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Executive Summary

Effective 1 August 2000, the Government redesigned the delivery of the Canada Student
Loans Program (CSLP) and moved the Program from one delivered by chartered banks to
one directly financed by the Government. As part of this redesign, the Office of the

Chief Actuary was given amandate to conduct an actuarial review to provide a precise
assessment of the current costs of the CSLP, along-term (25 years) forecast of those
costs, a portfolio projection, and a discussion of all the assumptions underlying the results
of the review.

A - Purpose of the Report

Thisisthefirst actuarial report on the CSLP established under the Canada Student
Loans Act and the Canada Student Financial Assistance Act. It presents the results
of an actuarial review of the CSLP as at 31 July 2001 and includes projections of
future costs of the Program through the loan year 2025-26. An actuarial review of
the CSLP is planned annually to provide an evaluation of the Program’s overall
financial costs and to increase the level of information to the Minister of Human
Resources Development, the Minister of Finance, Parliament and the public.

In accordance with accepted actuarial practice, the main purpose of this actuarial
report isto show estimates of:

» number of studentsin the CSLP and new |loans issued;

* projections on the portfolio of loans in-study, loans in repayment and program cost
elements by type of financial arrangement or regime. Also included are
projections of alowances under the new regime in effect since August 2000; and

* projections on the net cost of the new regime as well as the remaining net cost for
pre-2000 programs.

B - Scope of the Report

This valuation report is based on the plan provisions as described in Appendix 1.
After ashort discussion of our best-estimate assumptions in section A of the Main
Report, section B presents projections on new loans issued, the number of qualified
students to receive aloan and the average amount of new loansissued. Section C
includes projections on the portfolio by type of regime. Section D contains the
projections made on the operation of this Program, such as revenues and expenses
for al three types of regimes. These are followed by a conclusion of our actuarial
review and the actuarial opinion regarding this review.

The various appendices provide supplemental information on plan provisions,
description of data, assumptions and methods employed and the sensitivity tests
conducted.
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C - Main Findings

The resultsin this report present an overview of the Government’s cost in being
involved in the new Direct Loan Regime of the CSLP. The following summarizes
the main findings of the report.

* The number of students receiving a CSLP loan in ayear is expected to increase
from 346,000 to 441,000 over the projection period. This represents an increase
in the participation of the students in the CSLP from 43% to 55%.

» Thetota growth rate of new loansissued averages 1.9% a year during the
projection period. It iscomposed of an annual average increase of 1.0% in the
number of students eligible in the CSLP and a 0.9% increase in the average loan
size caused by keeping the weekly loan limit constant.

» Thetota amount of new loans issued increases from $1,562 million last year to
$2,495 million at the end of the projection period.

» Theportfolio of student loans increases from $9.4 billion to $17.0 billion in
2025. In constant dollars, the portfolio is projected to decrease slightly during
the same period from $9.4 billion to $8.8 billion. Moreover, by 2017, the entire
portfolio will comprise loans issued in the Direct Loan Regime.

» Thetotal net cost, which is defined as the difference between the expenses and
the revenues, of the Government’ sinvolvement in the CSLP is expected to grow
from $0.96 billion to $1.41 billion in 2025. This represents an annual increasein
costs to the Government of 1.5%. Thereal cost of the Government’s
involvement in constant dollars is expected to decrease from $0.96 billion to
$0.73 billion. This represents an annual decrease of 1.1%, mainly caused by the
loan limit remaining fixed over the 25-year period.

* Inthe projections, the percentage of students eligible that are at the [oan limit
increases from 43% to 77% in 2025. This demonstrates that an increase in the
loan limit would have a significant impact on the long-term cost of the Program.

* Anannua indexation of the weekly loan limit to the Consumer Price Index is
included in Appendix 4 as a sensitivity test. In that scenario:

- an additional $1.8 billion (74% increase) of new loansisissued in loan year
2025-26;

- the portfolio of student loans reaches, for the same loan year, $26.4 billion
instead of the expected $17.0 billion (an additional $9.4 billion); and

- thetotal net cost for the Government’ s involvement in the CSLP increases by
$570 million (40% increase) in the loan year 2025-26.

10 |
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Main Report

The Canada Student Loans Program (CSLP) has been in effect since 1964 and provides
Canadians with financial assistance to pursue a post-secondary education. Historically,
two successive acts were established to permit the Minister to provide loansto eligible
students under the Program. The Canada Sudent Loans Act was established applying to
loan years preceding August 1995. More recently, the Canada Student Financial
Assistance Act replaced the previous act for loan years after July 1995.

On 1 August 2000, the Government redesigned the delivery of its Program to disburse the
loans directly to students. The Office of the Chief Actuary was given the mandate to
provide an assessment of the current costs of the CSLP, along-term (25 years) forecast of
these costs, a portfolio projection, aswell as a discussion of al the assumptions
underlying the results of the review.

The first section of the report provides a discussion on assumptions that reflects our best
judgement; these assumptions are referred to in this report as the “ best-estimate”
assumptions. They are determined by putting more emphasis on elements affecting the
growth of new loans issued and loan repayment assistance.

The projection of loans issued to eligible students for each loan year is presented in
section B. Thisincludes a projection of the student population essential to determine the
future number of students enrolled in post-secondary education and the eligibility to
qualify for aloan under the CSLP. A long-term demographic and economic context of
aging of the population and anticipated labour shortage serve as a base for the
examination of key elements that affect eligibility, such as the evolution of the projected
student population, youth participation in the labour force, enrolment ratein
post-secondary education and the elimination of Grade 13 in Ontario.

This actuarial report provides a projection of the portfolio by class of loans for each
regimein section C and aforecast of the net cost of the CSLP in section D. For the
Government, there are higher public debt charges following the implementation of the
new Direct Loan Regime. The costs related to this program include the interest subsidy
on in-study loans, the cost of defaults on loans in repayment, the cost of interest relief,
debt reduction measures and administrative expenses. The cost is reduced by an
estimation of the interest revenues coming from recoveries on defaulted loans and from
repayments for loans disbursed after 1 August 2000.

The actuarial estimatesin this report are based on the current provisions of the Program
as described in Appendix 1. The other appendices contain a detailed description of the
assumptions, the methodology and the sensitivity tests of the results on elements such as
changesin the loan ceiling, growth rate of new loans, net default rates and interest rates.

| 11
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A - Best-estimate Assumptions

Several economic and demographic assumptions are needed to determine future
long-term costs of the CSLP. The projections included in this report cover a period
of 25 years and the assumptions are determined by putting as much emphasis on
historical trends as on short-term experience. These assumptions reflect our best
judgement and are referred as the “ best-estimate” assumptions. Some of the
assumptions are the same as those used by the Office of the Chief Actuary for the
actuarial report on the Canada Pension Plan (CPP).

The assumptions were chosen to form a coherent whole, taking into account certain
interrelationships among them. The following sections present the assumptions
used, as well as their future evolution.

1. Demographic Assumptions

The demographic projections start with the Canadian and Québec population on
1 July 2000, to which are applied future fertility, mortality and migration
assumptions. The relevant population is Canada minus Québec, Northwest
Territories and Nunavut. The CPP population projections are essential to
determining the future number of students enrolled and pursuing a
post-secondary education.

2. Economic Assumptions

The main economic assumptions related to the CSLP are the evolution of the
labour force, inflation, tuition fees and wage increases, as well as the cost of
borrowing for both the students and the Government.

a) Evolution of the Labour Force

The “baby-boom” generation has and continues to exert a major influence on
various aspects of society. The “baby-boom” generation represents alarge
cohort born between the mid-1940s and the mid-1960s. This generation has
exerted the strongest single influence on Canadian demographics over the last
several decades. The aging of this generation will have significant influences
over the next 25 years, such as slowing down the natural population growth
and changing the composition of the labour force.

The entry of the “baby-boom” generation into the labour market has
influenced the school-to-work transition over the last 20 years. 1n the 1990s,
youths aged 15 to 24 were more likely to be in school than were youths of
previous decades, and because of poor labour market conditions they were
lesslikely to find work.

During the last decade, poor labour market conditions have caused the
school-to-work transition period to increase. At present, it isstill difficult for

12 |
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b)

agreat number of youthsto find work. One of the key elements underlying
the best-estimate economic assumptions relates to the expected labour
shortage. This shortage comes from the aging of the population, the
retirement of the “baby-boom” generation and the impact of these on the
labour force growth and distribution.

Starting in 2010, alower labour force growth will create more working
opportunities for the youths and should reduce the school-to-work transition
period. The proportion of individuals aged 18-34 participating in the labour
forceis set to increase from 77.6% in 2000 to 80.0% in 2025. Therefore,
youths will join the labour market sooner, thus reducing the proportion of the
population inclined to remain within the educational system.

Inflation, Tuition Fees and Wage Increases

The desire of the Bank of Canada and the Federal Government to keep
inflation between 1% and 3% suggests that the rate of inflation will be weak
in the coming years. Hence, the annual inflation rate is assumed at 2.8% in
2001 and 2.0% for years 2002 to 2005. From 2006, the rate is then uniformly
increased to its ultimate level of 3.0% in 2015.

Student expenses are used in needs assessment to determine the maximum
amount of loan that can beissued. These expensesinclude food, shelter,
transportation and clothing, all of which tend to vary with consumer prices.
As aresult, the future anticipated rate of inflation is used to project these
expenses.

Tuition fees are treated separately from other expenses since their evolution
is, in part, aresult of government policy. Aninitial estimate for tuition
growth is 1.8% in 2001 and is set at 2.7% for 2002 to 2005 inclusive, based
on stated intentions in respective provincial budgets. In the past, government
budgetary cost pressures caused tuition fees to rise more quickly than
inflation. Since similar budgetary pressures are expected in the future with
the aging of population, tuition fees are indexed to the rate of inflation plus
3.0% for the long-term, in accordance with past experience.

Future student resources, including wages and parental contributions are
influenced by the rate of increase of average annual earnings and increasesin
productivity. The rate of earningsincreaseis aso related to changesin the
manpower supply in the labour force. An increasein productivity and a
reduced supply of labour, especialy after 2010, are assumed to force a
relatively higher real wage growth. In 2001, the real increase in average
earningsis estimated to be -0.5%. Thereafter, the real growth in average
earnings increases gradually, reaching 1.1% by 2015.

| 13
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c) Cost of Borrowing

Since August 2000, the student is indebted to the Government and, as a
result, the Government bears the interest risk associated with the cost of
borrowing for the whole duration of the loans. The loan’sdurationisa
combination of two periods. First, the student isin school for an average of
three years (interest subsidy) and second, in repayment for another 10 years.
The historic 10-year Government of Canada bond yield net of inflation is
used as a benchmark to calculate the real borrowing cost for the Government.
Thisrateis set at 3.0% over the long-term and is graded from its current
value of 2.45%. The Government’s cost consists of the real cost of
borrowing and the rate of inflation as summarized in Table 1.

Tablel: Borrowing Costs

Real
Gover nment Government Real Student
Cost of Cost of Prime Cost of
Inflation Borrowing Borrowing Rate Borrowing
Loan Year (%) (%) (%) (%) (%)
1) @ v+@ (©)] (3) + (1) + 250 pts
2000 - 2001 2.80 2.45 5.25 2.45 7.75
2001 - 2002 2.00 2.80 4.80 2.80 7.30
2002 - 2003 2.00 2.85 4.85 2.85 7.35
2003 - 2004 2.00 2.90 4,90 2.90 7.40
2004 - 2005 2.00 2.95 4,95 2.95 7.45
2005 - 2006 2.10 3.00 5.10 3.00 7.60
2006 - 2007 2.20 3.00 5.20 3.05 7.75
2007 - 2008 2.30 3.00 5.30 3.10 7.90
2008 - 2009 2.40 3.00 5.40 3.15 8.05
2009 - 2010 2.50 3.00 5.50 3.20 8.20
2010 - 2011 2.60 3.00 5.60 3.25 8.35
2011 - 2012 2.70 3.00 5.70 3.30 8.50
2012 - 2013 2.80 3.00 5.80 3.35 8.65
2013 - 2014 2.90 3.00 5.90 3.35 8.75
2014 - 2015+ 3.00 3.00 6.00 3.35 8.85

The historical primerate is used as the benchmark to calculate the interest
charged to students during repayment. Thereal primerate is currently 2.45%
and is set to revert to itslong-term average of 3.35%. The total student cost
of borrowing, used to calculate the interest revenues and the cost of interest
relief, is determined by adding to the real prime rate the inflation rate and 250
basis points. The student cost of borrowing is presented in the last column of
Table 1.

14 |
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3. Provision Assumptions

The CSLPis, since August 2000, a Program directly delivered and financed by
the Government. Three separate provisions have been established. For that
reason, specific assumptions are made concerning the provisioning rate charged
to loans newly issued covering future losses. Specifically, these assumptions are
provisions charged to income related to future bad debts, debt reduction in
repayment and interest relief.

The provision for bad debt has been established at 11.3% for loansissued in
2000-01 and the Debt Reduction in Repayment (DRR) Provision was set at 0.7%.
It is assumed that these two provisioning rates will remain constant in the future.

Table2: Provision Assumptions

Type of Provision Provisioning Assumptions
Rate of CSLP
2000-2001 2001-2002 » 2013-2014
(%) (%) (%)
11.3 11.3 11.3
Debt Reduction in Repayment 0.7 0.7 07
12.0 12.0 12.0
Interest Relief _2.6 (revised to 5.0%) 5.0 59
Provisioning Rate 14.6 17.0 17.9

Based on updated experience on the interest relief benefit being used by
students experiencing financial difficulty and the evolution of future interest
rates, the provisioning rate for interest relief isrevised to 5.0% for the loan year
2000-01. The provision for interest relief is set at 5.0% for 2001-02, increasing
t0 5.9% by 2013, using our best-estimate assumption of rising future interest
rates and the recent decline in interest rates. Asaresult, a one-time charge of
2.4% (5.0% - 2.6%) is reflected to income immediately (2001-02) to recover the
insufficient interest relief provision charged in 2000-01.

The number of students using interest relief benefit is projected to remain
relatively stable in the future. On the one hand, the potential enhanced future
economic environment will put downward pressure to reduce the need for
interest relief benefits. On the other hand, better communication to students
will increase awareness of the existence of the interest relief benefit, which
should counterbalance the impact of a better economic environment.

| 15
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Table 3 contains a summary of the best-estimate assumptions described

previoudly.

Table3: Best-estimate Assumptions

1. Total fertility rate for Canada 1.64 per woman
2. Mortality 1990-92 Life Tables for Canada with future improvements
3. Net migration rate 0.50% of the population graded to 0.52% in 2020+
4. Y outh participation rate (Canada) Aged 18-34: 77.6% (2001)
Aged 18-34: 80.0% (2025)
5. Real wage differential -0.50% (2001)
0.00% (2002)
0.55% (2003)
1.1% (2015+)
6. Inflation 2.8% (2001)
2.0% (2002-2005)
3.0% (2015+)
7. Tuition fee increases 1.8% (2001)
2.7% (2002-2005)
CPI +3.0% (2010+)
8. Government cost of borrowing 5.25% (2001)
6.00% (2015+)
9. Student borrowing cost 7.75% (2001)
8.85% (2015+)
10. Bad Debt Provision 11.3% (2001+)
11. DRR Provision 0.7% (2001+)
12. Interest Relief Provision 5.0% (2001) - One-time charge of 2.4% for past adjustment of 2000
. provision reflected in 2001-2002 income

5.9% (2013+) - Increase caused by rising future interest rates
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B - Projectionsof New L oansIssued

The projected aging of the population combined with the retirement of the
“baby-boom” generation over the next decades will create significant social and
economic changes. The evolution of the working-age population, especially the
active population, will be quite different from what has historically been observed.
The projected scenario establishes the student population that will be used
throughout this report. This projection of post-secondary studentsis used thereafter
to estimate the number of CSLP recipients.

1. Projection of Post-secondary Enrolment

The projection of the number of students in post-secondary institutions must first
be determined, since the number of studentsis linked to the potential demand for
the CSLP. The enrolment of studentsin post-secondary education is expected to
show a dlight decrease over the next 25 years, primarily because of the
anticipated labour shortage. Demographics, post-secondary enrolment and the
phasing out of Grade 13 in Ontario will each have an impact on the progression
of students attending post-secondary schools.

a) Demographic Projections

The population in the age range 18-34 is used to project the number of
students enrolled in post-secondary institutions. An age distribution of
studentsin the CSLP is applied to this population to derive the future
enrolment in post-secondary education. The evolution of this population is
practically known since it originates from individual s born between 1965 and
today.

| 17
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In the first 15 years of the projection, children of the “baby-boom”
generation, called the “echo”, are expected to contribute to increase the
population in the age range 18-34. The “baby-boom” generation is more
numerous and, consequently, had more children than the previous generation,
notwithstanding alower fertility rate. Inthelast 10 years of the projections,
the population aged 18-34 decreases. The “baby-bust” generation that
followed the “baby-boom” had fewer children becauseit is amuch smaller
cohort of individuals with the same low fertility profile. Overall, as Table 4
shows, a dlight increase over the 25-year period in the population aged 18-34
is expected.

