
 

 

 

  

Actuarial Standards Board 
Changes How Pension Plans 
Calculate Commuted Values 

The Actuarial Standards Board of the Canadian Institute of Actuaries 
(CIA) has issued final standards that amend how pension plans 
calculate commuted values. The new standard also establishes a 
different methodology for a Target Pension Arrangement (TPA) as 
defined by the CIA. 

This Briefing presents an overview of the changes, which are broadly 
in line with what the CIA proposed in a November 2018 exposure 
draft. The changes will come into effect on August 1, 2020. 

Target Pension Arrangements                                        
. 

Plans that meet this definition are target benefit plans and multi-
employer pension plans (MEPPs). These plans may determine 
commuted values using the going-concern assumptions from the most 
recent funding actuarial valuation report or the cost certificate filed with 
the applicable regulator. 

In most cases, using going-concern assumptions should result in lower 
commuted values. 

The actuarial present value determined using going-concern 
assumptions may be adjusted to reflect the plan’s funded status or the 
member’s share of the plan assets, subject to applicable legislation and 
the plan’s rules and regulations. 

Early adoption of the standard is permitted provided all revisions are 
adopted at the same time. 
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Non-Target Pension Arrangements                                                                  

For non-TPAs, the revised standard of practice primarily changes the methodology used to 
determine commuted values as follows: 

• The commuted value discount rates will vary from month to month based on the spread of 
corporate and provincial bond yields. (Under the prior standard, the commuted value discount 
rates are based on Government of Canada bond yields with a fixed adjustment of 90 basis 
points.) This change will lead to more volatile commuted value discount rates from month to 
month and may lead to higher or lower amounts. 

• The revised standard assumes that there is a 50 percent chance the member would elect to 
retire at the age that maximizes the commuted value and a 50 percent chance they would retire 
at the earliest unreduced retirement age. (Under the prior standard, the commuted value is 
determined assuming that members would retire at the age that maximizes the commuted value.) 
This change will result in lower commuted values for pension plans with subsidized early 
retirement provisions. 

These changes come into effect August 1, 2020. Early implementation of the new standard is not 
permitted for non-TPAs. 

Recalculating Commuted Value When Payment Is Delayed                               

When there has been a delay in paying the commuted value in either TPAs or non-TPAs, the 
decision about when a recalculation is needed shifts from the actuary to the plan administrator. In 
jurisdictions where there is no mandated recalculation requirement and if the administrator does not 
put a policy in place, recalculations are required after nine months. 

Next Steps                                                                                                        

The new commuted value standard is a significant change. The CIA’s August 1, 2020 effective date 
provides plan administrators time to modify their systems and procedures, if necessary. Certain 
jurisdictions may also need to amend pension regulations to permit the use of some or all of the 
changes. Segal will keep you informed as more information becomes available. 

Some additional thought is required for MEPPs; depending on how the MEPP treats terminations, a 
plan amendment may be required; will margins in the going concern funding valuation assumptions 
artificially increase commuted values? 

   

As with all issues involving the interpretation or application of accounting requirements, plan 
sponsors should rely on their accountants for authoritative advice on the CIA’s final standards 
on pension commuted values. Segal can be retained to work with plan sponsors on determining the 
implications. For assistance or if you have questions about how the new standard of practice may 
affect your plan, contact your Segal consultant or get in touch via our website. 

Segal is a member of The Segal Group. To receive future issues of Segal’s Briefing and 
other publications, join our email list. 
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