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Moderator Tony Williams: Good morning. We’re going to get started now if everyone’s ready to go. Welcome to 
session 24 on Actuarial Funding Issues for MEPPs, Multi-Employer Pension Plans. I’m going to both moderate this 
session—I’m Tony Williams—and I will also present part of the material. Barry Gros and Steve Butterfield will also be 
making parts of the presentation this morning.  

So I’m going to do a quick overview before we get into the issues, and then pass it over to Barry, who’s going to talk 
about regulatory issues and some of the risks that multi-employer plans and targeted plans face. Then Steve will talk 
about contributions versus accruals, hours worked and longevity risks. Then I’m going to wrap up with a discussion of 
asset liability mismatch risk, interest rate, inflation. And I appreciate that maybe not everyone here today practices in the 
area of multi-employer plans, so we will have a little bit about what this is all about, as well. Hopefully it’s not too 
elementary for those people who are practicing in the area.  

I’ll start with why we’re having this session this morning. There was a pension task force that adopted a policy position 
on target benefit pension plans and multi-employer pension plans. That position paper is on the CIA website if anyone is 
interested in seeing it. The Practice Council established a multi-employer plan and target benefit funding task force 
partly because of some of the things coming out of the public policy statement and out of the retooling document that 
was issued last fall based on some work of the Practice Council and the pension task force. I want to recognize the 
unique characteristics of multi-employer plans that we’ll talk a bit about here, and this emerging area of target benefit 
pension plans as well, and how those unique characteristics affect the funding. It’s really important that the funding 
characteristics that apply in a corporate-type pension plan are quite different than would apply in a multi-employer plan.  

Now the task force has a number of members. The three of us are on the committee. The committee is actually chaired 
by Steve Bonnar and there are several others. I don’t think any of the other committee members were able to make it to 
this session.  

If you will recall, for those of you practicing for a while, there was another report issued on the multi-employer space 
about 10 years ago; June 2001 there was a task force. So part of this is really to update what’s happened in the last 
decade. Why should we make some changes now? 
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The task force is going to develop a list of recommendations. Actually, what we’ll talk about this morning is primarily 
the first view risk identification and impact, risk measurement and risk management strategies. The next steps that the 
committee is going to take, and we haven’t gotten to that stage yet, but probably over the summer and into the fall we’ll 
be looking at: what are appropriate margins for multi-employer-type plans? What are the accrual methods, disclosures 
and member disclosure? So, those are the next steps that are going to be coming in a report that we’ll issue. I think we’re 
targeting around November to issue a report. And again the timing is really up to Steve Bonnar to pull that together. I 
imagine there’ll be some kind of a draft that circulated to practitioners. That’s coming up. 

For those of you who are less familiar with this, when we talk about a multi-employer pension plan it’s quite often there 
are negotiated costs, trustee type of pension plan where quite often it’s in a union setting. And there’s a contribution 
which is negotiated for individual groups with individual employers, then that money funnels into a larger co-mingled 
asset base. There can be many, many employers in a plan; there might only be a few but some of these plans have dozens, 
if not hundreds of employers participating. And an important complement to that, it doesn’t really matter what happens 
to the individual employer as much. An individual employer can go bankrupt and it actually has no impact on the plan. 
Very different than a single type of plan.  

Benefits, again you can’t really generalize too much, but a lot of them are a flat benefit where it’s so many cents per hour 
or based on the contributions, that kind of thing. Quite a lot of plans just don’t have automatic indexation or any of 
those other kind of, those kinds of improvements would be provided by some kind of future benefit improvement 
through more negotiations. But the advantage for an employer or specified multi-employer plan, and they look like a 
defined contribution plan for a participating employer, so that for the employer’s perspective it’s a relatively simple cost 
and accounting: they contribute so many dollars per hour, whatever percentage of payroll, and then they treat that as a 
DC contribution and they’re pretty much done with it. But as far as the member’s concerned it looks like a defined 
benefit. And this is really something that’s quite tricky to manage the expectations of the plan members—that they think 
it’s a defined benefit all the way. That does take some careful work by the board of trustees.  

The fiduciaries on a multi-employer plan really have an interesting and sometimes difficult job of managing the fixed 
contributions to provide a defined benefit. I think that that has implications back for actuaries who are providing advice 
on how to finance these plans because if the plan can’t be fully funded, generally, fairly quickly benefits end up getting 
cut. And because there is no recourse in general—I think there is in Québec for some types of plans, but in general there 
isn’t recourse back to the employer if the plan runs short. So the way to make the assets and liabilities match or brought 
into line is to cut the benefit. It’s generally very difficult to raise contributions again; the employers are not required to 
make up for deficits. If a deficit arises generally the unions can try and go back and negotiate some more money, but 
there’s no guarantee the money will be there. Figure if the industry is in little tough shape it will be tough to get any 
additional money. 

