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Ontario adopts new funding 
regulations
On April 20, 2018, new Ontario funding regulations 
were filed by the Ontario government. Overall, the new 
regulations reflect the proposed rules that were 
previously discussed in the January 2018 News & Views 
with respect to reduced solvency funding requirements, 
enhanced going concern funding requirements, the 
provision for adverse deviations in respect of the normal 
cost and going concern liabilities and transition rules. 
They also set out additional required disclosures for 
annual and biennial statements to members, former 
members and retired members.
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In addition, the following announcements and 
changes were made:

• A valuation report with a valuation date that 
is on or after December 31, 2017 and before 
March 1, 2018 shall be filed on or before 
November 30, 2018;

• Contribution holiday rules are less stringent than 
originally proposed. An employer will be able to 
use all available surplus (rather than being limited 
to 20% of surplus each year) to reduce normal 
cost contributions and then, if there is any surplus 
remaining, pay PBGF assessment fees;

• A benefit improvement that reduces the plan’s 
funded status only needs to be fully funded by the 
employer if, after the improvement is made, either 
the solvency or going concern ratio falls below 
80%, as opposed to the originally proposed 85% 
or 90%, respectively;

• A plan text must set out the obligation of the 
employer or any person or entity required to 
make contributions on behalf of the employer 
to contribute in respect of,

(a) the provision for adverse deviations in 
respect of the normal cost;

(b) any plan amendment that increases going 
concern liabilities; and

(c) any reduced solvency deficiency under 
the plan;

If a plan amendment is required to satisfy this 
requirement, it must be made within 12 months 
after the date the first actuarial report for the 
pension plan with a valuation date on or after 
December 31, 2017;

• A statement of investment policies and 
procedures (SIPP) must set out the target 
investment allocation for the investment 
categories as must already be reflected on 
the financial statements. The regulations do 
not specify a deadline for SIPP amendments.

Effective date 
These regulations generally take effect on 
May 1, 2018. However, the new disclosures on 
annual/biennial statements only take effect on 
January 1, 2019. In addition, the changes to PBGF 
Assessment Fee increases take effect for assessment 
dates (i.e., nine months following fiscal year end) 
on and after January 1, 2019. For plans with calendar 
year ends, the new PBGF fees will be reflected in 
their 2018 PBGF assessment payable in 2019.

Comment
Employers with Ontario-registered defined 
benefit pension plans will welcome the release 
of new funding rules and the extension of the 
filing deadline for certain valuation reports to 
November 30, 2018. They will also welcome 
the changes to benefit improvement and 
contribution holiday restrictions, compared to 
the proposed rules. Although not all pension 
plans will require amendments to the plan text 
and SIPP, the plan text and SIPP should be 
reviewed to determine whether such 
amendments are required. Further guidance 
from the Financial Services Commission of 
Ontario on the contents and requirements of 
such amendments is expected.

Employers contemplating benefit improvements 
should be aware that amendments filed on and 
after May 1, 2018 are subject to the new 
restrictions, unless the benefit improvement 
is required pursuant to a collective agreement 
made before May 1, 2018.

Additional regulations that set out rules on 
funding and governance policies were not 
adopted prior to the writs of election being 
issued on May 9, 2018. As a result, the 
regulations can only be adopted by the new, 
post-election government.
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Ontario adopts buy-out annuity 
regulations
On April 3, 2018, the Ontario government filed 
O. Reg. 193/18, setting out rules for the purchase 
of buy-out annuities from an insurance company. 
The Ontario Pension Benefits Act (PBA) allows a 
single-employer pension plan to provide a pension 
to a former or retired member by purchasing an 
annuity that meets prescribed conditions. Upon 
such a purchase, the plan administrator will receive 
a full discharge of the obligation to pay a pension 
to such members.

Notice and regulatory filings
The regulation outlines the requirements for notice of 
the annuity purchase to former and retired members. 
Notice must also be provided to the former spouse 
of a retired member if, due to the breakdown of a 
spousal relationship, the former spouse is receiving 
a portion of the retired member’s pension. 

The regulation also outlines the required regulatory 
filings in respect of the annuity purchase that must 
be filed by the plan administrator in order to receive 
the discharge.

Solvency funding requirements
On the day after the annuity purchase, the pension 
plan must be fully funded on a solvency basis if the 
plan was fully funded on a solvency basis in the most 
recently filed actuarial valuation report (AVR) before 
the purchase. 

