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About This Report
This is a report on pension plans prepared by B.C.’s Office of the 
Superintendent of Pensions. This year’s report presents a profile of 
all pension plans registered in British Columbia: defined benefit, 
defined contribution and target benefit. 

The report contains:

»» A summary of financial market performance;

»» A profile of pension plans, membership 
and contributions;

»» An estimate of the funding position of plans with benefit 
formula provisions;

»» An assessment of risk related to plans with benefit 
formula provisions;

»» A discussion of target benefit plans; and

»» A summary of our engagement with stakeholders.

Capital and Equity 
Markets Performance
C A N A D I A N  I N T E R E S T  R AT E S
Defined benefit plans in B.C. and Canada continue to face 
challenging conditions, as long-term Government of Canada 
bond yields used to set interest rates for solvency valuations 
continue to be low. The solvency interest rate for select and 
non-indexed pensions has been declining since the end of 
2013 and was at 2.20% at December 31, 2016 (see Table 2.1).

Combined with the assumption on improved longevity, the 
low rates have resulted in increases in solvency liabilities. 

Administrators of pension plans appear to recognize this as 
the “new normal” and are taking steps to mitigate the impact 
of the trend while exploring ways to improve the management 
of pension risk. For example, some plans are looking at de-
risking strategies that use buy-out and/or buy-in annuities 
and longevity insurance contracts. (While there has been 
discussion about the latter, the Office of the Superintendent of 
Pensions has so far not had any direct enquiry from any plans 
about longevity insurance contracts.)

T A B L E  2 . 1 :  G O V E R N M E N T  O F  C A N A D A  B O N D  Y I E L D S 

A N D  S O L V E N C Y  I N T E R E S T  R A T E S .

Rates in  
Dec. 2016

Rates in  
Dec. 2015

Rates in  
Dec. 2014

Government of Canada bondsA

 • Long-term (V122544)

 • 10-year (V122543)

 • 91-day T-bill (V122541)

 

2.34%

1.73%

0.47%

 

2.16%

1.40%

0.50%

 

2.33% 

1.79% 

0.91%

Solvency interest rates  

(non-indexed pensions)B

 • Commuted value

 • Annuity purchase

 

 

2.20%/3.50%

3.11%

 

 

2.10%/3.70%

3.13%

 

 

2.50%/3.80% 

2.52%

A B A N K  O F  C A N A D A  S TAT I S T I C S :  

H T T P : / / W W W. B A N K O F C A N A D A . C A / R AT E S / I N T E R E S T - R AT E S /

B B A S E D O N C A N A D I A N I N S T I T U T E O F AC T UA R I E S’ G U I DA N C E. FO R 

CO M M U T E D VA LU E, T H E F I R S T I N T E R E S T R AT E A P P L I E S TO T H E F I R S T 10 

YE A R S A F T E R T H E C A LC U L AT I O N DAT E A N D T H E S E CO N D I N T E R E S T R AT E 

A P P L I E S TO S U B S E Q U E N T YE A R S. T H E A N N U I T Y P U R C H A S E R AT E S H OW N 

I S T H AT FO R A N I L LUS T R AT I V E B LO C K W I T H M E D I U M D U R AT I O N.

A S S E T  C L A S S  R E T U R N S
During 2016, Canadian equity markets saw substantial 
gains that were driven by the financial services, energy, and 
materials sectors. The S&P/TSX Composite Index posted a total 
return of 21.1%.

U.S. and European equities markets also posted gains in 2016. 
However, the appreciation of the Canadian dollar against most 
major currencies resulted in lower adjusted returns, and even 
in negative returns in the case of non-North American equities. 

The rates of return on major asset classes for the four-year 
period, 2013–2016, are summarized in Table 2.2.

http://www.bankofcanada.ca/rates/interest-rates/
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T A B L E  2 . 2 :  A S S E T  C L A S S  R E T U R N S  O F  T H E  G E N E R A L 

M A R K E T,  2 0 1 3 – 2 0 1 6 .

Returns 
in 2016

Returns 
in 2015

Returns 
in 2014

Returns 
in 2013

Stock returns

 • Canadian equities:  

S&P TSX Composite 

 • U.S. equities:  

S&P 500 (Canadian dollars) 

 • Non-North American equities: MSCI 

–  EAFE (Canadian dollars)

21.1%

8.6%

-2.5%

 

-8.3%

21.0%

19.0%

  

10.6%

24.0%

3.7%

 

13.0%

41.5%

31.0%

Fixed-income returns

 • FTSE 90-day T-bills 

 • FTSE Universe Bond

 • FTSE Long Bonds

0.5%

1.7%

2.5%

 

0.6%

3.5%

3.8%

 

0.9%

8.8%

17.5%

 

1.0%

-1.2%

-6.2%

A S O U R C E :  A U B I N  C O N S U LT I N G  A C T U A R Y  I N C .  S TAT I S T I C S .  