Table4: Population and Post-secondary Enrolment of Participating Provinces

Population
of Canada Not in
L ess Québec Labour Force Students Growth

(18-34) (18-34) Enrolled Increase Rate
Loan Year (Thousands) (Thousands) (Thousands) (Thousands) (%)
2000 - 2001 5,603 1,257 810 - -
2001 - 2002 5,606 1,260 815 4.3 0.53
2002 - 2003 5,630 1,275 826 109 134
2003 - 2004 5,661 1,292 905 79.0 9.57
2004 - 2005 5,690 1,297 926 21.0 2.32
2005 - 2006 5711 1,298 903 -23.1 -2.49
2006 - 2007 5,729 1,298 882 -20.1 -2.22
2007 - 2008 5,769 1,305 871 -11.2 -1.27
2008 - 2009 5,823 1,317 866 -5.3 -0.60
2009 - 2010 5,877 1,327 867 0.8 0.10
2010 - 2011 5,922 1,332 870 3.6 0.42
2011 - 2012 5,960 1,328 872 2.0 0.23
2012 - 2013 5,996 1,324 874 1.2 0.14
2013 - 2014 6,032 1,321 873 -0.2 -0.03
2014 - 2015 6,062 1,316 872 -1.8 -0.21
2015 - 2016 6,066 1,299 867 -5.1 -0.58
2016 - 2017 6,065 1,280 858 -8.7 -1.01
2017 - 2018 6,061 1,264 847 -11.1 -1.29
2018 - 2019 6,049 1,248 835 -12.1 -1.43
2019 - 2020 6,047 1,239 823 -11.8 -1.41
2020 - 2021 6,043 1,230 813 -9.6 -1.16
2021 - 2022 6,039 1,222 806 -7.0 -0.87
2022 - 2023 6,039 1,217 801 -5.2 -0.64
2023 - 2024 6,042 1,212 798 -3.1 -0.39
2024 - 2025 6,037 1,207 796 -1.5 -0.19
2025 - 2026 6,023 1,202 795 -0.9 -0.12
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b) Post-secondary Enrolment

The number of students enrolled in post-secondary institutionsis closely
linked to the evolution of the population aged 18-34 not participating in the
labour force. The massive amount of retirements from the * baby-boom”
generation, combined with fewer replacement entrants in the labour force,
will be creating a pressure on the labour market that has never been seen
before. In the past, there were always many more newcomers (aged 20-24)
joining the job market than persons of retirement age (60-64). During the last
two decades, there was a double-digit unemployment rate caused not only by
the recessions but also by a very strong labour supply. Chart 1 showsthe
evolution of the number of persons retiring to the number of newcomers from
1966.

Chart 1. Evolution of Persons Retiring (60-64) to Newcomer s (20-24)
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The number of personsretiring or in the age range 60-64 has always been
very low (representing less than 50%) in the past compared to the
newcomers. Thissituation is expected to change radically over the next 15 to
25 years, creating an imbalance in the labour market. More specifically, in
the next 15 years, the number of persons retiring is expected to catch-up with
the number of newcomers, reaching 2,230,000 persons. By 2024, the number
of personsretiring (2,640,000) will surpass by 29% the number of
newcomers (2,040,000). The labour market will have to adapt becauseit is
accustomed to having at least two newcomers for each person retiring; this
ratio is going to be reversed.
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As aresult, the participation rates in the labour force are assumed to increase
and the school-to-work transition period is reduced because of favourable
labour market conditions and increased availability of work.

In Table 4, the population not participating in the labour force is projected to
increase from 1,257,000 to 1,332,000 during the next 10 years only because
of the natural demographic evolution. Thereafter, because of the labour
shortage, it decreases during the following 15 years by 130,000 to reach
1,202,000 at the end of the projection period. The number of students
enrolled in post-secondary institutions follows a similar pattern as the
population not participating in the labour force and shows a decrease by the
end of the projection period.

c) Double Cohort

Ontario’s provincia government will have phased out Grade 13 by 2003.
The Ministry of Training, Colleges and Universities of Ontario estimated that
78,000 additional students will be enrolled at colleges and universities. The
increase is spread over two years because of space limitations and the new
curriculum: 80% in thefirst year and 20% in the second.

Table 4 shows an increase of 79,000 students enrolled in 2003-04 for all
participating provinces. Thisincrease consists of 62,000 additional students
as aresult of the elimination of Grade 13 in Ontario (80% of 78,000) and the
remaining 17,000 students come from the natural demographic growth in the
number of students enrolled in the other participating provinces.

The resulting growth rate in students enrolled in post-secondary education is
higher in 2003 and 2004. It becomes negative thereafter as the enlarged
cohort graduates and leaves the CSLP. The effect will be phased out over the
long term when both classes graduate completely.

Overadl, during the projection period, the number of students enrolled in
post-secondary education increases from 810,000 in 2000 to 874,000 in 2012
followed by a decrease to 795,000 students by 2025.

2. Number of Studentsin Canada Student L oans Program

The needs assessment process determines the proportion of students eligible for a
loan. A student’s need is defined as the excess of expenses relative to resources
if positive. The resources assessed include salary, assets and parental
contributions. The expenses calculated include transportation, tuition fees,

books, shelter and food.

The student need isincreasing on average because expenses are rising faster than
resources. There are two reasons for thisincrease. First, tuition fees are
ultimately indexed at 3.0% above the inflation while salaries are increased at a
slower pace; i.e., indexed at 1.1% above inflation. In effect, Table 5 shows
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average tuition fees rising from $4,100 in 2000 to $13,700 in 2025. Asa
percentage of the resources, tuition fees rise from alevel of 64% to reach 91% in
2025. Tuition fee increases are the primary source of rising student needs.

Table5: Average Student Needs

Average
Resour ces Tuition Other Expenses  Total Expenses Student Needs
Loan Year (%) &) &) (%) (%)
@ @) (€) (GRIE) @+3-1

2000 - 2001 6,400 4,100 11,100 15,200 8,800
2001 - 2002 6,500 4,200 11,400 15,600 9,100
2002 - 2003 6,700 4,300 11,700 16,000 9,300
2003 - 2004 6,800 4,400 11,900 16,300 9,500
2004 - 2005 7,000 4,500 12,100 16,600 9,600
2005 - 2006 7,200 4,700 12,400 17,100 9,900
2006 - 2007 7,400 4,800 12,700 17,500 10,100
2007 - 2008 7,600 5,000 12,900 17,900 10,300
2008 - 2009 7,800 5,200 13,200 18,400 10,600
2009 - 2010 8,100 5,500 13,500 19,000 10,900
2010 - 2011 8,400 5,800 13,900 19,700 11,300
2011 - 2012 8,700 6,100 14,200 20,300 11,600
2012 - 2013 9,000 6,400 14,600 21,000 12,000
2013 - 2014 9,400 6,800 15,000 21,800 12,400
2014 - 2015 9,700 7,200 15,500 22,700 13,000
2015 - 2016 10,100 7,600 15,900 23,500 13,400
2016 - 2017 10,600 8,100 16,400 24,500 13,900
2017 - 2018 11,000 8,600 16,900 25,500 14,500
2018 - 2019 11,400 9,100 17,400 26,500 15,100
2019 - 2020 11,900 9,600 17,900 27,500 15,600
2020 - 2021 12,400 10,200 18,500 28,700 16,300
2021 - 2022 12,900 10,800 19,000 29,800 16,900
2022 - 2023 13,400 11,500 19,600 31,100 17,700
2023 - 2024 14,000 12,200 20,200 32,400 18,400
2024 - 2025 14,600 12,900 20,800 33,700 19,100
2025 - 2026 15,100 13,700 21,400 35,100 20,000

Second, the average expenses per eligible student areinitially much greater than
the resources. The average expenses are $15,200 per year compared to the
average resources of only $6,400 in 2000. The resources account for
approximately 40% of the total expenses during the 25-year projection period.
By applying the same percentage increase to both, the total expenses account for
agreater increase in dollars when compared to resources.
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Another element that must be taken into consideration isthe loan size. Some
eligible students with a small need tend not to take their loan but would
eventually participate in the Program if their need increased significantly. The
average student need increases by 127% over the next 25 years (Table 5). This
will increase the participation of students who are eligible for asmall loan but are
not taking it.

The percentage of eligible students taking their loan is shown in Chart 2
according to the assessed student need per week. At an assessed need of $60 and
over aweek, almost all the students take their loan. However, when the need
assessed is between $0 - $5 per week, the chart shows that students do not take
their loans because they are too insignificant.

Chart 2: Percentage of Students Taking Their Loan
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The expected increase in the eligibility rate of the CSLP, from 51.6% to 58.9%,
is caused by afaster increase in tuition fees and other expenses compared to
average student resources.

Table6: Loan Recipients

Annual
Increasein

Students Students Eligibility Studentsin CSLP Participation

Enrolled Eligible Rate CSLP Students Rate
Loan Year (Thousands) (Thousands) (%) (Thousands) (Thousands) (%)

D @ @17 (©) 4 (©RYE

2000 - 2001 810 418 51.6 346 - 42.6
2001 - 2002 815 421 51.7 350 4 42.9
2002 - 2003 826 428 51.8 357 7 43.2
2003 - 2004 905 469 51.9 393 36 434
2004 - 2005 926 481 52.0 404 11 437
2005 - 2006 903 470 52.1 396 -8 43.9
2006 - 2007 882 460 52.2 390 -6 44.2
2007 - 2008 871 456 52.3 387 -2 445
2008 - 2009 866 454 52.4 388 1 44.8
2009 - 2010 867 456 52.6 392 4 45.2
2010 - 2011 870 460 52.8 397 5 45.7
2011 - 2012 872 463 53.0 402 5 46.1
2012 - 2013 874 465 53.3 407 5 46.6
2013 - 2014 873 468 53.5 412 4 47.1
2014 - 2015 872 469 53.8 416 4 47.7
2015 - 2016 867 469 54.2 418 3 48.3
2016 - 2017 858 468 54.5 419 1 48.9
2017 - 2018 847 465 54.9 419 0 495
2018 - 2019 835 461 55.3 419 -1 50.2
2019 - 2020 823 458 55.7 418 0 50.8
2020 - 2021 813 457 56.2 419 1 51.5
2021 - 2022 806 457 56.7 421 2 52.3
2022 - 2023 801 458 57.2 425 3 53.0
2023 - 2024 798 461 57.7 429 5 53.8
2024 - 2025 796 464 58.3 435 6 54.6
2025 - 2026 795 469 58.9 441 6 55.4

Table 6 shows that 51.6% of students are eligible for a student loan in 2000 but
only 42.6% take the loan. The 9.0% gap between these two rates represents
students who do not take loans of asmall size. Thisgap narrows to 3.5% by
2025, since the average student need has increased and, as aresult, there are
fewer students with a small need and more students participating in the Program.
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The Ontario Government’ s plan to phase out Grade 13 by 2003 is part of the
increase of participation inthe CSLP. The number of students participating in
the CSLP increases by 38,000 in loan year 2003-04. Thisincrease is comparable
to the last two years experience that shows, on average, 34,000 students received
aloan under the CSLP for the first time in Ontario.

Overall, the participation rate of students in the CSLP will increase from 42.6%
to 55.4% adding 95,000 students in the Program. Thisisthe main cause of the
increase in loans issued over the 25-year period.

New L oans | ssued

This section focuses on the average |loan size increases of all new loansissued in
acertain year. The following two factors combined are responsible for dictating
the evolution of the average loan size.

First, an increased student need will put a growing pressure on the average loan
size. Table 7 shows that the average student needs increase from $8,800 in 2000
to $20,000 in 2025. Asexplained in the previous section, the increasing student
need is also causing many students to become eligible to receive aloan.
However, these new loans are smaller in size and slow the growth of the average
loan size. Thisindirectly contributes to moderating the average loan growth over
the 25-year period since an estimated 95,000 more students will participate in the
Program.

Second, a greater percentage of students will attain the loan limit, given that the
loan limit is set at $165 per week for the 25-year period. In Table 7, the
percentage of students at the limit increases from 42.6% to 77.4%, implying that
these students will not have an increase in loan size despite increased cost
pressures. The $165 limit slows the growth of the loan, as students who are
already at the loan limit cannot increase the size of their loan any further.
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Table7: Average Amount of New L oans
Average CSLP Average
Student Needs Increase % at Weekly Loan Size Increase
Loan Year &) (%) Loan Limit $ Limit (&) (%)
2000 - 2001 8,800 - 42.6 165 4,520 -
2001 - 2002 9,100 2.7 43.9 165 4,567 1.0
2002 - 2003 9,300 23 45.0 165 4,600 0.7
2003 - 2004 9,500 1.9 45.9 165 4,636 0.8
2004 - 2005 9,600 1.9 46.9 165 4,671 0.8
2005 - 2006 9,900 1.8 47.7 165 4,706 0.7
2006 - 2007 10,100 21 48.8 165 4,745 0.8
2007 - 2008 10,300 24 49.9 165 4,789 0.9
2008 - 2009 10,600 2.7 51.2 165 4,837 1.0
2009 - 2010 10,900 3.0 52.6 165 4,888 11
2010 - 2011 11,300 33 54.1 165 4,943 11
2011 - 2012 11,600 34 55.7 165 4,999 11
2012 - 2013 12,000 35 57.3 165 5,055 11
2013 - 2014 12,400 3.6 58.9 165 5,111 11
2014 - 2015 13,000 3.7 60.6 165 5,167 11
2015 - 2016 13,400 3.8 62.3 165 5,222 11
2016 - 2017 13,900 39 63.9 165 5,275 1.0
2017 - 2018 14,500 39 65.5 165 5,327 1.0
2018 - 2019 15,100 39 67.2 165 5,377 0.9
2019 - 2020 15,600 40 68.7 165 5,425 0.9
2020 - 2021 16,300 40 70.3 165 5,470 0.8
2021 - 2022 16,900 40 71.8 165 5,513 0.8
2022 - 2023 17,700 4.1 73.3 165 5,554 0.7
2023 - 2024 18,400 4.1 74.7 165 5,593 0.7
2024 - 2025 19,100 4.1 76.1 165 5,629 0.6
2025 - 2026 20,000 4.2 77.4 165 5,662 0.6
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Table8: Increasein New LoansIssued
Studentsin Average Total Loans % of
CSLP Increase Loan Size Increase I ssued Increase Students
Loan Year (Thousands) (%) (&) (%) ($ million) (%) at Limit
(1) 2 (1)x (2

2000 - 2001 346 - 4,520 - 1,562 - 42.6
2001 - 2002 350 13 4,567 1.0 1,598 2.3 439
2002 - 2003 357 2.0 4,600 0.7 1,641 2.7 45.0
2003 - 2004 393 10.2 4,636 0.8 1,822 11.0 459
2004 - 2005 404 2.9 4,671 0.8 1,889 3.6 46.9
2005 - 2006 396 -2.0 4,706 0.7 1,865 -1.3 477
2006 - 2007 390 -1.6 4,745 0.8 1,849 -0.8 48.8
2007 - 2008 387 -0.6 4,789 0.9 1,856 0.3 499
2008 - 2009 388 0.2 4,837 1.0 1,878 12 51.2
2009 - 2010 392 1.0 4,888 11 1,916 21 52.6
2010 - 2011 397 14 4,943 11 1,965 25 541
2011 - 2012 402 13 4,999 11 2,012 2.4 B55.7
2012 - 2013 407 12 5,055 11 2,059 2.3 57.3
2013 - 2014 412 11 5111 11 2,104 2.2 58.9
2014 - 2015 416 1.0 5,167 11 2,148 21 60.6
2015 - 2016 418 0.6 5,222 11 2,185 17 62.3
2016 - 2017 419 0.2 5,275 1.0 2,212 13 63.9
2017 - 2018 419 0.0 5,327 1.0 2,234 1.0 65.5
2018 - 2019 419 -0.1 5,377 0.9 2,251 0.8 67.2
2019 - 2020 418 -0.1 5,425 0.9 2,269 0.8 68.7
2020 - 2021 419 0.2 5,470 0.8 2,293 1.0 70.3
2021 - 2022 421 0.5 5,513 0.8 2,323 13 71.8
2022 - 2023 425 0.8 5,554 0.7 2,358 15 73.3
2023 - 2024 429 11 5,593 0.7 2,400 1.8 74.7
2024 - 2025 435 13 5,629 0.6 2,447 19 76.1
2025 - 2026 441 14 5,662 0.6 2,495 2.0 77.4
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The product of the number of studentsin the CSLP with the average loan size gives
the total amount of loansissued. Theincrease in the number of studentsin the CSLP
isshown in Table 8 with the increase in average loan size. The combination of these
two elements gives theincrease in new loansissued. For example, in the loan year
2010-11 the growth rate of studentsin the CSLP is 1.4% while the growth of the
average loan sizeis 1.1%. The growth of total loansissued in 2010-11 is 2.5%, the
sum of the two elements.
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Chart 3: Growth Rate of New L oans | ssued
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The growth in the number of new loans will be, on average, 1.0% a year mainly
because of an increase in the proportion of students who are eligible (51.6% to
58.9% as shown in Table 6). The average size of the loan increases only at 0.9% a
year because of the weekly loan limit kept constant over the 25-year period. In
Chart 3, the elimination of Grade 13 in Ontario raises the growth rate to 11.0% in
2003-04 but has no impact on the long-term growth rate. In total, the growth rate
averages 1.9% per year using the above assumptions. The total new loans issued
will reach $2,495 million at the end of the projection period resulting from an
increase in participation, the evolution of loan size and the percentage of students at
the limit using the cap of $165 per week.