We’ll talk for a minute about target benefit pension plans. And this is an option recommended by the Ontario Expert 
Commission [on Pensions] a couple of years ago, and again the task force is going to look into more of the potential 
ways that a target benefit plan could be set up, the legislative hurdles that are making it difficult right now for those types 
of plans to be put together; that’s one of the things this task force will try to identify. And they operate a little bit like a 
multi-employer plan in that there’s a contribution that goes in and a benefit that’s provided but the benefit is going to be 
somehow adjusted if the experience . . . Quite often the investment experience is adverse, you can reduce or change the 
benefit level. But it does require some changes in the legislation. So I’m now going to pass over to Barry Gros, who’s 
going to talk about several of the issues. 

Barry Gros: Just wanted to get a sense of who in the room actually works day-to-day on multi-employer pension plans? 
Just want to get some sense, so . . . Who doesn’t? Is that the people who didn’t raise their hands? OK, good, we’ve got a 
mixture. So for those who don’t, today it’s a pretty good time to be working in pensions right now. As you can probably 
realize, it’s top of mind with a lot of people and it’s getting a lot of play in the government spectrum. So I sometimes talk 
with my clients and remind them how cool pensions are these days. And for those of you who don’t work in multi-
employer pension plans, that’s too bad because they’re the coolest of the cool.  

(Laughter) 
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Hopefully we will get some of that across as we cover this off in our session today.  

Again for those of you who don’t work in multi-employer pension plans, one of the best resources I found out there, 
with respect to an analysis of the issues of multi-employer pension plans, certainly from an Ontario perspective, was a 
research report that was prepared for the Ontario expert commission. A couple of things that came out of this report, 
because there are a couple of different databases—I wouldn’t say databases—a couple of different sources out there with 
respect to how many plans might exist . . . It’s not something that’s tracked by Stats Canada from what I can see, but 
there are about 400 plans across Canada and a lot of them intend to be big plans. You’ve got over 1.5 million members 
covered by these 400 plans and a lot of concentration in Ontario, Québec and BC. They are found in most provinces, 
but not every province has as many of them. 

The regulatory environment is interesting; the definition of MEPP’s varies across the country. I just wanted to give you 
some flavour for that because, as you realize, the pension benefit acts were being re-written in the 1980s to introduce a 
lot more: stronger entitlements for plan members, a lot more protection for plan members. There were a lot of gaps in 
those acts. They didn’t cover defined contributions plans very well, they didn’t cover multi-employer pension plans very 
well. What you’ll find is that some of the problems that exist today are as a result of them not really being anticipated at 
the time of the last crack at pension legislation. So it’s nice to see that as the various expert commissions across the 
country have been trying to address the reform, the pension standards issues, that we are starting to see multi-employer 
pension plans get a lot more specific mention in play. But just to give you some sense, in BC we have multi-employer 
pension plans but we also have negotiated cost plans, OK? For some reason BC needs two definitions. They’re the only 
province that has a negotiated cost plan actually defined in the Pension Benefits Act, which is neat, actually, when you 
get into it. Alberta has got two definitions and they split them in-between those who are bargained and those who don’t 
involve collective bargaining. The direction that we’re seeing in the regulators is that to have any kind of a target benefit 
plan, they have to fall within a collectively bargained arena. And there doesn’t seem to be any tolerance with the federal 
regulator or the Ontario regulator for these kinds of, call it “squishier” plans where contribution benefits. There tends to 
be some flexibility there that they only want those to work within a collectively bargained environment.  

Saskatchewan tends to draw on the Income Tax Act definitions for specified multi-employer plans. Ontario differentiates 
between what they consider DC-type plans, and they use the sole MEPP definition of specified Ontario multi-employer 
plans. They create a DB type of multi-employer plan where for the most part most of them are the jumbo plans, the 
JSPPs for those of you who follow that. But what’s happening with those plans is that there are five jumbo plans in 
Ontario. They’re all public sector or broad public sector plans. Three of them have actually moved towards conditional 
indexing, which means as you start moving away from fixed benefits and you have conditional benefits you’re already 
starting to move in to a target benefit sphere even if you don’t call it a target benefit plan. And I think what was really 
ground-breaking, which probably a lot of people don’t realize unless they’ve been following it is that the OMERS 
pension plan which covers municipal employers primarily in Ontario through the last round, it’s a jointly trusteed plan, 
through the last round of negotiations on benefit changes, they’ve actually negotiated benefit reductions, potentially 
outside of the indexing sphere. So there may be other benefits reductions happening. I think it’s a logical progression, a 
natural progression that these plans move towards more of a target benefit approach. 