If the plan was less than fully funded on a solvency 
basis in the most recently filed AVR, the solvency 
ratio of the pension plan after the annuity purchase 
must be equal to the greater of 0.85 and the solvency 
ratio outlined in the AVR. In other words, the plan 
administrator must ensure that the plan is at least 
85% funded on a solvency basis and, furthermore, 
that the funding position of the plan is not worsened 
as a result of the annuity purchase.

If the plan’s solvency ratio after the purchase does 
not satisfy the solvency funding requirements, the 
employer must make an additional contribution into 
the plan fund to raise the solvency ratio to meet the 
applicable requirement within 90 days from the date 
of the annuity purchase.

In order to readjust regular plan contributions, 
a plan administrator may elect to file an actuarial 
cost certificate after the annuity purchase. The cost 
certificate must be filed within 90 days after the 
date of purchase.

Obtaining discharge of liability for past 
annuity purchases
Plan administrators who purchased annuities prior 
to the enactment of the regulation may also qualify 
for a discharge of liability provided the following 
conditions are met:

• The terms and conditions of the annuity contract 
must already meet or must be amended to meet 
the regulatory requirements;

• A pension plan may make a payment to an insurer 
to facilitate the amendment of a prior purchase 
so that it meets the regulatory requirements 
(the adjustment payment). In such circumstances, 
the solvency ratio of the pension fund after the 
adjustment payment is subject to the same rules 
that would apply to a new annuity purchase. 

• Where no adjustment payment is required to 
update the prior purchase, the solvency ratio 
in the plan’s most recently filed AVR before 
the submission of the actuary’s certificate of 
compliance for the past annuity purchase must 
be at least 0.85.

Effective date
The regulation will come into force on July 1, 2018. 
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Ontario releases proposals on 
funding framework for target 
benefit MEPPs
On April 4, 2018, the implementation of a framework 
for collectively bargained target benefit multi-
employer pension plans (TB MEPPs) in Ontario 
continued with the posting of the proposed funding 
framework for TB MEPPs. The proposals provide a 
description of the funding framework that would 
apply to eligible MEPPs that convert defined benefits 
into target benefits as well as to any newly 
established TB MEPP.

In June 2017, the Ontario government announced 
that it would be implementing a framework for 
TB MEPPs to replace the existing time-limited 
funding regulations currently in place for specified 
Ontario multi-employer pension plans (SOMEPPs). 
On April 3, 2018, the Ontario government extended 
the current SOMEPP regulations to January 1, 2024.

The proposed TB MEPP framework would establish 
a new category of pension benefits that would target 

a specified retirement pension and be funded with 
fixed contributions. To address funding shortfalls, 
the accrued benefits, including retirees’ pensions, 
could be reduced.

The proposed TB MEPP framework include 
descriptions of:

• The permanent exemption from solvency 
funding requirements;

• The amortization period for going-concern 
funding deficiencies; 

• Determination of the provision for adverse 
deviations (PfAD) applicable to normal cost 
contribution requirements and benefit 
improvements;

• The contribution sufficiency test; 

• Funding rules for benefit improvements; 

• The new basis for determining commuted 
value payments; and

• Transition rules. 

Further proposed regulations related to the target 
benefit framework are expected to be made in 
subsequent postings. These postings are expected 
to include proposed regulations on funding and 
governance policies, eligibility requirements, 
processes to reduce accrued benefits, and 
conversion rules.

Comment
The new regulation will be of interest to Ontario 
defined benefit pension plan sponsors who may 
have been interested in buy-out annuities as a 
de-risking option, but delayed purchasing such 
annuities until a full legal discharge from 
obligation became available. Ontario employers 
who have already purchased buy-out annuities 
may be interested in fulfilling the steps required 
to obtain the legal discharge.

Ontario joins a number of other provinces, 
including British Columbia and Quebec, in 
providing legislative discharges for purchases 
of buy-out annuities. Federal Bill C-27, which 
would provide for a similar discharge, was 
introduced in Parliament on October 19, 2016, 
but is still pending.

Comment
Overall, we expect that these proposals will be 
considered by most SOMEPPs as a positive 
development. In anticipation of transitioning to 
these rules, SOMEPP administrators may wish 
to arrange for an advance analysis of the impact 
of the proposed changes on their plans.  