H T T P : / / W W W. A U B I N A C T U A I R E C O N S E I L . C A

Based on the valuation reports filed with our office over the 
last four years, plans have reported a median annual rate of 
return, net of expenses, of 8.85%. For plans filing valuation 
reports with a review date of December 31, 2014, the median 
annual rate of return, net of expenses, was 10.05%. Over the 
four valuation reporting periods, fewer than 5% of plans 
reported an average rate of return of less than 5.0% and two 
plans reported a negative annual rate of return. 

Plan Membership
The total number of members in pension plans registered in 
B.C. did not change substantially from 2014 to 2016, growing to 
1,045,000 in 2016 from 992,000 in 2014 (an increase of 53,000; 
see Tables 3.1 and 3.2).

Since the inception of the new pension legislation on 
September 30, 2015:

»» 41 plans have terminated, the majority of which were 
defined contribution plans; and

»» 24 new plans have applied for registration with the Office 
of the Superintendent of Pensions, 21 of which were 
defined contribution plans and 3 defined benefit plans.

The reasons provided for plan terminations included the 
perception of increased administrative burden with the 
introduction of the new pension legislation. A number of 
terminated plans were replaced with group Registered 
Retirement Savings Plans.

T A B L E  3 . 1 :  N U M B E R  O F  C O V E R E D  M E M B E R S  I N  D E F I N E D 

B E N E F I T  A N D  T A R G E T  B E N E F I T  P E N S I O N  P L A N S  A S  A T 

D E C E M B E R  3 1 ,  2 0 1 6 .

Size of Plan Number of Plans Total Number of Members

Fewer than 1,000 134 29,250

1,000–4,999 40 79,476

5,000–9,999 12 78,657

10,000 or more 12 784,138

Total 198 971,521

T A B L E  3 . 2 :  N U M B E R  O F  C O V E R E D  M E M B E R S  I N  

D E F I N E D  C O N T R I B U T I O N  P E N S I O N  P L A N S  A S  A T 

D E C E M B E R  3 1 ,  2 0 1 6 .

Size of Plan Number of Plans Total Number of Members

Fewer than 100 372 11,362

100–499 87 17,888

500–999 13 8,659

1,000 or more 13 35,980

Total 485 73,889A

A T H I S  N U M B E R  D O E S  N O T  I N C LU D E  D E F I N E D  C O N T R I B U T I O N 

P L A N  M E M B E R S  PA R T I C I PAT I N G  I N  A  P L A N  W I T H  B O T H  A  B E N E F I T 

F O R M U L A  A N D  A  D E F I N E D  C O N T R I B U T I O N  C O M P O N E N T.  T H E I R 

C O U N T S  A R E  I N C LU D E D  I N  TA B L E  3 . 1 .

As Tables 3.1 and 3.2 show, most of the registered benefit 
formula and defined contribution pension plans continue to be 
small in terms of membership: 

»» About 68% of benefit formula plans had fewer than 1,000 
members each (the average was 200 members); and

»» About 77% of defined contribution plans had fewer than 
100 members each.

http://www.actuarialexceladdin.com/
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Pension Funds  
and Asset Mix 
T O TA L  A S S E T S  O F  R E G I S T E R E D  P L A N S
The total assets held by all registered pension plans in B.C. as 
at December 31, 2016, was about $144.5 billion (compared 
with $128.3 billion at December 31, 2014).1  This was made 
up of about $136.2 billion held in benefit formula plans and 
$8.2 billion held in defined contribution assets (Table 4.1). 

Fourteen plans have assets of over $1 billion. Those 14 hold over 
85% of the total assets held by all registered plans in the province.

T A B L E  4 . 1 :  T O T A L  A S S E T S  O F  R E G I S T E R E D  P E N S I O N 

P L A N S  A S  A T  D E C E M B E R  3 1 ,  2 0 1 6 .

Asset Type Market Value ($ Millions)

Benefit formula component $136,234

Defined contribution component $8,245

Total Assets $144,479

A S S E T  M I X  O F  B E N E F I T  F O R M U L A  P L A N S
As at December 31, 2016, plans with a benefit formula 
component registered in B.C. held assets of nearly 
$136.2 billion (Table 4.1).

The percentage distribution of assets among asset classes 
for benefit formula plans did not change significantly from 
2014 to 2016, with one exception: infrastructure investments. 
Benefit formula plans reported $11.4 billion in infrastructure 
investments at December 31, 2016, compared with $6.6 billion 
at December 31, 2014 — an increase of more than 70% over 
the two years.

Administrators also reported higher allocations in the “other 
investments” category: $7.6 billion in 2016 compared with 
$6.7 billion in 2014. This category includes hedge funds, private 
equities and financial derivatives. 

As part of the risk-based supervision process, the Office of 
the Superintendent of Pensions will be engaging with plan 
administrators in future to achieve a better breakdown of the 
contents of the “other investments” category.

T A B L E  4 . 2 :  M A R K E T  V A L U E  O F  A S S E T S  I N  B E N E F I T 

F O R M U L A  P L A N S ,  A S  A T  D E C E M B E R  3 1 ,  2 0 1 6 .