New loansissued are driven by an increased number of students becoming eligible as
aresult of accelerating student need. The average loan sizeis not greatly affected
since the loan limit is capped over the 25-year period. Any increase in the limit
would have a major impact on the long-term growth rate of new loans issued.

A scenario demonstrating the indexing of the loan limit to the CPI isincluded in the
Appendix 4 in the sensitivity testing. This scenario demonstrates that the growth rate
of loansissued is significantly higher given that the loan limit increases with the
evolving student need.
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C - Portfolio Projections

This section presents a projection of the portfolio for all three regimes. The amounts
for loans in-study represent loans issued to students till in the post-secondary
educational system. The interest on these loansis fully subsidized by the Program.
The loansin repayment is the balance of all loans taken by the students, consolidated
with the financial institutions (or the Government) and being repaid. Impaired loans
are not included in the loans in repayment.

The Guaranteed and the Risk-Shared Regimes contain |oans issued before
August 2000. Some loansin those regimes are still outstanding since students are
either in school or have not finished repaying their loan.

The projection of the portfolio for loans issued under the Guaranteed and the
Risk-Shared Regimes are shown in Table 9. Such projections use the consolidation,
default and recovery distribution, discussed in Appendix 3, with an assumed gross
default rate of 22.0% combined with arecovery rate of 50.5%. The Guaranteed
Regime portfolio is gradually being phased out in the next 10 years while loansin
the Risk-Shared Regime will take an extra 6 years before being completely phased
out.

Table9: Guaranteed and Risk-Shared Regimes ($ million)

Guaranteed Risk-Shared
L oans Loansin L oans Loansin
Asat July 31 I n-study Repayment Total I n-study Repayment Total
2001 178 821 999 2,262 4,536 6,798
2002 47 647 694 1,587 4,546 6,133
2003 - 457 457 1,049 4,356 5,405
2004 - 284 284 629 4,008 4,636
2005 168 168 350 3,484 3,834
2006 - 93 93 166 2,838 3,004
2007 - 46 46 56 2,185 2,241
2008 - 19 19 - 1,576 1,576
2009 - 6 6 - 1,032 1,032
2010 - 1 1 - 634 634
2011 - - - - 400 400
2012 - - - - 236 236
2013 - - - - 127 127
2014 - - - - 61 61
2015 - - - - 24 24
2016 - - - - 6 6
2017 - - - - - -
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Under the Direct Loan Regime, according to the accounting regulation section 3050
of the Public Sector Accounting Handbook of the Canadian Institute of Chartered
Accountants, a provision on loans issued needs to be set up as a program expense
because the loans are provided by the Government instead of by the banks. The
purpose of this provision isto cover al of the net future costs and risk of loss
associated with the loans. Asaresult, the provision avoids overstatement of program
revenues by recognizing the future loss of loans issued.

The projection of the Direct Loan portfolio includes the balance of outstanding loans,
the projection of impaired loans, which are loans where the student stops making
payments, an allowance for bad debt, representing an amount put aside to cover
future risk of default net of recoveries from loans disbursed, and an allowance for
interest relief and debt reduction in repayment, which are the amounts put aside to
cover future cost of a student benefiting from these provisions.

Theinitia portfolio (Table 10) comes from the new loans issued in the loan year
2000-01 ($1,562 million). The portfolio increases rapidly to reach $10 billion within
the next six years. By the end of the loan year 2025-26, the portfolio will reach

$17 billion. All calculations assumed a constant loan limit of $165 per week and any
increase in this limit would make the size of the loan portfolio even higher.
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Table 10: Direct Loan Portfolio and Allowances ($ million)

Impaired Allowance Allowance Allowance for
Loans Loansin Loans for for Debt Reduction
Asat July 31| In-study Repayment Total* | Portfolio* Bad Debt Interest Relief in Repayment
2001 1,562 - 1,562 - 177 41 11
2002 2,656 471 3,127 31 326 148 22
2003 3,378 1,262 4,640 110 433 205 34
2004 4,001 2,211 6,212 238 510 257 46
2005 4,430 3,278 7,707 414 548 299 60
2006 4,641 4,377 9,018 628 544 329 73
2007 4,717 5,421 10,138 872 510 348 82
2008 4,747 6,338 11,085 1,132 459 362 89
2009 4,782 7,092 11,874 1,401 402 374 94
2010 4,838 7,680 12,518 1,671 349 386 98
2011 4,921 8,096 13,016 1,937 304 397 101
2012 5,022 8,398 13,420 2,195 270 409 103
2013 5,137 8,628 13,765 2,439 245 421 106
2014 5,253 8,824 14,077 2,662 228 433 108
2015 5,369 9,006 14,375 2,858 218 445 111
2016 5,476 9,191 14,667 3,026 213 454 114
2017 5,569 9,381 14,950 3,168 210 463 117
2018 5,646 9,574 15,220 3,287 206 470 119
2019 5,708 9,761 15,470 3,387 202 477 122
2020 5,763 9,937 15,699 3,474 196 482 124
2021 5,818 10,097 15,915 3,549 191 488 127
2022 5,881 10,242 16,124 3,618 188 493 129
2023 5,956 10,377 16,333 3,682 186 500 131
2024 6,044 10,507 16,551 3,742 186 507 133
2025 6,146 10,638 16,783 3,801 189 515 136
2026 6,258 10,776 17,034 3,859 193 524 138

* The aggregate amount of outstanding student loans (including impaired loans) is established not to exceed $15 billion under section 13 of

the Canada Student Financial Assistance Act.
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Table 11 provides the details for the calculations of the impaired loans' portfolio aswell as

the allowance for bad debt.

Table 11: Detailed Calculations—Impaired L oans and Allowance for Bad Debt ($ million)

Impaired L oans Portfolio

Allowance for Bad Debt

New New
Balance Impaired Collected Balance Allowance New Impaired Collected  Allowance
Loan Year |Augustl Loans Loans Write Off July 31 August 1 Provision* L oans L oans July 31
) 2 ©) @ (@1+2-@+4 @ 2 ©) @ (1+2-(B+9
2000 - 2001 - - - - - - 177 - - 177
2001 - 2002 - 31 - - 31 177 181 31 - 326
2002 - 2003 31 83 4 - 110 326 185 83 -4 433
2003 - 2004 110 141 12 - 238 433 206 141 -12 510
2004 - 2005 238 200 25 - 414 510 213 200 -25 548
2005 - 2006 414 257 42 - 628 548 211 257 -42 544
2006 - 2007 628 305 62 - 872 544 209 305 -62 510
2007 - 2008 872 344 83 - 1,132 510 210 344 -83 459
2008 - 2009( 1,132 374 105 - 1,401 459 212 374 -105 402
2009 - 2010( 1,401 395 125 - 1,671 402 217 395 -125 349
2010-2011| 1,671 409 143 - 1,937 349 222 409 -143 304
2011 -2012| 1,937 421 159 4 2,195 304 227 421 -159 270
2012 - 2013| 2,195 430 172 14 2,439 270 233 430 -172 245
2013 -2014| 2,439 439 184 32 2,662 245 238 439 -184 228
2014 - 2015( 2,662 448 195 56 2,858 228 243 448 -195 218
2015 - 2016| 2,858 457 205 84 3,026 218 247 457 -205 213
2016 - 2017| 3,026 466 213 112 3,168 213 250 466 -213 210
2017 - 2018| 3,168 476 220 137 3,287 210 252 476 -220 206
2018 - 2019| 3,287 484 226 158 3,387 206 254 484 -226 202
2019 - 2020| 3,387 492 231 175 3,474 202 256 492 -231 196
2020 - 2021| 3,474 500 236 188 3,549 196 259 500 -236 191
2021 - 2022| 3,549 506 240 198 3,618 191 263 506 -240 188
2022 - 2023| 3,618 512 244 205 3,682 188 266 512 -244 186
2023 - 2024 3,682 518 247 210 3,742 186 271 518 -247 186
2024 - 2025( 3,742 525 251 215 3,801 186 276 525 -251 189
2025 - 2026 3,801 532 255 219 3,859 189 282 532 -255 193

*

The provision on new loans issued accrues on aloan year basis (Public Accounts provision accrues on afiscal year basis).

The evolution of impaired loans portfolio is shown relative to the allowance for bad

debt. It evolvesrapidly over the next 12 years and thereafter stabilizes at

approximately 22% of the loan portfolio performing normally. This percentageis
relatively high since impaired loans remain on the Government’ s books at |east
10 years. Thereafter, these impaired loans will be written off at the rate of 25% for

the next four years.

The allowance for bad debt is growing during the first six years because of the rapid
portfolio increase at the beginning. Compared to the portfolio performing normally,
the allowance for bad debt starts at the provision level of 11.3% and decreases with

time to stabilize at 1.2% in 2020.
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Asin the previoustable, Table 12 provides the details for the cal culations of the
allowances for interest relief and debt reduction in repayment (DRR).

Table 12: Detailed Calculations— Allowancesfor Interest Relief and DRR ($ million)

Allowancefor Interest Relief Allowance for Debt Reduction in Repayment
Interest
Allowance New Relief  Allowance | Allowance New DRR Allowance
Loan Year [ August 1 Provison* Payment  July31 | Augustl Provison* Payment  July 31
@ @ (©) D+@-0 @ @ (©) D+@2@-0
2000 - 2001 - 41 - 41 - 11 - 11
2001 - 2002 41 118 11 148 11 11 - 22
2002 - 2003 148 82 25 205 22 11 - 34
2003 - 2004 205 93 41 257 34 13 - 46
2004 - 2005 257 98 56 299 46 13 - 60
2005 - 2006 299 99 69 329 60 13 - 73
2006 - 2007 329 100 80 348 73 13 3 82
2007 - 2008 348 102 88 362 82 13 6 89
2008 - 2009 362 105 94 374 89 13 8 94
2009 - 2010 374 109 98 386 94 13 10 98
2010 - 2011 386 112 101 397 98 14 11 101
2011 - 2012 397 117 104 409 101 14 12 103
2012 - 2013 409 119 108 421 103 14 12 106
2013 - 2014 421 124 112 433 106 15 12 108
2014 - 2015 433 127 115 445 108 15 12 111
2015 - 2016 445 129 119 454 111 15 12 114
2016 - 2017 454 131 122 463 114 15 13 117
2017 - 2018 463 132 124 470 117 16 13 119
2018 - 2019 470 133 126 477 119 16 13 122
2019 - 2020 477 134 128 482 122 16 13 124
2020 - 2021 482 135 130 488 124 16 14 127
2021 - 2022 488 137 131 493 127 16 14 129
2022 - 2023 493 139 133 500 129 17 14 131
2023 - 2024 500 142 134 507 131 17 15 133
2024 - 2025 507 144 136 515 133 17 15 136
2025 - 2026 515 147 138 524 136 17 15 138

* The provision on new loans issued accrues on aloan year basis (Public Accounts provision accrues on afiscal year basis).

The allowance for interest relief is steadily growing during the projection period.
Compared to the portfolio performing normally, the allowance for interest relief
stabilizes to 3.1% at the end of the projection period.

The allowance for DRR is steadily growing during the projection period. The
allowance for DRR remains stable during the projection period at 0.8% of the

portfolio performing normally.
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Table 13: Direct Loan Portfolio and Allowances (in millions of 2001 constant dollars)*

For purposes of comparison, Table 13 shows the Direct Loan portfolio in 2001

constant dollars. Starting in loan year 2013-14, the portfolio is decreasing because
the inflation rate assumed is higher than the resulting growth rate.

Allowance Allowance Allowancefor
Loans Loansin Impaired  for Bad for Interest Debt Reduction in
Asat July 31| In-study Repayment  Total Loans Debt Relief Repayment
2001 1,562 - 1,562 - 177 41 11
2002 2,603 462 3,065 30 320 145 22
2003 3,246 1,213 4,460 105 416 197 32
2004 3,770 2,083 5,854 224 481 242 44
2005 4,092 3,028 7,121 382 506 276 55
2006 4,199 3,960 8,160 569 492 297 66
2007 4,176 4,800 8,976 772 451 308 73
2008 4,109 5,485 9,594 980 397 314 77
2009 4,042 5,994 10,036 1,184 340 316 80
2010 3,989 6,332 10,322 1,378 288 318 81
2011 3,955 6,506 10,461 1,557 245 319 81
2012 3,930 6,572 10,501 1,718 211 320 81
2013 3,910 6,568 10,478 1,857 186 320 80
2014 3,886 6,528 10,414 1,969 169 321 80
2015 3,856 6,468 10,324 2,053 157 319 80
2016 3,819 6,409 10,227 2,110 149 317 79
2017 3,770 6,351 10,121 2,145 142 313 79
2018 3,711 6,293 10,004 2,160 135 309 78
2019 3,643 6,229 9,872 2,162 129 304 78
2020 3,570 6,156 9,726 2,152 122 299 77
2021 3,500 6,073 9,573 2,135 115 293 76
2022 3,435 5,981 9,416 2,113 110 288 75
2023 3,377 5,884 9,260 2,087 105 283 74
2024 3,327 5,784 9,110 2,060 102 279 73
2025 3,284 5,685 8,969 2,031 101 275 72
2026 3,247 5,591 8,838 2,002 100 272 72

! For agiven year, the value in 2001 constant dollarsis equal to the corresponding dollars divided by the ratio of the
cumulative index of the Consumer Price Index (CPI) of that given year by the cumulative index of CPI for 2001.
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The projection of the portfolio of loans performing normally is shown in Chart 4.
Guaranteed and Risk-Shared loans are phased out over time. The difference between
the two curves corresponds to loans in the current Direct Loan Regime.

Chart 4. Projection of the Loans Portfolio

($billion)
20
16 A——————————————————————————_________————':"——————————
12
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Direct Loan
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and
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0
1998 2002 2006 2010 2014 2018 2022 2026

Year

All the assumptions used to derive these numbers are presented in Appendix 3.
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D - Projectionson the Net Cost of the Program

1. Student Related Expenses

One of the components of expenses of the CSLP is the expense related to

supporting students during their study and repayment period. This expense
includes the interest subsidy, the provisions for interest relief and debt reduction
in repayment (DRR) under the different regimes. The expense for Canada Study
Grantsis shown separately because it supports students directly rather than
assisting them in aform of loans.

Table 14: Student Related Expenses ($ million)

Direct L oan Risk-Shared and Guaranteed
Provision* Canada
Interest for Interest Provision* | Interest Interest Study
Loan Year | Subsidy Relief for DRR | Subsidy Relief DRR Grants Total
2000 - 2001 75.3 40.6 10.9 1116 107.5 26 81.1 429.5
2001 - 2002 127.1 118.3 112 76.1 64.7 6.2 120.2 523.8
2002 - 2003 138.3 82.1 115 424 454 8.1 122.6 450.4
2003 - 2004 165.2 929 12.8 254 330 9.4 125.1 463.7
2004 - 2005 184.4 98.2 13.2 14.0 20.4 111 127.6 468.9
2005 - 2006 194.8 98.8 13.1 6.4 15.1 11.2 130.2 469.5
2006 - 2007 204.1 99.9 12.9 2.0 10.3 4.8 132.9 467.0
2007 - 2008 2224 102.1 13.0 - 6.6 3.6 135.8 4834
2008 - 2009 228.3 105.1 13.1 - 33 2.8 138.9 491.6
2009 - 2010 235.3 109.2 134 - 14 18 142.3 503.5
2010 - 2011 243.8 112.0 13.8 - 05 12 145.8 517.1
2011 - 2012 2534 116.7 14.1 - 0.1 0.7 149.6 534.6
2012 - 2013 263.7 119.4 14.4 - - 0.4 153.7 551.6
2013-2014| 2744 124.2 14.7 - - - 158.0 571.3
2014 - 2015 285.3 126.7 15.0 - - - 162.5 589.6
2015 - 2016 295.9 128.9 15.3 - - - 167.4 607.5
2016 - 2017 300.9 130.5 155 - - - 172.4 619.4
2017 - 2018 305.0 131.8 15.6 - - - 177.6 630.0
2018 - 2019 308.4 132.8 15.8 - - - 182.9 639.9
2019 - 2020 311.3 133.9 15.9 - - - 188.4 649.5
2020 - 2021 314.3 135.3 16.1 - - - 194.1 659.7
2021 - 2022 317.7 137.1 16.3 - - - 199.9 670.9
2022 - 2023 321.7 139.1 16.5 - - - 205.9 683.3
2023-2024| 3265 141.6 16.8 - - - 2121 697.0
2024 - 2025 3320 144.3 17.1 - - - 2184 711.9
2025 - 2026 338.1 147.2 175 - - - 225.0 727.8

*

The provision on new loans issued accrues on aloan year basis (Public Accounts provision accrues on afiscal year basis).
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2. Program Risk Expenses

Another category of expenses for the Government is related to the risks involved
in disbursing loans to students. Specifically, therisk of loan default and the risk
of loans being forgiven on death or disability of a student are included in this
section. Aswell, the risk of loan recovery on the Put-Back loansin the
Risk-Shared Regime is included.

