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Court File No. 05-CV-287556CP

ONTARIO
SUPERIOR COURT OF JUSTICE
BETWEEN: g

DAVID KIDD, ALEXANDER HARVEY,
JEAN PAUL MARENTETTE, GARRY C. YIP, LOUIE NUSPL,
SUSAN HENDERSON and LIN YEOMANS

Plaintiffs
- and -
THE CANADA LIFE ASSURANCE COMPANY,
A.P. SYMONS, D. ALLEN LONEY and JAMES R. GRANT
Defendants

Proceeding under the Class Proceedings Act, 1992

AFFIDAVIT OF LINDA GREIG
(Sworn September 21, 2012)
I, LINDA GREIG, of the Town of Aurora in the Province of Ontario, MAKE OATH
AND SAY:

1. I am a Senior Associate at Mercer (Canada) Limited (“Mercer”). I have knowledge of
the matters to which I swear in this affidavit, except where such knowledge is stated to be based

on information or belief, in which case I believe those facts to be true.

Background

2. I have been employed by Mercer since 1988. I am a Certified Employee Benefits
Specialist and hold a Life Insurance Agent license in the Province of Ontario. I am the annuity
specialist consultant for Mercer clients in Ontario, consulting to our clients around the
structuring, process and placement of group annuity purchases. Since 2006, I have also been the

annuity placement consultant to Mercer consultants across Canada.

Solicitation of Annuity Quotations

3. Mercer provides actuarial consulting services to The Canada Life Assurance Company.
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4. In connection with the 2005 partial wind up of The Canada Life Canadian Employees ‘

Pension Plan (the “Plan”) (the “Integration PWU”), on or about May 14, 2012, Mercer sent
request for bid packages to seven insurance companies, inviting each company to submit a
quotation on providing annuities for those Integration PWU members who elected (or who were

deemed to have elected) to receive an immediate or deferred pension.

5. The seven companies in question were Sun Life Financial, Desjardins Financial Security,
Industrial Alliance, BMO Life Assurance Company of Canada, Manulife Financial, Standard

Life and Canada Life. These are the seven largest group annuity providers in Canada.

6. Each of the seven companies received the same bid package. A copy of my cover letter
to Sun Life Financial (excluding the individual member data included in each bid package) is

attached hereto as Exhibit “A”.

7. In my letters to the seven annuity providers, the Plan was not specifically identified and

Canada Life was referred to as ABC Canada Ltd.

8. By June 12, 2012, Mercer had been advised by each of the seven annuity providers that
they would not be submitting an annuity quote in respect of the Integration PWU. There were
two principal reasons given as to why each company was not prepared to quote. The first relates
to the large percentage of individuals in the Integration PWU group who are entitled to a
deferred pension (as opposed to an immediate pension). Given the longer time horizon over
which deferred annuity payments are paid, insurers prefer quoting on annuity business where the

proportion of deferred members to immediate pensioners is low.

9. The second reason for not providing an annuity quote articulated by the majority of the
annuity providers related to the complicated indexing feature of the Plan (described in detail
starting at page 12 of my letter). The concern was this feature would make the underwriting

extremely difficult.

10. Some of the other concerns articulated by the seven annuity providers, in terms of why
they were not prepared to quote for this group, included the high liability value of the group, the
administrative complexity of the Plan, and the difficulty in finding suitable assets to

appropriately match the liability of this annuity obligation stream.
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11. Given the reasons provided by these seven companies as to why they were not prepared
to provide an annuity quote in connection with the Integration PWU members, I think it is very
unlikely that any of these insurance companies (which are the companies generally willing to

provide group annuity quotes), if approached again, would quote on providing annuities for this

group.

Indexed Annuity Pricing

12. Based upon my experience, I fully expect that even if an annuity quote could be obtained
from an annuity provider for indexed pensions, where the indexing is solely linked to changes in
the level of the Consumer Price Index (CPI), that any quote obtained would be substantially
higher than the estimate that is generated by the application of the applicable Educational Note
on estimating the cost of purchasing annuities issued by the Canadian Institute of Actuaries’
Committee on Pension Plan Financial Reporting (the “Committee”). In recent years, to the
extent that Canadian annuity providers have been prepared to quote on providing indexed
annuities, where the indexing is linked to CPI, these quotes have been substantially higher than

- the estimated cost of purchasing these same annuities as per the guidance from the Committee.

13. T am aware of a Mercer client who went to market in 2012 to obtain indexed annuity
quotes for pensions where the indexing was linked to CPI. Mercer received quotes from two
msurers on the 220 members in question. Based upon Mercer’s actuarial calculations, the
implied discount rate utilized by the annuity providers who submitted the quotes was
approximately 165 to 184 basis points lower than the discount rate guidance provided in the
Committee’s Educational Notes to estimate the cost of buying an indexed annuity. In other
words, the cost to the Mercer client to purchase these indexed annuities was substantially higher

than the estimated cost to purchase the indexed annuities based on the Committee’s guidance.

SWORN BEFORE ME at the City of Toronto
in the Province of Ontario, on September 21,

2012.
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Commissioner for Taking Affidavits " LINDA GREIG )&

Elliot Patterson Saccued, 3
Commissioner, etc., Province of
Ontario, while a Student-at-Law,
Expires April 27, 2014,
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Exhibit "A"

Linda W, 8 Grelg
Senior Assbelate

R AR 161 Bay Street, P.O; Bok 501
g &dj 3 ‘»'RQ E & Toronto, Ontario M3 2S5
416.868:2592.
Fax 416.868 2131
linda.greig@mercec.com
WWLTEICER.CA

‘Private & Confidential
‘Ms. Christine:Romano
Director; Payout-Annuity Pricing
Group Refirement Services:
Siin Life Financial
225 King Street West, 15th Floor-
“Toronto; Ontario;
MBY-3CH
14 May:2012
Subject: Requestfor Annuily Quote N S
Pension Plan for Employees of ABC Canada Ltd. (the *Plan”)
Registration No. 1234567
Dear Christine:
ABC CGanada Lid. (“ABC”) is the administrator of the above-noted'Plan. On behalf of ABC, we
invite you to submiit-a quotation on: annuities for certain employees who ‘are former members,
retirees.or béneficiaries ifcluded in the partial wind=up of the. Plan. The Plan is registered under
the Pénsion Benefits Act'of Ontario and was partially wound up in 2005.
Allthe annuitants’ data-are detailed in the altached schedules as foflows:

Group 1 .Immediate annuities for 51 annuitants.entiied to receipt of monthly pension
payments from the Plan;.and deferred annuities for 230 deferred annuitanis.

Group 2 Immediate @nnuities for 51 annuitants entitied 1o receipt of monthly pension
payments from the Plan; and deferred annuities for 230 deferred annuitants.

Group 3 Immediate annuities for.51 annuitanis entitied to. receapt of monthly pension
payments from the Plan; and deferred.annuities: for 230 deferred-annuitants.

Group 4 Ammediate annuities for 52 annuitants entitled to receipt of monthly pension
payments from the Plan; and deferred annuities for 229 deferred annuitants,

Group & Immediate annuities for 52 annuitants'entitled to receipt:of monthly pension
-payments from the Plan; and deferred annuities for 229 deferred annuitants,

Merer (Canan) Linigd MARSH & MCELENNAN
COMPATIES i




Page2

14 May2012:

Ms: Ghristing: Romario
:Bun Life Financial

Pleasé see the.attached Description of Data. Fields; these.are included in the scheduiles.

Penisions for each annuitant are either indexed. pensions or non-indexed pensions after retirement
-as indicaled in‘the altached schedtiles (Post fetirement indexing flag)..

You are invited to subinita bid for any: ohe or more Groups-or on.all the: Groups. Please be
specificin md!caimg which Groups youare b]ddmg on-as well as the pricing. ;mphcat;ons Please
specify if you would offer a bid improvement if more than one Group is placed withyou:.

‘Forihe immediate annuitants and the deferred annditants in each Group, please insertthe single
premium for the pension amount in-respect.of each of the annuitants fisted in the respective:
schedules. Please note thatthe single premium for each annuitant:must be entered in the.
attached schedules provided; otherwise, your quote will not be: considered.

Thebalance of this letter covers the following sections:
Immediate Annuitants:

Deferred Annuitants

Plan Provisions for Deferred Annuitants
Administrative Arrangement for Assuris Split Pensions
-Special Provision fof Shodened-Life Expeciancy
Indexation _

Data Adjustments

Commissions and: Other Conditions

Timetable. o

0. Inforrmation Required with the Quotation

R T S

“The following documents are included as aftachments to this request for annuity quote. These
attached documents require your completion as part of your response to this request;

»  Annuity Checklist

*: Annuity Quote Questionnaire’
* Annuity Quote Summary

» Insurer Quality Questionnaire

20t 26
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Page 3

14 May 2012
Ms. .Christine-Romano.
Sun Life Finantial

).1b

.Immediate Annuitants.

{a)  Paymentof Benefits

The selected insurer will be expected io ‘provide monthly payments for the.
immediate annuitants begnnmng with the September30, 2012/ October 1, 2012
payment. Most pensions are payable atithe end of each month, however, for some
annuilants, pensnons are payabie at the begmmng of the mionth. The first payment
s coincident with the: annuitant's retlrement date. For payments made-on the last
day, of the month, the last payment is the payment. coinciding with-or: Immediately
;precedmg the date'of death of the annuitant, (subject to the'form of pension
‘selected). Forgreater clarity; the last payment fora pension thatis paysble at the
‘beginning of the month is‘due on the first of the month-of the annuitant’s death.

{b)  Forms of Pension

The-forms under which pensions are payable are shown in the altached schedules.
An ‘explanation of each cade is provided in the attached Description of Form of
‘Pension Codes in the Description of Data Fields document:

Daferred Annuitants

Details of the Plan provisions applicable:to each deferred annuitant-are describedin.
Section 3 below. Annuitants may have Class A, Class B and Class C benefits, The
provisions applicable to.each class are! specxfaed below.

Portability

-All'benefits accrued to the deferred annuitants are fully vested and are non-commutable,

subject to section 5 of this letter on shortened life expectancy or as required under

-applicable pension legislation. These annuaianis are not entitled to any lump sum or
“transferoptions because they have already been offered thelr options and have elected (or

have been deemedo have elected)'a deferred or immediate pension.

3.0f 25
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“14 May 2012

Ms. Chiristine Rorano
Sun Life Finantial

The commiited values:of the benefits for the deferred annuitants where portab;!sty is
required areto be calulated at'the time the. portabmty right is-exercised. by the annmtam
using the transfer value prescribed iinder the pension legislation applicable to the
annuitant irn-effect at thatdime:

Plan Provisions for Deferred Annuitants:

' The following prov:s;ons apply to:all the deferred-annuitants, except where otherwise

indicated. The monthly pension. amount shown forthe deferred annuitanis is the amount
payabie atthe satliest thredliced retirement date in the “riorial form? of pension.

{a)  Nomnal Retiremént Date

The Normal Retirement Date:

iy  for Class A pensions, is the last day of the-month in'which the annuitant
attains age. 65}

iy for Class:B pensions, isdhe last day of the month in which the annuitant
attdins. age 60;

(i), for Class C pensions, is the first day of the month coincident with or
immediately following the anriuitant’s attainment of age 65,

If an annu:tant has Class Asnd Class B pens;ons these pensmns must-commence
at the same time Jf the annuitant elects to commence his/her pension between age
80 and age 65, fis/her Class A pension Is reduced according to the appropnate
retirement: reduchon for Class A pension, and his/her Class B pension is-actuarially
increased from his/her Class B 'normal retirement date to the pension
commencement date,

If the-annuitant has a Class C pension, the annuitant may commence the Class C
pension at the'same time as another Class pension or at a different time.

4.0f25
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14 May 2012
Ms, Chiistine Romians
S Life-Financial

by

‘Normal Forms of Pension for'Class A and Class B

The niorrial form of payment forthe annuitant’s benefit is determined at pension

(i)

‘commencement. After such date the form of payment-cannot be changed.

0

-Annuitant with fa:S‘bouse

For'an aninuitant with a spouse on pension commencement, the-nomal

form of payment i$ a Joint and survivor pension reducing 1o 0% on:the

death of the annuitant and payable to the later of the spouse’s-death and 60
months measured from the annuitant’s pension commengcement date..
If the annuitant’s spouse predeceases the annuitant, 60% of the pension

continues after the annuitant's death to the annuitant’s benefi cxaxy o, if

none; to'the annuitant's estate; ceasing with the payment due for the later of
the: SOIh monthly payfment and the: month coincident with or xmmedxateiy
precedmg the annuitant's death, Alternatively, the annuitant’s beneficiary

‘of the administrator of the annuitant’s. estate may direct the commuted value
-of theremaining payments be made in a lump sum:

If there is no:désignated beneficiary or if a designated benefisiary
._predeceases the annuitant, the commuted value wilt be paid in a fump sum
‘to the annuitant’s estate. If a designated beneficiary, as a result of an

annuitant’s death, is entitled to payments of the benefits and the benefic iciary
dies before recewlng any orall ofthe paymen’ts due tothe beneﬁmary, the
commuted value of the payments will be paid in a lump sumtothe
beneficiary's'estate.

Annuitant without @ Spouse

For an annuitant who does not. have.a spouse on pension cormméncement

the nonmmal form is oné which is. payable in‘equal monthly instalments for
the lifetime of the anniitant with-60% of the. pension guaranteed -until the
1aier_ r_>f ‘the 120th monthly payment and the month commdent wnth or
or the annuitant's estate shall be paxd the commuted vaiue of any;
remaining payments in a lump sum cash. amount.

5025
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.14, May 2012
"M5. Christine. Romano
‘SunLife Financial .

