases, benefits can reasonably be expected based on the law, the terms
of the Plans and the policies and past actions of the joint Sponsors in fulfilling their responsibilities to act
fairly. Given all the uncertainties and estimates required in accounting for pensions, virtually nothing can
be considered certain.



Statement from PC Treasury Board Critic Lisa MacLeod on the Auditor

General’s response to the Pension Asset Advisory Panel Report
February 16, 2017

“The Auditor General, Bonnie Lysyk, has shown a prudent and responsible
approach to ensuring the government follows the letter of the law in recording
assets and revenues.

“The fact is, the Government cannot lawfully use the surpluses of two pension
plans to balance its budget until it has agreement from the plans’ co-sponsors
(OPSEU and the Ontario Teachers’ Federation).

“There is still no evidence that the government and the unions are recording
the pension surplus the same.

“If it was not for the Auditor General pointing this out, the Government may
have steamrolled over due process and laid claim to these assets as a surplus
without agreement or approval.

“It's unfortunate the Liberals failed to take a proper account of their duties
before deciding to hire a nearly half-million dollar panel for a secondary
opinion. The fact is, this panel made the same conclusion as the Auditor
General that an agreement from all parties is required.

“The Auditor General is an independent officer and her office consists of more
than 100 accounting experts, most of whom are CPA professionals. Together
they conduct credible value-for-money and financial audits of the provincial
government.

“This isn’t the first time the Liberal government has attempted desperate and
costly manoeuvres to manage the province’s finances. Just this week we
learned the Wynne government has failed to table its quarterly financial
statement, which is required by law.

“Time and time again, the Wynne government makes decisions that unleash a
torrent of doubts and criticisms, and that give the public serious concern they
have something to hide.

“After all, who would you trust — a hastily assembled panel paid $435,000 by
the Wynne Liberals to dispute the Auditor General, or the independent Auditor
General?”



Auditor General has it right on pensions: Thomas

Toronto — Ontario Auditor General Bonnie Lysyk is “100 per cent correct” when she says the provincial
government has no unfettered right to count public employees’ pension funds as government assets, the

President of the Ontario Public Service Employees Union says.

“We agree entirely with Ms. Lysyk when she says that the money in jointly-trusteed pension plans is ‘for
the benefit of employees and retirees,””” OPSEU President Warren (Smokey) Thomas said today. “As
President of OPSEU, I will never support any move to allow the government to siphon money from any

of those plans for any other purpose.”

The provincial government maintains that surpluses in the Ontario Teachers’ Pension Plan and OPTrust,
the pension plan for 87,000 current and former OPSEU members, should be accounted for as government

assets on the province’s books.

But many public sector plans in Ontario are jointly trusteed, meaning that employers and unions manage
the plans together. In a news release today, the Auditor General said she would not give the province’s

books “a clean audit opinion” without a letter from plan sponsors agreeing to the government’s view.

“Members of my union were fighting for joint trusteeship at least as far back as the 1960s because they
were tired of seeing government after government using their retirement savings as a source of cheap
capital,” Thomas said. “We first got joint trusteeship in the early 1990s. As a result, we have a number of

extremely well-run pension plans that deliver good, stable incomes to retirees at a very affordable cost.
“We have no interest in going back in time.”

For more information: Warren (Smokey) Thomas, 613-329-1931



Pension tension roils as Ontario turns down Auditor's
request to see surplus agreements in black and white

(QPB)

By Sabrina Nanji

The government cannot legally withdraw cash from jointly sponsored pension plan surpluses to spend
however it wishes, but has agreements in place for how that might be used, such as rolling back
contributions.

Auditor general Bonnie Lysyk told the government Thursday do not pass go, do not collect $10.7 billion
in pension assets until she sees an agreement with the other plan sponsors in black and white - which
the government isn't inclined to draft.

"Show me the letter that says you can use that pension money with permission - with an agreement,"
Lysyk said Thursday in the Queen's Park media studio. "Until that happens, the bottom line is, this office
can't give its stamp of approval on this particular issue."

It was the first time the AG addressed reporters since the government-appointed expert advisory panel
concluded! Monday the surpluses - $10.1 billion associated with the Ontario Teachers' Pension Plan and
$521 million for the Ontario Public Service Employees Union Pension Plan, for a total of nearly $10.7
billion - should count toward the province's balance sheet.

