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Executive summary 

Before the Standing Committee reports to the Legislature with recommendations on Bill 

9, you will have heard from many people and organizations with ideas, opinions and 

analysis on how to proceed with public sector pension reform. Knowing you will be 

faced with volumes of paper as a result, the LAPP Board has decided to provide a brief 

written submission and not add too much to the information it already submitted during 

the LAPP presentation to you June 4, 2014. However, pensions are complex and as 

one of the few large multi-sector plans of its kind in Canada, LAPP too can be quite 

complicated. If other information is needed by the committee, LAPP is happy to provide 

it. 

This submission will focus on three key pieces of discussion, which will serve to update 

you with the most recent financial information on LAPP as well as reiterate the important 

messages our Board Vice Chair George Walker shared during his power point 

presentation to you in June. The items discussed in this submission include:  

 LAPP’s 2013 Actuarial Valuation – how it manages risk and puts the Plan on a 

better footing going forward; 

 The Board’s position that LAPP is unique and that through its comprehensive 

knowledge of the Plan, the LAPP Board is in the best position to effectively 

manage risk as part of a balanced approach that includes all three legs of the 

LAPP sustainability stool – funding, investments and plan design; and, 

 The Board’s position that change should be made based on consultation rather 

than by government legislating reform. Immediate progress on governance is 

needed to ensure those who are paying for the Plan and sharing in the risk are 

included in the decision making. 

It is the Board’s hope that committee members take the time to read the three LAPP 

Annual Reports given to you in June so you have a first-hand understanding of the high 

level of transparency LAPP has had with its stakeholders, including members, around 

the risks facing the Plan and the need to address them. The narrative in those reports 

shares the Board’s journey over the past three years to manage and communicate risk 

in an effort to stay out in front and keep the Plan viable and affordable for many years to 

come.
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LAPP 2013 Actuarial Valuation 

In the Board’s June presentation to the Standing Committee we discussed how risk 

management is a key focus of the Board and how the tools it uses to manage risk are 

what allow LAPP’s Board to take a balanced approach to the long-term viability and 

affordability of the Plan.  The presentation highlighted for you three main policies that 

form the foundation of LAPP’s risk management; investment policy, funding strategy 

and actuarial valuation policy. It identified the Board was working on an actuarial 

valuation for the period ending December 31, 2013 and the Board would now like to 

update you on that work. 

On July 18, 2014 the LAPP Board approved its 2013 actuarial valuation and instructed 

its actuary to prepare the valuation for filing with the Canadian Revenue Agency. One of 

the ways LAPP’s Board manages risk in the Plan is to complete a valuation every year, 

allowing the Board to respond more quickly to changes in the economic environment or 

plan demographics. The Board generally files the valuation each year to preserve a 

three-year filing window and thus maintain optimum flexibility for managing risk. 

The 2013 actuarial valuation is good news for LAPP stakeholders for a number of 

reasons: 

 it holds contribution rates steady for 2015 and 2016 

 it completely absorbs the added cost of applying new mortality tables (2.46%), 

thus helping to address longevity risk without increasing contributions  

 it maintains the discount rate at 5.75%, which allows the Board to increase 

margin to 95 basis points (from 65 bps currently) and puts the Plan in a better 

financial position to weather any unexpected adverse events 

 it improves the Plan’s funded position slightly, up to 82% from 81%, keeping 

everything on track for paying-down the unfunded liability on schedule 

 it maintains a strong smoothing reserve which leaves the Plan less vulnerable to 

asset volatility 

While LAPP members and employers still pay the lowest contribution rates of any public 

sector plan in Alberta, the rates have increased significantly over the last decade in 

response to market volatility and historically low interest rates. The Board is working to 

manage those contribution rates through a balanced approach to risk management that 

looks at funding, investments and plan design. The actuarial valuation focuses the 
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Board’s attention on the funding leg of the LAPP stool (pictured on the title page). 

Contribution rates need to be affordable over the long term and should reflect a proper 

alignment between how LAPP prices the Plan and how it values Plan benefits. 