Table 15: Riskstothe Government ($ million)

Direct Loan Risk-Shared Guar anteed
Provision* Risk Recovery on Loan
Loan Year |for Bad Debt |Premium Put-Back Put-Back | Claims Recovery | Forgiven Total
2000 - 2001 176.5 84.0 2.6 -6.9 78.0 -58.1 9.5 285.6
2001 - 2002 180.6 354 34 -11.5 56.5 -54.5 10.1 220.0
2002 - 2003 185.5 28.0 34 -16.9 37.1 -49.5 10.7 198.2
2003 - 2004 205.9 21.7 33 -21.5 234 -43.6 113 200.5
2004 - 2005 2134 14.4 3.0 -25.0 14.4 -37.6 119 194.5
2005 - 2006 210.7 9.5 2.6 -27.2 85 -30.6 12.3 185.8
2006 - 2007 209.0 5.7 2.1 -27.6 45 -24.3 12.6 182.1
2007 - 2008 209.7 29 1.6 -26.3 21 -18.8 12.9 184.0
2008 - 2009 2122 - 12 -24.1 0.7 -14.0 13.1 189.0
2009 - 2010 216.5 - 0.8 -21.4 0.1 -9.7 134 199.6
2010 - 2011 2220 - 0.5 -18.5 - -6.8 13.6 210.8
2011 - 2012 227.3 - 0.3 -15.6 - -4.6 13.9 221.3
2012 - 2013 232.6 - 0.2 -12.7 - -2.8 14.1 231.4
2013 - 2014 237.8 - 0.1 -9.9 - -1.6 14.3 240.7
2014 - 2015 2427 - - -75 - -0.7 14.6 249.1
2015 - 2016 246.9 - - -5.3 - -0.3 14.9 256.2
2016 - 2017 250.0 - - -3.3 - -0.1 15.2 261.8
2017 - 2018 252.4 - - -2.2 - - 154 265.6
2018 - 2019 254.4 - - -1.4 - - 15.7 268.7
2019 - 2020 256.4 - - -0.8 - - 15.9 271.6
2020 - 2021 259.1 - - -0.5 - - 16.2 274.8
2021 - 2022 262.5 - - -0.2 - - 16.4 278.6
2022 - 2023 266.5 - - -0.1 - - 16.6 283.0
2023 - 2024 271.2 - - - - - 16.8 288.0
2024 - 2025 276.5 - - - - - 17.0 293.5
2025 - 2026 282.0 - - - - - 17.3 299.2

* The provision on new loans issued accrues on aloan year basis (Public Accounts provision accrues on afiscal year basis).

The Guaranteed Regime includes claims paid for defaulted oans and associated
recoveries on these loans, since the Government bears the entire risk of loan
default. The Risk-Shared Regime includes the risk premium paid to lending
institutions based on the value of loans consolidated for repayment in a year.
Also included are Put-Back fees for loans bought back from lenders and
associated recoveries made on these loans.
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Put-Backs are loans bought back by the Government from financia institutions.
They exist only in the Risk-Shared Regime as away to transfer some of the risk
back to the Government. The Government is obliged only to buy back loans
impaired for at least 12 months, up to a maximum of 3% of the total loansin
repayment each year. The Government pays five cents on the dollar for these
loans.

Under the Direct Loan Regime, the provision for bad debt represents the cost of
the risks for the Government of being involved directly in the disbursement of
loans to students.

Administration

The administration of the CSLP also bears expenses such as the recovery costs of
loans and general administration expenses incurred by HRDC. These expenses
include salaries of HRDC staff and fees paid to service providers for the
administration of loans in the Direct Loan Regime.

Table 16: Administrative Expenses ($ million)

Direct L oan Risk-Shared Guaranteed
Loan Year Recovery Cost Recovery Cost Recovery Cost Administration Total
2000 - 2001 - 13 155 129.7 * 146.5
2001 - 2002 0.1 22 154 120.4 138.1
2002 - 2003 0.8 33 15.1 150.0 169.2
2003 - 2004 22 44 14.6 166.0 187.2
2004 - 2005 4.6 5.2 14.1 170.3 194.2
2005 - 2006 7.8 5.9 11.7 174.9 200.2
2006 - 2007 117 6.2 8.7 179.8 206.4
2007 - 2008 16.0 6.2 6.7 185.1 214.0
2008 - 2009 20.4 5.9 5.2 190.9 222.4
2009 - 2010 246 5.6 39 197.2 231.3
2010 - 2011 28.7 51 238 204.2 240.8
2011 - 2012 324 4.7 18 211.6 250.5
2012 - 2013 359 4.0 11 219.6 260.6
2013 - 2014 39.1 33 0.7 228.2 271.3
2014 - 2015 422 2.6 0.3 237.3 282.5
2015 - 2016 453 1.9 0.1 247.1 294.4
2016 - 2017 47.6 12 - 257.3 306.2
2017 - 2018 49.7 0.8 - 268.0 3184
2018 - 2019 51.6 05 - 279.0 331.1
2019 - 2020 53.2 0.3 - 290.6 344.1
2020 - 2021 54.7 0.2 - 302.6 357.4
2021 - 2022 56.0 0.1 - 3151 371.2
2022 - 2023 57.3 - - 3281 385.4
2023 - 2024 58.5 - - 341.7 400.2
2024 - 2025 59.7 - - 355.8 4155
2025 - 2026 60.8 - - 3705 431.3

* Includes transition costs.
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4. Other Expenses

Some expenses cannot be divided among regimes. Alternative payments are
made directly to Québec, Northwest Territories and Nunavut, which do not
participate in the CSLP. The other participating provinces are paid afeeto
finance the administration of the CSLP.

Table 17: Summary of Expenses ($ million)

Student Administrative
Related Riskstothe | Alternative Feesto Administration Total
Loan Year Expenses Gover nment Payment Province Expenses Expenses
2000 - 2001 429.5 285.6 138.9 8.7 146.5 1,009.2
2001 - 2002 523.8 220.0 258.6 89 138.1 1,1494
2002 - 2003 450.4 198.2 254.0 9.1 169.2 1,080.9
2003 - 2004 463.7 200.5 228.9 9.3 187.2 1,089.5
2004 - 2005 468.9 194.5 234.7 9.6 194.2 1,101.9
2005 - 2006 469.5 185.8 230.1 9.8 200.2 1,095.5
2006 - 2007 467.0 182.1 222.4 10.1 206.4 1,087.9
2007 - 2008 483.4 184.0 216.1 10.4 214.0 1,108.0
2008 - 2009 491.6 189.0 219.2 10.7 222.4 1,132.9
2009 - 2010 503.5 199.6 223.7 111 231.3 1,169.2
2010 - 2011 517.1 210.8 2324 115 240.8 1,212.6
2011 - 2012 534.6 221.3 242.5 11.9 250.5 1,260.9
2012 - 2013 551.6 2314 2535 12.3 260.6 1,309.4
2013 - 2014 571.3 240.7 263.9 12.8 2713 1,359.9
2014 - 2015 589.6 249.1 274.1 13.3 282.5 1,408.7
2015 - 2016 607.5 256.2 283.3 139 294.4 1,455.4
2016 - 2017 619.4 261.8 291.2 14.4 306.2 1,492.9
2017 - 2018 630.0 265.6 293.8 150 3184 1,522.9
2018 - 2019 639.9 268.7 294.9 15.6 3311 1,550.3
2019 - 2020 649.5 271.6 296.5 16.3 344.1 1,577.9
2020 - 2021 659.7 274.8 297.4 17.0 357.4 1,606.3
2021 - 2022 670.9 278.6 299.3 17.7 371.2 1,637.7
2022 - 2023 683.3 283.0 301.4 18.4 385.4 1,671.5
2023 - 2024 697.0 288.0 303.9 19.2 400.2 1,708.1
2024 - 2025 711.9 2935 308.6 20.0 415.5 1,749.4
2025 - 2026 727.8 299.2 315.1 20.8 431.3 1,794.2

Asisevident in the table, total Government expenses associated with the
Program increase from $1.0 billion in 2000-01 and reach $1.8 billion in 2025.
On average, total expenses increase at arate of 2.3% per year from 2000 to 2025.
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5. Total Revenues

Revenues for the Guaranteed and the Risk-Shared Regimes come from the
interest accumulated on loans recovered. The Direct Loan Regime contains a net
interest revenue collected from the students repaying their loan. It consists of the
interest rate charged to the student minus the Government’ s cost of borrowing.
Since students were paying interest directly to the financial institutions, this
revenue was non-existent in past regimes. On average, revenuesincrease at a
rate of 9.0% per year from 2000 to 2025.

Table 18: Total Revenues ($ million)

Direct Loan Direct Loan | Risk-Shared | Guaranteed

Student Borrowing Net

Interest  Cost during | Interest |Interest from|Interest from [Interest from| Total
Loan Y ear Payment Repayment | Revenue| Recovery Recovery Recovery Revenues
2000 - 2001 - - - - 16 43.1 44.8
2001 - 2002 36.7 -27.9 8.9 - 3.0 46.3 58.3
2002 - 2003 93.1 -74.3 189 0.7 5.0 49.2 73.7
2003 - 2004 164.5 -121.5 43.0 2.3 7.1 51.7 104.2
2004 - 2005 246.1 -175.7 70.4 5.0 9.3 54.3 139.0
2005 - 2006 3318 -232.9 98.9 9.2 11.3 45.6 165.0
2006 - 2007 420.5 -289.4 131.2 14.7 13.0 32.3 1911
2007 - 2008 503.2 -344.1 159.1 21.2 14.1 25.1 219.5
2008 - 2009 576.7 -396.7 180.0 284 14.7 20.2 243.2
2009 - 2010 640.0 -442.3 197.7 36.2 151 155 264.4
2010 - 2011 692.3 -480.5 211.7 445 15.2 11.3 282.7
2011 - 2012 734.8 -512.7 222.0 53.2 15.1 7.1 297.5
2012 - 2013 771.1 -541.7 229.5 62.2 13.3 45 309.5
2013 - 2014 804.0 -568.2 235.8 715 115 29 321.7
2014 - 2015 830.9 -593.5 2374 81.2 9.8 14 329.8
2015 - 2016 857.6 -618.4 239.2 91.3 7.2 0.5 338.2
2016 - 2017 875.3 -641.7 233.6 98.4 4.4 0.1 336.6
2017 - 2018 893.1 -662.7 230.4 105.2 2.8 - 338.5
2018 - 2019 910.5 -681.7 228.8 111.6 1.8 - 342.1
2019 - 2020 926.9 -698.7 228.2 1171 11 - 346.4
2020 - 2021 942.0 -713.4 228.6 122.0 0.6 - 351.3
2021 - 2022 955.9 -726.2 229.8 126.6 0.3 - 356.6
2022 - 2023 968.8 -737.4 2315 130.8 0.1 - 362.4
2023 - 2024 981.2 -747.5 233.8 134.9 - - 368.7
2024 - 2025 993.7 -757.2 236.5 138.9 - - 375.4
2025 - 2026 1,006.7 -767.1 239.6 142.6 - - 382.2
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6.

Net Cost of the Program

The following two tables show in current dollars and in 2001 constant dollars,
total revenues, expenses and the net cost of the Program for the 25-year period.
The revenues and expenses shown correspond to the data presented earlier in this

report.

Theinitial net annual cost for the Program is $965 million for the loan year
2000-01. Startingin 2002 and during the next five years, net costs are projected

to decline by 18.6% because of the phasing out of the previous loan regimes. For

the remainder of the projection period, the net cost of the Program grows,
reaching $1,412 million for the loan year 2025-26. This represents an annual
average increase of 1.5% for the entire projection period.

Table 19: Net Annual Cost of the Program ($ million)
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Net Cogt of the Program
All Regimes Risk-Shared
Net Cost of and
Loan Year Total Expenses Total Revenue the Program Direct L oan Guaranteed
2000 - 2001 1,009.2 44.8 964.5 671.2 293.3
2001 - 2002 1,149.4 58.3 1,091.2 946.5 144.6
2002 - 2003 1,080.9 73.7 1,007.2 944.8 62.3
2003 - 2004 1,089.5 104.2 985.4 974.2 111
2004 - 2005 1,101.9 139.0 963.0 992.5 -29.5
2005 - 2006 1,095.5 165.0 930.5 974.3 -43.9
2006 - 2007 1,087.9 191.1 896.8 949.6 -52.8
2007 - 2008 1,108.0 2195 888.5 943.2 -54.7
2008 - 2009 1,132.9 243.2 889.7 943.7 -53.9
2009 - 2010 1,169.2 264.4 904.7 952.8 -48.1
2010 - 2011 1,212.6 282.7 929.9 971.5 -41.6
2011 - 2012 1,260.9 297.5 963.4 998.2 -34.7
2012 - 2013 1,309.4 309.5 999.8 1,027.6 -27.7
2013 - 2014 1,359.9 321.7 1,038.2 1,060.1 -21.9
2014 - 2015 1,408.7 329.8 1,078.9 1,095.3 -16.4
2015 - 2016 1,455.4 338.2 1,117.2 1,1284 -11.2
2016 - 2017 1,492.9 336.6 1,156.3 1,163.1 -6.7
2017 - 2018 1,522.9 3385 1,184.5 1,188.7 -4.3
2018 - 2019 1,550.3 3421 1,208.2 1,210.9 -2.7
2019 - 2020 1,577.9 346.4 1,231.5 1,233.1 -1.6
2020 - 2021 1,606.3 351.3 1,255.0 1,255.9 -0.9
2021 - 2022 1,637.7 356.6 1,281.1 1,281.5 -0.5
2022 - 2023 1,671.5 362.4 1,309.1 1,309.3 -0.2
2023 - 2024 1,708.1 368.7 1,339.4 1,339.5 -0.1
2024 - 2025 1,749.4 3754 1,374.1 1,374.1 -
2025 - 2026 1,794.2 382.2 1,412.0 1,412.0 -
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In constant dollars the cost of the Program declines by an average of 1.1% a year,
from $965 million for the loan year 2000-01 to $733 million for 2025-26.

Table20: Net Annual Cost of the Program (in millions of 2001 constant dollars)

Net Cost of the Program
All Regimes Net Risk-Shared

Cost of the and
Loan Year Total Expenses  Total Revenue Program Direct Loan Guaranteed
2000 - 2001 1,009.2 448 964.5 671.2 293.3
2001 - 2002 1,126.9 57.1 1,069.8 928.0 141.8
2002 - 2003 1,038.9 70.8 968.1 908.2 59.9
2003 - 2004 1,026.7 98.2 928.5 918.0 10.5
2004 - 2005 1,018.0 128.4 889.6 916.9 -27.3
2005 - 2006 991.2 149.3 841.9 881.6 -39.7
2006 - 2007 963.1 169.2 794.0 840.7 -46.7
2007 - 2008 958.9 189.9 769.0 816.3 -47.3
2008 - 2009 957.5 205.5 752.0 797.6 -45.6
2009 - 2010 964.1 218.1 746.0 785.7 -39.7
2010 - 2011 974.5 227.2 747.3 780.8 -335
2011 - 2012 986.7 232.8 753.9 781.1 -27.2
2012 - 2013 996.7 235.6 761.1 782.2 -21.1
2013 - 2014 1,006.0 238.0 768.0 784.2 -16.2
2014 - 2015 1,011.7 236.8 774.9 786.7 -11.8
2015 - 2016 1,014.9 235.8 779.0 786.8 -7.8
2016 - 2017 1,010.7 2279 782.8 787.4 -4.6
2017 - 2018 1,001.0 222.5 778.5 781.3 -2.8
2018 - 2019 989.3 218.3 771.0 7727 -1.7
2019 - 2020 977.6 214.6 763.0 764.0 -1.0
2020 - 2021 966.2 211.3 754.9 755.4 -0.5
2021 - 2022 956.4 208.3 748.1 748.4 -0.3
2022 - 2023 947.7 205.5 742.2 742.3 -0.1
2023 - 2024 940.3 203.0 737.3 737.3 -
2024 - 2025 934.9 200.6 734.3 734.4 -
2025 - 2026 930.9 198.3 732.6 732.6 -
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Conclusion

The CSLP promotes accessibility to post-secondary education for those with
demonstrated financial need through providing loans and grants and encouraging
successful and timely completion of post-secondary education. The Government became
involved in assisting students, because post-secondary education is costly. The CSLPis
meant to supplement resources available to students from their own earnings, their
families and other student awards.