Asset Class Market Value  
($ Million)

Market Value  
(% of Total)

Cash & short term investments 200 0.1

Debt securities 34,134 25.2

Equity securities 64,897 47.9

Infrastructure securities 11,382 8.4

Real estate securities 17,366 12.8

Others investments 7,595 5.6

Total 135,574A 100

A T H I S  E X C LU D E S  S M A L L  P L A N S  T H AT  A R E  N O T  R E Q U I R E D  T O  F I L E  A 

B R E A K D O W N  O F  A S S E T  M I X  I N F O R M AT I O N .

F I G U R E  4 . 1 :  P E R C E N T A G E  D I S T R I B U T I O N  O F  A S S E T 

A L L O C A T I O N S  I N  B E N E F I T  F O R M U L A  P L A N S ,  A S  A T 

D E C E M B E R  3 1 ,  2 0 1 6 . 

1  W E  A R E  U S I N G  2 0 1 4  F O R  C O M PA R I S O N  P U R P O S E S  B E C A U S E  T H E 

A U G U S T  2 0 1 6  R E P O R T  U S E D  D ATA  A S  AT  D E C E M B E R  3 1 ,  2 0 1 4 .

Required Contributions 
to Plans
The total amount of contributions required to fund both new 
accruals and past benefit accruals did not change significantly in 
2016 from the previous year (Table 5.1). Total required contributions 
in 2016 were about $4.5 billion compared with $4.4 billion in 2015.

Over 80% of required contributions ($3.8 billion) went toward 
covering the cost of providing new benefit accruals; less than 
20% was applied to paying for past service liabilities (Figure 5.1). 

Other Investments
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T A B L E  5 . 1 :  C O N T R I B U T I O N S ,  B Y  T Y P E ,  T O  F U N D 

B E N E F I T  F O R M U L A  P L A N S  I N  2 0 1 6 .

Type of Contributions Made
($ Thousands)

Amount 
Contributed in 2016 

Amount 
Contributed in 2015 

Employee required contributions $1,555,848 $1,421,266

Employee unfunded liability payments $262,019 $346,263

Employee solvency deficiency payments $3,969 $5,200

Employer normal cost $2,162,280 $2,058,235

Employer unfunded liability payment $349,009 $442,345

Employer solvency deficiency payment $153,805 $106,394

Total employer and  
employee contributions

 
$4,486,930

 
$4,379,703

F I G U R E  5 . 1 :  P E R C E N T A G E  D I S T R I B U T I O N  O F 

C O N T R I B U T I O N S  T O  B E N E F I T  F O R M U L A  P L A N S ,  A S  A T 

D E C E M B E R  3 1 ,  2 0 1 6 .

»» A going concern valuation of a plan provides an 
evaluation of the plan’s funded status, assuming that 
the plan continues indefinitely and benefits continue 
to be paid.

»» The going concern funded ratio of a plan is the ratio 
of the plan’s going concern assets to the plan’s going 
concern liabilities.

»» The solvency valuation of a plan estimates the  
plan’s ability to meet its obligations, assuming that  
the plan is terminated and must pay all of its 
obligations immediately.

»» The solvency ratio of a plan is the ratio of the plan’s 
solvency assets to the plan’s solvency liabilities.

O V E R A L L  F U N D I N G
Table 6.1 shows the key funding figures for benefit formula plans 
at December 31, 2015, and December 31, 2016. 

T A B L E  6 . 1 :  F U N D I N G  F I G U R E S  F O R  G O I N G  C O N C E R N 

A N D  S O L V E N C Y  V A L U A T I O N S ,  A S  A T  D E C E M B E R  3 1 , 

2 0 1 5 ,  A N D  D E C E M B E R  3 1 ,  2 0 1 6 .

 2015 Going Concern Valuation  
($ Million)

Solvency Valuation  
($ Million)

Total assets $31,517 $33,235

Total liabilities $26,922 $35,754

Aggregate funding balance $4,595 -$2,519

Total funding balance  

for plans in deficit 

-$112 -$4,064

Total funding balance  

for plans in surplus

$4,707 $1,545

Aggregate funding ratio 117% 93%

 2016 Going Concern Valuation  
($ Million)

Solvency Valuation  
($ Million)

Total assets $32,431 $33,821

Total liabilities $27,350 $36,462

Aggregate funding balance $5,081 -$2,641

Total funding balance  

for plans in deficit 

-$796 -$4,346

Total funding balance  

for plans in surplus

$5,878 $1,705

Aggregate funding ratio 119% 93%

The total amount of required contributions to fund defined 
contribution plans in 2016 was $408 million compared with 
$389 million in 2014, an increase of $19 million. Members 
contributed an additional $26 million in 2016 to their defined 
contribution accounts in the form of voluntary contributions.

Funding Position of 
Benefit Formula Plans
The funding analysis provided in this section is based on the 
projected funding position2 of all benefit formula plans at the end 
of 2015 and 2016. The figures do not include public sector plans. 