As I said, pension standards typically haven’t differentiated. And that really caused problems because of the lack of any 
specific rules from multi-employer plans when the first perfect storm of the early 2000s hit; all of a sudden you had a 
decrease in interest rates, we could no longer justify 7.5 percent or 8 percent valuation rates for the pension liabilities. 
The assets tanked and suddenly the solvency valuations that we were doing that didn’t really matter came into play. And 
that caused a lot of boards of joint trustees some pretty heavy discussions because the funds coming in, which were 
negotiated and couldn’t increase, couldn’t meet the funding requirements that are required by law. Some plans had to 
reduce benefits, had to really look at the basis that they were using. So those are fairly tough times. And as a result of 
that, you can see that through 2007–2008, one, two, three, four, five jurisdictions put in temporary moratoriums for 
solvency funding for multi-employer plans in recognition that this was a problem. The rules and legislation weren’t 
working and they didn’t have a solution so they put in a temporary solution. But I think one of the things we’ve learned 
in the last decade, having now had two perfect storms, is these temporary solvency relief rules don’t work. We need 
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something more permanent and we’re certainly hoping that as we go forward through the next phase of pension reform 
standards that we’re going to see things that will operate on a more permanent basis. 

So I just want to give you some flavour of what’s happening in the reform front and that’ll give you a better 
understanding of a lead into the risks that we’ll be talking about later. There’s been a recognition in most—not all, not 
all jurisdictions want to see multi-employer pension plans treated differently, but quite a few of them do. It’s certainly 
obvious that you need different rules for DC and DB, it’s not always obvious that you might need different rules 
between multi-employer plans, target benefits plans, jumbo plans versus your single-employer DB plan. But we’re 
starting to see recognition through the analysis that’s been done by the expert commissions. We’re starting to see some 
recognition of that, perhaps in our professional standards and the work that we’re doing within the CIA. But one of the 
biggest problems that we have is that we’re dealing in the realm of politics, we’re not dealing in the realm of logic, we’re 
not dealing in the realm of “Let’s do what makes sense.” There are huge political considerations at play here. And one of 
the biggest issues at play, and I had the benefit of talking to people in finance in Ontario with respect to the challenges 
that they’re facing in trying to come up with new standards, is the last thing that the politicians want to have is the optics 
of “these public sector plans need to be treated differently because they’re public sector”. Because then you’ve got the 
private sector people saying, “Hang on a second, you can’t have the public sector plans having special rules,” and we’re 
hit by all these other onerous rules. So there’s a real political game going in play right now and I don’t know how many 
people really realize that that has a huge consideration with respect to the direction that we’ll end up taking. 

I wanted to cover a number of the different aspects of pension reform and what’s happening. In funding I think we’re 
seeing a move away from solvency funding. It was certainly recommended in the Ontario [Commissioner Harry] 
Arthurs’ report, a move towards going concern but some modifications. Going concern with maybe shorter amortization 
of unfunded liabilities, maybe specified funding targets greater than 100 percent funding, stress testing being required 
and also maybe even specified margins that have to be in or certainly the specifications of what margins are in there.  

If you look at what’s happening with respect to legislation on benefit improvements, what we’re seeing is talk about 
restrictions. Restrictions only of stress testing shows that the benefit of improvement is sustainable on some basis going 
forward, and only if the funded status is retained at a certain minimum level. Those are the sorts of things that we’re 
going to see. And I think the big issue here is, I think that sometimes we have to be careful, but we don’t really know 
what the real cost is. We talk a lot about best estimate assumptions, but unfortunately we don’t know what the real cost 
is of these benefits and so in trying to match the funding with the benefit, there’s always going to be some play in there 
and I think that’s going to be one of the biggest challenges. 

With respect to valuations, there’s been talk about changes to valuations but we haven’t really seen much coming out of 
the Standards, the Pension Standards Reviews, but there’s some movement towards annual valuation, we’re seeing that 
on the federal front. I haven’t seen that anywhere else. Certainly we already have standards with respect to annual 
valuation of certain funding thresholds having been met, but haven’t seen too much there. Some interesting 
developments on the transfer value front. There seems to be an interest in moving away from the CIA transfer value 
basis, and I haven’t really seen any of the discussion about that within the CIA as to what the implications of that might 
be. So the idea would be more transferring out the value based on the going concern funded ratio with or without the 
margins. No catch up; if your plan is only 70 percent funded and people are taking money out, well, they just get 70 
percent—they’ll never get the 30 percent. Those are the kinds of things that are being talked about with respect to 
reform.  