Effective 1 August 2000, the Government redesigned the delivery of the CSLP and
moved the Program from one delivered by chartered banks to one directly financed by the
Government. As part of thisredesign, the Office of the Chief Actuary was given a
mandate to conduct an actuarial review to provide a precise assessment of the current cost
of the CSLP, along-term (25 years) forecast of those costs, a portfolio projection, and a
discussion of all the assumptions underlying the results of the review.

The number of students receiving a CSLP loan in ayear is expected to increase from
346,000 to 441,000 over the projection period. It represents an increasein the
participation of the students in the CSLP from 43% to 55%. Such an increasein the
program eligibility is mainly aresult of rising student needs. These needs are affected by
the projection of higher tuition fees and faster increases in expenses compared to
resources. Contrary to the past two decades, the number of students enrolled in
post-secondary institutions is not a contributing factor to such an increase.

Thetotal growth rate of new loans issued is, on average, 1.9% per year; it comprises an
annual average increase of 1.0% in the number of students eligible in the CSLP and only
a0.9% increase in the average loan size caused by keeping the weekly loan limit
constant.

The portfolio of student loans increases from $9.4 billion to $17.0 billion in 2025. In
constant dollars, the portfolio is projected to decrease dightly during the same period
from $9.4 billion to $8.8 billion. Moreover, by 2017, the entire portfolio is made up of
loansissued in the Direct Loan Regime.

The total net cost of the Government’ s involvement in the CSLP, which is the difference
between the expenses and the revenues, is expected to grow from $0.96 billion to

$1.41 billion. This represents an annual increase in costs to the Government of 1.5%.
Thereal cost of the Government’s involvement in constant dollars is expected to decrease
from $0.96 billion to $0.73 billion. This represents area annual decrease of 1.1%,
mainly caused by the loan limit remaining fixed over the 25-year period.
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IV- Actuarial Opinion

In compliance with the standards of practice of the Canadian Institute of Actuaries, we
are hereby giving the opinion that,

 the dataon which thisreport is based are sufficient but incomplete;

 the demographic and economic assumptions that have been used are, in aggregate,
appropriate; and

* thevauation conforms with the requirements of the Public Sector Accounting
Handbook of the Canadian Institute of Chartered Accountants.

This report has been prepared, and our opinions given, in accordance with accepted
actuarial practice.

A %m Dialeand

Michel Millette, F.SA., F.C.I.A. Jean-Claude Ménard, F.S.A., F.C.I.A.
Senior Actuary Chief Actuary

Ottawa, Canada

22 February 2002
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V-

APPENDICES

Appendix 1 — Summary of Plan Provisions

The

Canada Student Loans Program (CSLP) came into force on 28 July 1964 to provide

Canadians equal opportunity to study beyond secondary level and to encourage successful and
timely completion of post-secondary education. The Government became involved to assist
students, because post-secondary education is costly. The CSLP is meant to supplement
resources available to students from their own earnings, their families and other student awards.

Historically, two successive acts were established to assist qualifying students. The Canada
Sudent Loans Act was established, applying to loan years preceding August 1995. More
recently, the Canada Student Financial Assistance Act replaced the previous act for |oan years
after July 1995. Both acts permit the Minister of Human Resources Devel opment Canada to
provide loans to eligible students under the CSLP.

1.

44 |

Eligibility Criteria
A student must be a Canadian citizen, within the meaning of the Immigration Act, and must

demonstrate the need for financial assistance to become eligible to receive aloan. The
students must also fulfil all the following criteriato be considered for aloan. They must:

» beenrolled in a post-secondary course that leads to a degree, diploma or certificate
offered at a designated educational institution for the purposes of the CSLP;

* maintain a satisfactory scholastic standard;
 if over age 21 and applying for aloan for the first time, pass a credit check;
* not have a previous defaulted loan;

» realizethat assistanceislimited to either alifetime limit of 340 weeks or the number of
periods of studies normally specified by the institution for completion of that program
plus one period; and

» apply every year to their province of residence for aloan.

For each school year, the CSLP covers up to 60% of the assessed need with a maximum of
$165 per week for students in full-time studies up to a lifetime maximum of 340 weeks. No
securities are required from students for the repayment of the loans. Loans are available to
full-time students and, since 1983, to part-time students but with some variations. Also,
there is no age limit for borrowing under the Program.

Partner ships

Since inception in 1964, the Minister has delegated powers, under both appropriate acts, to
the participating provinces/territory to administer the CSLP. The participating provinces
have their own student financial assistance programs that complement the CSLP. On behalf
of the Government of Canada, the provinces also determine whether the students need
financial assistance and their eligibility to the CSLP. Provincia/territorial authorities
calculate the costs and determine the needs of the student based on the difference between
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costs and resources available. A loan provides up to 40% of the assessed need with a
maximum of $110 per week. The amount of money students may borrow depends on their
individual circumstances.

The Nationa Student Loans Services Centre (NSLSC) was established 1 March 2001 to
assist students with questions related to the CSLP. Once the students qualify for aloan, they
will obtain their loan from the NSLSC. The service providers receive and process all the
applicable loan documentation; i.e., from the disbursement to the consolidation and
repayments of the loans. They also keep the students informed of all available options.

The type of financial arrangement has varied through time and legidlation. The following
describes these different arrangements and the risks associated with default.

» Guaranteed Loan Regime: The student loans provided by the lenders prior to 1995, under
the Canada Student Loans Act, were fully guaranteed by the Government to the lenders.
The Government would reimburse the lenders for the outstanding principal, accrued
interest and costs, in the event of default or death of the student. Therefore the
Government bears al the risksinvolved with those guaranteed loans.

» Risk-Shared Loan Regime: For the period from 1995 to 2000, student loans continued to
be disbursed, serviced and collected by financial institutions. They were no longer fully
guaranteed by Government. Instead, the Canada Student Financial Assistance Act
permitted the Government to pay financia institutions arisk premium of five per cent of
the value of loans that consolidated in ayear. Under this financial arrangement, the
Government was not at risk except for the payment of arisk premium.

» Direct Loan Regime: A new direct loan arrangement came into force, effective
1 August 2000, following the restructuring of the delivery of the Program and
amendments made to the Regulations of the Canada Student Financial Assistance Act.
The Government issues loans directly to the student and, again, bears all the risks
involved.

L oan Benefit
a) In-study Interest Subsidy

The CSLP provides an interest-free loan during the period that the student isin full-time
studies. The benefit is available to full-time students only and takes the form of an
in-study interest subsidy. During this period, the Government pays interest (Government
borrowing cost) on the loan; no payment on the principal is required from the student
until they graduate.

Part-time students are provided assistance in the form of aline of credit up to $4,000.
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Table21: Class A Interest Rate

L oans I ssued Interest Rate
Before August 1995 6 month average of 5-year Canada bond
August 1995 to August 2000 Prime rate
After August 2000 Government borrowing cost

b) Loan Consolidation

At graduation, or if the student does not return to school, all of the student’s loans are
consolidated or added together during the six-month grace period. During this period,
interest accrues on the loan(s) but no payment on the principal is required; the student has
to negotiate an agreement with the lending institution to set out the repayment terms.
Thisis called consolidating all the loans and now the student becomes a borrower in
repayment.

For loans issued prior to August 1993, no interest accrues during the grace period
because the Government continued to pay interest on the loans during this period in the
same manner as for the in-study period. For loansissued after August 1993, the student
isliable for interest that accrues on loans during this grace period.

Each year, once the students return to school, they must provide the lenders with proof of
enrolment for each study period in which they are enrolled, even if they are not applying
for anew loan. This prevents automatic consolidation from happening while the student
is still in school and permits the student not to pay interest on their loan.

Table22: ClassB Interest Rate

L oans|ssued Interest Rate

Before August 1995 6 month average of 10-year Canada bond

Floating (prime + 250 points) Or

After August 1995 Fixed (prime + 500 points)

c) Repayment Assistance

The CSLP has measures in place to help students repay their loans - interest relief,
extended interest relief and debt reduction in repayment.

In 1983, the Government introduced a maximum of 18 months of interest relief to assist
students experiencing financial difficulty in repaying their loan. The Government
assumes responsibility for making interest payments on the outstanding loan and no
principal payments are made. In 1997, this measure extended the maximum interest
relief that could be obtained from 18 to 30 months. At first, the interest relief had to be
taken within the first five years after the completion of studies, then, in 1998, the
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five-year limit was removed, allowing anyone to be entitled to receive interest relief at
any time during the repayment period.

The Government also introduced a new extended interest relief measure for students who
remain in financia difficulty, after the exhaustion of the 30 months of interest relief
period. Firstisan extension of the repayment period to 15 years, provided to the student
in order to reduce the monthly payments. Second, if the student is till in financial
difficulty, the interest relief period may be extended further to cover completely the first
five years after leaving school. As much as 24 additional months may be awarded if the
student is still within the first five-year period after leaving school, bringing the number
of interest relief months up to a maximum of 54 months.

At the same time, a debt reduction in repayment measure was introduced. It isaone-time
benefit to help students who remain in financial difficulty once all possible interest relief
isexhausted. The Government will, upon application and qualification, reduce the loan
principal by 50% up to a maximum of $10,000.

Also, the Minister has the authority, upon application and qualification, to forgive the
loan in the event of the borrower’ s permanent disability or death.

4. Other Government Assistance
a) Canada Study Grants

Canada Study Grants were introduced as non-repayabl e grants administered since 1995
by the participating provinces on the Government’s behalf. They assist students with
permanent disabilities, high-need part-time students, women pursuing certain doctora
studies and students with dependants. Students will qualify for agrant if they have
assessed needs in excess of $275 per week of study. The following table summarizes the
key features.

Table 23: Key Featuresof Canada Study Grants

Category by Student  Yearly Maximum Additional Eligibility Requirements

With disabilities $5,000 * Exceptional education-related costs associated with disability
« Enrolled in courses representing 40% of a full-time course load

High-need part-time $1,200 * Qualify as a part-time student
« Enrolled in courses representing 20% of a course load
« Justify reason for part-time studies
« Depends on gross income and living situation

Women pursuing $3,000 and * Studying in certain fields at doctoral level to help increase
doctora studies three years maximum participation of women
With dependants $3,120 - full-time * Extra $40 per week of study with one or two dependants, or

$1,920 - part-time * Extra $60 per week of study with three or more dependants
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b) Canada Millennium Scholarship Foundation

The Foundation was established in 1998 with a $2.5 billion endowment. Starting in
2000, with aten-year mandate, it alocates $285 million in bursaries among the provinces
and territories, according to each jurisdiction's share of the population of Canada.

The Excellence Awards represent 5% of the awards distributed by the Foundation. They
are given on the basis of academic merit, community involvement, leadership and
innovation; the amount isintended to cover the average cost of tuition and fees even if
recipients are not in financial need. Only students entering a college or university
undergraduate program for the first time may apply.

The Bursary Program represents 95% of the awards distributed by the Foundation.
Bursaries are awarded to post-secondary students who demonstrate merit and have the
greatest financial need. The bursaries are fully portable and may be used at any
recognized post-secondary institution in Canada.

The value of the bursaries is approximately $3,000 per year on average but may range
from $1,000 to $4,500. Thereisalifetimelimit of $19,200 in awards from the
Foundation for up to 32 months of full-time study. These bursaries are disbursed
differently through each province and they can either be given as a cash grant to the
students or paid directly to the financial institution.

The Foundation grants scholarships in a manner that complements existing
provincial/territorial student assistance programs. The Foundation entered into an
agreement with the provincial ministers respecting the criteriafor developing financial
need and merit as well as providing names of students qualified to receive a scholarship
from the Foundation.

The students are in a better financial position with these scholarships and so their need
for aloanisreduced. Generally, the practice of the provincesis to reduce the provincial
student loan only and to reinvest, for the benefit of students, any money saved as aresult
of the Foundation’s bursaries. Therefore, the funds from this Foundation have very little
impact on reducing the loans provided by the CSLP.
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Appendix 2 —Data

The input data required with respect to defaults, recoveries and consolidations were extracted
from computer files maintained by Human Resources Development Canada (HRDC).

The data files supplied by HRDC contained information about defaulted |oans and recoveries
under the Guaranteed Regime. Since data on loan recoveries for the Risk-Shared Regime were
not available, only data relating to Guaranteed L oans were used.

To validate the administrative data provided, the data were compared to unaudited accounting
reports and the Evaluation of the Canada Student Loans Program, October 1997. The loans data
were examined and some adjustments were necessary in order to use this data. Overal, the data
are found to be reliable but incomplete. Certain inconsistencies in the data are shown below.

1. Loansl|ssued

Table 24 compares the number and amount of loans issued extracted from the files with
aggregate data on loans issued provided by HRDC. Data files contain approximately 85%
of the loansissued and do not reconcile on aloan-year basis. Starting in 2000, the data
provided by the service providers appears to be similar to the data extracted from the file
received from HRDC.

Table 24: Loans|ssued

Number of Number of Amount of Amount of

Loan Year Students? Students® Loans | ssued ? Loans|ssued ®
($ million) ($ million)
1993-94 308,400 304,942 1,037 987
1994-95 322,100 315,670 1,281 1,215
1995-96 337,800 324,165 1,378 1,340
1996-97 351,800 343,224 1,552 1,584
1997-98 316,300 350,774 1,384 1,568
1998-99 294,500 358,931 1,312 1,670
1999-00 279,200 365,883 1,230 1,698
2000-01 335,500 * Not available 1,515* 1,562 °

2 Datafile (Certprov).

% Aggregate data provided by HRDC.

* Data from Certprov are provided up until the end of June 2001.
® Service Providers.

| 49



ACTUARIAL REPORT
CANADA STUDENT LOANS PROGRAM
ASAT 31 JuLy 2001

2. LoansConsolidated

Table 25 compares the number and amount of 10ans consolidated extracted from files® with
those found in the study’. Again, it can be seen that the files contain approximately 89% of
the loans consolidated and do not reconcile on aloan-year basis.

Table 25: Loans Consolidated

Number of Loans Number of Loans Amount of Loans Amount of Loans
Loan Year Consolidated © Consolidated ’ Consolidated © Consolidated ’
($ million) ($ million)
1989-90 94,346 109,870 586 643
1990-91 93,870 110,498 591 669
1991-92 100,363 114,292 642 692
1992-93 109,859 125,730 719 785
1993-94 121,664 132,337 834 852
1994-95 131,406 151,050 982 1,046
1995-96 123,810 166,437 1,037 1,288

3. Defaulted and Recovered L oans

Analysis of past data on defaults and recoveries (Table 26) shows a one-year increase of
160% for defaultsin the fiscal year 1996-97 and a one-year increase of 138% for recoveries
in the fiscal year 1998-99. These increases do not appear in the accounting report.
Furthermore, the recoveries shown in fiscal year 1998-99 may not relate to that particular
fiscal year. Since the data were incomplete, the reliability of the datais decreased.

Table 26: Administrative Defaults and Recoveries by Fiscal Year

Fiscal Year Defaults® % Increase Recoveries® % Increase
($ million) ($ million)
1992-93 181 - 114 -
1993-94 156 -14 122 7
1994-95 197 26 117 -4
1995-96 230 17 127 8
1996-97 598 160 185 46
1997-98 258 -57 170 -8
1998-99 273 6 406 138

® Datafile (Borrower).

" Evaluation of the Canada Student Loans Program, October 1997
8 Datafile (Claim).

® Departmental Accounts Receivable System (DARS), HRDC.
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4. Portfolio and Risk Premium

The portfolio of loans in-study and loans in repayment, for Guaranteed and Risk-Shared
loans, as of 30 June 2001, comes from the banks and HRDC has no means of verifying this
information. The portfolio as of 31 July is assumed to be the same as of 30 June.

Using the information from the banks on portfolio, the risk premium for the loan year
2000-01 should be $78.1 million. The banks invoiced for $83.6 million for the same loan
year. The projection model produces a Risk Premium of $80.7 million for 2000-01.
Therefore, an adjustment of $2.9 million has been made to the Risk Premium for the loan
year 2000-01 for discrepancy resulting from timing differences between consolidation and
invoicing the Government.

5. Interest Relief and Debt Reduction in Repayment (DRR)

Table 27 presents the interest relief that has been invoiced by the banks as well as the
interest relief expense extracted from the data files. Theinterest relief file does not contain
the interest relief payment; it has to be calculated using interest rate, outstanding principal,
interest relief starting date and end date. There is no information about the amount of
interest relief paid to the banks prior to December 1996.

