Accounting for Net Pension Assets of
Jointly Sponsored Pension Plans

Ontario Public Service Employee’s Union Pension Plan (OPSEUPP) and Ontario Teachers’
Pension Plan (OTPP) are jointly sponsored pension plans (JSPPs) where the Government
of Ontario is a co-sponsor.

The plans are funded on a 50/50 basis, co-managed by the sponsors, and decisions
regarding benefits and contributions require negotiation and agreement between them.

= OnJune 12, 2017, the co-sponsors of OTPP (Ontario Teachers Federation and the
Government) announced a 1.1% reduction in contributions effective January 1, 2018

Under PSAB standards, an asset arises when the government's total contributions to a
plan, including interest earned thereon, are greater than the pension expense recognized
since the start of the plan.

Since 2001-02, the Province’s share of pension assets reflected on the audited
consolidated financial statements of the Province has been based on a policy considered
to be consistent with PSAB standards related to accounting for retirement benefits. The
standards have not changed since their issuance in 2001.

In 2016, the government passed a time-limited regulation to require the full write-off of the
net assets of both of these plans for the 2015-16 Public Accounts. e
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Pension Accounting

Based on professional staff’s interpretation of PSAB standards, the government believes
that pension assets for OPSEUPP and OTPP should be reported in order to fairly present
the Province’s financial position.

The Province has shared control over the pension plan and the existing agreements in
place between the sponsors support the recognition of the pension asset.

The professional staff does not believe that the Government has the right to withdraw any
surplus from the plan, and has supported the value of the pension asset solely on the basis
of being able to reduce contributions in the future.

The Province has recorded the pension assets for OTPP and OPSEUPP in its 2016-17
consolidated financial statements and has restated the 2015-16 consolidated financial
statements to recognize the pension assets.

With respect to the Healthcare of Ontario Pension Plan (HOOPP) and Colleges of Applied
Arts and Technology Pension Plan (CAATPP), based on the difference in governance
structure between these plans and OTPP and OPSEUPP, the Province has recorded a
valuation allowance for CAATPP in the year (amount is not material). The HOOPP plan is
not in a net asset position for accounting purposes at March 31, 2017.
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Pension Accounting

» The professional staff’s interpretation of PSAB standards is supported by its own
research and analysis as well as:

*= The report of the Pension Asset Expert Advisory Panel (hitps://www.ontario.ca/page/pension-
asset-expert-advisory-panel-report) released on February 13, 2017 stating that the
Government should record an asset for its share of the surplus reported in the accounting
valuations for each plan and that no valuation allowance is required.

= An opinion from Deloitte LLP on aspects of the Province’s accounting as at March 31, 2016 for
the OTPP, a summary of which is included in Appendix A. The opinion, which was dated
October 2, 2016, concluded that it was permissible to recognize a pension asset under
Canadian Public Sector Accounting Standards, even though the Province did not have under a
unilateral right to reduce contributions.

= Analysis completed by EY as to whether any valuation allowance is required to be recorded for
OTPP or OPSEUPP as of March 31, 2017. EY confirmed no valuation allowance was required
for either plan.

» A qualified opinion was issued by the Office of the Auditor General on the 2016-17
consolidated financial statements regarding the Province’s accounting for the net
pension assets of OTPP and OPSEUPP.

—
i
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Appendix A — Deloitte Summary of Accounting Opinion
Issued on Pension Accounting

Deloitte was engaged to provide a report (“Deloitte Report”) on the application of accounting standards by the Ontario Treasury
Board Secretariat. Our report, which was issued on October 2, 2016, was prepared under professional standards for such
reports set out by CPA Canada.

The subject of this report was the application of Public Sector Accounting Standards (PSAS), as established by CPA Canada, in
the recognition of a pension asset in the Province of Ontario’s financial statements. Pension accounting is subject to
professional judgement and interpretation, and involves significant accounting estimates. The Deloitte Report focused on a
specific aspect of this complex area as it relates to the Province of Ontario’s accounting for the Ontario Teachers’ Pension Plan
(OTPP).

OTPP is a pension plan that is jointly sponsored by the Ontario government (or the Province) and the Ontario Teachers’
Federation (OTF). Based on the Province’s application of PSAS, OTPP is in a plan surplus position. We accepted this aspect of
the Province’s application of PSAS as a matter of fact in developing our report.

The Deloitte Report addressed the question of whether it was possible to record a pension asset related to the plan surplus in
the Province’s financial statements, given that the plan is jointly sponsored. We concluded that, based on the information
provided to us by the Province and our professional judgement, that it was permissible under PSAS to record a pension plan
asset, even though the Province’s ability to benefit from any plan surplus, through future contribution reductions for example,
would need to be negotiated with and agreed between the Province and OTF.

It is to be noted that even if a pension asset is recorded, PSAS would also require that consideration should be given to limiting

the recorded amount of this pension asset to an amount that would be less than the calculated amount of the pension surplus.

The Deloitte Report did not express a view on whether any limit to the recorded amount of the asset is needed in the case of the
Province’s accounting for the pension asset related to OTPP. Therefore, our report did not express a view on the amount of the
pension asset that should be recorded in the Province’s financial statements as at March 31, 2016 or at any other date...=""" s
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Appendix B: Panel Members

Patricia O’Malley (Chair) — former Chair of Canadian Accounting Standards Board,
former member of International Accounting Standards Board, Chair of the Canadian
Actuarial Standards Oversight Council, former technical partner KPMG

Murray Gold — Leading practitioner and senior pension and benefits partner at Koskie
Minsky LLP

Uros Karadzic — Pension actuary, member of the PSAB’s Employment Benefit
Taskforce, partner at EY

Paul Martin — Comptroller with the Government of New Brunswick, member of the
PSAB’s Employment Benefit Taskforce and previously a partner with the national
accounting firm of Grant Thornton LLP
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