Special payments to cover the unfunded liability are currently at about 30% of LAPP’s 

aggregate contribution rate of 24.16%. As those “debt” payments come off (2019 - 

2026), with all else being equal, contribution rates should come down and more closely 

reflect current service costs for the Plan, reducing the risk of intergenerational transfers. 

As the Plan matures, however, current service costs will change and LAPP will work to 

manage those costs by continuing to price risk appropriately. The 2013 valuation dealt 

with immediate and medium term risks of volatility and longevity, but the risk of Plan 

maturity is still ahead. 

Over the long term, LAPP will be looking at ways to manage plan maturity. At this point 

the Plan is in a better position in terms of maturity relative to other plans in Canada and 

among the Alberta public sector plans. As a result, LAPP is in a unique position to make 

incremental and prospective changes today to mitigate the risk of plan maturity in the 

future, before it compromises the financial viability of the Plan.  

Part of the Board’s prudent, ongoing management of risk in a maturing plan, has been 

to continue to narrow the gap between the discount rate and long-bond yields so it can 

price risk on a reasonable basis.  Although there has been recent upward movement on 

investment returns, it doesn’t take pressure off of reducing or maintaining the discount 

rate. LAPP has to make progress today in preparing to address maturity risk in the 

future. This is all part of LAPP’s funding strategy to identify and manage risk. The 

results of the 2013 Actuarial Valuation show how this strategy is moving us in the right 

direction. 

The LAPP Board, through its considerable knowledge of the Plan is in the best position 

to manage this risk, using the balanced approach represented by the LAPP 

sustainability stool. Other positive observations from the valuation process include: 

 The negative impact of new mortality tables was partially offset by changes in 

other demographic assumptions, revealed through our experience study 

 New membership continues to grow in LAPP and it has positive net cash flow 

 Our market value of assets now exceeds our smoothed value of assets by about 

$1.4 billion, providing us with a substantial smoothing reserve for managing 

unforeseen risks that might occur in the next two years 
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LAPP is unique; LAPP’s Board is managing Plan risks  

In his letter to the Standing Committee, dated May 5, 2014, the Hon. Doug Horner, 

President of Treasury Board and Minister of Finance wrote, “Alberta’s public sector 

pension plans are not in crisis today but with unfunded liabilities in the billions of dollars 

and high contribution rates for both employees and employers, steps must be taken 

now to address the challenges facing the plans.” 

While LAPP’s Board cannot comment for other Alberta pension plans, it can advise the 

committee that it long ago came to the same conclusion and that it began this 

discussion with stakeholders, members and the Minister some time ago when it started 

a “sustainability planning” process based on consultation and backed by a rigorous 

process of risk management. In the 2011 Annual Report, the Board identifies for LAPP 

stakeholders that while there is no crisis, it is prudent to identify future risks to the Plan. 

The report talks about funding challenges and identifies that LAPP is working to mitigate 

risks and explains how.  

In 2011, LAPP developed the long-term funding strategy which is a risk management 

tool that identifies when funding has weakened to the point that decisions need to be 

made to financially strengthen the Plan, signaling that stakeholders must be consulted 

on future direction. In 2012, the Board determined, based on stakeholder and member 

feedback, that there was little tolerance for continued increases in contribution rates. A 

process began to consult on possible options for dealing with longevity risk, mortality 

risk and the risk of market volatility through a balanced approach to sustainability that is 

based on a review of all three legs of the LAPP stool.  

Because Plan design was one of the legs that needed to be looked at, and because the 

LAPP governance structure offers no formal way to consult with sponsors on changing 

Plan benefits, the Board set up a committee of stakeholders to review benefit options 

and renewed its call to government for changes to governance so sustainability could 

be addressed. The three LAPP Annual Reports you were given tell the story of that 

consultation and the risk management process the Board has developed and continues 

to use to manage the Plan. Those reports and Board newsletters sent to members and 

stakeholders over the last couple of years also show how the Plan’s finances have 

improved over that time, so we have not repeated that here. 

But as you heard in the LAPP presentation to the Standing Committee in June, LAPP is 

unique. In addition, the LAPP Board considers itself the expert on LAPP because of its 

knowledge about the Plan, and the Board believes it is best suited to be making these 
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decisions. Also, risk is best managed based on a balanced approach that also looks at 

investments and funding strategy, not just changes to Plan benefits. 