Table 27: Interest Relief Data ($ million)

Loan Year Invoice from Banks Extracted from File
1997-1998 38.9 26.4
1998-1999 65.8 35.6
1999-2000 91.6 43.1
2000-2001 106.5 39.2

Since the inception of DRR, the banks invoiced for $3.5 million as of 30 June 2001. The
file provided by HRDC on DRR shows only $0.5 million of debt relief.

Considering these results, it is apparent that the files on interest relief and DRR are not

complete. Thetake-up of interest relief and DRR is adjusted to obtain the amount invoiced
by the banks.
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Appendix 3 — Assumptions and M ethodology

1. Growth Rate of New L oans | ssued
a) Growth Rate of CSLP Students

The following table summarizes each individual growth component of the evolution of
participating studentsin the CSLP. Theindividual growth rate components are presented
for every year of the projection period and they reconcile the overall growth rate of the
number of studentsin the CSLP. Following this section, the detailed methodology of
each of the elementsis shown.

Table 28: Growth of Studentsin the CSLP (in per centages)

Demographic  Post-secondary Elimination of Students Participation Total CSLP
Loan Year Evolution Enrolment Grade 13in Ontario] Enrolled in CSLP Students
2001 - 2002 0.49 0.04 - 0.53 0.72 1.25
2002 - 2003 0.68 0.66 - 1.34 0.63 1.98
2003 - 2004 0.81 0.64 8.00 9.57 0.53 10.15
2004 - 2005 0.84 -0.16 1.63 2.32 0.53 2.86
2005 - 2006 0.78 -0.17 -3.08 -2.49 0.52 -1.99
2006 - 2007 0.64 -0.18 -2.67 -2.22 0.60 -1.63
2007 - 2008 0.62 -0.18 -1.70 -1.27 0.69 -0.59
2008 - 2009 0.81 -0.18 -1.23 -0.60 0.79 0.18
2009 - 2010 0.92 -0.18 -0.64 0.10 0.88 0.97
2010 - 2011 0.87 -0.18 -0.27 0.42 0.97 1.39
2011 - 2012 0.75 -0.47 -0.04 0.23 1.02 1.26
2012 - 2013 0.61 -0.47 - 0.14 1.07 1.21
2013 - 2014 0.45 -0.47 - -0.03 1.12 1.10
2014 - 2015 0.27 -0.47 - -0.21 1.18 0.97
2015 - 2016 -0.10 -0.48 - -0.58 1.23 0.64
2016 - 2017 -0.53 -0.48 - -1.01 1.26 0.24
2017 - 2018 -0.81 -0.48 - -1.29 1.29 -0.02
2018 - 2019 -0.95 -0.49 - -1.43 1.32 -0.14
2019 - 2020 -0.92 -0.50 - -1.41 1.34 -0.09
2020 - 2021 -0.67 -0.50 - -1.16 1.37 0.19
2021 - 2022 -0.41 -0.46 - -0.87 1.40 0.52
2022 - 2023 -0.19 -0.46 - -0.64 1.43 0.78
2023 - 2024 0.07 -0.46 - -0.39 1.45 1.06
2024 - 2025 0.27 -0.46 - -0.19 1.48 1.29
2025 - 2026 0.34 -0.46 - -0.12 151 1.39

Table 28 summarizes the growth of student enrolment in post-secondary education and
the participation in the CSLP, by using geometric compounding of the demographic
evolution, the enrolment, the elimination of Grade 13 in Ontario and increased
participation in the CSLP. The Student Enrolled percentages are related to the growth
rate column of Table 4 in section I1-B of the Main Report. The last column corresponds
to the growth rate of the number of studentsin the CSLP (Table 8, Main Report).
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1) Demographic Evolution

The demographic evolution involves changes in the composition of the future
population aged 17-35 for Canada minus Quebec, applying future fertility, mortality
and migration assumptions. These rates are calculated with population growth rates
for each age weighted by the CSLP age distribution. Thus, ages containing a greater
number of CSLP students would have a greater weight in the final determined growth
rate. This growth component isthe demographic evolution shown for certain yearsin
Table 29.

The population in the target age range (17-35) has evolved. This has had the effect of
increasing or decreasing the number of potential students. An age distribution was
established using experience of past ages of students requesting loans. The projected
demographic evolution for each age was then determined using the projected future
fertility, mortality and migration rates in the actuarial reports of the Canada Pension
Plan and Old Age Security. The demographical increase was calculated as the change
in the targeted age range weighted by the age distribution of loan recipients. Thus, age
groups containing a higher number of loan recipients get a higher weighting in the
fina calculated change.

Table 29 demonstrates the cal cul ations described above, projecting the changein
future loan recipients caused by the population evolution at targeted age for every five
years during the projection period.

Table 29: Population Evolution for Potential Recipients

Population Increase (%)

Age Distribution 2001 2005 2010 2015 2020 2025
17 0.1 0.85 3.00 -0.76 -0.98 0.49 0.94
18 3.6 1.65 -0.42 -1.42 -1.92 0.47 0.90
19 8.9 -0.07 -0.73 -0.13 -5.86 0.48 0.80
20 10.9 1.04 0.25 -0.50 -0.44 4.35 0.66
21 11.2 172 1.39 3.24 0.13 -1.25 0.57
22 11.9 1.54 0.87 2.90 -0.67 -0.88 0.50
23 115 -0.17 164 -0.38 -1.30 -1.78 0.48
24 9.4 -0.16 -0.01 -0.67 -0.05 -5.52 0.49
25 7.2 0.83 1.05 0.26 -0.39 -0.35 4.14
26 55 2.67 1.70 1.34 3.16 0.19 -1.13
27 4.3 -0.76 1.52 0.84 2.84 -0.56 -0.78
28 3.3 -1.05 -0.09 1.56 -0.25 -1.14 -1.61
29 2.7 -3.42 -0.07 0.01 -0.53 0.04 -5.11
30 2.2 0.48 0.85 0.99 0.34 -0.28 -0.28
31 1.9 1.80 2.57 1.60 1.35 3.05 0.22
32 1.6 0.99 -0.64 144 0.88 2.74 -0.48
33 14 -0.57 -0.91 -0.08 1.55 -0.15 -1.03
34 1.2 -4.56 -3.17 -0.06 0.09 -0.42 0.07
35 11 -5.80 0.52 0.81 1.02 0.40 -0.23
Final Calculated Change 0.49 0.78 0.87 -0.10 -0.67 0.34
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i) Post-secondary Enrolment

The growth rate of post-secondary enrolment represents the long-term decrease in
post-secondary enrolment primarily caused by the future anticipated |abour shortage.
This labour shortage is caused by the significant aging of the Canadian population and
will significantly raise labour participation rates. The cumulative growth rates
associated with post-secondary enrolment are shown for years 2010 and 2025 in
Table 30 below.

A labour shortage is forecasted in Canada after year 2010 because of the significant
aging of the Canadian population. This shortage will raise future labour force
participation rates. A higher expected participation rate in the future implies that a
smaller percentage of potential studentswill be available to attend a post-secondary
ingtitution. To measure the effect of thisincrease in participation, the change in the
percentage of individuals not in the labour force is analyzed over time. Theresultis
the percentage change in the individuals not in the labour force weighted by the
percentage of eligible individuals falling in each age band.

Table 30: Enrolment of Studentsin Post-secondary Education

Not in Change - Not in Change -
Labour Force : Labour Force :
Not in Not in
2001 2010 |Labour Force 2025 Labour Force
Sex AgeBand Weighting Q) 2 2/11)-1 (3) B3/(2-1
% % % % % %
Male 15-19 6.4 49.1 49.8 14 48.7 -2.2
Mae 20-24 27.8 21.6 21.2 -1.9 19.7 -71
Male 25-29 11.6 11.8 12.1 25 10.6 -12.4
Mae 30-34 4.2 9.6 9.9 3.1 9.1 -8.1
Female 15-19 6.4 48.7 49.3 12 48.6 -14
Female 20-24 27.8 26.9 27.2 11 26.0 -4.4
Female 25-29 11.6 20.8 20.6 -1.0 16.6 -194
Female 30-34 42 21.7 20.4 -6.0 16.5 -19.1
Weighted Average 24.8 24.8 0.0 23.1 -6.9
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This table demonstrates that the labour shortage will not cause a decrease in the
inactive population until 2010. The cumulative decrease of 6.9% in the population not
in the labour force is expected from 2010 to 2025. This decreaseis mainly
concentrated in the older age ranges (25-34) since these individuals are most likely to
choose to be employed over attending school for along period of time, given that
suitable work is available to them. The younger age group is more likely to go to
school regardless of the situation in the labour force.
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iii) Elimination of Grade 13 in Ontario

Ontario’s provincia government will be phasing out Grade 13 by 2003. An estimated
78,000 additional students will be enrolled at colleges and universities, creating a 10%
increase in students spread over two years. The effect will phase out when both
cohorts graduate, creating an excess of consolidations. This growth isshownin

Chart 5.

To calculate the effect of the elimination of Grade 13 in Ontario, the size of a second
cohort of Ontario studentsin 2003 has to be quantified. The Ministry of Training,
Colleges and Universities of Ontario estimates that 78,000 additional students will be
enrolled at colleges and universities. Thisincrease is spread over two years because of
space limitations. It corresponds to an additional 8.00% growth for 2003 and 1.63%
growth for 2004. The effect will phase out when both cohorts graduate creating an
excess of consolidations as two cohorts of graduates |eave the educational system.

Chart 5: Growth Caused by Elimination of Grade 13in Ontario
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iv) Participation in the CSLP

Participation in the Program is determined from the evolution of the student’s
expenses and resources. Expenses include tuition, books, food, transportation and
shelter; resources include wages, parental contributions, savings and grants. The
excess of the students’ expenses over their resources becomes their need. The student
becomes eligibleif their need is positive.

In previous years, some students with negative needs were not eligible; others did not
take their loan because it was too small. In the future, some students will become
eligible and/or will decide to take their small loan because their needs have increased.
On average, student’ s expenses increase faster than their resources.

Based on past experience, a participation parameter has been developed. The number
of students with loans between $35 and $45 aweek is used as an estimate of new loans
created for each $10 increase in need. The average size of new loansissued is about
$40 per week, since any amount less than thisis insignificant to the student and, on
average, the loan is not taken.

The participation parameter represents the proportion of non-eligible students that
become eligible for each $10 increase of need per week.

The following table shows a historical representation for the evolution of the
participation parameter. The parameter representing the loan year 2000-01 dataiis
used since the data are considered more reliable, complete and recent. Using the loan
year 2000-01 to estimate the parameter, 1.4% of those not eligible become eligible for
a$10increasein need. This meansthat 0.14% become €eligible for every $1 increase
in need. The participation parameter is assumed to remain constant over the 25-year
period.

Table 31: Participation Parameter
Number With Loan Ratio for
Between $35 Total Students Par ameter
Loan Year and $45 a Week Without a L oan %
@ ) @/ @)
1993 - 1994 4,157 407,427 1.02
1994 - 1995 8,943 416,472 2.15
1995 - 1996 8,597 429,926 2.00
1996 - 1997 7,412 450,702 1.64
1997 - 1998 6,844 461,164 1.48
1998 - 1999 5,959 498,690 1.19
1999 - 2000 5,744 481,774 1.19
2000 - 2001 6,474 464,858 1.39
Parameter Used Based On 2000-2001 1.40
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The impact on the growth rate is determined using the annual increase in need per
week, applied to the proportion of students without aloan and multiplying this result
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by the participation parameter for every $1 increase in need. Theincreasein need per
week (2001) iscalculated as:

= (Average student need increase) x (portion CSLP) / (average number of weeks)
= $236 x 60% / 37

= $3.83 per week

The growth rate impact of participation in CSLP for 2001 is:

= (Participation parameter) x [1- participation rate (2000)] x
increase in need per week (2001) / participation rate (2000)

= (0.14%) x [1 - 42.6%)] x ($3.83) / (42.6%)
= 0.72% (Table 28)
b) Growth Rate of Average Loan Size

The following table summarizes the growth components of the average loan size for each
student in the CSLP. The growth rates for each individual component are presented for
every year of the projection period. These growth rates combined (first four columns)
give a good approximation of loan size growth rates, given no loan limit. The total
average loan size growth rate is derived by adding the effect of limit growth and
compounding the new small loans component.
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Table 32: Average L oan Size Growth (in per centages)

New [Total Average
Student Other Private Colleges Effect of  Small Loan Size
Loan Year | Tuition Resources Expenses Tuition Ceiling [ Subtotal | Limit L oans Growth
2001 - 2002 0.95 -1.93 4.09 -0.15 2.96 -1.30 -0.61 1.04
2002 - 2003 1.46 -1.70 2.98 -0.45 2.28 -1.02 -0.53 0.71
2003 - 2004 1.48 -2.19 3.01 - 231 -1.06 -0.45 0.79
2004 - 2005 1.51 -2.27 3.05 - 2.29 -1.07 -0.45 0.76
2005 - 2006 1.54 -2.36 3.09 - 2.27 -1.08 -0.44 0.74
2006 - 2007 1.90 -2.54 3.28 - 2.64 -1.29 -0.51 0.83
2007 - 2008 2.28 -2.72 3.47 - 3.03 -1.51 -0.59 0.92
2008 - 2009 2.69 -2.91 3.67 - 3.45 -1.77 -0.67 1.00
2009 - 2010( 3.14 -3.16 3.88 - 3.85 -2.03 -0.74 1.07
2010- 2011 3.63 -343 4.09 - 4.29 -2.32 -0.83 113
2011 - 2012 3.85 -3.63 431 - 4.54 -2.53 -0.87 112
2012 - 2013 4.09 -3.84 454 - 4.80 -2.75 -0.91 112
2013- 2014 4.35 -4.06 4.78 - 5.07 -2.99 -0.96 111
2014 - 2015 4.63 -4.30 5.04 - 5.37 -3.25 -1.00 1.09
2015- 2016 4.94 -4.56 5.30 - 5.68 -3.54 -1.05 1.07
2016 - 2017 5.18 -4.70 541 - 5.88 -3.76 -1.07 1.03
2017 - 2018 5.43 -4.84 551 - 6.10 -4.00 -1.10 0.98
2018- 2019 5.71 -4.99 5.62 - 6.34 -4.26 -1.12 0.93
2019 - 2020 5.99 -5.15 5.74 - 6.58 -4.52 -1.15 0.89
2020 - 2021 6.30 -5.32 5.86 - 6.85 -4.81 -1.17 0.84
2021 - 2022 6.62 -5.49 5.99 - 7.12 -5.11 -1.20 0.79
2022 - 2023 6.97 -5.67 6.12 - 7.42 -5.43 -1.22 0.74
2023 - 2024 7.34 -5.86 6.26 - 7.73 -5.78 -1.24 0.69
2024 - 2025 7.72 -6.06 6.41 - 8.07 -6.14 -1.26 0.64
2025- 2026 8.14 -6.28 6.56 - 8.42 -6.52 -1.28 0.60
1) Tuition

Tuition growth involves the growth in loan size caused solely by tuition fee increases.
Tuition fees are, in part, determined by government policy. Thus, they are determined
using provincial budgets stating their intentions along with historical experience for
long-term growth ratesin tuition. The future evolution of tuition is shown both in

Table 5 of section B-2 of the Main Report and Table 33 of this appendix.

To arrive at an estimate for tuition growth, the provinces' respective budgets stating
their intentions, are used for the next five years. The following table illustrates these
results.
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Table 33: Short-term Growth of Tuition Expenses

Results
Province Weight Budget 2001 2002 2003 2004 2005
% % % % % %

Newfoundland 6.56 10.0% decrease, freeze  -10.0 0.0 0.0 0.0 0.0
Prince Edward |sland 0.97 6.0% increase 6.0 6.0 6.0 6.0 6.0
Nova Scotia 5.58 7.5% increase 7.5 7.5 7.5 7.5 7.5
New Brunswick 6.50 5.7% increase 5.7 57 5.7 57 57
51.13 2.0% cap 2.0 2.0 2.0 2.0 2.0
3.55 Tuition freeze 0.0 0.0 0.0 0.0 0.0
Saskatchewan 417 8.2% increase 8.2 8.2 8.2 8.2 8.2
9.34 5.0% increase 5.0 5.0 5.0 5.0 5.0
British Columbia 12.15 2.2% decrease, freeze -2.2 0.0 0.0 0.0 0.0
Weighted Average 1.8 2.7 2.7 2.7 27

The long-term estimate of tuition is based on past increases in tuition relative to the
CPl. Over thelast 25 years, tuition increases have been aresult of the CPI plus 3.0%.
Since similar budgetary pressures are expected in the future because of the aging of
the population, the 2.7% tuition increase is graded to reach CPI plus 3.0% by 2010.

The starting point for 2000 tuition feesis calculated from a Statistics Canada
Education Division survey on tuition fees, tabulated on a provincia basis. The
average tuition was weighted by each province's participation in the Program. This
analysis resulted in an estimate of $4,112 for student expenses in 2000 attributable to
tuition.