(©

A.deferred-annuitant with a spouse may not.elect any form of. pensionwhich
provudes a benefit 1o the spouse that is less than 0% of the benefit: paud 1o
the dnnlitaht Unlgss a written waiver by’ the annuitant’s spouse (and
annuitant; where reqmred) is prov;ded in accordance with applicable .
pension legislation;

Normal forms of Pension'for Class G

The normal formof payment for the annuitant’s Class C pension is:a hfenme
pension:guaranteed for 10 years. For4 deferred-annuitant who has:an gligible-

spouse at.date.of pension commencement, the following automatic form of pension
is payable unléssthe appropriate. waiver is provided.,

(@)

The pension is payable in-an.amount-as-a Joint and Survivor form of pension, as
required under- apphcable pension legislation providing fora continuation of the
annuitant's pension 1o the Spouse after the death of the:annditant, for the. Spouse's
remaining lifetime. ‘The amount-of this pension is the actuanal equwalent ofthe
normal form of pension for a member without a spouse.

Optiohal Forms of Pénsion.

In lieu.of the normal form of pension and subject to the mandatory joint and survivor
pension or waiver described in this Séction'3, a déferred annuitant may electany
optional form permitted under the Incorme Tax Actand as allowed by the annmty
provider. The amount of the: optional form Of pension will be the actuarial-
equivalent of the normal form of pension applicable to the annuitant described in
Section 3(b) and (c) above. '

6of 25




‘Page 7
14 May:2012
‘Ms: Christing Romano:
Sun- Life:Financial

{e)

EarlyRefirement Date

The Early Retirement Date:

0] for Class A annultant’s pension; is the Jast day of any month-on or after the-
attainment.of age 55;.and

@y forClass Bannuitant’s pension, is the lastday of any-morith-onor after the'
attainment of age 50; |

{i)  for Class C annuitant's pension, is the first day. of any. month coincident with
or.immediately’ foliowmg the aftainment of age 55; and

If:an annuitant has:both-Class A'pension and Class B pension, the annuitant can’
elect to.commence his/hef Class A pension as early as age 50, with.the appropriate

-éarly retirement reduction (descnbed in‘more detail below), The annuitant must
sommence: hisfher Ciass Aand Class B pensions at the same time. If the annuitant
hasaClass C pensxon the-annuitant may commence the Class-C pension at the

£6)

same time as another Class pension or at a différent time.

Early Retirement Reductions

There are different early retirement provisions applicable fo-each class of pensions,

“The details are as follows:

7 of 25
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14 May 2012

Ms: Chnst;ne Rormano:
Bun:tife: Fmancsal

Early Retirement Reduction:

‘ i annuitam has‘

_Early retirement reduction:

Age.60 with:more than 3 years
of eligibility- service

"N reduction for early retirement

Age 60 with less than 30 years
of eligibility service

“The: annu;tant s pension will be reduced by 0 4% multiplied.
by the [ésser of.

+ The numberof months. by whxch the pension
commencement date precédes’ anhuitant's normal
retirement date, and

* The number of months by whnch the:annuitant’s eligioility
service is less than 30 years,

“Under ége 60 with-more than
30 years of eligibility service

Theannuitant's pension will be rediced: by:0.4% for'each
fnorith by which the pension'cémmencement date precedes
the annuitant’s attainment of age 60.

Underage 60 and less than
30 years of gligibility service

“The annuitant’s pénsion will be reduced by 0.4% mu!taplied

by:

~ the numberof months by which the pension
commencement date precedes the annuitant’s normal
retirement date; minus

s thenumber of months by which the annuitant’s total
ei«gtbmty sewvice exceeds 26 years;

For annuitants who are entitled to “grow-in" as indicated in the schedules, the eligible sen/ioe
used-to.determine the early. retirement reduction is the sum of the annuitant's eligible service
at the annuitant's date of termination and the period between the annuitant’s date of
termination and the annuitant's pension commencement date. For other annuitants not
entitled 1o “grow-in”, the eligible service used is-the annuitant's eligible service:at the date of

termination only.

For annuitants with both Class A-and Class B pensions, the annuitant can.elect to commence
the Class A pension as early asage 50; however the amount of the Class A pens;on will be
reduced so that the . amount of Class A perision is the actuarial équivalent of the pension

olherwise payable at age 55.

Bof 25
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14'May 2012

Ms. Clisistine Romano
Sun. Life:Finangial

For Class B Pensionst

The annuitant’s normal-retirement date pension will be reduced by 0.4% foreach month by
which the annuitant’s pension commencement date precedes the member's normal retirement
date.

For'Class C-Pensions:

If the annuitant meets:one of the two critefia below::

-~ eligible to retire at the date of termination;or

~ entitled to™ gmw-m as indicated in the schedules

the annuitant’s pension will be calculated as'a’ percentage of the annuitant’s normal retirement
pension. The percentage is based on the-annuitant’s age at pension commencement and-the

annuitant's:total eligibility service'as specified in'the following tables

Years of Attained Age at Early Retirement Date.
Eligibility ) o ._ |
_Service* 64 63 62 61 B0 59. &8 57 56 55
15+ 100,00 1000 1000, 1000 100D 952 904 866 808 760
14; 952 B2 952 952 952 952 Y04 858 BO8 760
13 952 904 904 904 904 904 904  B8E5B  BOE 760
12 952  g04 858  B56  8EE  BEE 856 BEB 808 8.0
11 952 904 856 808 808 808 808  B08 808 760
10 952 904  856° 808 76O T6O 760 760 760 76D
9 952 904  856: 808 760 Th2 712 I 712 742
8 952 904 856 BO8 76D Ti2 PB4 664 664 664
7 952  ©04 856 BOS 760 FE2 864 616 616 616
£ 952 904 856  $08 760 712 664  BI6 568 568

5orless 95.2 90.4 85.6 808 B0 T2 664 B1.6 568 52.0

= Eligibility Service mcludes the deferred periodifor annuitahts entiled 16, grow-in as indicated in the
Appendix.

-For other annivitants, the early retirement pensaon will be: actuanal!y equxvaieni to the
“annuitant's pension payable atthe normal retiremeant date.

Qof25
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‘Page 10
14 May 2012
“Ms; Chiisting: Romnaino
Sun Life Financial

().

{h)

Maximum Pension (Tested at‘efi’ension-C'ommencement)g

The total annual pension: payab!e from the Plan cannot exceed the greatef of
$1722.22:and the applicable: maximum pension limit‘as specified in'the Income Tax

Act, Canada at:the members’ daté of termination, multiphed by the annuitant’s total
_pensxonable servick in‘respéct of the Class of pension being oommenced

age 60 3() years of ehgab;my' éémée or 80 pomt"s' {ége plus'ehg:bmty service) if the
annuitant’s employment had continued. This is referred to as the “ITA Maximun..

Upon pension commencement, the monthly pension payable in respect of the
particular Class of pension is equal to the lesser of:

-+ the annuitant’s’ uncapped pension:with: the; appropnate ear!y refirement

reductionsif applicable; and,

+  the ITA Maximum:as described above

Death Benefit Before Pension Commencement’

Class A and Clgss B Pehisions

if-an annu:iant dies before the, pension commencament date, the annmtant’
spouse will receive-an immediate pension equal to 0% of the pension accrued by
the annuitant‘at the annuitant’s death; with-a: guarantee of at least.120 monthly
payments. Alternatively, the spouse may electa deferred pension or a lump sum
seftlement equal to the value of the immediate pension.

If the annuitant hasno. spouse, the annuitant's beneficiary will receive a lump sum’

equal 1o the commiuted value of 120 monthly payments of 60% of the normal
retirement date pension-accrued by the annuitant upto the annuitant's death.

10 of 25

MARSH &MCLENNAN

on




Paga11

14 Nay 2012
‘Ms:.Chiistine Rofano.
- Sun.Life Financial

1in either sitbation, the death benefit payable to the-annuitant's: spouseor
‘beneficiary will be-at least: equal. to the commuted value of the annuitant’s benefits:

Class C Pensions

an: annuntani daes before the- pensnon commencement date, the annuxtant’

“100% of the annwtam’s accrued pensnon ‘i’he annuitant’s spouse can eleci fo
have the death benefit paid as an immediate or. deferred: annulty

Ifthe annuitant is eligible fo-retiré at the: date of death and the annuitant has.an
eligible spouss; the commuted value: of the death b payable 10 -the annuitant's
‘spouse will not be-fessthan the commuted value: of 60% of the: pension the
-annuitantwould receive if the annuftant-had eletted to commence histher pensmn
immediately prior to the date of- death,

4. Administrative Arrangement for Assuris Split Pensions

The pensxon ‘amounts of 111 immediate anruitants and 122 deferred annuitants as
indicated in the schedules exceed the’ ‘coverage guaranieed hy'Assuris. Theirpension
amounts have been split. The amount indicated under'the "Monthly Assuris Spht Pension.
(2) (3) and: (4)" fields, 1o the extent your organization is. unable to: ‘provide full Assuris
‘Coverage, are'to’be purchased by you, with a. different insurer(s) in order fo-obtain 100%
-Coverage. Each of these perisions is payable oh the same terms and conditions asthe:
-armounts of pension payable by you in this annuity quotation. Please include the amount
of the nount of single prefmium applicable for each Assuris splitin the attached schedules
assuming that you are retaining all 5 Groups of members.

“The insurance company whose bid is chosen (thé lsad insurer) fora particllar Group is
required to handle the administration and payment of the annuities for the split pensions
from the: secondary insurer{s) for these annuitants. This arrangement would involve the.
lead insurerin the: following. responsszhtxes

(a) gecuring proofs of age, as necessary:

110125
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14 May 2012,

¥s. Christing- Romans
Sun Life:Finandial

(v).  co-ordinating:annuity payments(ie, makmg one paymenti in respect of'an
annuifant’s{otal pensxon entitierent with: appropriate tax withholding, recovenng
from the secondary insurer any amount guaranteed by the. secondary insurer and
ussmng one T4-for the annuitant’s total pénsion entilement), and

(¢}  dealing-with annuitanis:and beneficiaries (on- change of payment ori death, ets.)
' and co-ordinating with'the secondary insurer involved..

In addtiion; the lead insurer will be responsnble for determ:mng the pension at’ early
commencement based on the entire benefit and will be: responmble for.advising -each-of
the otherinsurers of the adjusted amounts-each insurerisito pay:

Any additional costs, terms and conditions that would apply to the above artangement
‘should be included-on the aﬂached Annuity Quotation Summary.

If pieces.of pension can be carried, by separate insurance companies within-your, corporate.
famaiy, please so indicate in the annuity guotation prov;d!ng the name: of the other
insurance company(ies) (‘Affiliated Company(ies)”), @s well asany additional costs, terms
and conditions that would apply..

5; Special Provision for Shortened-Life Expectancy

Where permitted by applicable pension !egaslahon of the provmcn in which the-annuitant
was employed; in the event that the life expectancy of an annuitant is fikely to be
considerably shortened by reasonof-a dxsab;hty or uineas the value of the apnuitant’s
pension entitlement: may becommuted in‘accordance with the prescnbed conditions of the
apphcable pension !egaslatson

6, Indexation’
Therate of i’ndexi’ng each-year for annuitants entitled 16 indexed pensmns as’indicated in

the schedules, i$ based on'the current plan indexing formula...that i is the lesser of the
increase in the cost of’ living and-the average rate of rétum onthe pension fund. averaged:

12:0f 25
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Wis: Ghyistine Rofand:
Sin Life Firiancial

over15years: Please see attached documents showing historical indexation, projected:
examples of fiture.increases;.as:well as' ‘individual examples

We have provided a:summary. of the historical fund returns from 1988-onwards and the
hzston; 1'CP1 from 2004 onwards for your information.. Foreach 3 year in the future, ABC
will provide you with the applicable year's fund réturn in-order for'you to calculate the
appmpnate increase for.each individual,

Pension indexing Afler Retirement-for Class:A and B Pensions.

The monthly pensioris payableto annuitants as indicated in the schiedules and their
respective spouses:and beneficiaries shall be increased each January 1 following the
annuitant’s pension commencement date: The amount of the pensxon increasewillbe
equal to (a) minus {b) where:

(a) is-the lesser of (i) and (ii):

() the:annuitant’s monthly. pensson at fils or her pensnon commencemem date
multiplied by the
for-indexing over 4% for.each year. measured from the annmtani’s year of pensmn
commencement {o January 1 of the' year; and,

(i theannuitant's:monthly. pension at his'or her pension commencement date
miltipfied by the cumulative Consumer Price Index Rate measured from the
annuitant's year of | pension commencement date to January 1 of the Plan’ year.

{b) is the annuitant’s monthly pension as'at December 31 of the previous Plan year;

In no event shall the adjustment on any January 1 decrease the annuitant'’s pension bslow
the amount of the monthly: pension payable on December 31 of the immediately preceding
year. Thefirstincrease, if any, after pension commencement | is pro-rated based on-the
nurmber of months the annuitant received apension in the first calendar year of retirement,
(For examplé, if an annuitant retiresion'August 31, 2003, the increase at January 1, 2004.
would be pro‘rated based on s months outof 12).

13 of 25:
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‘Ms: Christing:Romano

- Sun'life

Financial.

For members with Class B Pensions, the first increase: of the Class B Pension:shall not
take effect-until the January 1 foliowmg the later of the commencement.of the Class B
Pension:and the attainment.of age 60. For greater certainty, this firstintrease wilkbe'the
cumulative increase since the commencement of the Class: B Perision:

Since the indexing for each individual is based on the cumulative-increases in inflation:
COmpared to cumulative-fund returns since pension commencement the rate-of increase:
in each particular year may vary from to individual to individual.

Definition of Current Year Rate for Indexing

The Current Year Rate for-indexing means the average of the Plan's fund rates of return
overthe first 15 of the preceding 16 Plan.years.

Definition'of Consumer Price index Rate

The Consumer Price Index Rate means, as.of January 1 of any year, the pememage
increase in the Consumer Price Index for-Canada- All lterms (not: seasonally adjusted): as:
published: by Statistics' Canada from October 31 of the first Plan yearof the immediatel
preceding 2 Plan years o October 31 of the second Plan year of the immediately
preceding 2 Plan years.