Since those plans are jointly sponsored, Lysyk said both parties need to sign off on how the surpluses are
used, whether that means rolling back contributions or taking a contribution holiday. According to the
2016 budget (which Lysyk said helped trigger a closer look at the accounting standard this year as
opposed to any of the previous years since the province began including those assets in 2001), Ontario's
matching contributions to the teachers' plan would grow to nearly $1.7 billion in 2016-17.

"But the parties have to agree . . . in order for the accounting to work its way through," Lysyk said. "Until
there's that agreement, there is no asset."

Treasury Board President Liz Sandals doesn't seem to think written permission is necessary.

"They (the panel) concluded that the government does not need a letter from either of the unions
because the joint pension agreements spell out how the surplus will be dealt with. They also concluded
that there are no public-sector accounting standard requirements for any additional letter to be in place
specifying when or by how much contributions will be reduced beyond the joint pension plan
agreements already in place," Sandals fired back in a statement.

The government cannot legally take cash from the pension fund to spend however it wishes. It has
agreements in place for how a surplus might be used. For OPSEU's plan, the government is "free to use
its allocation for benefit improvements or contribution reductions as it sees fit," the panel said in its
report. For the teachers, there is an agreed-upon policy that, once any previous reductions are restored,
"the next priority is to reduce contributions for both members and the government."



"The public sector accounting standards are clear that the benefits from the surplus need only be
expected. In these cases, benefits can reasonably be expected based on the law, the terms of the Plans
and the policies and past actions of the joint Sponsors in fulfilling their responsibilities to act

fairly," added the panel, which was led by Tricia O'Malley, who chairs the Canadian Actuarial Standards
Oversight Council.

The impasse began last fall, when Lysyk said the pension surpluses shouldn't be counted, since the
government cannot unilaterally withdraw the funds for its own purse, leading to an unceremonious
release of the public accounts for 2015-16. Because the panel sided with the government, the
accounting reversal means the annual deficit for the last fiscal year was $1.5 billion less - rounding out at
$3.5 billion instead of $5 billion. That would give the province more space to balance the budget this

spring.

This isn't the first time the government and auditor have gone to fisticuffs, and the AG made a point to
say that her stance was not borne out of partisan leanings. To suggest otherwise is "misguided," she told
reporters.

"This isn't about this office and this isn't about me," Lysyk said. "It's not my pension. It's not my budget
deficit."

The Tories, meanwhile, charged the Grits with belittling an independent officer of the legislature.
"Time and time again, the Wynne government makes decisions that unleash a torrent of doubts and
criticisms, and that give the public serious concern they have something to hide," MPP Lisa MaclLeod,

the PC treasury critic, said in a release.

"After all, who would you trust - a hastily assembled panel paid $435,0002 by the Wynne Liberals to
dispute the auditor general, or the independent auditor general?"

Warren (Smokey) Thomas, president of OPSEU, said he agreed with the AG that the pensions are for the
benefit of those public sector employees and retirees. He said he would not support "any move to allow

the government to siphon money from any of those plans for any other purpose."

Lysyk is "100 per cent correct when she says the provincial government has no unfettered right to count
public employees' pension funds as government assets," Thomas added in a release.

The Ontario Teachers' Federation said the accounting dispute was a matter for the AG and government
to sort out.

The Ontario Teachers' Pension Plan office declined opportunity to comment.



Auditor demands proof on pensions; ‘Clean audit
opinion' depends on permission from union to count
surpluses as assets (TorStar)
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Queen's Park is sticking with accounting experts who concluded the auditor general miscalculated when
she claimed the government could not count $10.7 billion of taxpayer-funded pension surpluses as
assets.

Treasury Board President Liz Sandals said the government is taking the advice of Tricia O'Malley, Chair of
the Canadian Actuarial Standards Oversight Council, over auditor general Bonnie Lysyk. "Recognizing the
asset will provide an accurate representation of the province's financial position. This means that the
province will continue to represent pension assets on its financial statements as it has since 2001,"
Sandals said Thursday.

Her comments came after Lysyk insisted the Ontario Public Service Employees' Union Pension Plan and
the Ontario Teachers' Pension Plan shouldn't be booked as assets because the government doesn't have
ready access to the funds.