The Ontario Ministry of Finance encouraged 
interested stakeholders to provide feedback 
on the proposed TB MEPP funding framework 
by May 4, 2018.
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Court rules that medical 
marijuana coverage not 
required; two insurers 
add medical marijuana 
coverage option
The Nova Scotia Court of Appeal has overturned 
a human rights decision that would have required 
a benefit plan to provide medical marijuana coverage, 
while two Canadian insurers have broadly given plan 
sponsors the option of including medical marijuana 
coverage under their extended health care benefits. 
An overview of medical marijuana was previously 
provided in the October 2017 News & Views.

Nova Scotia Court of Appeal finds 
denial of medical marijuana coverage 
is not discriminatory
In April 2018, the Nova Scotia Court of Appeal 
released its decision in Canadian Elevator Industry 
Welfare Trust Fund v. Skinner, overturning a decision 
of the Nova Scotia Human Rights Board which had 
found it was discriminatory for a benefit plan not 
to provide coverage for medical marijuana.

Mr. Skinner was injured on the job and his doctor 
authorized the use of medical marijuana, which 
Mr. Skinner found beneficial. He applied for coverage 
of his medical marijuana costs with his employer-
provided benefits plan, which limited coverage to 
prescription drugs that were approved by Health 
Canada. Coverage was denied as medical marijuana 
has not been approved by Health Canada and does 
not have a drug identification number (DIN). 

Mr. Skinner filed a complaint with the Nova Scotia 
Human Rights Tribunal alleging that the denial of 
coverage was discriminatory based on his physical 
disability. The Tribunal Board of Inquiry (the Board) 
agreed, finding the exclusion was based on 
Mr. Skinner’s disability and was therefore 
discriminatory. The Board held that the benefits 
plan must provide coverage for medical marijuana. 
Subsequently, the Health and Welfare Trust 
appealed to the Nova Scotia Court of Appeal.

The Court of Appeal asked whether it is 
discriminatory for a private drug plan to limit 
reimbursement for the cost of drugs to only those 
approved by Health Canada. The Court unanimously 
found that medical marijuana coverage is not 
required under human rights legislation. 

The Appeal Court stated that all benefit plans have 
limits, which apply to all plan members. The court 
further stated that limiting coverage to drugs 
approved by Health Canada is reasonable and not 
discriminatory. Although Mr. Skinner suffered an 
adverse impact from the denial of coverage, the 
adverse impact was not based on discrimination 
due to disability.

Two insurers offer voluntary option 
to reimburse medical marijuana for 
plan sponsors
As noted in the October 2017 article, there are 
currently few examples of private plans in Canada 
providing medical marijuana coverage. While 
medical marijuana is legal, it is not an approved 
therapeutic drug in Canada and does not have 
a DIN assigned by Health Canada, which is the 
criteria most plans use to determine which drugs 
are eligible for reimbursement. 

Early in 2018, Green Shield Canada and Sun Life 
announced they will offer coverage for medical 
cannabis as a non-prescription drug extended 
health care expense. For a plan sponsor, coverage 
implementation is optional and is subject to an 
annual maximum per individual. Prior authorization 
will be required, licensed producers must be used, 
and coverage is limited to certain conditions (for 
example, Sun Life permits reimbursement in cases 
of cancer, multiple sclerosis, rheumatoid arthritis, 
HIV/AIDS, and patients requiring palliative care). 

Similar coverage may be available from other insurers 
subject to negotiation (particularly for self-funded 
administrative services only contracts) but these are 
the first broad offerings in the Canadian marketplace. 
The prospect of added claims costs is likely to be key 
for many plan sponsors in considering changing their 
plan. While the annual maximums available from 
these two insurers are well below the estimated 

https://www.morneaushepell.com/ca-en/insights/medical-marijuana-smoking-hot-topic-health-and-benefit-plans
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$10,000 annual cost of medical marijuana for a 
regular user, it still represents a significant added 
cost on top of existing extended health care costs, 
which have been rising steadily for years.

OSFI issues Guidance Note on 
default options for DC plans
The federal Office of the Superintendent of Financial 
Institutions (OSFI) has published a new Guidance 
Note outlining OSFI’s interpretation and expectations 
respecting the requirements for the default 
investment option selected by the plan administrator 

in federally regulated member choice defined 
contribution pension plans. The Guidance Note sets 
out OSFI’s recommendations regarding suitable 
default investment options, as well as the process 
for selecting, documenting, communicating and 
periodically reviewing the default investment option. 
In particular, the Guidance Note suggests that a 
money market fund may not be suitable as a default 
option, and that the administrator should consider 
either a balanced fund or a target date fund as a 
default option.