Pension Indexinq.After Retirement for Class C'.Pe.nsion_:

The monthly pensions payable to annuitants-and their respective spouses:and
beneficiaries shall be-increased each March 1 based on:50% of the average-increase in

‘the Consumer Price index (all items; not seasonally adiusted) over the last three calendar:

years: However; in'no event.can the increase be greater than the previcus: years Pl
increase. The first increase commences on March 1 after at least 12 ronthly payments

-have been made to the annuitant...

1401 25,
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_Ms Chnstme Romano

Data Adjustments

ABC has tried to verify thie dzita listed in‘the schedules. While-every sffort has been made
‘to ensure that.the data being provided is accurate, there may be instances where data

may be changed at a later date ncluding. for pensioners’-of-spouses’ deaths: prior to:

;September 30 / October 1, 2012, The Insurer mustbe: wiumg to make:an adjustment 10 the

‘premiumamount to. reﬂect any data updates that will be: submitled; on the.same actuarial
-ahd other basis as that iised for:the’ ongma} glipte,

In-addition there may be small movements from one Grolip 1o another or removal of

‘annuitants from the Groups:after the pfemaum paymentdate.

Please confirm that the completion of the purchase’is not contmgent on100% verification

-of thé birth dates and any othef relévant data.

However, there will be no-adjustment o the premium if the correction to: the personal data
of the annuitants arises after the execution of the annuity contract by the selected insurer
and ABC.

Commissions and Other Conditions
Commissions:  No'cbmmissions will be payable,
Documents: - A certificate is to be prepared for each annuitant:

- Awelcome ietter approved: by Mercerand ABC, istobe. prepared for
eachannuitant and provided with each annuitant’s certificate. If there is
additional costinvolved in the preparation’of revision of your standard
letter, piease indicaté the ambunt of ost.

-~ An annuity policy-is to be prepared for submission to Mercer and ABC.

The selectéd insuter may wish to distribute & réqiiest for pioof(s) of age and beneficiary

~designation, using the insurer's own forms, to those annuitants for whom these are not

available.

150l 25
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14 May 2012,
Mz.:Chyisting Remano.
sun Life Finandial

If: your: quotation is: accepted you. will be: provided with-a pensioner file fiom:the surfent
prowder containing e SiNs ofthe immediate annuitants; their addresses, banking
information; and tax déduction information,

In the event that the contact information:for-an annuitant is not current, please confirm how
youwould propose fo treat-suchrindividual, and whether there would be -any additional.
charges i in. this:event.

Please‘"i"q [

nfirm the date the pensioner file’is required by in order to make the-
0 /.0¢tober 1, 2012 pensioner payment on time.

9. Timetable

Please submit your quotation before 12:00 noon on Monday, June 4, 2012 at our offices
at161 Bay Street, PO Box: 501, Toronto, Ontario, M5J 285 (Fax: 416:868:2131 or
alternate 416- -868-2913) or (e-mail linda.qreig@merser.com and alternate

david. keamey@mercer com)

Monday; Juné4, 2012,12:00 hoon
Wednesday, Jiine §;:2012, 4:00'p.m. ‘Quotation guarantee expiry date
Wednesday, June 6; 2012, 4:00 p.m.. Acceptance letter to selected insurer
Wednesday, June 20, 2012, 5:00 p.m. Payment.of premium to selected insurer
September 30:/ October1, 2012 First pension payment date

Quotation to be retiirned to Mercer

If you are unablée t6 quote oni this group dnnuity, please notify us immediately.

18 of 25
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14 May- 2012,

Ms, Chiisting Romiang:
“Bun Lifs Finantial:

10.  Information Required with the Quotation

‘Please complete and prowde

1.

Soas 8

the attached Insurer Quality Questionnaire.

the: smgie premxum for each annuitant by msemng the amouni in the-field provided
on each of the attached scheduies
an-outliie 6f any- conditions in’ your quota’uon that donot satxsfy the. spec;mcatlons in

ithis fetter;:
the enclosed-Annuily Checklist;
‘the attached Annuity Quote: Questionnaire :

Please also confirm or indicate:

1,

‘that your quotation will be guaranteed and irrevocable until 4:00.p;m. June 8, 2012;

that theimmediate annuitants will receive their first pension payrent-on
‘September 30  October 1, 2012;

that there will be ah‘adjustment ta the single premium amount in the event of the
death of an immediate: annuitant occurring before the first pension payment date,

‘September 30 / October 1, 2012;

‘that:you will make an’ adjustment to the premium amount, i’ necessary, on'the
‘same actuarial-and other basis as that:used for the original quote, in the event of:

- ,cor:ectlon to the personal data’ of the annuitants;
- the death of a.deferred :annuitant, or
- theremoval of a deferred annuifant from the-attached schedules; or

- the addition of a deferred annuitant who was included in the wind- <up of the:
Plan:and who'elects a pension optlon after the mailing of this letter,

‘Howgver, there will be no- adjustment 10 the prermium if the correction to the

personal data of the annuitants arises after the execution of the annuity contract by

your company and ABC;

17 0t 25
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14 May 2012

Ms. Christing: Romano-
-Sun Life: Financial

5. ihe basis.on which you will determine the “actuarial equivalent” of any benefit:to be
provided in-accordance: with the terms of this letter and your quotation;

o] that.in the- eventan actuarial commuted. vajue: calculat;on i5 required, your company
will use the basis as prescribed: by the app!xcable pension ieglsiatlon in effect at the
Téleyvanttime:

7. the basis usedor the: quotanon (including interest rates, mortality by-age ifa

standard mortaiity 1able:is not:used, and- expense factors). We will tfreat this.
information In strict confidence’and we.- will usé it ohly to-confirm the
réasonableness of the: single premium quoted i in relation to the tinderlying

ass'um:p_tso,ns

8. that thereare no additional administration: fees ence the annuity has been
purchased;

g, the basis on-which you will adjust the single premium should the transfer of

premium not oceur o the agreed-upon: date; and

0. the person atyour company who may be contacted on June 6, 2012 to confirm the
acceptance of your quotation; if accepted; including telephone and fax iumber.

J-ABG:accepts a parficular guotation. such accéptance shall be communicatéd to theselécted
insurer by letter delivered e ectromca!iy or via facsimile transmission to the insurer at the address
set otit in the msurefs quotahon at or before 4:00 p.iil on- June '6 2012

On June 20, 2012, ABC shall deliver 1o the selected insurer payment in-an‘amount equal to the
insurer's quotation. Payment to the insurer may be made by.such means as ABC and the insurer
miitually'agree.

This letter, the attached Schedules, Appendicesand all related materials are provided o the
recipienis in the strictest of confidentiality, and solely for the purpose-of facilitating the annuity
purchase No-documentation may, be released o any person outside of the recipient insurance
company’s employment-without Mercer's prior written authorization.

18.0f 25.
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14 May 2012

‘M8, Christine Roamano.
‘Sun-Life Financial,

Please remember to include-all of the Tequested information and data, and return fo:

Mercer
Attentior :.Linda Gre;g and (altemate) David: Kearney
161 Bay. Street PO Box 501

Eomail hnda qrexq@mercer com-and david, kearnev@mercer com

i you have any questmns plegse feel free to contact Linda Greig at 418-868-2582 or David
‘Kearmey-at 416-868-2068.

Sincerely,

Linda M. B: Greig
“Senior: Assocxate

‘Copy: Doug Johnson, Mercer

 David Keamney, Mercer
Ben Ukongs, Mercer
Sally-Chian, Sun'Life

‘Enclosures

1, Annuity- Ghecklist

2 Annity Quote Questionnaire

3. Anriuity Quole Surmimary

4. Instrer Quality Questionnaire

5. Annuitant Data Files (5 Groups)
‘6. Annuity Data ~ Field descriptions

7. Plan Indexation ~ historical data and example of projection
8: Sample indexation calculation
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14 May 2012

Ms. Christine Rorano
Sun Life Financial
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ANNUITY CHECKLIST
Pension Plan for Employees of ABC:Canada'Ltd..

insurer..

‘Hae you completed and retuimed the Arinuity Qliote Questionnaire by 0
Juhe 4, 20127

Haveyou provided the dosumentation requested:and outlined any conditions in your- 8
quotation that-do not satisfy the specifications as requested in-Section 107

Have you responided to jténs 1 - 10.in Section 107 5

Have you included the Annuity Quote Summary?

ti

‘Have you filled in the "Single Premium?” for each annuitant in the respective fields in each of the
-schedules for each Grolip? N

Have you provided thé information requésted in the Instrer Quality Questionnaire? ETJ
Please return all material tor

Linda Greig and David Kearney

Mercer |

161 Bay. Street, P.O. Box 501

Toronto, Ontario M5J 285

Fax: (416) 868-2913

E-mall. david Keamey@miergercoriand linda greigi@mercer.com

21028
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ANNUITY QUOTE QUESTIONNAIRE
Pension Plan for Employees of ABC Canada Ltd.

insurer: _

Narme:

vUnderwhxch regulatory authonty(les) is your insurance company licensed to conduct annuity
business.in Canada.

How frequenﬂy {ie. monthly quarteriy annually, etc; ) is.your. corporaie ficence to-conduct
busingss beingirenewed?

Is your insurance. companya member of Assuris, and will the-annuities’ issued be of the type
which.are guarameed by Assuris? if not, p!ease exp!am

Atthe last calculation date (please specify date), what was your insurancé company's
available capital and: surplus as-a. percentage of the Minimum Continuing Capital and Surplus
Requirement (MCCSR).established in accordance with the CLHIA formula?

“atdate;

If this case'were awarded 1o your insurance company, 1o what extent would the figure in 4
above change?

Prepared by*:

Date:

* This Questionnaire should be signed by an officer of the insurance company.

Mercde (Canada) Livi 2
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ANNUITY QUOTE SUMMARY:
Pension Plan for Employees:of ABC Canada Lid.

nsurer:

Return o Linda Greigand David Kearney
Mercer
181 Bay Street, P.O. Box 501
Toronto, Ontario M5J 285 o o
Fax:; (416) 868:2913 E-mail:-linda.grela@rercer.com,
' david keamey@mearcer.com

Total Lives | Total Penslon | Premium

+ Group
{pensioners).
+ Growp
{déferreds)
r  :Subtctal Group .
+ "Group2
{pensioners)
< Group2.
{deferreds)
+Subtotal. Group 2:
» Group3
{pénsioners)
|+ OGroup3:
(deferreds)
b Subtotal Grotp 3.

> Group4
{perisioners)

© Group 4
{deferreds)

¥ Subtotal.Group:d

+ Groups
{pensioners)

> Group.
15(deferreds)
Subtotal Group. &

Grand Total

23 0f.25
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ANNUITY QUOTE SUMMARY (cont'd)

Total Single Premium for all Groups: $
Insurer will- accept

Please specify-which Group or'combination of Grolips that the Insreris Willingto-accept:

Groug | Yes/No.

ol a2

The person responsible for] malqng binding dei "s;ons for thelinsurance: company, decxs:on mustbe made
during the period for which the quotation is guaranteed, or if adjusted single premium figures are required

once the guaranteé expires;is:

‘Name;

Title:

Ansurance Company.
Address:

Telephone Number:

Fax Nimber:

Prepared By: _

(Signaturg)

Name: N Dater__

(Please Print)

24 of 25,

‘;‘,1'e:rr_b(z‘{0una‘ﬂ:x} birmtag a MARSH & MCLENNAN

CEHARANIES

A



) 28

 MERCER

INSURER QUALITY QUESTIONNAIRE.
Pension Plan for Eriployees of ABC Canada Ltd.

Insurer;

1. Briefly describe your organisation that is issting the aniuity contracts including:

~ Brief history.: of the firm (mciudmg purohases and divestitures)
- The ownership structure and’ type of insurance company
- The date the firm was established:in Canada

2. Please. prowde a copy of the most recent repoits 0n your rating by independent crédit rating
agencies, if such ratings exist. Has: your rating been adjusted downward over the: last 5 years?
if s0; bneﬂy expiam what has contributed to:such ohanges

3: Please confirm your volume of annuity business as.at December 31,-2011 {and that.of your
Affiliated Company, if applicable).in terms of -

Annual amount.of pension paid;

Numberof chequies issued-each month;

Numberof: direct deposits made-each month;

Actuarial reserve for annultxes in 1he course of payment;
Actuarial reserve for deferred annuities.

¥

1

i

¥

4. Please confirm whether or hot the group annuity business or some portion of the.group annuity
business is reinsured.

5. Please confirm.that.you will provide an information package for each former member for whom
a deferred annuity i is purchased prior-to the stait date of theif respective: annuity and confirny.
what is included in the package.

6. Please confirm your services for the annuitants including:

k]

How the annuitants will contact you for questions or changes
Your service standards for. respondmg to annuitants guestions
Your service standards for annuitant transactions

Your service standards for providing information packages

LI 4

¥

2570f 25
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Pension Plan for Employees of
ABC Canada Ltd.

Annuity Data
Description of Data Fields

Wercer (Canodn) Limited
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Pension Plan for.Employees of ABC Canada'Ltd.

Annuity Data

Description of Data Fields:

Field Name

Field Description

EE Number
Gender

Birth' Date

Date of Employment

“Date of Plan Entry

Class A Pensionable Service-
Class B Pensioniable:Service:
Prior Plan Eligibility Service

‘Total Eligibility Service:
Province of Employment.
Marital Status Statement:Date:at July 1,201

“Spouse date of birth at slatement date:
Member Dateof Death
Survivor:Dateof Death
Termination Datg,

Normal retirement date
Earliest unreduced retirement.date
‘Pension commencement date
Forpension in payment
‘Post Retirement Indexing Flag

Uncapped Monthly Pensiof!