2  O R  O N  A C T U A L  F U N D I N G  P O S I T I O N  I F  A  VA LU AT I O N  R E P O R T  AT 

T H E  I N D I C AT E D  D AT E S  WA S  F I L E D.
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The aggregate going concern funding position continued to 
improve from 117% as at December 31, 2015, to 119% as at 
December 31, 2016. The going concern surplus — that is, assets 
less liabilities — increased to $5.08 billion as at December 31, 2016. 

The aggregate solvency position remained unchanged at 93% 
for both years. The estimated total deficit, however, increased 
from $2.52 billion as at December 31, 2015, to $2.64 billion as 
at December 31, 2016. The projected total amount of solvency 
deficit that must be funded by plans in deficit is estimated to 
be almost $4.35 billion as at December 31, 2016. This was a 
further increase of $282 million over the December 31, 2015, 
results. Plans with solvency deficiencies are therefore expected 
to increase payments to amortize their solvency deficits.

Plan administrators have taken advantage of funding relief 
available to them to reduce the payments required to amortize 
solvency deficiencies.

For example, as at December 31, 2016, plans held $1.255 billion 
in letters of credit to secure solvency special payments 
required to be made to their funds. In 2016, plans were able to 
reduce their required annual solvency special payments from 
$229 million to $54 million through other funding relief granted 
by the Office of the Superintendent of Pensions. A number of 
multi-employer negotiated cost plans have been exempted 
from making solvency special payments — an exemption that 
amounted to about $227 million in 2016.

Most of these multi-employer negotiated cost plans have been 
converted to target benefit plans since September 2015 and 
will therefore not be required to make payments to fund their 
solvency deficits.

Over two-thirds of benefit formula plans registered in B.C. are 
estimated to have had a solvency deficit at December 31, 2016. 
The solvency relief provided by the October 2016 Order in 
Council was in recognition of the expected increase in special 
payments that plan sponsors would be required to make to 
amortize their growing solvency deficiencies.

We estimate that without the funding relief and using a “fresh 
start” funding approach (see page 7 of this report), plans 
would have been required to contribute $927 million annually 
to amortize the 2016 deficit over five years. With the funding 
relief provided under Schedule 8 of the Pension Benefits 
Standards Regulation, it is estimated that plans will be required 
to contribute $489 million annually to amortize the estimated 
solvency deficit over 10 years.

G O I N G  C O N C E R N  F U N D I N G
One of the most significant assumptions in determining 
the going concern liabilities and normal actuarial costs for a 
pension plan is the going concern discount rate (or valuation 
interest rate). This rate represents the long-term expectation of 
investment return given the asset allocation policy of the plan.

Data from valuations filed with the Superintendent of Pensions 
between 2013 and 2016 does not show a significant difference 
in terms of the median going concern discount rates used. The 
rates fall within a relatively narrow range of between 5.0 and 
5.5%. Over 60% of plans filing valuations between 2013 and 2016 
used going concern discount rates which fall between 5.0 and 
5.9%. About 15% of plans used discount rates of 6.0% or higher. 

Table 6.2 and Figure 6.1 show the range of estimated going concern 
funding ratios for benefit formula plans at December 31, 2016.

T A B L E  6 . 2 :  N U M B E R  O F  B E N E F I T  F O R M U L A  P E N S I O N 

P L A N S  B Y  E S T I M A T E D  G O I N G  C O N C E R N  F U N D E D  R A T I O , 

A S  A T  D E C E M B E R  3 1 ,  2 0 1 6 .

Going Concern Funding Ratio Number of Plans

Less than 85% 7

85% but less than 100% 14

100% but less than 110% 19

110% but less than 120% 37

120% or higher 114

Total 191

Approximately 11% of plans were estimated to have a going 
concern funded ratio of less than 1 at December 31, 2016 
(using benchmark discount rates set by the Superintendent of 
Pensions), compared with 17% at December 31, 2015. 

F I G U R E  6 . 1 :  P E R C E N T A G E  D I S T R I B U T I O N  O F  E S T I M A T E D 

G O I N G  C O N C E R N  F U N D E D  R A T I O S  F O R  A L L  B E N E F I T 

F O R M U L A  P L A N S ,  A S  A T  D E C E M B E R  3 1 ,  2 0 1 6 .
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S O LV E N C Y  F U N D I N G
Table 6.3 and Figure 6.2 show the distribution of estimated 
solvency ratios of plans at December 31, 2016.

T A B L E  6 . 3 :  N U M B E R  O F  B E N E F I T  F O R M U L A  

P E N S I O N  P L A N S  B Y  E S T I M A T E D  S O L V E N C Y  R A T I O ,  

A S  A T  D E C E M B E R  3 1 ,  2 0 1 6 .

Solvency Ratio Number of Plans

Less than 85% 43

85% but less than 90% 21

90% but less than 100% 63

100% but less than 110% 39

110% or higher 25

Total 191

F I G U R E  6 . 2 :  P E R C E N T A G E  D I S T R I B U T I O N  O F  E S T I M A T E D 

S O L V E N C Y  R A T I O S  F O R  A L L  B E N E F I T  F O R M U L A  P L A N S , 

A S  A T  D E C E M B E R  3 1 ,  2 0 1 6 .