The way risk is managed at LAPP is to align funding strategy to reflect LAPP’s unique 

investment policy, its unique demographics and its unique circumstances. This is done 

every year when LAPP completes an actuarial valuation, as explained above. A pension 

plan like LAPP needs to be managed over the long term and that means carefully 

assessing risks from all directions on an annual basis and making appropriate decisions 

in a timely fashion to prepare adequately for the future. LAPP is not in a financial crisis 

and has risk management processes in place to help keep it that way. Pension reform 

needs to align with LAPP’s unique circumstances and work within its risk management 

strategy to achieve the best outcome for LAPP stakeholders. The LAPP Board 

continues to work with that goal in mind. 

 

Change based on consultation and progress on governance  

In his letter to the Standing Committee, dated May 5, 2014, the Hon. Doug Horner, 

President of Treasury Board and Minister of Finance, asked the committee to review Bill 

9 “with an eye to preserving the defined benefit nature of the pension plans.” In asking 

the committee to take on this review, the Minister went on to say,  

 “The committee should also examine how long term sustainability and affordability of 

the plans can be managed taking into consideration intergenerational fairness to 

members and taxpayers.”  

The Minister’s request sums up succinctly LAPP Board’s priorities as set out in the 2012 

to 2016 Strategic Plan. It is also reflected in the Board’s funding strategy and its 

approach to risk management. It complements the approach the Board took to 

sustainability planning when it brought employers and employee representatives 

together and formed the Ad Hoc Committee on Sustainability to deliberate on the best 

strategies for LAPP.   

Although the stakeholder committee had not reached a consensus on plan design when 

the Minister took over and began leading the process, LAPP’s Board made 

considerable progress on consultation with key stakeholders. It learned first-hand the 

value of educating Plan “sponsors” on the risks and the complexity of the system and 

allowing an exchange of ideas and understanding. By exploring the issues together, 

stakeholders were able to discuss possible solutions face-to-face, through open, 

informed and rational discussion.  



  Submission to Standing Committee  

6 

 

LAPP’s Board realized early-on the importance of meaningful consultation, because the 

stakeholders who “sponsor” the Plan (those who pay for it and share the risk) should be 

the ones to decide what kind of plan they will have, what they are willing to pay for it and 

how they will share the risk. It is clear from the transcripts of the Standing Committee 

you heard from many others about the need for proper consultation. It is the Board’s 

hope the significance of that message will not be lost in your deliberations.  

All of the Alberta experience in these past few years and the lessons learned by other 

pension plans in other parts of the country and around the world speak to the truth that 

an effective governance structure is essential to sustainability.  

Good governance isn’t about power. It’s about a streamlined process for getting things 

done, when they need doing, so as to manage risk effectively. LAPP has been asking 

the Government of Alberta to improve its governance model for more than 20 years so it 

can set up these processes and make decisions about the future of the Plan. Despite 

repeated assurances to the contrary, governance issues continue to remain 

unaddressed, which exacerbates many of the risk management issues identified by the 

Auditor General in his February 5, 2014 report on the government’s oversight systems 

for Alberta’s Public Sector Plans. 

Ultimately, to achieve a sustainable LAPP, employers and employee groups need to 

find a way to achieve consensus in order for changes to be made. The current 

governance structure does not officially recognize these stakeholders as sponsors or 

provide them with a representative model for decision making which would allow them 

to “set the pension deal”. LAPP urges the Standing Committee to see the need for 

immediate progress on proper governance for LAPP, which has long ago been 

achieved for other public sector plans in Alberta and across the country.  

LAPP also urges the Standing Committee to see the importance of pension reform 

based on consultation and not forced by legislation. LAPP has 230,000 members, 418 

employers and about 50 unions and associations. The members and employers who 

pay the freight should have benefits that meet their needs at a cost they can afford and 

are willing to pay. Legislating change is not the answer and imposing a cookie-cutter 

model of reform to four unique pension plans, each with a completely different set of 

circumstances, is perhaps not the best way to manage risk for LAPP going forward.  

Thank you for the opportunity to make a written submission on Bill 9.  