Pension: Form

Date'of Last Guarantegd Payment
Survivor Percentage

Pensionable service under Glass A provisions
Pensionable service Uinder Clags B provisions
Privr plan‘service 10 be tsed foreligibility
purposes: ) |
Total service to be used for eligibility: purposes
AB, BG, MB; NB; NL, NS, ON; PE, QC, SK

S for single

Miormarried

FALSE Pensionnotindexed ‘
TRUE Pensionindexed annually. after pension
commencement,

Uncapped monthly iifetime pension payable at’
garliest Unreduced retirement date

Form of payment for monthly pension _
commenced on pension:commencement date, as,
described-below

Mercer {Canada) Limited
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Pension Plan for Employees of ABC Canada Ltd,
Annuity Data,

ROR Pension

CP} Pension

Pensionin Pay’

Grow-in flag

Month!y regnstered plan pensmn atPension
Cormmencement Daté multiplied by the
‘cumuiative return’ based on the excess of the
.Current Year Rate’ for, Indexing over 4% for each
‘yearto January 1,2012:

Nlonth!y reg;stered plan pensioryat Pension
Commencement Date multipiied by the
‘cumulative Constimer Price Index for each -year
o January 1,:2012

Monthly regxstered plan pensmn in pay as at
January1, 2012

(thh/wsthom indexing, as applicable).

Flag for members entitled to:grow-in

Description of Pension Form Codes

Code

Description:

LA, Life:only pension

foie} Life pension with'a guarantee period, with 100% of the pension,
Quaranteed during the guarartee: penod

CCRXX Life pension-with-a guaraniee; p riod, reducmg oni.death-of
member with XX% of the pension guaranteed during the:
guarantee period

co Term Gerlain, pension ends on-end date provided.

CA Joint & Survivor pension with.no guarantee period

CAC Joint & Surviver pension with a guaraniee period, 100%. of thc
pension guaranteed during the guarantee period, reducing to,
survivor percentage on the later of death of mémber and end of-
guararitee period

CACRXX: Joirit:& Survivor perision with.a guarantee period, with XX% of

o the'pension’gusranteed during the guarantee period
JLCRXX Joint & Last Survivor pension with a. guaranteg period, with, XX%

of the pension guaranteed during the guarantee period

! Cuirent Year Rate Tor lndexing is defined inthe RFQ document

Mercer {Canada) Limited



‘Page 4 Pension Plan for Employees-of ABC Canada Ltd,
Annuity Data

Description of Indexing Codes

Code Description

A No Tndexing

G GBuaranteed Post retirement indexing

L Guaranteed post fetitement ifidexing for Class B pensions - ~for early”

sretirements, no indexing priorto age 60, -cumuidtive indéxing giving January 1
ofyear followi ng aftainment.of age B0

N. No indexing.

Description of Pension Forms for Class € Pensions:

“Code. Description
Life Guaranteed ~# Life with a‘guarantes period; 100%of penision guaranteed
J&S XX% - No.Guar Joint:& Survivor pension, XX% continuing to: 'spouse on death of
‘member
JBSXX% - Guar # : Joint & Survivor with a guarantes, 100%.of the pension is:

'guaranteed during the guarantee. penod reducing to'XX% on
Jater'vf death of member and end of the guarantee period

Class -C‘Pé_njs_ijon Guarantee  Yearsiof guaranteed payments: frofn date of. perisiori
commentement

~-Class C Maonthly Pension Monthiy registered plan pension as at Fabruary-4,.2012

Description of Status Codes.

Code ) Desciiption

Deferred Terinitiated vestad and’ elected {orwas desmed to have
dlected) a deferred pension for Class'A, Class B andfor
Class C-service

Deferred (Retired for Class'C Temninated vasted and-elected:a deféired pensnon for

Setvice): Class A service, and elected to commence pension for’
Class € service:

Retired Commenced penfsion for Class A, Class B, andior.Class €
service on pension commencement date -

Retired (beneficiary) Commenced pension for Class A, Class B; and/or Class C:

service on pension commencement date, "deceaséd ony’
Membet Date of Death with benefi iclary. in receipt of
pension:

Retired (Deferred Class C Service)  Commenced pension for Class A and/or Class B service

on pension commencement date, and elected a deferrad
pension for Glass C:service

Mercer-{Canada) Limited
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Pension Plan for Employees of ABC Canada Ltd.

HISTORIC DATA

Yeaj

Fund-
Rate of Rétuin

Currént Year Rate
for Indexing.

Lurrent-Year Rate:
‘for Indexing minus
4%

or o]
inflation

1987
1988
1089
1990
1591
1992
1993
1994
11995
1996
1597
1998
1999
2000
2002
2003
2004
2005
2006
2007
2008
2008

2010
2011

2012

510%

16.40%
+2:90%:
A7.70%
6.60%
20.90%
“3.59%.
18.42%
26.87%
14,08%.
8.65%
14:29%
900%
“5.89%
“10.08%
A3

~10715%

11.43%
_B.62%
3.20%

10,01%
9.00%:
8.94%

9:82%.
9.34%.
8:95%:
6.88%:
7.88%.
7.49%

6:01%
5:00%
4.94%
4.57%
5.82%:
5.34%:
2.95%
2.88%
3.88%
3,49%

3:21%
1.58%
2:29%
2.64%
£.93%
2A47%
2.60%
0.08%
2.44%
2.90%

2011 fund rate of return not finalized



Pension Plan for Employees of ABC Canada Ltd.

PROJECTING FUTUREINCREASES-EXAMPLE
Assumed Fund Rate of Return 5.5%
-‘Assumed Increaseiin CPY 2.0%

Eund: Ciirrent Yéar Rate: ‘CitrréntYear Rate: 2]
“Year Rate'of Return for Indexing forindexing minas ‘inflation
. o

1987 5,10%

1988 14.70%:

1989 16.40%

1990 -250%:

1991 17.70%

1992 )

1983

1994

1985

1886 )

1997 14.04%.

1998 8.65%
1959 14:21%

2000 5,00%

2001 «5.89%
2002 S10,08%
2003 13.71%

2004 10.98% 2,00%: 5:00% 1,58%:
2005 - i5.80% Biga% 4:94% 2:29%
2006 1051%. g.57% 457% 2B4%
2007 0.67% 9:82% 5.82%. 0:93%
2008 -10.15% 9.34% 5.34% . 247%
2009 11,83% 495% 4.95% 2.60%:
2010 5:85% 0.09%:

2,44%
2.90%

2011 fundrate of réturn not finalized
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Appendix D -Projection 2.

PROJECTING FUTURE INCREASES-EXAMPLE

Assumed Fund Rate of Retur

H%:

Assiiried [ncreasein CPL2.0%:

Year

L Fungd”
"‘Rute of Réturh’

Current Year Rate:
forindexing

Current Year Rate
for indexing minis
4%

Pt
{nflation

5d0%
13.70%
16.40%
=2.50%
17.70%:
6.60%
20.90%
~3:59%:
1442%:
2087%
12.04%:
865%
14:21%
S.00%
5:89%

~10.08%
13.71%
10:98%
15:82%
10.51%:
057%
~10:15%
11:43%

1.58%
2.29%
2.64%
0.93%
2.47%

2.60%

2011 fund rateof return nottinalized
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Court File No. 05-CV-287556CP

ONTARIO
SUPERIOR COURT OF JUSTICE
BETWEEN:

DAVID KIDD, ALEXANDER HARVEY,
JEAN PAUL MARENTETTE, GARRY C. YIP, LOUIE NUSPL,
SUSAN HENDERSON and LIN YEOMANS

Plaintiffs
- and -
THE CANADA LIFE ASSURANCE COMPANY,
A.P. SYMONS, D. ALLEN LONEY and JAMES R. GRANT
Defendants

Proceeding under the Class Proceedings Act, 1992

AFFIDAVIT OF WALLACE B. ROBINSON
(Sworn September 24, 2012)

1, WALLACE B. ROBINSON, of the City of London, in the Province of Ontario, MAKE OATH AND
SAY:

1. T'am Assistant Vice-President, Pension Benefits, at The Canada Life Assurance Company (“Canada Life”).
Tam a Fellow — Canadian Institute of Actuaries and a Fellow — Society of Actuarics and I am familiar with The
Canada Life Canadian Employees Pension Plan (the “Plan”) and the proposed settlement of this proceeding. 1
therefore have knowledge of the matters to which I swear in this affidavit, except where such knowledge is stated

to be based on information and belief, in which case 1 believe those facts to be true.

Estimate of the Integration Partial] Wind Up Surplus

2. As of the date of the settlement approval motion in this matter (January 27, 2012), the most recent Mercer
estimates of the surplus in the Plan attributable to the Integration partial wind up (the “Integratién PWU”) and the
Indago, Adason and Pelican proposed partial wind ups (the “Indago PWU”, “Adason PWU” and “Pelican PWU»,
respectively) was approximately $64.3M (Integration PWU $54M; Pelican PWU $2.9M; Indago PWU $1.3M and
Adason PWU $6.1M). These estimates were as at a point in time namely as at June 30, 2011,

3. Between June 30, 2011 and December 31, 2011, however, there were two external events which
significantly impacted the estimate of the Integration PWU surplus causing a decrease in the estimated surplus. As

discussed in a memorandum entitled “Canada Life Canadian Employees Pension Plan —Partial Wind-Up Surplus




Update” (attached to my affidavit as Exhibit “A”), the two biggest factors contributing to the decrease in the
estimated surplus attributable to the Integration PWU between June 30, 2011 and December 31, 2011 were the
dramatic and persistent drop in interest rates over the relevant period and the fact that signiﬁcantlyAmore Integration
PWU members than expected elected (or were deemed to have elected) a guaranteed pension as opposed to

transferring the commuted value of their pension entitlement out of the Plan.

4, Subsequent to the settlement approval motion, Canada Life was advised by Mercer that as at December 31,
2011 the estimated surplus attributable to the Integration PWU had decreased from approximately $54M to
approximately $8M (assuming all Integration PWU members who had not yet chosen their payment option with

respect to their basic benefits were deemed to have elected to receive a guaranteed pension).

S. The most recent estimate of the Integration PWU surplus provided by Mercer (as at August 31, 2012) is
$3.1M. The assumptions used to generate this estimate are contained in a report prepared by Mercer dated

September 12, 2012. A copy of this report is attached to my affidavit as Exhibit “B” (see scenario 2 — page 3).

Transfer of Integration PWU Members to Ongoing Plan

6. In May of this year, acting upon Canada Life’s direction, Mercer approached seven annuity providers and
asked them to quote on providing annuities for the Integration PWU members who had elected (or were deemed to
have clected) to receive a guaranteed pension. None of the seven anmuity providers in question were prepared to

quote on this business.

7. As plan administrator, Canada Life is required under the Pensions Benefits Act (Ontario) to settle the basic
benefits of persons affected by a partial wind up. Given the fact that no insurer was prepared to quote on providing
annuities, in order to complete the Integration PWU and in order to implement the settlement, Canada Life’s only
option is to settle basic benefits by transferring the assets and liabilities related to these Integration PWU members
into the on-going portion of the Plan and pay the pensions for this group out of the Plan. This transfer would be
done in accordance with Financial Services Commission of Ontario (“FSCO”) policy W100-233 (a copy of which
is attached hereto as Exhibit “C”). As discussed in this policy, FSCO’s position is that plan administrators are not
required to purchase annuities for members affected by a partial plan wind-up; instead, administrators can settle the
basic benefits of affected partial wind-up members by transferring the assets and liabilities of those members to the

on-going portion of the pension plan.

8. As discussed at page 3 of the FSCO policy, where annuities are purchased for partial wind-up members
through an insurance company, the cost to settle the liabilities is known and the partial wind-up surplus or deficit is
the amount left after the annuity purchase cost and plan wind-up expenses are deducted from the partial wind-up

assets.

G

(=)

X




9. The FSCO policy goes on to note that where an administrator chooses not to purchase annuities for the
partial wind up members, the transfer of assets and liabilities tv the ungoing plan is based upon the estimated cost
of purchasing annuities. This estimate is to be calculated based on guidance contained in Educational Notes
published by the Canadian Institute of Actuaries’ Committee on Pension Plan Financial Reporting (the “CIA

Committee”),

10.  The estimated Integration PWU surplus of $3.1M as at August 31, 2012 (referred to in paragraph 5 above)
is based upon the estimated cost of purchasing annuities calculated in accordance with the CIA Committee’s

Educational Notes.

11.  The amount of the pension payable to Integration PWU members will be the same whether their pension is

provided by way of an annuity or is provided from the Plan.

Impending Change to the CIA Committee’s Guidance on Estimating the Premium Cost of
Indexed Annuities

12, InMay of this year, in an Educational Note, the CIA Committee discussed its guidance in respect of
estimating the cost of purchasing an indexed annuity. A copy of this note is attached hereto as Exhibit “D”. In this
note, the CIA Committee stated that while the data concerning the pricing of indexed annuities is extremely
limited, information collected from insurers who providéd illustrative quote data revealed that the premiums quoted
were substantially higher than the estimated premiums calculated in accordance with the guidance provided by

prior Educational Notes,
13.  In this same Educational Note, the CIA Committee went on to state:

The PPFRC intends to conduct further research in 2012 regarding the
pricing of indexed annuities. The analysis will include confirmation as
to whether the insurers would be willing to actually transact on the basis
reflected in the illustrative annuity quotes. This research may result in
the revision of future guidance for estimating the cost of purchasing
indexed annuities.

14,  Inan Educational Note supplement dated August 16, 2012, the CIA Committee reiterated the point made in
its earlier note that the illustrative premium quotes provided by insurers to the CIA Committee were substantially
higher than the estimated premiums calculated in accordance with the guidance provided by prior Educational
Notes, and that the Committee was in the process of conducting further research regarding the pricing of indexed
annuities. The Committee again stated that this research may result in the revision of future guidance for
estimating the cost of purchasing indexed annuities. A copy of the August 16, 2012 Educational Note supplement
is attached hereto as Exhibit “E”.




15.  Based upon these Educational Notes, Canada Life is concerned that if there is a delay in transferring assets
and liabilities related to the Integration PWU members to the ongoing Plan, the guidance provided by the CIA
Committee that is used to estimate the cost of purchasing annuities may change in the interim. Given the CIA
Committee’s statements that the premium guotes provided by insurers for the illustrative quotes are “substantially
higher” than the guidance provided by prior Educational Notes, any such change made to the CIA’s Guidance will

increase the estimated cost of purchasing indexed annuities.