The amendment to the Regulation permitted an 
administrator, on submission of written election to the Office 
of the Superintendent of Pensions, to consolidate all existing 
solvency deficiencies into one new solvency deficiency at the 
review date (i.e., a “fresh start”). The amendment allowed for 
the new solvency deficiency to be amortized over a period 
not exceeding 10 years (extended from the usual five-year 
requirement).

This funding extension is available only for actuarial 
valuations filed with review dates between December 31, 
2015, and December 31, 2017, inclusive.

To date, administrators of 11 pension plans, with a valuation 
review date of December 31, 2015, have applied to the Office 
of the Superintendent of Pensions to extend their plan’s 
solvency amortization period based on this amendment. The 
11 plans had a combined unamortized solvency deficiency 
balance of $546.6 million as at December 31, 2015, which 
required annual payment of $248.6 million in 2016. With the 
application of the extension, including a “fresh start,” the total 
of annual solvency deficiency payments in 2016 is estimated 
to be $61.8 million. 

Multi-employer negotiated cost plans have also been 
eligible to apply for an exemption under Schedule 5 of the 
Regulation. A request for an exemption under Schedule 5: 
Multi-Employer Negotiated Cost Exemption must be filed on 
or before December 31, 2016, and such an exemption cannot 
extend beyond December 31, 2017.

Since 2010, the Office of the Superintendent of Pensions has 
received 35 applications for exemptions to making solvency 
deficiency payments. Most plans with solvency exemptions 
have converted to target benefit plans since September 
30, 2015. At December 31, 2016, five plans still had active 
exemptions from making solvency payments. Of this number, 
four have applied to convert to a target benefit provision as 
of January 1, 2017.

Solvency Funding Relief
Over the last 10 years, the provincial government has provided 
temporary solvency relief to administrators of defined benefit 
plans registered in B.C. to enable them to manage the financial 
stresses of funding their plans. The relief provided has been 
either statutory relief granted by government (e.g., a solvency 
moratorium for multi-employer negotiated cost plans) or relief 
exercised under the discretionary authority of the Office of the 
Superintendent of Pensions. 

In recognition of the continuing low interest rate 
environment and its impact on the solvency funding position 
of pension plans registered in B.C., the Lieutenant Governor 
in Council approved an Order in Council, effective October 
24, 2016, that extended the period over which pension 
plans would be required to fund solvency deficiencies. 
(See Schedule 8 of the Regulation.) 
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Target Benefit Plans
The Government of British Columbia introduced target benefit 
pension plans under the new Pension Benefits Standards 
Act, S.B.C 2012, c.30, effective September 30, 2015. This plan 
component provides for a contribution level that is fixed but a 
benefit level that can vary depending on the funding position 
of the plan, without requiring the approval of the Office of the 
Superintendent of Pensions to reduce benefits (if applicable). 

Currently, only multi-employer negotiated cost plans can 
establish and convert accrued benefits, as well as prospective 
benefits, to a target benefit component. Non-collectively 
bargained multi-employer plans can establish target benefit 
plans or incorporate target benefit provisions into their existing 
plan design, but only on a prospective basis.

Thirty pension plans were registered in B.C. with target benefit 
components, as at December 31, 2016. These plans have 
combined assets of $9.5 billion and a total of 215,000 members 
(52,000 of whom are currently receiving retiree benefits from 
their plans).

To date, one defined contribution plan has converted entirely to 
a target benefit component. This plan also includes an option 
for members to convert their accrued defined contribution 
accounts to a target benefit.

With the introduction of target benefit plans, pension plan 
administrators have raised a number of issues about the 
funding structure and other provisions under the current 
pension legislation. The following is a sample of the challenges 
and issues raised:

»» Communication to members;

»» Training of administrators and trustees;

»» Variability in provision for adverse deviation (PfAD);

»» Definition of the “equity” component of the 
PfAD calculation;

»» Calculation and disclosure of the solvency deficiency; and 

»» Payment of commuted values in multi-jurisdictional plans.

The Superintendent’s office continues to receive enquiries and 
suggestion from trustees about the challenges of administering 
target benefit plans. We are committed to reviewing and 
providing guidance as and when it is feasible to do so.

Target benefit plan facts, as at December 31, 2016

»» Out of the 30 plans with a target benefit plan 
component, 21 have filed actuarial valuations 
to support the conversion to target benefit. The 
remaining plans are expected to file valuations with 
a conversion date of December 31, 2016.

»» The 21 plans had a going concern funding excess of 
$363 million. Four plans reported a going concern 
funding deficit. More than half of the plans also 
reported solvency deficiencies. Legislation requires 
that plans report their solvency deficiencies, if any, 
even though they are not required to fund for it.

»» Accessible going concern excess was reported as 
$140 million as at the conversion date.

The following table (Table 8.1) provides information and 
assumptions used in preparing valuation reports for plans that have 
converted to a target benefit component as at December 31, 2016.