Taking the 60% portion of the increase attributabl e to the CSLP and dividing the result
by the average |oan size for that year determines the effect of tuition on the growth of
the CSLP loan size. For example, the tuition growth in 2001 is:

= 60% x (tuition for 2000) x (tuition increase) / (average loan size 2001)
= 60% x $4,112 x 1.76% / $4,567

= 0.95% (Table 32)

ii) Student Resources

This growth rate involves the growth in loan size attributable to student wages,
parental contributions and other resources. Increased resources ultimately serve to
reduce the maximum loan available to a student through needs analysis. It isshownin
Table 5 of the Main Report.

Student resources consist of income from a student’ s pre-study period, assets, and
parental contributions. These resources serve to reduce a student’ s need, which
ultimately reduces the maximum loan available to the student.
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The starting point for average resources in 2000 is calculated as aresidual value.
Since the average |oan equal s expenses minus resources, then average resources are
roughly equal to average expenses minus average loan size with certain adjustments.

An adjustment must be made to the average loan size to account for the effect of the
loan limit. Based on an extrapolation of the curve for the average amount per week
for each student, the loan limit reduces the average |oan size by about $800 from
where the loan size would be without alimit. Aswell, this average loan size must be
increased to include the 40% provincial share of the loan since total expenses are
included. The resources are calculated as follows:

= tuition + other expenses - (average loan size CSLP 2000 + $800) / (1 - 40%)
= $4,112 + $11,135 — ($4,520 + $800) / 60%
= $6,380 as the student’ s total resources in 2000

Taking the 60% portion of the increase attributable to the CSLP and dividing the result
by the average loan size for that year determines the effect of resources on the growth
of the CSLP loan size. For example, the resources growth in 2001 is:

= -60% X (resources 2000) x (% increase wages 2001) / (average loan size 2001)
= -60% x $6,380 x 2.3% / $4,567

= -1.93% (Table 32)

iii) Other Expenses

This growth rate involves the growth in loan size attributable to student expenses other
than tuition fees. These expenses include books, shelter, food, clothing and
transportation and are assessed by province. They are both shown in Table 5 and
Table 34.

Expenses are put into two categories: books and living costs. Simplifying
assumptions are used to assess living costs. It isassumed that all students live away
from home and incur expenses for the full 12 months. They will be paying for living
expenses in the summer while earning money in their pre-study period. These
simplifying assumptions are necessary in the absence of data on students’ living
arrangements. It is assumed that the most common arrangement is students living
away from home and paying for their lodging. The amount covered per week includes
shelter, food, clothing and local transportation. Table 34 illustrates the amount
allotted per month by category and by weight per province to come up with the final
annual expense for shelter, food, clothing and transportation. The total of these
expenses amounts to approximately $10,300.
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Table 34: Monthly Expenses

Monthly Budget $ Annual
Province Weight in % | Shelter Food Clothing Transportation Total Expenses $

Newfoundland 5.97 318 197 171 53 739 8,873
Prince Edward Island 1.23 319 174 184 51 727 8,722
Nova Scotia 5.25 364 178 180 50 772 9,261
New Brunswick 6.59 334 179 173 54 741 8,887
Québec 1.17 313 201 236 54 804 9,651
Ontario 45.68 436 195 211 71 913 10,957
Manitoba 2.84 330 185 222 62 800 9,598
Saskatchewan 4.01 299 184 221 43 747 8,962
Alberta 11.22 319 187 225 46 776 9,317
British Columbia 16.02 481 197 197 58 934 11,205
Y ukon 0.01 429 218 227 31 904 10,854
Northwest Territories 0.00 585 219 230 65 1,100 13,201
Weighted Average 401 192 205 61 858 10,302

Books are assumed to be roughly equal to 20% of tuition. This brings the total
expenses attributable to books and suppliesto $833. The total amount of the CSLP
student expenses, indexed in the future to the CPI, comes to $11,135.

Taking the 60% portion of the increase attributable to the CSLP and dividing the result
by the average loan size for that year determines the effect of expenses on the growth
of the CSLP loan size. For example, the expenses growth in 2001 is:

= 60% x (expenses 2000) x (CPI 2001) / (average loan size 2001)
= 60% x $11,135 x 2.8% / $4,567

= 4.1% (Table 32)

iv) Private Colleges Tuition Ceiling in Ontario

This growth rate involves the growth in loans issued for student of private collegesin
Ontario. Thetuition ceiling will be lowered from $7,500 to $4,500, causing a small
decrease in loan size over the next two years.

The ceiling on tuition was modified for private colleges of Ontario. The ceiling,
formerly $7,500, will be lowered to $6,000 in 2001 and $4,500 in 2002, bringing the
ceiling in line with public institutions.

An estimate was made for the number of students affected by the change in the limit.

It was determined from a study that 7.5% of the loans came from private institutions in
Ontario. Aswell, 20% of loansin private institutions had their tuition between $6,000
and $7,500 while another 20% had their tuition between $4,500 and $6,000. The
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following table summarizes the expected effect of the change in the ceiling on the
average loan.

Table 35: Changesin Average L oan

% Private Tuition % of Loans Average Total
Loan Year Ontario Celiling Affected Changes Effect on Loans
2000-2001 7.5 $7,500 0 $0 $0
2001-2002 75 $6,000 20 -$750 -$6.75
2002-2003 75 $4,500 40 -$1,125* -$20.25

*(20% / 40%) x ($4,500 - $6,000) + (20% / 40%) x ($4,500 - $6,000) / 2

Dividing the last column of the table by the average loan size gives the effect of
private colleges on the growth (2001) of the average loan size:

= effect on loan (2001) / (average loan size 2001)
= -$6.75/ $4,567
= -0.15% (Table 32)

v) Effect of Limit

The negative impact of the loan limit on average loan size growth is presented in
Table 32. Student at the loan limit cannot increase their loan size despite cost
pressures and increased student need. The negative effect is adirect result of the
frozen limit in the base scenario.

The average size of each loan is affected by the limit. For example, the average size
of the loan would have increased 2.96% given no limit. However, since 43.9% of the
loans are at the limit, only 56.1% of the effect will be felt. The effect of the limit on
average loan growth in 2001 is:

= -(% loans at the limit) x (% increase given no limit)
= -(43.9%) x (2.96%)
= -1.30% (Table 32)

Table 36 illustrates how the effect of the limit will evolve over time. The table shows
that the effect is greatest in 2025 when a greater percentage of the students are at the
limit and when the change in the average |oan size without limit is larger.
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Table 36: Loan Limit Effect
% of Changein Effect of
Average Loan Size Limit on
Loan Year Without Limit % at limit Growth (%)
2001 - 2002 2.96 43.90 -1.30
2005 - 2006 2.27 47.75 -1.08
2010 - 2011 4.29 54.14 -2.32
2015 - 2016 5.68 62.26 -3.54
2020 - 2021 6.85 70.27 -4.81
2025 - 2026 8.42 77.40 -6.52

Vi)

A limit parameter was derived using the historical proportion of individuals near the
loan limit. Thislimit parameter set at 0.92% is used to determine the proportion of
students reaching the limit for every $1 increase in need per week.

The proportion of students at the loan limit is projected using the average increase in
need for the student. The proportion of individuals near the loan limit is added first
using the limit parameter and reduced thereafter by the increased participation in the
CSLP dueto small loans. The percentage at loan limit (2001) is calculated as follows:

= % at loan limit (2000) +
limit parameter x (1 - % at loan limit (2000)) x increase in need per week (2001) -
% increased participation in the CSLP (2001)

= 42.6% + [0.92% x (1 — 42.6%) x $3.83] — 0.7%
= 42.6% + 2.0% — 0.7%
= 43.9% (Table 7)

New Small Loans

Loans corresponding to students newly eligible are, on average, smaller than loansin
the portfolio since these students were not eligible in the past. Asaresult, these loans
have a negative impact on the |oan size growth as a greater number of these smaller
new loans areissued. The new loan reduction percentages are included in Table 37.

As new people become eligible for loans, the number of loans will increase. However,
these loans are smaller in size since these individuals were not eligible in the past.
First, the average size of new loansis calculated. New |loans are assumed to be
distributed uniformly between $18 aweek (which represents the average need for a
student eligible for asmall loan but not participating in the Program) and the average
increase in loans per week for that particular year plus $18 aweek. The midpoint of
thisrangeis used as the average new loan size.
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Table 37: New Small Loan Effect

Increased Combined Effect of

Participation AverageNew PreviousYear's Average New Small Effect

Loan Year in CSLP Small Loans Averageloan Size Loan Size L oans In %
6 (%) 6 (%)

2001 — 2002 0.72 741 4,520 4,493 -27 -0.6
2005 — 2006 0.52 723 4,671 4,651 -21 -04
2010-2011 0.97 776 4,888 4,848 -40 -0.8
2015 - 2016 1.23 819 5,167 5,112 -54 -1.0
2020 - 2021 1.37 858 5,425 5,361 -63 -1.2
2025 - 2026 151 910 5,629 5,557 -72 -1.3

The new updated loan size is calculated as the weighted average of new small loans
and the average loan size of the previous year. For example, the new average loan
sizein 2001 is:

= $4,520 x (1 —0.72%) + $741 x (0.72%) = $4,493

The effect of new small loans on the portfolio is a reduction of the combined average
loan size compared with the previous year’ s average loan size. The effect is greater
when the increased participation in the CSLP (higher percentage of new small loans
are issued) and the average size of new small loans are higher. The effect of new
small loans on growth in 2001 is:

= Combined Average Loan Size/ Previous Year' s Average Loan Size- 1
= $4,493/$4,520 - 1
= -0.6% (Table 32)

2. Consolidation

The consolidation of the loans occurs in the seven years after the loan is disbursed. Table 38
shows the percentage consolidation by year since the loan isissued. These results were
derived from past HRDC data.

Table 38: Distribution of Consolidation

Number of Years After the L oan was | ssued % Consolidated
32.3
25.8
16.4
11.9

7.3

47

16
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3. Interest Reief (IR)

Once aloan is consolidated, the student may apply for interest relief. Using the datafile on
interest relief, adistribution of the amount consolidated going into interest relief was
obtained. Thisdistribution shows the proportion of consolidated loans in interest relief.

The expenditure for interest relief has grown significantly in recent years as aresult of
extending interest relief from 18 to 54 months, Table 39 showsthisincrease. The
distribution has to be adjusted, using past data, to match the actual expenditures.

Table 39: Interest Relief Expense ($ million)

Loan Year Expense
1997-1998 38.9
1998-1999 65.8
1999-2000 91.6
2000-2001 106.5

Table 40 shows the interest relief distribution used in this report. It was aso found that
students are on interest relief for an average of eight months in the year.

Table40: Interest Relief Take-up

Years Since First Timein  Second Year Third Fourth Year Fifth
Consolidation IR inlR Year in IR inlR Year in IR
0-1 40.3% 20.1% 12.1% 6.0% 2.0%
1-2 5.5% 2.7% 1.6% 0.9%
2-3 1.8% 0.9% 0.4%
3-4 0.7% 0.4%
4+ 0.0%

4. Debt Reduction in Repayment

Once all interest relief available has been exhausted, students may apply for the debt
reduction in repayment. The proportion of amount of loansin their last year of interest relief
going on debt reduction in repayment is 40% (it is assumed that this rate will reach 60% by
2004). The average amount of debt relief is 29% of the loan value.

Default Rate

The amounts in default were analyzed by consolidation year. All the defaults occurring after
consolidation were considered. Since all of the defaults occur in the 10 years following
consolidation, some extrapolation was made to complete the data. The ratio of recent years
was used to extrapolate data because the last consolidation year considered is 1995-96 and
95% of defaults occurred in the six years following consolidation. A maximum of 5% of
defaults needed to be extrapolated.

o
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To complete the analysis of defaults, the amount consolidated is needed. Since datafiles
provided on consolidation were not showing the same results that were used in the study
entitled “Evaluation of the Canada Student Loans Program”, October 1997, consolidated
amounts from that study were used. Only data for the consolidation years 1989 through
1995 were in the study.

For future defaults, a distribution was defined to take into account the changes in student’s
behaviour resulting from program enhancement. Chart 6 shows this distribution.

Chart 6: Default Distribution
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Recovery Rate

The recovery amounts were analyzed by consolidation year and by year since default. The
empirical datawere fit to aWeibull distribution. The flexible shape of this distribution
makes it an appropriate fit for modelling the recovery process.

To fit the empirical datato aWeibull distribution, the parameters of the distribution were
estimated by minimizing the sum of square of the errors with the curve. Once these
parameters were found for all years of default, recoveries were extrapolated by adjusting the
tail of the Weibull distribution to the empirical data. The recovery period was limited to

15 years as aredistic time frame in which loans can still be recovered.

To extrapolate data for more recent years where little information was available, an ultimate
recovery rate was calculated using the most stable years (1989, 1990 and 1991). Separate
distribution curves were obtained for the first four years of default occurrence since
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consolidation; afifth curveis used as the ultimate distribution to extrapolate datain future
years (Chart 7).

Chart 7. Recovery Distribution Depending on Date of Default
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To calculate the proportion of defaults and recoveries, data files were used to classify
amounts of default according to consolidation year and recoveries associated with each
default year. Since the file on consolidations was incomplete, consolidated amounts were
used from the study entitled “ Evaluation of the Canada Student Loans Program”,

October 1997. Only years 1989 to 1995 were used in thisreport. Datafor the Risk-Shared
Regime were not used because the recoveries were not in the files and the definition of
default varies from one bank to another. Table 41 shows the results of administrative data
and the default and recoveries by consolidation year.

Table41: Administrative Net Default Results

Consolidated Default Recovery Net
Consolidation Amount Default Recovery Rate Rate Default

Y ear ($ million) ($ million) ($ million) (%) (%) (%)
1989-90 642.5 146.9 72.2 229 49.2 11.6
1990-91 668.8 157.4 65.7 235 41.7 13.7
1991-92 691.6 173.5 64.9 251 374 15.7
1992-93 785.0 204.5 66.5 26.0 325 17.6
1993-94 852.2 2339 69.1 274 295 19.3
1994-95 1,045.7 3135 81.9 30.0 26.1 221
1995-96 1,172.2 368.3 713 314 194 25.3
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Since defaults and recoveries generally involve along period of runoff, some extrapolation
had to be made to the administrative data to obtain a better estimate of defaults and
recoveries. Table 42 shows extrapolated results.

Table 42: Extrapolated Net Default Results

Consolidated Default Recovery Net

Consolidation Amount Default Recovery Rate Rate Default

Y ear ($ million) ($ million) ($ million) (%) (%) (%)
1989-90 642.5 146.9 86.0 229 58.5 9.5
1990-91 668.8 157.5 83.6 235 53.1 11.0
1991-92 691.6 173.7 89.2 25.1 51.4 12.2
1992-93 785.0 205.1 100.4 26.1 49.0 13.3
1993-94 852.2 236.1 123.0 27.7 52.1 133
1994-95 1,045.7 320.4 152.9 30.6 47.7 16.0
1995-96 1,172.2 387.1 180.5 33.0 46.6 17.6
Average 27.0 51.2 13.2

The resultsin Table 42 show that the average default rate is 27.0% and the average recovery
rate is 51.2% giving a net default rate of 13.2% based on past experience.

7. Bad Debt Provision

According to the accounting regulation section 3050.34 of the Public Sector Accounting
Handbook of the Canadian Institute of Chartered Accountants, a provision should be
determined using the best-estimate availablein light of past experience, current conditions
and future expectations. The following factors are considered and will create an adjustment
to the past net default rate of 13.2% to determine the adequate future provision.

a) Program Enhancement

The Canada Student Loans Program was enhanced in 1997 and 1998 in order to help
students repay their loans. The Program enhancement is described in Appendix 1.

The effect of the enhancement should be a decrease in gross defaults and recoveriesin
the future and result in a 0.6% reduction of the net default rate. Aswell, thereis potential
for the Government’ s new service providers to do a better job administering loans and
following the student, which could aso contribute towards lowering the net default rate.
The 0.6% reduction of the net default rate may be separated in two parts, a 0.5% decrease
caused by an increased awareness of interest relief and 0.1% for the use of the debt
reduction in repayment.

Our assumption for program enhancement includes a 0.6% decrease in the net default rate
from past experience.
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b) Economic Environment (Past and Present)

The average net default rate for the years 1989-96 was based on past experience for when
the economic environment was very poor for students. During that period, the
unemployment rate (Chart 8) was generally very high, especially for the segment of the
population aged 20 to 29 (the range of ages of new graduates). The economic
environment has improved greatly since those years; the average unemployment rate has
fallen from 11.7% (1989-96) to 8.2% today, a decrease of 30%. The anticipated future
labour shortage will prevent the unemployment rate from increasing much further.

Chart 8. Unemployment Rate
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A survey by Human Resources Development Canada indicated that 33% of defaults were
attributable to unemployment. However, the sample size is very small and the 95%
confidence interval is situated at +6% of the mean. To be prudent, the lower bound of the
confidenceinterval is used - 27%.