Selecting a suitable default investment 
option
OSFI advises that, in selecting a default investment 
option, pension plan administrators should take into 
account either the general characteristics of the 
plan’s membership as a whole or the individual plan 
members whose accounts will be invested in the 
default investment option. The plan administrator 
should consider the following factors: 

• Age/risk profile of the pension plan membership;

• General suitability of the default option for 
retirement savings purposes (i.e., it should offer 
long term appreciation and capital preservation 
by investing in a diversified mix of fixed income 
and equity investments and should balance the 
risk and rate of return considering the age and 
risk profile of the plan membership); and

• Costs associated with the default option.

When selecting a default investment option, OSFI 
suggests that a money market fund may not be 
suitable as a default option as the low expected 
returns may prove to be inadequate to accumulate 
sufficient retirement income. It suggests the 
administrator consider either a balanced fund or 
a fund comprised of a portfolio of investments that 
takes into account the member’s age (i.e., a target 
date fund).

Comment
The Skinner decision provides that it is not 
discriminatory for a benefit plan to limit 
reimbursement for prescription drugs to only 
those approved by Health Canada.  However, 
in light of ongoing developments in the 
insurance marketplace, extended health plan 
sponsors may wish to examine their benefit 
plan provisions.

The Skinner case addressed a controversial 
issue and there were a number of intervenors 
on both sides of the appeal.  It remains to be 
seen if the decision will be appealed to the 
Supreme Court of Canada.  

Medical marijuana is a highly fluid issue 
generating a high level of interest from 
organizations in Canada. 

The upcoming legalization of recreational 
marijuana, the continued introduction of 
provincial cannabis legislation and ongoing 
clinical research into the medical use of 
cannabis ensure the issue will remain relevant 
for some time. 
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Documenting the selected default 
investment option
Although a federally regulated member choice 
DC pension plan is not required to have a statement 
of investment policies and procedures, OSFI 
recommends that the plan administrator:

• Implement and adhere to policies and procedures 
respecting investment options (including the 
default investment option) offered to members; 
and

• Document the process/rationale for selecting 
the default investment option.

Communicating the default investment 
option
OSFI advises plan administrators to pay attention 
to how the default investment option is described 
in communications to plan members. OSFI 
recommends that the description of the default 
investment option and its investment strategy 
should include the following:

• The investment objective;

• Type of investment and degree of associated risk;

• Top ten holdings by market value;

• Performance history;

• A statement that its past performance is not 
necessarily an indication of its future performance;

• The name and a description of the benchmark 
that best reflects the composition of the 
investment option;

• The cost associated with the investment option, 
expressed as a percentage or a fixed amount; and

• Target asset allocation.

Reviewing the default investment option
OSFI recommends that plan administrators review 
the default investment option on an ongoing basis. 
A review is especially important when certain events 
occur that could reasonably be expected to have 
an impact on the appropriateness of the default 
investment option. Such events could include:

• A change in the age and risk profile of the pension 
plan membership;

• Consistent overperformance or underperformance 
of the underlying funds used in the investment 
strategy

• A change in the cost of the default investment 
option;

• A change in the manager of the fund; and

• Significant changes in financial markets or the 
economy.

Comment
Administrators of federally regulated member 
choice defined contribution pension plans 
should consider whether the pension plan’s 
default investment option and the 
administrator’s communications to members 
satisfy OSFI’s requirements. In addition, 
administrators should consider whether their 
procedures for selecting and reviewing default 
investment options are adequately documented 
and whether they take into account the factors 
recommended by OSFI.
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Comments
1. No consideration has been made  

for contributions paid to the plan 
or for benefits paid out of the plan. 

2. Solvency liabilities are projected 
using the rates prescribed by the 
Canadian Institute of Actuaries 
(CIA) for the purpose of determining 
pension commuted values. 

3. The underlying typical defined 
benefit plan is a final average plan 
with no pension indexing, including 
active and inactive participants 
representing 60% and 40% of 
liabilities, respectively.

4. Assets are shown at full market 
value. Returns on assets are based 
on three typical benchmark 
portfolios.

 Short term
 Canadian bond universe
 Canadian long bonds
 Canadian long term provincial bonds
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Tracking the funded status of pension 
plans as at April 30, 2018
This graph shows the changes in the financial position of a typical defined 
benefit plan with an average duration since December 31, 2017. For this 
illustration, assets and liabilities of the plan were each arbitrarily set at  
$100 million as at December 31, 2017. The estimate of the solvency liabilities 
reflects the new CIA guidance for valuations effective December 31, 2017  
or later. The following graph shows the impact of three typical portfolios  
on plan assets and the effect of interest rate changes on solvency liabilities  
of medium duration.