T A B L E  8 . 1 :  T A R G E T  B E N E F I T  P L A N  F A C T S ,  A S  A T 

D E C E M B E R  3 1 ,  2 0 1 6 .

Median %

Funded ratio 120

PfAD 17.2

Equity allocation 48.0

Assumed discount rate 5.6

Benchmark discount rate 5.55

Average rate of return 6.8

P R O V I S I O N  F O R  A D V E R S E  D E V I AT I O N
Under the Pension Benefits Standards Act, all target benefit plans 
must include an appropriate provision for adverse deviation 
(PfAD). The PfAD is an additional reserve or buffer to assist the plan 
in times of adverse experience. The PfAD level is dependent on 
factors prescribed by legislation, including the plan’s investment 
strategy and discount rate assumptions used in the valuation.

The magnitude of PfADs reported to date varies significantly, 
from a high of 34.5% to a low of 11.7%. The legislation provides 
that where a pension plan is amended to convert from a 
defined benefit provision to a target benefit provision, the 
additional payments required to fund the PfAD need not begin 
until the third anniversary of the date on which the conversion 
occurred. Plans that are not converting accrued benefits, 
however, are required to fund the PfAD immediately.
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To date, the Office of the Superintendent of Pensions has 
received feedback from plan administrators in connection 
with the prescribed components of the PfAD, the magnitude 
of the PfAD, the volatility of the PfAD and other matters. The 
Superintendent will continue to review these comments and 
feedback and will provide guidance when appropriate.

S T R E S S  T E S T I N G 
The aim of stress testing a target benefit plan is to examine 
whether the plan is sufficiently funded to meet its target 
benefit obligations under significant adverse conditions. The 
Superintendent of Pensions intends to use stress testing results 
as a regulatory tool to assess the financial and demographic 
risk to which a plan is exposed, in order to determine a 
supervisory response.

Under section 60 of the Regulation, a reviewer of a plan with 
a target benefit provision must do all of the following in a 
manner that is satisfactory to the Superintendent:

»» Choose factors that pose a material risk to the 
plan’s ability to meet the funding requirements under 
the Regulation.

»» Provide justification for the risk factors chosen.

»» Identify and explain how possible adverse changes 
in each selected risk factor could potentially impact 
funding (without the other risk factors changing).

Two elements of stress testing are scenario analysis and 
sensitivity testing. These important tools are part of the analysis 
of the risks facing the financial condition of a pension plan. 
Such examination and testing can enhance the understanding 
by stakeholders (e.g., administrators, plan members, the 
regulator) of their plan’s financial vulnerability and viability.

The Superintendent of Pensions expects that, for each stress 
condition identified, the trustees will advise whether the 
expected contributions under the plan would be sufficient 
to provide the benefits targeted under the plan. Where the 
contributions are not deemed to be sufficient, the trustees or 
actuary should identify remedial measures — in keeping with 
the plan’s benefit, funding or investment policy — that would 
allow the plan to meet the prescribed funding requirements. 
The remedial measures might include a reduction or 
elimination of benefits, a contribution increase, a change in 
investment strategy, or any combination of all those.

Risk Assessment  
and Supervision 
During the 2016 reporting period, the Office of the 
Superintendent of Pensions continued to focus on advancing 
the risk assessment and supervision process for pension plans 
registered in B.C. We have continued to make adjustments to 
our risk review process while recognizing the challenges that 
plan administrators face in the current economic environment. 

Risk-based regulation or supervision typically involves “systematised 
decision making frameworks and procedures to prioritise regulatory 
activities and deploy resources…, based on an assessment of the 
risks that regulated firms pose to the regulator’s objectives.”3

At FICOM, our primary regulatory objective is to enhance the 
benefit security of plan members. Our activities therefore focus 
on increasing the probability that promised or targeted benefits 
will be paid. We achieve this by building a culture of risk-based 
supervision. The risk-based supervision activity is a dynamic 
process, and we will continually revisit and modify our risk 
assessment as additional information becomes available. We 
consider the concept of risk-based supervision to be not only an 
activity but also a way of making our daily supervision decisions.

We undertake our risk-based supervision activity through a 
two-step process: risk prioritization and risk assessment.

S T E P  1 :  R I S K  P R I O R I T I Z AT I O N
This step involves determining key risk indicators for all plans 
based on data reported by administrators. Key risk indicators 
are risk factors that provide early warning about a plan’s ability 
to meet its funding obligations. These key indicators enable us 
to determine the plans with the highest relative risk.

From this exercise, we assign more resources to plans with the 
highest relative risk in order to develop a better understanding 
of the issues that could potentially have an impact on benefit 
security. At FICOM, we have made changes to how we assess 
the key risk indicators since the adoption of the risk-based 
process, and we will continue to refine the process based on 
the results of our ongoing analysis.

3  P R O F E S S O R  J U L I A  R O B E R T S ,  LO N D O N  S C H O O L  O F  E CO N O M I C S , 

P R E S E N TAT I O N  TO  O R G A N I Z AT I O N  F O R  E CO N O M I C  CO - O P E R AT I O N  A N D 

D E V E LO P M E N T  ( O E C D ) ,  D E C E M B E R  1,  2008:  R I S K - B A S E D  R E G U L AT I O N .  