16. By way of example, based upon the figures provided in the Mercer September 12, 2012 report (Exhibit “B”
hereto), if the new CIA Committee’s guidance resulted in a reduction of 50 bps (0.5%) in the net rate of return used
to calculate the cost of purchasing indexed annuities, and had this new guidance been in effect as of August 31,
2012, then as at that date there would have been no Integration PWU surplus but an estimated Integration PWU
deficit of approximately $19.5M. For each additional 50 bps reduction in the net rate of retum there would be a
further increase in the estimated deficit of an additional $22.5M. If a deficit arises in the Integration PWU prior to
the transfer of Integration PWU assets and liabilities to the on-going Plan, that deficit will have to be funded in full
by Canada Life prior to the transfer of the Integration PWU assets and liabilities to the on-going Plan.

17.  1would note that if the Integration PWU assets and liabilities are transferred to the on-going Plan prior to
any change in the CIA Committee’s guidance, any subsequent change in the CIA Committee’s guidance for
indexed annuities could result in a solvency deficit arising in the on-going Plan (as the CIA Committee’s guidance
is also utilized by actuaries when they prepare an actuarial valuation). That said, any deficit that arises in respect of
the on-going Plan as a result of a change in the CIA Committee’s guidance would not have to be funded by Canada

Life immediately, but could be funded over a five-year period starting from the date of the next actuarial valuation.

18.  Given the likelihood (in my view) that there will be a change in the CIA Guidance which will lead to an
increase (likely a significant increase) in the estimated cost of purchasing indexed annuities, there is some urgency
in Canada Life effecting the transfer of Integration PWU assets and liabilities to the on-going plan prior to this
change becoming effective so as to preserve some surplus for distribution to the Integration PWU members and to
avoid the prospect of Canada Life having to fully fund a large Integration PWU deficit. In this regard, I note that
changes in the CIA Committee’s guidance can be announced with retroactive effect (as recently occurred when the
CIA Committee changed its guidance with respect to estimating the cost of purchasing non-indexed annuities-see

the August 16, 2012 Educational Note Supplement attached hereto as Exhibit “E”).

Minimum Surplus Allocations Under the Surplus Sharing Agreement

19. At paragraphs 32-36 of his affidavit sworn September 20, 2012, Mr. Robertson speaks to the $1000
minimum surplus allocation to Eligible PWU Group Members and Inactive Eligible Non-PWU Group Members. In
his affidavit, Mr. Robertson indicates that Inactive Eligible Non-PWU members® share of available surplus based
on Mercer’s August 31, 2012 estimate would be insufficient to meet the minimum $1000 payment under the SSA.




e
These statements by Mr, Robertson do not accurately reflect the terms of the SSA under which $1.65M, not
$0.39M, would be allocated to Inactive Eligible Non-PWU Group Members based on the August 31, 2012

estimate,

20.  Under the Surplus Sharing Agreement (the “SSA”), section 7(a) provides that the “Final Partial Wind Up
Surplus” shall be shared 30,34%/69.66% between Canada Life and the Eligible PWU Group Members (“Eligible
Member Group Surplus Share”). “Final Partial Wind Up Surplus” is defined in section 2(a)(iv) of the SSA to mean
the aggregate (net of administrative and legal expenses) of the Integration PWU surplus, the Indago PWU surplus,
the Adason PWU surplus and the Pelican PWU surplus,

21.  Section 7(c) of the SSA goes on to provide that the Eligible Member Group Surplus Share shall be
allocated as between Eligible PWU Group Members (“Eligible PWU Group Surplus Allocation™) and the Inactive
Eligible Non-PWU Group Members (“Inactive Eligible Non-PWU Group Surplus Allocation”) on the following

basis:

® The Eligible PWU Group Surplus Allocation shall be 57.22% of the Final Partial Wind
Up Surplus; and :

@) The Inactive Eligible Non-PWU Group Surplus Allocation shall be 12.44% of the Final
Partial Wind Up Surplus.
22.  Scction 7(c) of the SSA then states that the Eligible Non-PWU Group Surplus Allocation shall be allocated
and distributed among individual Inactive Eligible Non-PWU Group Members in accordance with section § of the
SSA. Section 8(d) of the SSA provides that the Inactive Eligible Non-PWU Group Surplus Allocation shall be
allocated among the Inactive Eligible Non-PWU Group Members pro rata to their wind up liabilities, subject to a

minimum allocation of $1,000.

23.  Accordingly, the surplus to be allocated to the Inactive Eligible Non-PWU Group members is 12.44% of
the aggregate of the surplus allocable to each of the Integration PWU, Indago PWU, Adason PWU and Pelican
PWU.

24,  Based upon the Mercer September 12, 2012 report, the estimated surplus for each of the Integration PWUJ,
Indago PWU, Adason PWU and Pelican PWU as at August 31, 2012 was as follows:

Integration PWU 33.1M
Indago PWU 1.IM
Adason PWU 6.2M
Pelican PWU 2.9M

$13.3M

25.  Accordingly, based on the surplus estimates as at August 31, 2012 the Inactive Eligible Non-PWU Group
Member surplus share under the SSA would have been 12.44% of $13.3M or $1.65M.




26.  There are 1418 Inactive Non-PWU Group members. Not all of the 1418 Inactive Non-PWU Group
members, however, are Inactive Eligible Non-PWU Group members (ie some of these individuals did not provide
the requisite consent required under the SSA.) Even if the $1.65M were distributed pro rata amongst the 1418
Inactive Non-PWU Group members, the result would be an individual surplus allocation of $1,167 per Inactive
Non-PWU Group member.

27.  Given that scction 7(d) of the SSA explicitly provides that for the Eligible PWU Group Members the Final
Partial Wind Up Surplus is not to be shared as a common pool but allocated to each partial wind up, I agree with
Mr. Robertson that based on the August 31, 2012 Mercer estimates, approximately $1.77M in surplus would be

allocated to the Integration PWU members resulting in an allocation of approximately $825 per member.

'SWORN BEFORE ME at the City of London,
in the Province of Ontario, on September 24,
2012,

Commissioner for Yaking Affidavits WALLACE B. ROBINSON
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TAB A



This is Exhibit “A” referred to in
the Affidavit of Wallace Robinson
sworn before me this <2 % day
of September 2012,

A Commissioner, Etc.
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Canada Life Canadian Employees Pension Plan
Partial Wind-Up Surplus Update

The following table shows the estimated surplus of the integration PWU and the 3 Prior PWUs as of June 30, 2010,
December 31, 2010, June 30, 2011 and December 31, 2011 as calculated by Mercer. The total estimated surplus
for all 4 partial wind-ups has decreased from $71.0 million as of June 30, 2010 to $34.0 million as of December 31,
2011. However, as can be seen from the table below, it is only the estimate of the integration PWU surplus that
has decreased (from $62.2 million as of June 30, 2010 to $23.7 million as of December 31, 2011},

SURPLUS ($ miilions)

June 30, December 31, 2010 June 30, December 31, 2011
2010 2011
Integration PWU $62.2 $63.8 $54.0 $23.7
Pelican PWU $2.5 $2.9 $2.9 $2.9
indago PWU 1.2 $1.3 $1.3 $1.2
Adason PWU $5.1 $6.4 $6.1 $6.2
Total $71.0 $74.5 $64.3 $34.0

As of June 30, 2011, Integration partial wind-up members had not yet chosen their payment option with respect to
their basic benefits, that is, they had not elected the transfer option or the guaranteed pension option. Therefore
for each estimate of integration PWU surplus up until that date, assumptions were made by Mercer relating not
only to applicable interest and inflation rates, but also as to which.election members would choose for the
payment of their benefit entitlement (transfer value or a guaranteed pension). With respect to the guaranteed
pension option, the estimated costs of purchasing annuities were based on the preliminary guidance from the
Canadian institute of Actuaries’ Committee on Pension Plan Financial Reporting on the estimated costs of
purchasing annuities.

For the December 31, 2011 estimate of the integration PWU surplus, the actual elections made by the members to
that date (1419 of 2149 Integration pwu members had made elections) were used to determine the cost of settling
the basic benefit entitlement, and the estimated surplus value remaining. For those members who had not yet
elected an option as at that date, the assumptions that were applied in the June 30, 2011 estimate re which option
members would elect were used.

Note that if the assumption regarding which option members will choose is altered such that all integration PWU
members who have not yet made an election are deemed to have elected the guaranteed pension option {the
required default option communicated in member information packages), then the estimate of the Integration
Partial wind-Up surplus as of December 31, 2011 is reduced from $23.7 million to approximately $8 million.

The interest rate and inflation assumptions used to calculate the estimated costs of purchasing annuities are
shown in the following table.

Indexed annuities interest June 30,2010 | December 31, June 30, December 31,
assumptions 2010 2011 2011
4.0%
During deferred period 3.65 4.5% 4.2% 3.35
After deferred period 3.5% 3.5% 2.5%
Inflation assumption 2.2% 2.4% 2.5% 2.0%

The attached table shows the change in Integration PWU surplus due to various factors for each six-month period
from January 1, 2010 to December 31, 2011. The most significant factors in the recent change in the Integration
PWU surplus estimate are the change in the interest rate used to calculate the cost of annuities, and the high
annuity take-up rate.
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TAB B



This is Exhibit “B” referred to in
the Affidavit of Wallace Robinson
sworn before me this <7 ‘/ day
of September 2012.

A Commissioner, Etc/.J
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Benedict 0. Ukonga, FSA, FCIA, 6FA {ﬂ Q
Principal

& MERCER 161 Bay Street

P.0O. Box 501

Toronto, Ontario M5J 285

416 868 7385 Fax 416 868 7555
ben.ukonga@mercer.com
WWW.TNErcer.ca

September 12, 2012

Ms Amy Metzger

Counsel - Litigation

The Canada Life Assurance Company
255 Dufferin Avenue

London, Ontario

N6A 4K1

Privileged & Confidential
Prepared for the Advice of Counsel

Subject: Estimate of the financial position on a solvency basis of the portions of the Canada
Life Registered Plan affected by the 2005 partial wind-up and the potential Indago, Adason and
Pelican partial wind-ups

Dear Amy:

As requested, this letter provides an estimate of the financial position of the portion of the
Canada Life Canadian Employees Pension Plan (the "Canada Life RPP” or the "Plan”) affected
by the June 30, 2005 partial plan wind-up (the “2005 PWU group”) and the portions of the Plan
affected by the potential Indago, Adason and Pelican partial wind-ups on a solvency basis as at
August 31, 2012,

Similar to our previous updates, we have estimated the financial position of the 2005 PWU group
under two scenarios:

= Scenario 1: assuming that terminations of Indago, Adason Property Management and
Pelican Foods employees who were members of the Plan (the “Historical Potential PWU
groups”) do not trigger separate partial wind-ups of the Plan; and

» Scenario 2 assuming that separate partial wind-ups of the Plan are triggered by the
terminations of indago, Adason Property Management and Pelican Foods employees who
were members of the Plan.

The estimated financial positions of the Historical Potential PWU groups are only shown under
scenario 2,

) Consulting, Outsourcing. Investments.
Mercer (Canada) Limnited




MERCER

Page2

September 13, 2012

Ms Amy Metzger

The Canada Life Assurance Company

Please note the following:

= The liabilities of the 2005 PWU group and the historical potential wind-up groups have been
calculated based on market conditions at August 31, 2012. The assumptions used are
summarized in Appendix A. They also reflect our current understanding of the provisions of
the Canada Life Registered Plan.

= Under Scenario 2, the liabilities of the Ihdago, Adason and Pelican Foods employees include
the estimated liabilities for additional benefits that would arise if partial wind-ups of the Plan
were declared in respect of each of these groups.

= For the 2005 PWU group, the cumulative pending expense payments have been updated
from June 30, 2012 to August 31, 2012 by increasing the amount at June 30, 2012 with the
expenses for this group for July and August 2012 (provided by Canada Life). For the
historical potential partial wind-up groups, we have left the cumulative pending expense
payments unchanged from the amounts at June 30, 2012. We do not expect these amounts
to have materially changed as at August 31, 2012 from their respective amounts at June 30,
2012,

As mentioned in our earlier estimates, these cumulative pending expense payments are
being held as “payables” against the assets allocated to the respective groups’. Appendix B
provides further information on these cumulative pending expense payments:

The cumulative pending expense payments are as follows:

Group Cumulative pending expense payments
June 2005 partial wind-up group $14.2 million
Indago $0.0 million
Pelican $0.1 million
Adason Property Management $0.4 million

! Plan assets were segmented before pending expense payments were deducted, therefore, cumulative
pending expense payments are being held as payables against the respective groups’ allocated assets.
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Page 3

September 13, 2012

Ms Amy Metzger

The Canada Life Assurance Company

Estimated Financial Position as at August 31, 2012

Under Scenario 1, assuming partial wind-ups are not declared as a result of the terminations of
Indago, Adason Property Management and Pelican Foods employees who were members of the
Plan, the estimated financial position of the 2005 PWU group at August 31, 2012 is as follows.
For comparison purposes, we show the estimated financial position at June 30, 2012 (and based
on the new CIA annuity purchase guidance, which became effective June 30, 2012).

