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Alternative Settlement Methods for 
Hypothetical Wind-Up and Solvency Valuations 
 
On September 18, 2013, the Canadian Institute of Actuaries published an Educational Note – 
Alternative Settlement Methods for Hypothetical Wind-Up and Solvency Valuations (“the 
alternative settlement methods educational note”), to provide guidance to actuaries who decide 
to use an alternative settlement method as described in that education note.  This educational 
note followed from a Revised Educational Note Supplement: Guidance for Assumptions for 
Hypothetical Wind-Up and Solvency Valuations Update – Effective June 30, 2013, and 
Applicable to Valuations with Effective Dates Between June 30, 2013, and December 30, 2013. 
 
The alternative settlement methods educational note indicates that alternative methods may be 
permitted by law, regulatory policy, or guidelines.  This EPPA Update clarifies the position of 
the Alberta Superintendent of Pensions with respect to the alternative settlement methods. 
 
The alternative settlement methods educational note identifies four alternative methods: 
 

1. The purchase of a series of annuities over a period of a few years; 
 

2. The establishment of a replicating portfolio in trust to provide for the payment of 
pension benefits over an extended period of time;  
 

3. Lump sum payments to plan beneficiaries; or  
 

4. An assumed modification to the terms of the benefit promise (e.g., substituting fixed rate 
increases for benefits indexed to CPI increases).  

 
Section 14(1)(b) of the Employment Pension Plans Act provides that an actuarial valuation report 
must be prepared on the basis of actuarial assumptions and methods that are adequate and 
appropriate, and are in accordance with accepted actuarial principles.  That section further 
requires that the actuarial valuation report must be satisfactory to the Superintendent. 
 
In consideration of the alternative settlement methods educational note, as well as the 
requirements of legislation, Option 4 – An assumed modification to the terms of the benefit 
promise – is acceptable to the Superintendent of Pensions, subject to the conditions outlined in 
the balance of this Update. 
 
For greater certainty, the other alternative settlement methods are not considered acceptable to 
the Superintendent of Pensions. 

http://www.cia-ica.ca/docs/default-source/2013/213082e.pdf?sfvrsn=0
http://www.cia-ica.ca/docs/default-source/2013/213082e.pdf?sfvrsn=0
http://www.cia-ica.ca/docs/default-source/2013/213081e.pdf?sfvrsn=4
http://www.cia-ica.ca/docs/default-source/2013/213081e.pdf?sfvrsn=4
http://www.cia-ica.ca/docs/default-source/2013/213081e.pdf?sfvrsn=4
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In addition to the Superintendent’s acceptance of Option 4, the Superintendent will require that 
actuarial valuation reports must also be subject to the following additional conditions: 
 

1. For the purposes of funding of a pension which is fully or partially indexed to the 
Consumer Price Index, the actuary may assume a fixed increase percentage. 
 

2. The amount of the fixed increase percentage must be equal to the best estimate of future 
inflation, which is to be calculated as a percent according to the following formula: 
 

[(1 + A) / (1 + B)] – 1 
 
Where: 
 
A = the yield on long term government of Canada bonds (CANSIM V122544), as that 

figure is calculated as at the review date of the actuarial valuation report, and 
 
B= the yield on government of Canada real return bonds (CANSIM V122553), as that 

figure is calculated as at the review date of the actuarial valuation report. 
 

3. In situations where pensions are partially indexed, indexed to a measure other than the 
CPI, or contain a deferred component, the actuary would make appropriate provisions 
for such situations consistent with the guidance provided in the annual educational 
note dated June 11, 2013, modified to reflect the revised guidance contained in the 
alternative settlement methods educational note. 
 

4. For the purposes of payment of monthly pensions to retired members, the retired 
member must continue to receive a cost of living adjustment calculated in accordance 
with the terms of the plan text document.  If the terms of the plan text document provide 
for a cost of living adjustment equal to the increase in CPI, then that is the amount by 
which the retired member’s pension must be increased. 
 

5. Since the plan terms are not being modified, the Superintendent will not require the 
actuary (or plan administrator) to discuss the effect of the modification with plan 
members.  Nevertheless, actuaries (or plan administrators) may choose to explain the 
change in funding methodology to plan members, if they so desire. 
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For further information please contact: 
 
Superintendent of Pensions 
Alberta Treasury Board and Finance 
Room 402, 9515 - 107 Street 
Edmonton, AB T5K 2C3 
 
Telephone:  (780) 427-8322 
Fax: (780) 422-4283 
Internet: http://www.finance.alberta.ca 
 
For toll-free dialling within Alberta, call 310-0000 and then dial 780-427-8322. 

http://www.finance.alberta.ca/
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