W W W. O E C D. O R G / G O V / R E G U L AT O R Y - P O L I C Y / 4 4 8 0 0 3 7 5 . P D F

http://www.oecd.org/gov/regulatory-policy/44800375.pdf
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In 2017, based on the results of the Step 1 process, 16 plans 
have been selected for the Step 2: Risk Assessment. The 
number of plans selected recognizes the limits of the resources 
available to the Superintendent to undertake a comprehensive 
review of the plans with the highest risk.

S T E P  2 :  R I S K  A S S E S S M E N T
This step involves a comprehensive assessment of the plans 
that have been identified as having the relatively highest risk. 
Our assessments are based on four key risk factors:

»» Funding risk;

»» Investment risk;

»» Governance risk; and

»» Plan sponsor risk.

FICOM has continued to make changes internally to advance 
our risk assessment process. Our goal is to develop a better 
understanding of the risks posed to members’ benefit security. 
Our staff will engage plan administrators and trustees in 
developing an understanding of the risk profile of the 
plans selected. 

Governance Self-
Assessment and 
FICOM’s Governance 
Risk Review 
G O V E R N A N C E  S E L F - A S S E S S M E N T  O F 
P E N S I O N  P L A N  A D M I N I S T R AT O R S
In May 2016, FICOM undertook a governance self-
assessment of all pension plans registered in British Columbia. 
Administrators were provided with a voluntary self-assessment 
questionnaire. They were not required to identify the plans for 
which they were responding. The objective was to develop a 
baseline of the confidence that plan administrators have in the 
effectiveness of current governance policies and the processes 
of administrators. 

A summary of our findings from administrators’ responses:

»» Most administrators responded that they were very 
confident in their understanding of their duties as 
administrators of their pension plan. 

»» Administrators agreed that they had some documented 
processes in place to ensure they were providing the 
appropriate controls and oversight of their pension plan.

»» Administrators agreed most strongly that they had 
reviewed their pension plan’s investment policy over the 
last 12 months. 

»» Administrators were not confident that they had 
identified and prioritized the financial and governance 
risks to their pension plan.

»» Administrators were not confident that they had 
processes in place to improve the learning of individuals 
(such as pension managers, staff and trustees) involved 
in the administration of their pension plan.

»» Administrators were generally confident in their 
understanding of their oversight functions. These include 
reviewing compliance reports of investment managers, 
monitoring compliance with funding reports, and 
exercising oversight of service providers.

»» Administrators were not confident they were providing 
the appropriate tools to members, such as access to 
information on their websites.

F I C O M ’ S  G O V E R N A N C E  R I S K  R E V I E W
In 2017/2018, FICOM will be undertaking a governance 
assessment of pension plan administration using a two-
pronged process aimed at:

»» Understanding and building governance capacity 
among administrators; and

»» Using governance assessment as a risk assessment tool.

Two key aspects in governance assessment:

»» Plan Administration – Issues/concerns associated 
with ineffective or inefficient processes or systems 
in the administration of a pension plan.

»» Plan Risk Management – Issues/concerns 
associated with risk management functions, 
including controls and oversight.
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FICOM’s governance risk review will focus on four broad 
function areas:

Roles and responsibilities – The administrator must clearly 
describe and document the roles, responsibilities and 
accountabilities of all participants in the pension plan 
governance process.

Risk identification – The administrator must identify material 
risks faced by the pension plan, in order to assess and prioritize 
such risks.

Controls and oversight – The administrator must have 
documented processes to ensure the plan complies with all 
regulatory requirements. This should include performance 
measurements and continuous monitoring.

Communication and reporting – The administrator must have 
a documented communication plan that will ensure that 
members are informed, understand their benefits, and have 
tools available to determine their levels of benefits.

As part of our governance review, the Office of the 
Superintendent of Pensions will ask the administrators of all 
plans selected for the Step 2 Assessment to provide FICOM 
with copies of their governance policies and their most recently 
completed written assessment of the plan.

Stakeholder 
Engagement 
One of the key strategic objectives of the Office of the 
Superintendent of Pensions for 2016/2017 was to engage 
stakeholders in discussions and seek their opinions about the 
introduction of the new pension legislation. To that end, the 
Office of the Superintendent held its first pensions stakeholder 
engagement forum in March 2017, in Vancouver. The aim was to 
create a forum for stakeholders to share their experiences of how 
the new legislation is affecting the administration of their plans.

The event was attended by over 100 people, including 
plan administrators, trustees, fund holders, plan sponsors, 
consultants, actuaries, accountants, lawyers, representatives 
from the B.C. financial policy branch, and staff from the 
Superintendent’s office.

I S S U E S  A D D R E S S E D  AT  T H E  F O R U M
The forum covered a wide variety of issues relevant to the 
administration of plans registered in B.C., such as the following: 

Administration – Among the topics discussed were shortened 
life expectancy, pension eligibility, jointly sponsored 
pension plans, and ancillary benefits. There was an open 
forum discussion to highlight the expectations of the 
Superintendent’s office and to provide guidance and direction 
where required. The Superintendent emphasized that the 
determination of eligibility for shortened life expectancy 
benefits should not be based on an arbitrary period 
determined by plan administrators.