And the big issue in Ontario, and this is a huge issue, and they haven’t resolved, it’s bouncing around within finance as 
they’re trying to write the legislation, the new draft of the legislation, but it’s when employers move out of a MEPP. And 
basically it’s almost like a partial wind-up. Right, OK? So employer moves out of MEPP, wants to take all their 
employees out of the MEPP, the MEPP isn’t fully funded, what do you pay? Do you pay 100 percent of the CV? Or do 
you just pay the funded ratio? If you pay 100 percent, who is going to make up the deficit? It’s a huge issue right now in 
Ontario and they’re really struggling with that one.  

On the governance front, we’re looking at specified governance standards so that there would be that minimum 
representation by members and former members would be guaranteed in the legislation. Funding policies, investment 
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policies, benefit increase policies—these might be required documentation for these kinds of plans so that they can move 
away from ad hoc decisions at the time of that decision being made, and maybe a little bit more forethought with respect 
to what they would do, with respect to use of surplus on funding a deficit. And what’s really interesting in the Alberta-
BC side is they were thinking of requiring actuaries, that’s us, actuaries to opine that nothing in the funding policy is 
contrary to our Standards of Practice. That’s interesting, the implications of that. 

And then lastly with respect to disclosure to members, it’s really all about transparency and creating heightened 
awareness of the contingent nature of benefits to the extent that’s what exists. And it’s also getting members to 
understand what the deal really is. That’s a huge issue in a single-employer pension plan, it becomes an even bigger issue 
here with respect to trying to get members, former members to understand exactly what their expectations can and 
should be. 

Moving on to the risks that Tony identified earlier, and there’s a bit of overlap with respect to inter-generational risk and 
a lot of the other risks that we’ll be talking about, so I’m hoping not to steal too much thunder from my colleagues. But 
the issue here is really that the potential for the value of the benefits received to be disproportional to the contributions 
made. A different way of looking at that is an “everybody should pay their own way” kind of thing. So the money that 
goes in this year should cover off the benefits that are earned this year, and really want to minimize the cross-
subsidization that happens between benefits earned from year to year and generation to generation. But it’s not just 
necessarily a funding or margin issue because you can have intra-generational issues to the extent that you have heavy 
subsidies for early retirement or other subsidies. So that you try to balance the nature of the cost because the cost in the 
current year is going to be driven by the take-up of those benefits. Trying to determine the true cost again of these 
benefits in advance can be very difficult. And when you move to measurement, to my mind, one of the easiest ways of 
measuring this is to say if you can come up with a normal cost measurement that’s sound, then to the extent that your 
funding exceeds or is less than that normal cost amount then you’ve probably got some kind of inter-generational 
transfer going on.  

How do you mitigate it? Well, there’s a whole bunch of ways that you can mitigate inter-generational risk. I’m just going 
to touch on these because my colleagues will touch on some of these in a little bit more depth, but just the benefit 
design. Many of these plans operate on a career pay basis or a flat dollar basis, as long as you restrict past service 
improvements, you can improve or you can reduce the risk of inter-generational equity being disturbed. On the funding 
assumptions, you probably need PfADs, you probably need some margins. They can’t be excessive, they can’t be 
onerous, but you need something. The cost method, unit credit probably works really well because it focuses on what’s 
the cost of the benefit being earned this year. Aggregate methods probably won’t work as well with respect to dealing 
with this issue. Not to say aggregate methods are bad, it’s just you’ve got to understand what you’re trying to achieve.  

With respect to governance, I think a lot of it is really setting up policies in advance so you know what you’re going to 
do. So when you have a surplus what are the priorities for using that surplus? What are your priorities with respect to 
setting up contingency margins? All those sorts of things can be covered off in a governance policy and not having to be 
dealt with on an ad hoc basis whenever those events occur. And then thinking about de-risking strategies . . . One of the 
questions I always ask my clients and other people is that if you’ve got a plan that’s got a lot of retirees, if 60 percent of 
the liability is in the retirees, then ask yourself why would you want to put those benefits in jeopardy or risk by 
continuing to invest those assets and taking risk on those assets when the upside gain may be marginal? The whole 
concept of buying annuities and doing other kinds of de-risking strategies is certainly something that is worth 
contemplating in trying to mitigate this risk. 

