
SHOULD THE SOLVENCY OF EMPLOYER-SPONSORED

pension funds be measured annually? And should
that dollar figure, in black ink or red, be reflected
on the bottom line of the sponsoring organization

each year? 
Those are among the questions

raised by a group of Canadian and
international accounting regulators
intent on toughening up standards
here and abroad. The International
Accounting Standards Board
hopes to have the new rules in
place next year, and the Account-
ing Standards Board of the Cana-
dian Institute of Chartered
Accountants is on-side.

Paul Purcell, a principal in the
retirement practice at Mercer

Human Resource Consulting in Toronto, is predict-
ing an “international consolidation of pension
accounting standards.” As he put it at a media pres-
entation last month, pension funds will have to rec-
ognize that “a liability is a liability.”

Further proof—as if we needed it—that we are
living in reactionary times. Just as market regulators
took the driver’s seat after the Crash of 1929,
accounting regulators are set to capitalize on this so-
called “post-Enron” environment. Justifiable or not,
we are going to see the bean counter rulebook grow
a whole lot thicker in the near future.

The question for us is whether or not these
tougher standards are good for employer-sponsored
pension plans and their members. Will this promote
plan sponsorship in Canada?

Those who believe in defined benefit (DB) pen-
sions have reason to worry. Similar standards in
Britain have contributed to a decision by some plan
sponsors to close off their plan to new members.

But it is an overstatement to say that this repre-
sents a significant threat to employee pension plan
sponsorship across the board. If in fact we do see a
decline in DB plan sponsorship—which of course is
nothing new to the pension industry in this coun-
try—it will be made up by an increase in defined

contribution (DC) plan sponsorship.
We may well find that this bear market, and

the tighter accounting regulatory regime that
emerges from it, will do more to promote DC
plan sponsorship in Canada than the bull market
that preceded it.

DC plan sponsorship is in part a risk management
decision. In choosing that route, organizations are
shifting risk onto plan members. Increase the annual
bottom-line impact of pension scheme funding and
you are certain to convince more plan sponsors that
DC is the way to go.

The truth is that from a purely capital markets
perspective, a more frank accounting of pension
fund liabilities is progressive. Institutional investors
are in the unenviable position currently of having to
guess at the extent to which the value of the compa-
nies they invest in have been hit by their fund’s
investment portfolio. 

The current accounting regime, with its return on
investment assumptions and asset smoothing, pro-
duces at best an imprecise report on the state of plan
assets versus plan liabilities. As a result, investing in a
company that sponsors a DB pension plan is riskier
than it should be. And that’s not good for anyone. 

Assuming you read this magazine from front to
back, you will know that the editorial team here is
under new management. Jim MacDonald was
named editor of BENEFITS CANADA and Canadian
Investment Review last month. I’ve accepted the title
editor, special projects. Which is a fancy way of say-
ing I’m going to write this column, and develop
some new business for our group here.

Jim is one of my favourite business journalists.
The magazine is in great hands. And as you can see
from his picture on page five, he looks far more
impressive in the office than I ever did.

Thanks so much for all your support over the
last four years. You made them a pleasure I won’t
soon forget.

Kevin Press is editor, special projects with Rogers Healthcare &
Financial Publishing. kpress@rmpublishing.com.
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Will more rigorous pension accounting rules be good for defined benefit pension
plan sponsors? No, but the defined contribution plan industry will love them.
By Kevin Press
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