Governance and assessments – The new legislation introduced 
the requirement for pension plan administrators to develop 
a governance policy and undertake periodic assessments 
of the operation of their pension plan. A panel shared their 
experience from three perspectives: 

»» Consultants – The approach to governance and 
assessment should not be a one-size fits all, but instead 
should recognize the unique features of individual 
plans. While off-cycle assessments are not required, they 
can be a prudent practice to enable administrators to 
identify issues early. 

»» Board of trustees – Each board of trustees is unique and 
governance and assessments should therefore recognize 
the unique characteristics and skill sets of its members. 
Boards can use different approaches to assessment, 
such as a self-assessment or a third-party assessment. 
However, there has to be a clear board objective on 
which the assessment is based. 

»» Regulator – A formalized governance role — like the 
statutory requirement now in place — ensures good 
outcomes in terms of the security of member benefits. 
Governance is about understanding the controls and 
oversight in place in order to achieve the core objectives 
of the plan. The regulator therefore expects plans to 
provide demonstrated evidence of effective assessment. 
Governance assessment is more than ticking a box or 
meeting legal requirements: it should be a measure 
of the core beliefs and objectives of the plan and how 
those are attained. 
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Target benefit plans – Target benefit plans were introduced in 
B.C. when the new legislation was enacted in September 2015. 
The general consensus at the forum was that stakeholders 
are still trying to understand the funding requirements and 
administration of this new plan design. 

The issues discussed included reporting and disclosure, funding 
rules, and communication of the pension promise/deal to 
members. The negative perception in jurisdictions elsewhere 
of similar plan designs has not helped in communicating the 
benefits of target benefit plans to members. Trustees indicated 
that they are using the conversion as an opportunity to engage 
with and educate their plan members. 

Solvency funding – Pension regulators recognize there is a 
need to find a funding method other than the traditional 
solvency method for defined benefit plans to suit the current 
economic environment. The funding method introduced by 
Quebec incorporates some of the features of the B.C. rules, such 
as the use of a “banker’s clause” (which is similar to the solvency 
reserve account) and the stabilization provision (which is similar 
to the provision for adverse deviation for target benefit plans in 
B.C.). The Superintendent will continue to follow developments 
in both Quebec and other jurisdictions. 

Post-event survey responses summary – The general feedback 
from participants was that they found the sessions very useful 
and informative, and as an opportunity to hear about and 
discuss issues of common interest. Over 95% of participants 
who responded to the feedback survey indicated they 
would be very interested in attending future sessions; and 
they encouraged the Superintendent to undertake further 
stakeholder engagements in future. 

Presentation documents from the forum are available at:
www.fic.gov.BC.ca/index.aspx?p=pension_plans/stakeholder

Bulletins 
P L A N  T E R M I N AT I O N  E X P E N S E  A S S U M P T I O N S
In June 2017, the Office of the Superintendent of Pensions 
published Bulletin PENS 17-002 to address the concerns about 
the termination expense assumptions included in funding 
valuation reports. The bulletin outlined the Superintendent’s 
expectations about the assumptions employed in the actuarial 
reports for pension plans with benefit formula provisions. 

We have recently had a number of plans where the termination 
assumptions used for solvency funding purposes significantly 
differed from the actual cost incurred in terminating the plans. 
Allowances for termination expenses included in the wind-up 
valuation reports were significantly higher than what had been 
reported in the funding valuation reports previously filed with 
the Superintendent. As a result, member benefits had to be 
reduced because of the much higher assumed costs included 
in the wind-up report and because plan assets were also 
insufficient to fully fund the plan’s obligations. 

Solvency valuations should provide for expenses that may 
reasonably be expected to be paid by the pension fund 
between the valuation date and the date when all plan benefits 
are settled and assets are distributed. The Superintendent 
expects the actuary to make and disclose the assumptions 
as to when the wind-up might reasonably occur after the 
termination date, taking into account delays that might occur 
up to the date of final settlement. 

The Superintendent will continue to monitor the situation 
and could request the plan actuary to provide details of 
termination expense allowances included in future funding 
valuation reports.
 
P L A N  A S S E S S M E N T
In June 2016, the Superintendent of Pensions published 
Bulletin PEN 16-005 to clarify the timeline for the completion 
of the first triennial (three-year) assessment of plans, as 
provided by the legislation. The deadline for the completion 
of the first written assessment with an effective date of 
December 31, 2016, will be December 31, 2017.

Plan administrators are not required to file their completed 
written assessments with the Superintendent, but must be 
able to provide a copy to the Superintendent on request. 
Staff of the Office of the Superintendent intend to request 
such copies from a sample of selected plans for review after 
December 31, 2017.

http://www.fic.gov.BC.ca/index.aspx?p=pension_plans/stakeholder
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Notes
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