Estimated financial position for 2005

PWU group ($ million) August 31, 2012  June 30, 2012

Assets $312.7 $311.6
Pending asset transfer $6.9 $6.7
Liabilities {$286.5) ($285.8)
Pending expense paymenis ($14.2) ($14.0)
Surplus $18.9 $18.5
Provision for future termination expenses ($12.7) ($12.7)
Surplus net of termination expenses $6.2 $5.8

The provision for future termination expenses for the 2005 PWU group, of $12.7 million, is an
estimate of the future administrative, communications, actuarial, legal and other fees related to
the partial wind-up that was provided by Canada Life.
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Ms Amy Metzger

The Canada Life Assurance Company

A reconciliation of the change in the estimated financial position from June 30, 2012 to August
31, 2012 is as follows:

(millions)

Estimated surplus at June 30, 2012 $5.8
Investment return on assets allocated to the partial wind-up group $2.2
Interest on liabilities at 2.7% ($1.3)
impact of election of commuted values $1.3
Change in estimated costs of purchasing annuities (31.8)
Increase in pending expense payments (30.2)
All other factors $0.2
Estimated surplus at August 31, 2012 $6.2

Impact of potential partial wind-up declarations in respect of Indago, Adason and
Pelican

Under Scenario 2, assuming that terminations of employees of Indago, Adason Property .
Management and Pelican Foads are declared to be separate partial wind-ups of the Plan, the
estimated financial position of the different groups within the Plan (excluding Crown DC account
balances) as at August 31, 2012 are as follows:
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Ms Amy Metzger

The Canada Life Assurance Company

Estimated financial 2005 Indago Adason Pelican
position at August 31, PWU group

2012 ($ million)

Assets $316.5° $1.5 $12.2 $4.3
Liabilities ($286.5) ($0.2) ($5.2) ($1.1)
Pending expense

payments ($14.2) $0.0 ($0.4) ($0.1)
Surplus ) $15.8 : $1.3 $6.6 $3.1
Termination expenses (312.7) ($9.2) ($0.4) ($0.2)
Surplus net of $3.1 $1.1 $6.2 $2.9

termination expenses

A recongciliation of the estimated financial pasition from June 30, 2012 for Indago, Adason and
Pelican to the estimated financial position at August 31, 2012 shown in this letter is presented

below:

(3 millions) ) Indago Adason Pelican Foods
Estimated surplus at June 30, 2012 $1.1 $6.1 $2.9
Investment return on allocated assets $0.0 $0.2 $0.1
Interest on liabilities $0.0 ($0.0) $0.0
Increase in provision for fulure termination

expenses ($0.0) ($0.0) ($0.0)
Changes in estimated costs of purchasing

annuities $0.0 $0.0 $0.0
All other factors {$0.0) (30.1) (30.1)
Estimated surplus at August 31, 2012 $1.1 $6.2 $2.9

% Reflects pending asset transfer as a result of data changes made
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Membership data, assumptions, and methodology
For the purpose of preparing the above estimates:

= We have used membership data as at August 31, 2012 for the 2005 PWU and as at
December 31, 2011 for the Indago, Adason and Pelican potential partial wind-up groups.

= Forthe 2005 PWU group, we have reflected members’ actual elections for the settiement of
their basic benefits.

— For members who elected a lump sum transfer, we have reflected the payment of their
commuted values. We have reflected lump sum payments that the Company has
indicated will be made up to September 14, 2012; _

—~ For members who elected an immediate or deferred pension, we have reflected the
estimated cost of settling their benefits through the purchase of deferred or immediate
annuities;

-~ For members whose seftlement elections have not been received, we have assumed
these members would elect, or be deemed to elect, an immediate or deferred pension.
We have estimated the cost of settling their benefits through the purchase of deferred or
immediate annuities. '

In addition, under scenario 2, we have assumed all indago, Adason, and Pelican Foods
employees with remaining benefit entittements® would elect, or be deemed to elect, to
have their benefits settled through the purchase of immediate or deferred annuities.

» The calculations were prepared based on our current understanding of the provisions of the
Canada Life Registered Plan;

* We have used the economic assumptions (specifically interest rate and inflation) consistent
with the economic conditions at August 31, 2012;

The assumptions used in our calculations are summarized in Appendix A;

® This excludes members who have already received a lump sum transfer (at their initial termination dates)
but are entitled to additionat benefits as a result of a partial wind-up being declared

&1
FoN
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»  We have relied on the August 31, 2012 market value of assets provided to us by Canada
Life;

= The estimated financial positions are expressed on a solvency basis;

*» The estimated cost of purchasing annuities is based on the Canadian institute of Actuarieé’
Educational Note: Assumptions for Hypothetical Wind-up and Solvency Valuations with
Effective Dates Between December 31, 2011 and December 30, 2012 effective June 30,
2012;

We note that in Canada, there is very limited data available in the market regarding the
pricing of annuities indexed to inflation. The market for these annuities is also virtually non-
existent. As a result, it is possible, maybe even likely, that the actual cost of purchasing
these annuities will exceed (potentially materially) the estimates shown in this letter.

If you have any questions regarding the above, we would be glad to discuss them with you in
more detail at your convenience. As always, you can reach me at (416) 868 7385.

Sincerely,

V4

Benedict O. Ukonga, FSA, FCIA, CFA
Principal

Copy:
Wally Robinson: Great-West Life | London Life | Canada Life
Doug Johnson, Joseph Tang, James Dalton: Mercer
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Appendix A: Key Assumptions

August 31, 2012

June 30, 2012

Benefits assumed to be settled through annuity purchase

Nominal interest rate

Mortality rate

Inflation
Post retirement indexing

Immediate retirement
Indexed: 2.36% per year
Non-indexed: 3.04% per year
Deferred retirement

Indexed: 3.04% during the deferral
period, 2.36% after commencement

‘Non-indexed: 3.04% per year

UP 94 with generational mortality
improvements (sex distinct)
1.85% per year

We have assumed that the life

insurance company would price the
annuities as if they were fully indexed

Immediate retirement
indexed: 2.35% per year
Non-indexed: 3.05% per year

Deferred retirement

Indexed: 3.05% during the deferral
period, 2.35% after commencement
Non-indexed: 3.05% per year

UP 84 with generational mortality
improvements (sex distinct)

1.90% per year

We have assumed that the life
insurance company would price the
annuities as if they were fully indexed
for inflation.

Provision for future wind-up
expenses:

for inflation.
June 2005 PWU | $12.7 million
Indago $0.0 million
Adason $0.4 million
Pelican $0.1 million

$13 million for the June 30, 2005 partial
wind-up (based on information provided
by Canada Life). To be determined for
the other potential partial wind-ups
groups.

Member settlement elections

All remaining members of the 2005
PWU group, and remaining Indago,
Adason and Pelican members are
assumed 100% immediate or deferred
annuities

All remaining partial-windup members
assumed 100% immediate or deferred
annuities

Basis

Solvency

Solvency

Mercar (Canada) Limited

Consulting. Outsourcing. Investments,

R

=
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Appendix B

Reconciliation of the assets allocated to the 2005 PWU group (under scenario
1 and before pending expenses)

Reconciliation from June 30, 2012 to August 31, 2012
2005 PWU group

June 30, 2012 $311,648,000

PLUS

Members’ contributions $0

Company's contributions $0

Investment income © $2,182,000
$2,182,000

LESS

Pension and lump sums paid $1,123,000
$1,123,000

August 31, 2012 $312,707,000

Pending Expense Reimbursements®

_— 2005 PWU Indago Adason : Pelican

{millions)
group :

June 30, 2012 $14.0 $0.0 $0.4 $0.1
Estimated plan $0.2 $0.0 $0.0 $0.0
Expenses — July and
August 2012
August 31, 2012 $14.2 $0.0 $0.4 501

“ Cumulative pending expenses as provided by Canada Life

o Consulting, Outsourcing. investments,
Mercor {Canada) Limited
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Financial Services Commission of Ontario
Commission des services financiers de 'Ontario

’m

Ontario
SECTION:  WindUp
INDEX NO.: W100-233
TITLE: Distribution of Benefits on Partial Wind Up Where Immediate or Deferred Pensions
are Not Purchased

APPROVED BY; Superintendent of Financial Services
PUBLISHED: FSCO website (June 2010)
EFFECTIVE DATE: March 10, 2010

Note: Where this policy conflicts with the Financial Services Commission of Ontario Act, 1997, 5.0. 1997, c. 28 (FSCO
Act), Pension Benefits Act, R.S.0. 1999, c. P.8 (PBA) or Regulation 909, R.R.0. 1990 (Regulation), the FSCO Act, PBA
or Regulation govern.

Note: The electronic version of this policy, including direct access to all linked references, is available on FSCO’s
website at www.fsco.gov.on.ca. All pension policies can be accessed from the Pensions section of the website through
the Pension Policies /ink.

Administrators of pension plans (administrators) are no longer required to purchase annuities for members affected
by a partial wind up who are receiving pension payments, or who chose or were deemed to have chosen a deferred
pension (Affected Group). However, administrators may still purchase annuities for the Affected Group, as provided
under section 43 of the PBA, if it determines that it is prudent to do so.

This policy outlines a procedure for administrators to follow in the event that the administrator chooses not to
purchase annuities for the Affected Group. This policy also provides guidance on the determination of the value of
the liabilities for the Affected Group and the timing of the transfer of the assets and liabilities relating to the Affected
Group to the on-going portion of the pension plan. Unless specifically noted otherwise in this policy, the term
“transfer” refers to the transfer of the assets and liabilities of the Affected Group.

Please note that this policy does not apply to members affected by the partial wind up who are eligible and have
elected a transfer of the commuted value of the pension benefit out of the pension plan under section 42( 1) of the
PBA.

If administrators and their agents have questions about plan wind ups, they should refer to the PBA and Regulation,
Additional information may also be abtained from other policies published by FSCO that deal with wind up issues.
Policies are intended to clarify the interpretation of the PBA and Regulation in certain situations and to assist
administrators and their agents in understanding the requirements of the PBA, Regulation and FSCO’s practices so that
full compliance can be achieved.

Page 1 of 4
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Background

" The July 29, 2004 Supreme Court of Canada decision in respect of Monsanto Canada Inc. required the distribution
of any surplus related to the wound up portion of the plan as part of the partial wind up process in order to complete
the distribution of assets related to the partial wind up. In this process, the administrator was required to distribute
all of the assets of the plan associated with the partial wind up. To satisfy that requirement, the Superintendent took
the position that the purchase of annuities was necessary to settle the benefits that were payable to members, former
members (including retired members) and other persons affected by the wind up who did not elect a transfer of the-
commuted value of their benefits. However, on December 2, 2009, the Financial Services Tribunal in a decision in
respect of an Imperial Oil Limited pension plan held that administrators may satisfy the requirement to distribute
plan assets related to the Affected Group’s benefits on partial wind up by transferring the assets to the on-going
portion of the plan and are not required to purchase annuities for this group.

Communicating the impact of the decision not to purchase annuities

In the event of a partial wind up, the plan administrator will need to make a decision as to whether or not to purchase
annuities for some or all of the Affected Group. This decision must be communicated to FSCO and to all persons
affected by the partial wind up.

If the administrator decides not to purchase some or all of the annuities, the administrator will be required to transfer
the assets and liabilities in respect of the members of the Affected Group who chose to receive their pension benefits
from the pension plan, to the en-going portion of the pension plan in order to complete the distribution of assets
related to the partial wind up (Note: The transfer is said to be a notional transfer as the assets and liabilities of the
Affected Group will simply remain in the plan).

FSCO will require the administrator to advise all persons affected by the partial wind up as to the impact on their
pension benefit when a pension payment is being provided under the pension plan as opposed to it being provided
through an annuity purchased from an insurance company. This information is to be included in the individual
staternent issued to all persons affected by the partial wind up (sctting out the person’s entitlement under the plan and
the options available to those persons) as required under section 72(1) of the PBA and section 28(2) of the
Regulation. The information being provided should clearly indicate that their pension benefits will be payable or
continued to be payable from the pension plan and that any subsequent settlement will be subject to the terms of the
plan and its funded status at that time.

Partial Windup Reports already Filed

In a situation where a partial wind up report has been filed with FSCO indicating that annuities are to be purchased
for the Affected Group and the administrator subsequently decides not to purchase the annuitics, the administrator is
required to advise FSCO of the decision, revise the report to reflect the change and file the revised report with FSCO
for review. Furthermore, for those members who made elections based on the administrator® s previous decision to
purchase annuities, the administrator is required to provide a revised statement to the Affected Members who made
an election to receive an immediate or deferred pension on the premise that annuities will be purchased for them.
The revised statement will include the information described above where annuities are not being purchased.

Basis for Determining the Value of Immiediate and Deferred Pensions

Section 29(8) of the Regulation does not permit the payment of commuted values or purchase of annuities until the
partial wind up deficit, if any, has been fully funded (except for a payment of the current value of any additional
voluntary and/or required contributions made by the member employee prior to the wind up date). Where there is a
partial wind up deficit as at the wind up date, section 31(2) of the Regulation requires additional funding over no
more than 5 years annually in advance or funding by way of an immediate lump sum.
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Where annuities are purchased for the Affected Group through an insurance company, the cost to fully settle the
liabilities is known and the wind up surplus or deficit is calculated as the difference between the assets allocated to
the partial wind up group and the sum of the following:

(a) commuted value entitlements (for eligible members who elect commuted value transfers under section 73(2)
of the PBA),

(b) any cash Jump sum payment payable under sections 39(4), 50, 63(2), 63(3) and 63(4) of the PBA,

(c) the annuity purchase premium paid to a life insurance company (for members who are eligible for and chose

or were deemed to have chosen an immediate or a deferred pension), and
(d) partial wind up expenses.

Where an administrator chooses not to purchase annuities for the Affected Group, the wind up surplus or deficit is
calculated the same way as above except that, instead of an actual annuity purchase premium paid to a life insurance
company, the value of the immediate and deferred pensions would be based on the applicable guidance from the
Educational Notes published by the Canadian Institute of Actvaries’ Committee on Pension Plan Financial Reporting
for the purpose of estimating annuity premiums as at the date a determination is to be used.

Timing of Transfer of the Assets and Liabilities of the Affected Group

Where there is a deficit as at the partial wind up date, section 75 of the PBA and section 31 of the Regulation require
additional contributions to be made into the pension fund by the plan sponsor to increase the level of the funded position
of the wind up assets to 100%. Until this funding is complete {either by way of amortized payments over no more than 5
years or an immediate lump sum), the administrator is required to track the assets and Habilities relating to the partial
wind up separate and apart from the assets and liabilities relating to the on~going portion of the pension plan. When there
is no further amount to be funded under section 75 of the PBA, the transfer of the assets and labilities relating to the
Affected Group to the on-going portion of the pension plan can occur once written confirmation from the actuary of full
funding of the partial wind up is received by FSCO. FSCO will also require administrators to provide written
confirmation to FSCO that the transfer of the assets and liabilities of Affected Group to the on-going portion of the
pension plan has occurred. Confirmation about the transfer as set out above can be included in the annual reports
required by section 32 of the Regulation, or can be provided in a separate Jetter addressed to the Superintendent,

Ina siuation where the sponsor of a pension plan is required to fund a partial wind up deficit and the financia! position of
the wound up portion of the pension fund afier settlement of all benefits reveals there are assets remaining, the employer
‘may apply for a refund of overpayment of contributions (under section 78(4) of the PBA) equal to an amount that is not
in excess of the required payments made to fund the partial wind up deficit. If, after the refand of overpayment to the
employer, there still remain assets then that amount may be distributed as surplus assets in accordance with the PBA and
Repgulation.

