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Longevity Risk in perspective 

 Each Plan is different - CAAT facts 

 Bigger context: how does longevity risk fit? 

 Our review of hedging longevity risk 

 What should advisors do? 

 



Each Plan is different -  

features of the CAAT Pension Plan 

Jointly-sponsored, multi-employer pension 

plan  

 

 Equal representation 

 Bicameral governance structure 

 29 employers and growing 
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Healthy demographic profile 
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Active members: 20,500 

Retired members: 12,100 (including survivors) 
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Recent Highlights 

 Filed valuation with $154 Million surplus 

 Funding Task Force 

• Confirmed value and sustainability 

• Longevity recognized = $ 450 Million increase in 

liabilities 

• Expect average member to live to age 88 + 

 Permanent solvency exemption and JSPP 

Framework agreement 

• Intergenerational equity 

• Stable and appropriate contributions and benefits 

• Deficits result in benefit reductions 

 
5 

5 



Longevity Risk in perspective 

 Each Plan is different - CAAT facts 

 Bigger context: how does longevity risk fit? 

 Our review of hedging longevity risk 

 What should advisors do? 

 



7 

Mandate of the CAAT Pension Plan 

The purpose of the CAAT Pension Plan is to improve 

the financial security of members in retirement with 

appropriate and secure benefits supported by stable 

and affordable contribution rates. 

 

 

Secure = don’t ignore longevity  

Affordable = don’t overpay – intergenerational equity 

 



Our priorities 

Contribution rates 

Minimize probability 

of increases 

Appropriate for 

benefits earned  

Reduce volatility 

 

 

JSPP Framework = 

Secure benefits 

Avoid benefit 

reductions (funding 

level) 

Paying post-2007 

conditional 

indexing 

 

Deficits create benefit 

reductions 
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However, we also aim to… 

 Reduce, manage risk 

 Control long-term 

costs 

 Provide timely service, 

education, 

communications 

 Deliver excellent value 
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Inherent Risk 

 The level of risk prior to any risk mitigation 

activities. 

 Identifies the top risks the Plan must focus on 

and ensure risk mitigation activities are in 

place. 

 Is a function of the inherent likelihood and 

inherent consequence of the risk occurring. 

 

The likelihood and consequence of longevity 

improvements? 
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Inherent Consequence –  

short-term versus long-term 

5 4 3 2 1

Worst Case Severe Major Moderate Minor

Impact to CAAT

Threatens the 

survival of CAAT in 

its current form

Significant 

deterioration

Noticeable 

deterioration

Board Impact

Immediate Board 

of Trustees action 

required

Board of Trustees 

action required

Brought to the 

attention of Board 

of Trustees, 

Board action 

considered

May or may not be 

brought to 

attention of Board 

of Trustees, dealt 

with internally



Risk Appetite 

 The type and amount of risk that an 

organization is willing to pursue or retain in 

pursuit of its strategic objectives. 

13 



Linking Amounts of Risk 
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Source:  Deloitte & Touche, LLP 



Risk Framework 
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Risk Appetite Scale 
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 Rating Philosophy Tolerance for 
Uncertainty 

Choice Trade-off 

  Overall risk 
taking philosophy 

Willingness to 
accept uncertain 
outcomes or 
period-to-period 
variation 

When faced with 
multiple options, 
willingness to 
select an option 
that puts 
objectives at risk 

Willingness to 
trade off against 
achievement of 
other objectives 

5 Open Will take justified 
risks 

Fully anticipated Will chose option 
with highest 
return, accept 
possibility of failure 

Willing 

4 Flexible Will take strongly 
justified risks 

Expect some Will choose to put 
at risk, but will 
manage impact 

Willing under right 
conditions 

3 Cautious Preference for 
safe delivery 

Limited Will accept if 
limited and heavily 
outweighed by 
benefits 

Prefer to avoid 

2 Minimalist Extremely 
conservative 

Low Will accept only if 
essential and 
limited 
possibility/extent 
of failure 

With extreme 
reluctance 

1 Averse “Sacred” 
Avoidance of risk 
is a core 
objective 

Extremely low Will select the 
lowest risk option, 
always 

Never 

 



Summary 

Longevity improvements beyond our 

assumed rates is a real risk.  However, 

 Capacity to absorb risk (self-insure) 

 Make course corrections as needed 

 Hard to defend changes without experience 

losses and recent updates 

 Cost of reducing this risk now creates other 

risks: Benefit reductions? 

 

 
17 

17 



Longevity Risk in perspective 

 Each Plan is different - CAAT facts 

 Bigger context: how does longevity risk fit? 

 Our review of hedging longevity risk 

 What should advisors do? 

 



What should advisors do 

 Same as other projects, recognize: 

 Each Plan’s risk tolerance is different - CAAT 

focus is quite different from private sector 

employers 

 Understand how longevity risk fits into overall 

priorities and  

 Use experience gains and losses to build 

business case – Noise vs. Trend 

 

 

 



What should advisors do 

 Evaluate various ways to manage longevity 

risk 

 Investment approaches 

 Longevity Index Hedge 

 Longevity Swaps 

 Annuities 

 

 

 



What should advisors do 

 Evaluate when the conditions are right: 

 Easier to do when in surplus – for some  

 When risk reduction focus is high – for some 

 Counterparties are seeking deals – zero cost? 

 May take time to gain acceptance 

 Use examples where this has been implemented 

– in Canada 
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Longevity Risk - 

Tolerances and Appetites 

 

Questions 