The net decrease in the default rate resulting from the improved economic environment is
the product of:

* a27% of default being due to lack of employment,
* a30% decrease in the unemployment rate for recent graduates, and

* al3.2% net default rate in a poor economic environment.
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Based on the foregoing, the decrease in unemployment rate results in a decrease in the net
default rate of 1.0%, from 13.2% to 12.2%. This gives areasonable figure for the effect
of a change in the economic environment.

Grace Period Interest Accrued on Loans

The Program provides an interest-free loan during the period in which the student isin
full-time studies. The benefit is available to full-time students and takes the form of an
in-study interest subsidy. During this period, the Government pays interest on the loan
and no payment is required from the student until graduation.

After the student graduates, there is a grace period of up to six months where interest
accrues on the loan but no payment is required. For loansissued prior to August 1993,
no interest accrues during the grace period as the Government continued to pay interest
on the loans during this period in the same manner as for the in-study period. For loans
issued since August 1993, the student is liable for interest that accrues on Canada Student
Loans during this grace period.

Since the provision is applicable to the amount of the loans issued, the amount of the loan
at consolidation can be higher than the amount at issue. An adjustment to the bad debt
provision has to be made for the interest added to the loan at consolidation. Based on
administrative data, students effectively consolidate six months after leaving school to
make the fullest use of the grace period. Assuming that the interest rate is 8.0% on
average for the projection period, the adjustment that has to be made is the product of:

* an 8.0% average annual interest rate,
e an11.3% provisioning rate, and
» asix-month lag to consolidation divided by 12 months.

Asaresult, a0.4% increase in the net default rate is made to determine the bad debt
provision.

Debt Reduction in Repayment Provision

The amount of utilization of the debt reduction in repayment program will decrease the
net default rate since those who default will do so on alower loan balance (part of the
loan will have been reduced). Therefore, the provision used for debt reduction in
repayment, described in the following section, should serve to reduce the net default rate.
A downward adjustment of 0.7% is made to the net default rate, which represents the cost
of debt reduction in repayment.

Summary of Adjustmentsto Net Default Rate

The following table summarizes all of the above adjustments along with the
recommended Bad Debt Provision for the projection period. The net default rate is based
on analysis done on past experience mentioned earlier in the report.
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Table43: Bad Debt Provision

Historical Net Default Rate 13.2%
Adjustments:
Program Enhancement -0.6%
Economic Environment -1.0%
Grace Period Interest on Accrued Loans +0.4%
Debt Reduction in Repayment Expense -0.7%
Bad Debt Provision 11.3%

The assumption used for gross default rate on loans consolidated is 22.0% and 50.5% is
used for the recovery rate. Thisgives anet default rate of 10.9%. The provision rateis
set at 11.3% on new loans issued to take into account the grace period interest on accrued
loans.

8. Debt Reduction in Repayment Provision

Thisisarelatively new program and there is limited experience with it. Debt reduction in
repayment (DRR) is taken following expiry of the interest relief period available to the
student borrower. According to Table 39 in the previous section on interest relief, 4% of
borrowers are on interest relief in the fifth year. Based on those student borrowers, the
proportion of studentstaking DRR in the sixth year will grow from 40% in 2000 to 60% by
2004.

The DRR program will forgive approximately 29% of the loan since the potential reduction
varies between 0% and 50%, limited to $10,000.

The projected DRR divided by the loans issued gives a provisioning rate of 0.7% on all new
loans issued.

The program enhancement would normally increase the provisioning rate for DRR.
However, since the future economic environment will be better compared to past
experience, the effect of these two components will offset each other. DRR is not affected
with the interest rate; therefore, the provision will remain constant in the future.

Interest Relief Provision

This provision is calculated using a projection of future consolidations for one cohort of
loans issued and a distribution by number of years since consolidation of the amount going
on interest relief.

Based on Human Resources Development Canada data, it was determined that a student
takes interest relief on average for eight monthsin the year.

| 71



ACTUARIAL REPORT
CANADA STUDENT LOANS PROGRAM
ASAT 31 JuLy 2001

All of these assumptions were used to project future costs for one cohort of new loans
issued. Theresulting interest relief costs were summed and divided by the new loans issued
to come up with 5.0% of the amount of new loans issued in 2000. Since the provision used
for 2000-01 was 2.6%, the provision rate for the loan year 2001-02 must be adjusted to take
into account the difference in the provision rate for 2000-01. The process was then repeated
with other cohorts using the appropriate future interest rates. Table 44 shows the interest
relief provision used for the projection. The program enhancement and economic
environment are assumed to counterbalance each other, but the increase in interest rate
affectsthe level of the future provision.

Table44: Interest Relief Provision

Loan Year % of Provision
2000-2001 2.6
2001-2002 5.0% + (5.0% - 2.6%) = 7.4
2002-2003 5.0
2003-2004 51
2004-2005 5.2
2005-2006 53
2006-2007 54
2007-2008 55
2008-2009 5.6
2009-2010 5.7
2010-2011 5.7
2011-2012 5.8
2012-2013 5.8
2013 + 5.9

10. Others Assumptions

a) Alternative Payment

The projection of aternative payment has been made by multiplying the net cost of the
Program (excluding HRDC'’ s administrative expense, administration fees to provinces,
alternative payment and net interest revenues) by the ratio of the population aged 18-24
that is not participating in the Program on the population aged 18-24 that is participating
inthe Program. Theinitial cost of alternative payment is $138.9 million for the loan year
2000-01. Theincrease for the loan year 2001-02 comes from including al three
provisions in the calculation of the net cost.

b) Recovery Cost
The recovery cost has been projected using a percentage of the recoveries. In 1999-2000,

the recovery cost was 15.3% of the total recoveries. Thisrate is assumed constant in the
future.
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¢) Administration Costs

HRDC provided estimates for four years of these costs based on afiscal year basis. The
costs have been converted in loan year and the extrapolation of future years has been
done using the wage increase.

Table 45: Administrative Costs ($ million)

Loan Year Administrative Costs
2000-2001 129.7
2001-2002 120.4
2002-2003 150.0
2003-2004 166.0

2004 + Increase with wages

d) Administration Feesto Provinces

Initial cost for administrative feesto provincesisthe actua cost of $8.6 million. The
wage increase is used to project this expense.

e) Canada Study Grants

For the loan year 2000-01, the actual cost of the Canada Study Grantsis $81.1 million.
In 2001, the cost is estimated by HRDC at $120.2 million. For future years, thiscost is
increasing following the inflation.

f) Loans Forgiven

The actual cost of loans forgiven is $9.5 million. The projection of loans forgiven
follows the increase of the portfolio that performs normally (loan in-study and in
repayment).
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Appendix 4 — Sensitivity Tests

An actuarial examination of the CSLP involves the projection of itsincome and expenditures
over along period of time. Theinformation presented in section A of the Main Report has been
derived using “best-estimate” assumptions regarding future demographic and economic trends.
Sensitivity tests are performed using assumptions for which changes within a reasonable range
have the most significant impact on the long-term financial results.

Both the length of the projection period and the number of assumptions required ensure that
actual future experience will not develop precisely in accordance with the best-estimate
assumptions. Sensitivity tests have been performed, consisting of projections of CSLP financial
results using alternative assumptions.

For the set of sensitivity tests, each of the key assumptions was changed individually, with the
other assumptions being maintained at their best-estimate levels. Two tests were performed with
respect to each of the assumptions. The alternative assumptions selected are intended to
represent the extreme limits of potential long-term experience. However, it is possible that
actual experience could lie outside these limits.

Each of these tests was then categorized as either a*“low-cost” scenario or a“high-cost” scenario.
In the “low-cost” scenarios, the alternative assumptions have the effect of reducing the annual
cost of the Program. Conversely, in the “high-cost” scenarios, the assumptions would increase
the program cost.

Table 46 below summarizes the aternative assumptions that were used in the sensitivity tests.
Thetableisfollowed by abrief discussion of each assumption and the impact its variation has on
the results.

Table 46: Long-term Sensitivity Test Assumptions

Assumption L ow-cost Best-estimate High-cost

1. Loan Limit -- $165 Indexed with inflation
2. Wage Increase 0.6% 1.1% 1.6%
3. Inflation 2.0% 3.0% 4.0%
4. Participation Rates— Canada (aged 18-34) 83% 80% 75%
5. Tuition Cost CPI CPI + 3.0% CPI + 6.0%
6. Rea Rate of Borrowing:

Government cost of borrowing 4.0% 6.0% 8.0%

Student borrowing cost 6.85% 8.85% 10.85%
7. Interest Relief Take-up 4.1% 5.9% 7.6%
8. Net Defaults 7.9% 10.9% 13.9%
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1. Loan Limit

This scenario assumes that the current loan limit of $165 aweek isindexed with inflation.
The scenario isincreasing the loan limit with inflation as student financial needs increase.
Contrary to the best-estimate scenario, the proportion of students at the loan limit will
remain relatively stable in this scenario but the amount of loans issued increases by 74%in

2025.

Chart 9: New Loans Issued ($ million)
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Chart 9 compares the new loans issued of the base scenario to the new loans issued with the
[imit indexed to inflation.

Table 47: Impact of Loan Limit on Loans Issued

Frozen Increased with Inflation
Loan Year Limit L oans|ssued Limit L oans|ssued
(%) ($ million) (%) ($ million)
2001 - 2002 165 1,598 165 1,598
2002 - 2003 165 1,641 170 1,669
2003 - 2004 165 1,822 173 1,876
2004 - 2005 165 1,889 176 1,969
2005 - 2006 165 1,865 180 1,969
2010 - 2011 165 1,965 201 2,245
2015 - 2016 165 2,185 229 2,796
2020 - 2021 165 2,293 266 3,387
2025 - 2026 165 2,495 308 4,342
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2.
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Wage Increase

Wage increases impact the CSLP by increasing the resources of a student determined in the
needs analysis process. This, in turn, reduces the needs of a student, which can reduce a
student loan’ s availability. However, thereis aso an increase in costs in administration
expenses because these are influenced by salary increases.

Theinitia years of the projection period assume the rea-wage differential to increase
uniformly from 2001 to its ultimate level. An ultimate real-wage differentia of 1.1% has
been assumed in years 2015 and thereafter for the best-estimate projections. Combined with
the best-estimate inflation assumption of 3.0%, it results in assumed nominal annual
increases in wages of 4.1% in 2015 and thereafter.

For the low-cost scenario, the assumed real-wage differential increases by 0.5%. This
reduces its ultimate level to 0.6% in 2015.

For the high-cost scenario, the assumed real-wage differential decreases by 0.5%. This
increases its ultimate level to 1.6% in 2015. This sensitivity test has little impact on the net
cost of the Program. For an increase of 0.5% in wages, the portfolio decreases but the
administration cost increases.

I nflation

An ultimate annual rate of inflation of 3.0% has been assumed for the best-estimate
projections. The rates of inflation are assumed at 2.8% in 2001 and 2.0% for 2002 to 2005.
It is assumed to increase uniformly from 2.0% in 2005 to its ultimate level of 3.0% in 2015.
The inflation rate affects the growth of a student’ s expenses. It also impacts the growth of
program expenditures and indirectly the resources. It aso indirectly affects the
Government’s cost of borrowing as well as the repayment rate charged to the student.

For the low-cost scenario, the annual rate of inflationsis assumed to decrease by 1.0%. This
reduces the long-term rate of inflation to 2.0% in 2015. Thislevel of inflation is comparable
to that of the 1960s and 1990s.

For the high-cost scenario, the annual rate of inflation is assumed to increase by 1.0%. This
increases the long-term rate of inflation to 4.0% in 2015. Thislevel of inflation is
comparable to long-term historical averages.

Participation Rates

Participation rates are used to determine the population not in the labour force. A higher
participation rate means that fewer people will be available to go to school. Therefore, it
decreases enrolment. During the next decade, it is assumed that the overall labour force
participation rate will remain relatively stable for youths, at 77.6%. For 2010-25, itis
assumed that participation rates will increase to 80.0% to compensate for the labour
shortage.
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For the low-cost scenario, participation rates are assumed to reach their highest historical
level by 2025. The labour shortage is greater than has been forecasted in this scenario.

For the high-cost scenario, participation rates are assumed constant after year 2010. The
labour shortage will be moderated by increases in migration.

Tuition Cost

The long-term estimate of tuition growth is based on past increases of tuition relative to the
CPl. Over thelast 25 years, tuition increases have been aresult of the CPI plus 3.0%. Since
similar budgetary pressures are anticipated in the future, given the aging of the population,
the CPI plus 3.0% was used as our ultimate growth rate.

For the low-cost scenario, ultimate tuition growth is expected to be only the CPI. This result
ismorein line with increases of other goods and services. This also means that the
Government’ s funding on education will be more in line with inflation.

For the high-cost scenario, tuition growth is expected to be CPI plus 6.0%. The aging of the
population could cause significant budget pressures that could reduce funding in key areas
such as post-secondary education.

Real Rate of Borrowing

Changesin the real rate of borrowing involve fluctuations in the interest rate not caused by
inflation. Thisrateisrelated to the Government cost of borrowing, which impacts the cost
of the interest subsidy for studentsin school and the cost of providing interest relief for
studentsin need. This sensitivity test also affects the students’ real rate of borrowing. This
rate has been historically very volatile. Asaresult, greater emphasis should be placed on
assessing the sensitivity of this assumption.

The low-cost scenario reduces the rate by 2.0% and the high-cost scenario increases it by
2.0%. Each of these scenariosis plausible based on volatility of past experience.

Interest Relief Take-up

In 1998, the interest relief program was extended from a maximum of 18 monthsto a
maximum of 54 months. Asaresult, experience based on the use of this extended benefit is
limited. Greater emphasis should be placed on assessing the sensitivity of interest relief use
based on this limited experience.

The low-cost scenario reduces the interest relief and the provision use by 30% to 4.1% in the
long term. An enhanced economic environment is assumed in the future. Thiswill reduce
the need for interest relief benefits.

The high-cost scenario increases the interest relief use and its provision by 30% to 7.6% in

the long term. Better communication to students is assumed to increase the awareness of the
existence of thisrelatively new extended interest relief benefit. Thiswill increase its use.
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8. Net Defaults

The net default rate of student loansis amajor component of the Government’ s cost of
being involved in the Program. The rate is 10.9%, which corresponds to a provision rate of
11.3% on new loansissued. Thisrateis closely linked with the employment environment
for new graduates since that environment affects the ability of studentsto repay their loans.

The low-cost scenario reduces the gross default by 2% to 20% and increases the recovery
rate to 60.5%. Subsequently, the net default rate is 7.9% with a corresponding provision of
8.3% of new loansissued. An assumed enhanced economic environment in the future will
reduce the default rate. Potential better communication with students will also serveto
reduce this rate.

The high-cost scenario increases the gross default rate by 2% to 24% and decreases the
recovery rate to 42.0%. Subsequently, the net default rate is 13.9% with a corresponding
provision of 14.3% on new loansissued. The economic environment is assumed to be worse
in this scenario with a higher unemployment rate for students.

The results of the sensitivity tests are shown below.

Table 48: Sensitivity Test Resultsfor Loan Year 2025-2026

Loans Growth | Portfolio
Assumptions Scenario Issued Increase Rate July Increase| Net Cost Increase
($million) % % ($ million) % | ($million) %
Base scenario Best-estimate| 2,495 - 20 17,034 - 1,412 -
Sengitivity tests
1 —Index limit with inflation | High-cost 4,342 74.0 5.6 26,389 54.9 1,982 404
2 —Wage differential -0.5% L ow-cost 2,597 4.1 21 17,676 3.8 1,397 -1.1
2 —Wage differential +0.5% | High-cost 2,369 -5.0 1.9 16,266 -4.5 1,425 0.9
3 —Inflation —1% Low-cost 2,255 -9.6 17 15,422 -9.5 1,115 -21.0
3 —Inflation +1% High-cost 2,733 9.5 2.2 21,073 237 1,760 24.7
4 — High participation Low-cost 2,090 -16.2 -1.9 15,920 -6.5 1,282 -9.2
4 — Low participation High-cost 2,684 7.6 25 18,005 5.7 1,471 4.2
5 —Tuition -3% Low-cost 2,097 -16.0 1.0 14,856 -12.8 1,289 -8.7
5 —Tuition +3% High-cost 2,942 17.9 2.8 19,456 14.2 1,550 9.8
6 — Interest rate 2% Low-cost 2,495 - 20 16,679 2.1 1,231 -12.8
6 — Interest rate +2% High-cost 2,495 - 2.0 17,384 21 1,594 12.9
7 — Interest relief take-up 70% | Low-cost 2,495 - 2.0 16,859 -1.0 1,356 -4.0
7 — Interest relief take-up 130% | High-cost 2,495 - 20 17,207 1.0 1,465 37
8 — Net default rate 7.9% Low-cost 2,495 - 2.0 17,217 11 1,351 -4.3
8 — Net default rate 13.9% High-cost 2,495 - 2.0 16,850 -1.1 1,519 7.6
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