Where there is a surplus as at the partial wind up date and the financial position of the wound up portion of the pension
fund after the wind up effective date shifis to a deficit position, the employer must pay the deficit in the manner and the
times set out in section 31 of the Regulation. If the payment date is more than five years from the partial wind up date the
payment must be paid in a lump sum payment. Once funding is complete, the transfer of the assets and liabilities relating
to the Affected Group to the on-going portion of the pension plan can occur provided that confirmation of full funding of
the partial wind up is received by FSCO.

Where there is a surplus as at the wind up date, the transfer of the assets and liabilities of the Affected Group can occur
prior to the completion of the surplus distribution. The form of surptus distribution may be a lamp sum cash payment or
an increase to pension benefits to members affected by the wind up. For more information regarding the distribution of
surplus on partial wind up, see policies §900-901 {“Allocation of Surplus to Members, Former Members and Other
Persons on Wind Up™} and 3900-910 (“Distribution of Surplus to Emplover on Partial Wind Up™).

81
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Tracking the pension benefits of the Affected Group

The notional split between the wound up and on-going portions of the pension plan must be maintained until all assets
relating the partial wind up have been seitled, including a surplus distribution, if any. That s, upon the (notional) transfer
of the assets and liabilities relating to the Affected Group to the on-going portion of the pension plan, the administrator
must ensure that Affected Group receive the pension benefit they are entitled to (including any grow-in entitlement as
provided for Ontario members, carly retirement subsidies, etc.)

Completion of Partial Wind Up
The administrator must advise the Superintendent in writing once all assets have been distributed from the wound up

portion of the pension plan. Once the Superintendent is advised of this distribution, the file on the partial wind up will be
closed. )
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Memorandum

To: All Pension Actuaries

From: Phil Rivard, Chair
Practice Couneil
Gavin Benjamin, Chair
Commiitee on Pension Plan Financial Reporting

bale: May 24, 2012

Subject:  Educational Note—Assumptions for Hypothetical Wind-up and
Solvency Valuations with Effective Dates between December 31, 2011,
and December 30, 2012

This educational note provides guidance on assumptions to be used for hypothetical

wind-up and solvency valuations: for 2012. It confirms the initial guidance for 2012
assumptions that was provided in an announcement issued on February 6, 2012.

The Committee on Pension Plan Financial Repotting (PPFRC) would like to express its
gratitude to BMO .Assurance, The Co-Operators, Desjarding Financial Security, Great-
West Life, Industrial Alliance, Manulife, Standard Life; and Sun Life for providing the~
committee with data.

In an educational note provided in 2010, the PPFRC included additional draft guidance
on the assumptions to:be used for hypothetical wind-up and solvency valuations for very
large plans and plans with benéfits indexed to-the Consumer Price Index in situations
Wheére an altemative settlement method was being hypothesized. Comments were invited
from pension actuaries and other interested parties. Subsequently, the Actuarial Standards
Board established a designated group (DG) to review-the practice-specific standards with
respect to the selection of assumptions for hypothetical wind-up and solvency valuations,
The DG has completed its review and concluded that significant changes to the standards
are not appropriate at this time. Consequently, the PPFRC has resumed the process of
developing additional. guidance relating to the selection of assumptions for hypothetical
wind-up and solvency valuations for very large and/or indexed plans in situations where
“an alternative sétilementimethod is being hypothesized.

The PPFRC is also conducting further research regarding the pricing of indexed annuities
and the-effect on annuity pricitg of the duration of the obligations being purchased.

360 Afbert Steeet, Sbite 1740, Ottawa ON K1R 77 \

) 613.236.8196 & 613,233.4552
secretariat@actuaries.ca / secretariat@attuaires.ca
actuaries.ca / actualres.ca
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The PPFRC expects to issue additional and/or revised guidance as soon as practical
following the completion of the above activities.

In accordance with the Institute’s Policy on Due Process for the Approval of Guidance
Material other than Standards of Practice, this educational note has been prepared by the
PPFRC and has recéived final approval for distribution by the Practice Council effective
May 24, 2012.

As outlined in subsection 1220 of the Standards of Practice, “The actuary should be
Jamiliar with: relevant Educational Notes and other designated educational material.”
That subsection explains further that a “practice which the Educational Notes describe for
a situation is not necessarily the only accepted practice for that situation and is not

Notes are intended to illustrate the application (but not necessarily the only application)
of the standards, so there should be no conflict between them.”

If you have any questions or comments regarding this educational note, please contact
Gavin  Benjamin at his CIA Online Directory address, gavinbenjamin@
fowerswatson.com.

PR, GB
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Educational Note : May 2012

1. INTRODUCTION

According to paragraph 3330.16 of the Standards of Practice, the assumptions used for
actual and hypothetical wind-up valuations would

in respect of benefit entitlements that are assumed to be settled by purchase of
annuities, reflect single premium annuity rates,

in respect of benefit entitlements that are assumed to be settled by lump sum
transfer, reflect the. standards in section 3500 respecting commuted values,
ahd .

in respect of beriefit entitlements that are assumed to be settled in some other
mianuer, reflect the mannet in. which such benefits would be settled.

This document has been prepared by the Commiltee on Pension Plan Financial Reporting
(PPFRC) and is. intended to provide actuaries with guidance in selecting appropriate
assumptions for hypothetical wind-up and solvency valuations in respect of benefit
entitlements that are assumed to be settled by purchase of annuities or by lump sum
transfer with effective dates on or after December 31, 2011, and prior to or on. December
30, 2012. For greater clarity, this. document. does not provide detailed guidance on
selecting appropriate assumptions for hypothetical wind-up and solvency valuations in
respect of benefit entitlements-that are-assumed to be settled in a manner other than-the
purchase of annuities or lump sum transfer.

This educational note confirms the initial guidance for 2012 assumptions that was
provided in an ahncuncement issued on February 6, 2012,

2. SETTLEMENT METHODS

To comply with paragraph 3330.16 of the Standards of Practice, the actuary would make
an assumption for each class of plan members as to the portion of liabilities settled by
annuity purchase, commuted value transfer or other manner of settlement. Typically,
classes of plan members would include at least '

active members not eligible for retirement,
active members eligible for-retirement,
retired members and surviving spouses, and
deferred vested members.

In determining the appropriate assumption for the method of settlement, the actuary
would consider

any- legislative réquiréments to offer specific settlement options fo various classes of
members,.

the, settlement provisions of the plan and, in particular, the options to be provided to
members upon plan wind-up,

the benefit provisions of the plan, for example,

i
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where a plan has generous ancillary benefits, an election to receivé a commuted
value fransfer may be affected by the maximum transfer limits imposed under
section 8517 of the Income Tax Act (Canada) Regulations, or

where a plan has inflexible retirement options and few optional forms of payment,
a member may prefer fo clect a commuted value transfer to increase flexibility in
payment terms,

the postulated scenario upon which the hypothetical wind-up is based,
past experience of the plan, when relevant, and

any experience from actual wind-ups. of comparable plans of which the actuary may
be aware.

All requirements of the Standards of Practice with respect to the development and
reporting of assumptions would apply to this assumption.

3. BENEFITS ASSUMED TO BE SETTLED BY LUMP SUM TRANSFER

For "hypothetical wind-up valuations, of which solvency valuations are a subset,
paragraph 3240.05 of the Standards of Practice states, “For a hypothetical wind-up

settlement date are coincident.”

Accordingly, the. wind-up Habilities for benefits expected to be sctiled through the
payment of a [ump sum transfer would be determined in accordance with section 3500 of
the Standards of Practice, applying the assumptions consistent with the particular
valuation date.

4. BENEFITS ZASSUMED TO BE SETILED BY PURCHASE OF
NON-INDEXED GROUP ANNUITIES

Methodology

The PPFRC began collecting data from insurers.on a quarterly basis in 2009, Six insurers
agreed to provide-quotes; oo a confidential basis, on illustrative blocks of business. The
insurers that agreed to provide this information are Desjardins Financial Security, Great-
West Life, Industrial. Alliance, Manulife, Standard Life, and Sun Life Financial. In late
2011, two additional insurers, BMO Assurance and The Co-Operators, agreed to provide
quotes on the same basis.:

The PPFRC prepared data for two illustrative blocks of business for non-indexed.

pensions that were then provided to the insurers: One illustrative block is intended to be

reptesentative of a large purchase (i€, with a total premium greater than 315 million)
and the: other:illustrative block: is intended to be representative of a simall purchase (ie.,
with a total premium less than $15 million).

The characteristics of the illustrative blocks of business, as follows, are:

59
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Large Purchase (approximately $39 million total premium)

Retirees

»  Number 229
» Averageage 66
+ Average monthly lifetime pension : $700
= Number with bridge pension payable to age 65 44
« Average monthly bridge pension $322
Deferred vested

»  Number 85
« Average age 46
» Average monthly lifetimé pension at dge 65 3642

Smali Purchase (zpproxiniately $6.4 million tetal premium)

Retirees

s Number 24
» Average age ' 66
« Average monthly lifetime pension $710
» Number with bridge pension payable to age 65 5
+ Average monthly bridge pension $412
Deferred vested

» Number 37
s Average age 46
« Average monthly lifetime pension at age 65 $678

Based on current interest rate levels and assuming that the pensions are pot.indexed, the
durations of the illustrative blocks are as shown here.

Large Purchase Small Purchase
Retirees’ 10.9 10.7
Deferred vested 24.4 24,5
Combined 13.5 174

Using these data, the insurérs indicated that they would provide realistic quotes (i.¢., as
though the quotes truly represent blocks of business on which they are bidding) as of the
agreed-upon dates. Based on the quotes, the PPFRC then calculated the implicit discount
rate underlying each quote.

The insurers indicated that it would not be- appropriate, for competitive reasons, for the
PPFRC to disclose the individual discount rates underlying the insurer quotes, including
the discount rate associated. with the most competitive quote. Also, the insurers indicated
that, in their view, it is not appropriate to rely solely on the most competitive illustrative
quote. for purposes of establishing -group annuity purchase discount rate assumptions
because the capacity:at which group annuities can be transacted at the best illustrative
price might be limited, For example, a particular insurer may not be transacting actual
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sales at a particular date, even though illustrative quotes are provided at that date, if the
insurer has met its capacity limit.

After lengthy discussions, the PPFRC and the insurers agreed that, for purposes of
providing guidance: on group anmuity purchase discount rates, it would usually be
appropriate to reference the average of the discount rates for the three most competitive
quotes. In reaching this conclusion, the PPFRC considers the magnitude of the spread
between the illustrative quotes (which data are confidential),

The guidancé contained in this.educational note is partially based on quotes provided by
the eight insurance comipanies op illusirative group asnuity business using pricing
conditions at December 31,.2011. These data were coliected on the same basis as the
illustrative quotes as.of December 31, 2010 (as described in the May 2011 educational
note), and are consistent with the methodology adopted as of each quarter end .in 2011.
Consistent with the analysis performed at previous quarter ends, the illustrative quote
information was supplemented with data on the pricing of actual group annuity purchases
during the fourth quarter of 2011 provided by certain actuarial consulting firms.

Analysis
The résults of the illustrative non-indexed quotations at December 31, 2011, based on the

UP94 generdtional mortality tables. (with the AA improvement scale), are summarized -

below and compared to the previous illustrative quote information provided by the
insurers as at September 30, 2011.

AVERAGE OF THE THREE MOST COMPETITIVE QUOTES
(USING UP94 GENERATIONAL MORTALITY TABLES)

Large Purchase Small Purchase
30/0972011. 311272011 | 30/09/2011 31/12/2011
Retirees
s Discountrate: 3.57% 3.28% 3.56% 3.36%
= Spread over CANSIM - +0.89% +0.87% +0,38% +0.95%
V39062 ‘
Deferred vesteds
» .Discount rate 3.59% 3.46% 3.52% 3.50%
» 'Spread over CANSIM +0.91% + 1.05% +0.84% + 1.09%
V39062

The illustrative quotes suggest that an appropriate discount rate for estimating the cost of
purchasing a. non-indexed group annuity for immediate pensions be determined as the
unadjusted yield on Government of Canada (GoC) long-term bonds (CANSIM V39062)
increased arithmetically by approximaiely 90 basis points (bps), in conjunction with the
UP94 generational mortality tables.

“The. pricing information for actual group annuity purchases -during the fourth quarter of
2011 was also considered. In particular, the data on the actual purchases. of non-indexed
annuitics during the month-of December 2011 that were available to the PPFRC produced
an average spread-of approximately 90 bps above the prevailing unadjusted yield on GoC
long-term bonds (CANSIM seties V39062).
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While the illustrative quotes do indicate differences in the pricing for immediate and
deferred annuities, some of the insurers provide their quotes on the basis that the
immediate and deferred annuities are comingled in the same “purchase. As a result, and
based on both the illustrative quotes and the actual group annuity data, the PPFRC has
concluded that there is not sufficient evidence at this time to differentiate the guidance on
pricing of group annuities for large .and small annuity purchases, and immediate and
deferred annuities.

Guidance for Non-indexed Pensions

Based on the analysis described above, the PPFRC has concluded that an appropriate
discount rate for estimating the cost of purchasing a non-indexed group annuity would be
determined as -the- unadjusted yxeld on GoC Jong-term bonds (CANSIM V39062)
inoreased arithmetically by.90: bps, in conjubction with the- UP94 generatlonai mortality
tables. This guidance apphes to.both immediate-and deferred pensions and also applies
regardless.of thie overall size of a group annuity purchase:

Example

As at December 31, 2011, the unadjusted CANSIM V39062 rate was 2.41%. This rate
would form the basis for developing an appropriaté underlying discount rate for
valuations of non-indexed group annuities with effective dates of December 31, 2011,
and January 1,.2012; to be used in conjunction with the UP94 generational mortality
tables. Prior to rounding, an applicable underlying discount rate would then be
determined as 2.41%+0.90% = 3.31%.