The evolution of the financial situation of pension plans since December 31, 2017
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During the month of April, Canadian equity markets, alternative investments 
as well as global equity markets (CAD) showed positive returns, while 
Canadian long-term bonds, Canadian universe bonds and Canadian long-term 
provincial bonds showed negative returns. With a return of 0.1%, the 60/40 
portfolio and the highly diversified portfolio (HD) outperformed the low 
volatility portfolio (LDI1) (-0.9%). The relative outperformance of the 60/40 
portfolio and the HD portfolio is mainly due to the lower allocation in 
Canadian fixed income asset classes. The prescribed CIA Annuity purchase 
rates increased, while the commuted value rates used in the calculation of 
solvency liabilities slightly decreased during the month. As a result, the 
solvency liabilities increased by 0.2% for a medium duration plan. For this 
type of plan, an investment in the 60/40, LDI portfolio or the HD portfolio 
resulted in a decrease of the solvency ratio.

Initial solvency 
ratio as at  

December 31, 2017

Evolution of the solvency ratio as at March 31, 2018  
for three different portfolios

60/40  
portfolio

Low volatility 
portfolio (LDI)

Highly diversified 
portfolio

100% 100.3% 99.6% 100.9%

90% 90.3% 89.6% 90.8%

80% 80.3% 79.7% 80.7%

70% 70.2% 69.7% 70.6%

60% 60.2% 59.8% 60.5%

The table shows the impact of past returns 
on plan assets and the effect of interest rate 
changes on solvency liabilities of a medium 
duration plan, based on the plan’s initial 
solvency ratio as at December 31, 2017,  
as well as the asset allocation of the three 
typical portfolios. Since the beginning of the 
year, driven by negative returns in Canadian 
equity markets, Canadian Universe bonds, 
Canadian long-term bonds as well as 
Canadian long-term provincial bonds, the 
60/40 portfolio, the LDI portfolio and the 
HD portfolio returned -0.6%, -1.4% and 
-0.1% respectively. The solvency liabilities 
fluctuated over that same period from 
-0.9% to -1.1% depending on the duration 
of the group of retirees. The variation in the 
plan’s solvency ratio as at April 30, 2018 
stands between -0.4% and 0.9%.

Please contact your Morneau Shepell 
consultant for a customized analysis  
of your pension plan.1 Liability driven investment 
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Comments
1. The expense is established as  

at December 31, 2017, based on  
the average financial position of  
the pension plans used in our 2017  
Survey of Economic Assumptions in 
Accounting for Pensions and Other 
Post-Retirement Benefits report (i.e.  
a ratio of assets to obligation value  
of 93% as at December 31, 2016).

2. The return on assets corresponds  
to the return on the Morneau Shepell 
benchmark portfolio (55% equities  
and 45% fixed income), which  
reflects the average asset mix  
in our 2017 Survey.

3. The actuarial obligation is that of  
a final average earnings plan, without 
indexing (two scenarios: with and 
without employee contributions).

Impact on pension expense  
under international accounting  
as at April 30, 2018
Every year, companies must establish an expense for their defined benefit 
pension plans. 

The graph shows the expense impact for a typical pension plan that  
starts the year at an arbitrary value of 100 (expense index). The expense 
is influenced by changes in the discount rate based on high-quality 
corporate and provincial (adjusted) bonds and the median return of  
pension fund assets.

Expense Index from December 31, 2017

Non-contributory planContributory plan

2017 2018

Discount rate
(%) 3.5 3.6 3,7 3.6 3.7

Return on assets (55% equities)
(%) 0.0 0.1 -0.8 0.1 0.0
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The table below shows the discount rates for varying durations and the 
change since the beginning of the year. A plan’s duration generally varies 
between 10 (mature plan) and 20 (young plan).

Discount rate

Duration December 2017 April 2018 Change in 2018

11 3.39% 3.57% +18 bps

14 3.48% 3.65% +17 bps

17 3.53% 3.71% +18 bps

20 3.57% 3.74% +17 bps

Since the beginning of the year, the pension expense has decreased by 5% 
(for a contributory plan) due to the increase in the discount rates, despite 
the poor returns on assets (relative to the discount rate).

Please contact your Morneau Shepell 
consultant for a customized analysis  
of your pension plan. 
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