The legislative watchdog said she would only issue a "clean audit opinion" of the province's books this
year if she receives proof "in writing" from the unions that they are OK with counting the surpluses as a

public asset for accounting purposes.

"Show me the letter that says you can use that pension money with permission - with an agreement,"
Lysyk told reporters at Queen's Park.

"Until that happens, the bottom line is this office can't give its stamp of approval on this particular
issue."

There has been no suggestion the government intends to raid the pension funds, which would be illegal.
The question is whether the pension surplus can be counted as an asset.

The accounting dispute is worth the equivalent of $1.5 billion to the province's bottom line this year and
could be the difference between balancing the books or remaining in deficit.



On Monday, a panel of four government-appointed outside accounting experts led by O'Malley ruled
the funds are indeed a public asset.

"We believe that an asset does exist - the net pension asset meets the definition of an economic
resource, which is what an asset is," she said, dismissing the dispute as "a difference of a professional
opinion" between bureaucrats and the auditor.

"Many government assets are not accessible. A road is an asset to a government because it allows it to
provide public services of transportation, but you can't move a road or you can't sell a road unless it's a
toll road, but it's still an asset."

Also on the expert panel were Murray Gold, a partner at Koskie Minsky LLP, Uros Karadzic, a partner at
Ernst and Young, and Paul Martin, comptroller of the New Brunswick government.

As for Lysyk's demand for permission from the unions, Sandals noted the panel "concluded that the
government does not need a letter from either of the unions because the joint pension agreements spell
out how the surplus will be dealt with."

"There are no public-sector accounting standard requirements for any additional letter to be in place
specifying when or by how much contributions will be reduced beyond the joint pension plan
agreements already in place," the Treasury Board president said.

But Lysyk, who blindsided the government in September by reversing her position on surpluses that had
been signed off on by her and her predecessors for years, was defiant.

"It is not my money," she said. "That money is for the benefit of employees and retirees ... so it's not my
pension. It's not my budget deficit."

The actuarial spat means the auditor general will likely issue a "qualified audit opinion" of the
government's books instead of a "clean audit opinion" later this year.

Essentially that could be seen as the accounting equivalent of an asterisk in the sporting record books
for disputed achievements because her qualified audit opinion is unlikely to affect the government's
credit rating.

© 2017 Torstar Corporation
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¢ Auditor general Bonnie Lysyk refuses to count pension surpluses as assets.
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AG not buying Liberal accounting; Lysyk wants to see
letter from unions allowing Ontario to use pension
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Ontario's auditor general isn't satisfied after an expert panel sided with the Liberal government in a
$10.7-billion accounting dispute.

The auditor and the government disagree over whether a $10.7-billion surplus in two jointly sponsored
pension plans - the Ontario Public Service Employees Union Pension Plan and the Ontario Teachers'
Pension Plan - should appear as an asset on the government's books.

Auditor general Bonnie Lysyk said that, because the government doesn't have the right to unilaterally
access that surplus, it shouldn't count as an asset.

But an expert panel this week said that it's an asset because it has a future economic benefit, since the
government could reduce contributions and would therefore have additional funds to spend elsewhere.

Lysyk now said that, in order for her to issue a clean audit opinion, she wants to see a letter from the
unions representing workers covered by the plans saying the province can use that money.

"Show me the letter that says you can use that pension money with permission, with an agreement,"
she said Thursday. "Until that happens, the bottom line is this office can't give its stamp of approval on
this particular issue."

The government said joint pension agreements already spell out how surpluses are to be handled and
no additional letter is needed, so it's sticking with the panel's interpretation of the accounting rules.

That interpretation gives the government $1.5 billion in breathing room in the deficit and means that
$10.7 billion doesn't get added to the already more than $300-billion debt.

This isn't the first time the Liberal government has clashed with the auditor general - the former energy
minister suggested the electricity file was too complicated for Lysyk, and she has frequently suggested
that partisan ads are being funded by taxpayer dollars.

But Lysyk insisted Thursday this was not an auditor versus government issue.

"This isn't about this office and this isn't about me," she said. "It's not my money. That money is for the
benefit of employees and retirees who have paid in to be able to live a comfortable life in retirement."