Each actuary- would use disceretion in determining whether to round discount rates to the

nearest- multiple of ‘five, 10, of 25 basis points. Consistency in the application of such.

rounding would be maintained.

5. INDEXED PENSIONS

As.in prior years, data regarding the pricing of annuities indexed to the Consumer Price
Index (CPl) are: extremely limited. None of the data obtained regarding actual annuity
purchases during the fourth quarter of 2011 pertain to indexed annuities. In most cases,
the contributing insurers did provide illustrative quote data for the sample blocks on a
CPl-indexed basis. It may be noted that the premiums quoted for-the illusirative quotes
on this and prior occasions are substantially higher than the guidance provided by prior
educational:notes.

The PPFRC intends to. conduct further research in 2012.regarding the pricing of indexed

annuitieés. The analysis-will inclide confirmation as to whether the insurers would be -

willing to actoally transact on the basis reflected in the illustrative annuity quotes. This
research may result in the revision of future guidance for estimating the cost of
purchasing indexed anntiities.

Accordingly, an acceptable proxy for estimating the cost of purchasing a group annuity
where pensions are fully indexed to. the rate of change in the CP1 would be the unadjusted
yield on GoC real-return long-term bonds {CANSIM series V39057) in conjunction with
the UP9%4 generational mortality tables. This guidance applies to both immediate and
deferred pensions and also applies regardless of the overall size of a group annuity
purchase. As at Deceémber 31, 2011, the unadjusted CANSIM V39057 rate was 0.45%.

T f

“



Lducational Note May 2012

In situations where pensiohs 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 this educational note and other
televant educational notes.

6. INDIVIDUAL ANNUITY PRICING

The PPFRC observes that, particularly during a period of capital market turbulence, the
pricing of individual and group annuities can differ for reasons such as:

there is a greater risk of anti-selection for individual annuities,
the size-of the average'monthly pension is.usually larger for individual annuities,
individual annuities may haveé less'complex ancillary features,

the ability to find appropriate fixediincome- investments fo back the annuity
obligation may be a lesser issue for individual anniities due to the relatively small
premium size, particularly during a period in which many fixed-income instruments
are highly illiquid, and

the group. annmty pricing is underwritten at the time of the quote, while individual
annuity pricing for a particular quote may be “automated”.

As a resull of these fictors, the pricing of individual and group annuities can differ
significantly, as occurred in late 2008 and early-2009. Wheré an actuary considérs that a
plan’s hypothetical wind-up-or solvency obligations could be settled by the purchase of
individual annuities, yields based on. relevant ‘individual annuity quotations could be
reflected in cstabhshmg the annuity purchase discount rate assumption.

7. LARGE PLANS

As noted in prior educational notes, due.fo capacity constraints within the Canadian
group annuity market, it is possible that large plans would. .not be able to purchase
annuities upon- plan wind-up. While the. capacity: of the group annuity market is not
clearly kno'wn, it is the PPFRC’s understanding that during' the past few vyears total
transactions in the Canadian group annuity market were less than $1.5 billion annually.
Also, as discussed above, the availability of CPl-indexed annuities of any size may be
severely limited.

It may be possible to market a large annuity as a series of smaller annuities over a
reasonable period of time,. thereby enabling a plan. with greater annvuity liabilities to
access the a.rmmty market anyway. However, this approach may not be suiteble, or even
possible; in every instance. For example, it may not be possible to settle groups
representing annuity labilities cxcecdmg approximately $500 million over a reasonable
period of time, even through a series of smaller annuities. Further, large. plans with
inflationary increases tied to an external index (i.e, CPI related) would likely have
difficulty in settling liabilities successfully through a group annuity purchase.

It is very difficult to predict how the benefits of members in receipt of a pension would
‘be sertled for large plans with, effectively, no access to group annuity markets. In the
absence of any practical ‘experience, the actuary would make a reasonable hypothesis for
the manner in which the benefits may be settled. In making such hypothesis, the actuary

10
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would consider relevant legislative requirements and regulatory gunidance. Based on this
hypothesis, the actuary would then develop appropriate assumptions.

Note that, In most. circumstances whcre a plan wind-up is hypothesized, the principles
underlying the determination of annuity prices would continue to apply. For example, if it
is hypothesized that labilities are to be settled through an establishment of a replicating
portfolio, an-actuary would be guided by the underlying philosophy used by insurance
companies in pricing groiip annuities (i.e., that high-quality fixed-income assets with
characteristics similar to the liabilities are used to “immunize” the purchase, with further
adjustments for expenses and possibly margins for adverse deviations).

8. MORTALITY

Whether or not the actuary is considering a settlement mechanism other than the purchase
of annuities, the mortality experience of pensioners can be a factor in developing an
appropriate basis. The determinant is whether future pensioner mortality would be

expected to be materially higher or lower than. average either due to credible and
persistent experience or to occupational or demographic factors.

There. is evidence that insurers may consider demonstrable substandard mortality
experience subrnitted when: establishing the pricing. basis for-specific group annuities.
Insurers also increasingly appear to be considering occupational or pension size data in
establishing mortality assumptions for specific group annuities.

The actuary would consider an adjustment to regular annuity purchase assumptions

where there is demonstrated substandard or super-standard mortality or where an insurer

might be expected to assume significantly sherter or longer than normal longevity based

on occupational or-demographic factors. In such cases, the actmary would be expected to

make provisions for future improvéments in mortality in a manner consistent with the
- mortality improvements inherent in the assumed annuity purchase basis.

9. WIND-UP EXPENSES

Unless: ihe actuary is satisfied that the expenses of wind-up are not to be charged to the
pension fund, the:actuary would make an assumption: regarding these expenses and the
assumption would be explicit: Expenses normally include. such items as fees related to
preparation of ‘the actuarial wind-up report, fees imposed by a pension supervisory
anthority, legal fees, costs related to the purchase of annuities, and administrative costs
related to the settlement.of benefits. Actuaries may refer to the educational note Expenses
in Funding Vahiations for Pension Plans for further guidance,

10. RETROACTIVE APPLICATION

If an actuary-has already prepared a funding valuation report with an effective date on or
after December 31, 2011, before the publication of this guidance,. the actuary would
consider paragraphs-1820.33 through 1820:36 of the Standards of Practice to determine
whether it is necessary to withdraw. or amend the report.

11. FUTURE GUIDANCE

The PPFRE intends to continne monitoring group annuity pricing on a quarterly basis.

Actuaries may use the spreads indicated above for valuations with effective dates on and

11
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after December 31, 2011, up to December 30, 2012, pending any further guidance or
other evidence of change in annuity. pricing.

Given the volatility in group annuity pricing which has occurred in the past few years, it

is entirely possible that revised guidance could become necessary during the year and, if -

that occurs, there will necessarily be some delay (such as 60 to 90 days) between the
effective date of data collection and the publication of revised guidance. When reporting
results of ‘a valuation, within a period of 60 to 90 days of the effective date of the
valuation, the actuary may wish to alert users of the report to the possibility that revisions
could be needed in the event 6f new guidance being published.

Moreover; actuarics may wish to be mindful of the volatility in group annuity prices
when communicating” advice related to future hypothetical wind-up and solvency
valuations.

The PPERC is currently developing-gnidance and/or conducting research with respect to
alternative settfement methods, the pricing of indexed annuities; and the effect of liability
duration on amuity pricing.

Responsibility- for the manner of application of Pension-specific Standards .of Practice in
specific circumstances remains that of the member in the pension practice area.

12
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This is Exhibit “E” referred to in
the Affidavit of Wallace Robinson
sworn before me thiscX* day
of September 2012.

A Commissioner, Etc. J
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Memorandum
To: All Pension Actuaries
From: Gavin Benjamin, Chair
Committee on Pension Plan Financial Reportmg

Date: Aupgust 16, 2012

Subject: Educational Note Supplement: Guidance for Assumptions for Hypothetical
Wind-Up and Solvency Valuations Update - Effective June 30,2012
' Document 212066

The most recent guidance from the Committec on Pension Plan Financial Reporting (PPFRC)
regarding assumptions for hypothetical wind-up and solvency valuations was provided in an
educational note supplement dated June 30, 2012, which was based on a review of data
collected in the first quarter of 2012, The review concluded that there was not sufficient
evidence to warrant changing the guidance provided in a May 24, 2012, educational note. This
guidance concluded that for valuations with effective dates on and after December 31, 2011, an
appropriate discount rate for estimating the cost of purchasing a non-indexed group annuity
would be determined as the unadjusted average yield on Government of Canada (GoC)
matketable bonds with maturities over 10 years (CANSIM series V39062) increased
arithmetically by 90 bps, in conjunction with the UP94 generational mortality tables. This
guidance applies to both immediate and deferred pensions and also applies regardless of the
overall size of a group annuity purchase,

Methodology

The guidance published on June 30, 2012, as to estimated purchase costs for non-indexed
group annuities was partially based on quotes provided by eight insurance companies on
illustrative group annuities using pricing conditions as at March 31, 2012, and supplemented
by data from certain actuarial consulting firms on actual group annuity purchases during the
first and early second quarters of 2012.

Analysis

In an effort to continue to monitor group annuity pricing, the PPFRC obtained illustrative
quotes on a similar basis to those obtained at March 31, 2012, but based on pricing conditions
as at June 30, 2012 (however, it is noted that one of the eight insurers did not provide
illustrative quotes at June 30, 2012). The illustrative non-indexed quotations at March 31 and
June 30, 2012, may be summarized as follows:

360 Albert Street, Suite 1740, Ottawa ON K1R 7X7
) 513.236.8196 & 613.233.4552
secretariat@actuaries.ca / secretariat@actuaires.ca
actuaries.ca / actuaires.ca
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AVERAGE OF THE THREE MOST COMPETITIVE QUOTES
(USING UP94 GENERATIONAT, MORTALITY TABLES)
Large Purchase Smalt Purchase
31/03/2012 30/06/2012 31/03/2012 30/06/2012

Retirees
o Discount rate 3.43% 2.98% 3.52% 3.05%
e Spread over CANSIM +0.88% +0.73% +0.97% +0.80%

V39062
Deferred vesteds
e Discount rate 3.69% 3.25% 3.70% 3.31%
e Spread over CANSIM +1.14% + 1.00% +1.15% + 1.06%

V39062

If considered in isolation, over the three-month period, the illustrative quotes show a decrease
of approximately 10 to 15 bps in the spread of the discount rates over the unadjusted average
yield on GoC marketable bonds with maturities over 10 years (CANSIM V39062), in
conjunction with the UP94 generational mortality tables.

The pricing information for the actual group annuity purchases for non-indexed pensions in the
second quarter of 2012 that was available to the PPFRC produced an average spread which was
in the range of 75 to 85 bps above the prevailing unadjusted average yield on GoC marketable
. bonds with maturities over 10 years (CANSIM V39062).

As a result, the PPFRC concluded that, effective June 30, 2012, a revision to the guidance
contained in the educational note supplement published on June 30, 2012, is appropriate.

Guidance for Non-indexed Pensions

Based on the analysis described above, the PPFRC has concluded that, for valuations with
effective dates on and after June 30, 2012, an appropriate discount rate for estimating the cost
of purchasing a non-indexed group annuity would be determined as the unadjusted average
yield on GoC marketable bonds with maturities over 10 years (CANSIM series V39062)
increased arithmetically by 80 bps, in conjunction with the UP94 generational mortality tables.
This guidance applies to both immediate and deferred pensions and also applies regardless of
the overall size of a group annuity purchase.

The revised guidance on spreads applies to valuations with effective dates on and after June 30,
2012 up to December 30, 2012, pending any further guidance or other evidence of change in
annuity pricing.

Example

As at June 30, 2012, the unadjusted CANSIM V39062 rate was 2.25%. This rate would form
the basis for developing an appropriate underlying discount rate for valuations of non-indexed
group annuities with effective dates of June 30, 2012. Prior to rounding, an applicable
underlying discount rate would then be determined as 2.25% + 0.80% = 3.05%.

Guidance for Indexed Pensions

The data regarding the pricing of annuities indexed to the Consumer Price Index (CPI)
continue to be extremely limited. Only one actual annuity purchase during the first and second
quarters of 2012 pertained to indexed annuities. In most cases, the contributing insurers did
provide illustrative quote data for the sample blocks on a CPI-indexed basis. It may be noted
that the premiums quoted for the illustrative quotes on this and prior occasions are substantially
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higher than the guidance provided by prior cducational notes. The PPFRC is in the process of
conducting further research regarding the pricing of indexed annuitics. This rcscarch may
result in the revision of future guidance for estimating the cost of purchasing indexed annuities.

Until any revised guidance is issued, the guidance for estimating the cost of purchasing
indexed annuities contained in the May 24, 2012, educational note continues to apply.

Validity of May 2012 Educational Note

With the exception of the revisions to the guidance contained in this educational note
supplement, actuaries would continue to reference the May 24, 2012, educational note for
guidance with respect to the selection of assumptions for hypothetical wind-up and solvency
valuations with effective dates between June 30, 2012, and December 30, 2012.

Actual Annuity Pricing

The purpose of this educational note supplement is to provide actuaries with guidance related
to the establishment of assumptions for hypothetical wind-up and solvency valuations. It is
worth noting that the pricing for an actual group annuity purchase depends on many factors,
with the result that the actual price may differ from the guidance provided herein. Some of the
factors that may affect pricing of a particular purchase include, but are not limited to;

The duration of the pensions being purchased;

The proportion of deferred vested members included in the group being purchased;

The average pension amount for the pensions being purchased;

The mortality experience anticipated by the insurance companies bidding on the
purchase; and

e Competitive pressures in the group annuity market at the time of the purchase.
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