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**BEGINNING OF EXAMINATION**
Afternoon Session
Beginning with Question 9

9. (8 points)
(a) (2 points) Describe reasons an employer may offer a flexible pension plan.

(b) (2 points) Explain the differences between a front-end flexible pension plan and a
back-end flexible pension plan.

(©) (2 points) Describe four situations that could cause an employee to be impacted
by the “use it or lose it” condition in a back-end flexible pension plan.

Company XYZ sponsors a flexible pension plan. The member described below contributes
to the flexible pension plan on January 1 of each year. The member has expressed interest
in using their flexible pension plan balance to purchase post-retirement indexation. You are
provided with the following information as of December 31, 2018:

Current Employee Age 53

Expected Retirement Age 55

Expected Retirement Date December 31, 2020
Projected Monthly Pension at Age 55 $2,000

Current Flexible Pension Plan Balance $95,000

Assumed Future Rate of Return 5%

Non-Indexed Annuity Factor at Age 55 15.5

Indexed Annuity Factor at Age 55 20.0

(d) (2 points) Calculate the amount the member should contribute each year to their
flexible pension plan in order to purchase post-retirement indexation at age 55.

Show all work.
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10. (8 points) Company ABC sponsors a frozen defined benefit pension plan.

You are provided the following:

As of January 1, 2019
Defined Benefit Obligation $125,000,000
Fair Value of Assets $100,000,000
Discount Rate 5.00%
2019 Expected Benefit Payments $10,000,000
2019 Expected Contributions $25,000,000
Expected Contribution Date 7/1/2019

(a) (1 point) Calculate the 2019 Defined Benefit Cost under International
Accounting Standard IAS 19, Rev. 2011(IAS 19).

Show all work.

Company ABC is considering an annuity buy-out for all of its current retirees with small
monthly benefits in order to reduce risk.

(b) (2 points) Identify advantages and disadvantages of implementing this strategy.

No calculations required.
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10 Continued

Company ABC is estimating the impact of an annuity buy-out as of September 30, 2019
for a portion of plan retirees.

You are given the following information as of September 30, 2019:

Discount Rate 4.00%
Liability duration of the retiree liability in the annuity buy-out 10 years
Liability duration of the population excluded from the annuity buy-out 15 years
Defined Benefit Obligation of the retirees in the annuity buy-out $28,500,000
Annuity Purchase Premium $30,000,000
Market Value of Assets prior to annuity buy-out $110,000,000
Actual Benefit Payments 1/1/2019 — 9/30/2019 $7,500,000
Actual Contributions 1/1/2019 — 9/30/2019 $25,000,000

All other assumptions remain the same as January 1, 2019.

(©) (4 points) Calculate the 2019 Defined Benefit Cost under IAS 19 reflecting the
annuity buy-out.

Show all work.

Company ABC has determined that the accounting impact of the annuity buy-out is cost
prohibitive.

(d) (1 point) Propose an alternative approach that would decrease or eliminate the
impact while still achieving the advantages of an annuity buy-out.

Justify your response. No calculations required.
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11. (6 points)

(a) (4 points) Describe considerations, including applicable Canadian Institute of
Actuaries Standards of Practice, for determining the credibility factor applied to a
pension plan’s actual mortality experience.

You are a consulting actuary for a large Multi-Employer Pension Plan (MEPP). There
are several unions participating in the MEPP. You have developed a plan-specific
mortality table based on the plan’s mortality experience.

(b) (2 points) Describe the procedures to modify the plan-specific mortality table to
reflect the experience of a single union within the MEPP.
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12. (8 points) Company ABC acquired Company XYZ. Company XYZ sponsors a defined
contribution (DC) pension plan and an international pension plan. Company ABC
sponsors a DC pension plan.

(a) (3 points) Describe the investment features that must be considered if Company
ABC merges the two DC pension plans.

(b) (3 points) Describe Company ABC’s considerations when developing a
communication strategy for merging the two DC pension plans.

(c) (2 points) Explain why Company ABC might consider terminating the
international pension plan.
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13. (4 points)

(a) (2 points) Describe how a variable annuity payout option in a defined benefit
pension plan can be used to manage retirees’ inflation risk.

(b) (2 points) Describe two approaches to minimize the volatility of variable annuity
payouts in a defined benefit pension plan.
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14. (6 points)

(a)

(b)

(©)

(d)

(1 point) Explain why a plan sponsor may want to include retirement income
generator options within their Defined Contribution (DC) pension plan.

(1 point) Explain the advantages of the following retirement income generators
from the employees’ perspective:

(1) Investment earnings

(11) Systematic withdrawals

(i11))  Annuity purchase

(2 points) Describe the specific features that a plan sponsor should consider when
evaluating which retirement income generators to include in their DC pension

plan.

(2 points) Evaluate the trade-offs between the following retirement income
generators in a DC plan from the employer’s perspective:

(1) Systematic withdrawals

(i)  Annuity purchase

**END OF EXAMINATION**
Afternoon Session
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