My favourite one: member communications. The issue here is, really, what’s the deal? And this is by no means unique to 
multi-employer plans. It’s the case with all pension plans out there but multi-employer plans often have offered a 
different deal. What’s the deal for members? What’s the deal for former members? What’s the deal for employers? Do 
employers understand when they’re joining and entering into this plan what their obligations are? Do they understand 
what the situation will be when they . . . if and when they need to exit the plan? How is surplus being shared? How are 
costs being attributed to the different employers? All those rules of engagement need to be well disclosed to everybody so 
that everything is out in front. And the way of measuring this is almost like a communication audit. It’s like saying, 
“OK, what’s being provided? Are members getting the plan basics? Are they getting material that describes what their 
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roles and responsibilities are? Do they understand what the governance structure is and who the decision-makers are? Do 
they understand how to get access to information?” Those are all the critical aspects of communications that can make 
these plans work well.  

From a mitigation perspective, it’s kind of like real estate is location, location, location—communication is 
communicate, communicate, communicate. You can never do enough communication and you need multi-media, you 
need to do in multiple different ways. It’s probably one of the least valued aspects of administrating and running a 
pension plan, the communication side. You’ve got to communicate how the plan works, the roles, responsibilities of all 
the stakeholders and how the plan’s doing. And if you look at the focus of a lot of the communication-related standards 
that are going to be coming out of the pension reform, really, a lot of it is just focused on just telling people more about 
how the plan is doing. What’s the current funding status? How are deficits being dealt with? How much money is the 
employer putting in? All of those things are being covered. But what I found interesting, having actually run a 
communication consulting practice for several years, is that a lot of people don’t realize that just pushing information out 
to members—e-mails, bulletin board postings, giving them booklets—that’s not communication per se. True 
communication needs to be a closed loop, there has to be a feedback cycle and a measurement cycle. Until you’ve got 
that, you really don’t have true communication. That’s the other aspect that really isn’t valued highly by a lot of plan 
administrators and it’s one of the gaps that really exist out there.  

So, without further ado, I’m going to pass it over to Steve. 

Stephen Butterfield: I can just see you at home, talking to yourself, asking yourself, “Barry, what do you think of this?” 
Interesting analogy there. Just to finish off communications, one of the things out there right now, particularly in BC, is 
specified contribution target benefit plans. They are target benefits, that’s the nature of it. You can’t have a promised 
pension and a promised contribution and have them work. It’s just fluke if they work, they’re targets. Ask the average 
member out there and I’ll bet no more than 1 percent of the members in these plans think that the benefit is a target. It’s 
all fine and dandy for the politicians and the actuaries and all the other people involved in these plans to say, “Oh, it’s 
just a target benefit.” That’s not what the members think and you’ve got to realize that. 

Just to back up a little bit to put a little context to what I’m going to be going through now. The mandate of the task 
force is to identify, first off, the risks and issues with these plans. Second is how to measure the risks, and third is how to 
manage the risks. So the task force, we’ve really just done our preliminary work, and this is a preliminary report. Actually 
would like to try and get some discussion going and get your thoughts.  

At this point, I think we’ve probably identified most of the risks. In terms of measuring and managing the risks, it’s a 
little thin. As I go through my slides and you see slides and say, “Well, yes thanks, Steve. That’s a whole lot of valuable 
information,” it is a little thin and that’s what we’ll be working on over the next few months to try and put a little meat 
on it. The report is due out in November and I think actually we’re scheduled to present it at the Pension Seminar in 
November. Hopefully there will be a little bit more meat on those second issues on there. 

The first risk that I’m going to talk about is contributions versus benefit accruals. So you’ve got a normal cost rate of $2 
an hour and you’ve got a contribution rate of $3 an hour. Now is that enough? What’s the relationship between? Is that 
$1 an hour for past service enough? Maybe it’s $0.50, maybe it’s $0.20. What is the relationship between that total 
contribution rate and the cost of benefits accruing? And how volatile is that? So that’s a big risk in these plans, 
particularly as they become mature. If that spread is not large enough you don’t have the ability to manage any adverse 
experience because you don’t have that buffer in terms of paying off any unfunded liabilities. 

The risk is particularly relevant for mature plans as they mature. Then that spread for the past service, you’re getting 
larger swings in the liability. It’s the swings in the liability in relation to past service contributions that you need to worry 
about. And as they mature it’s not only that the liabilities can swing more, but in fact most of these plans, as they mature 
the average age goes up so the normal cost rate goes up. And what we’ve seen as well in the last 10 to 20 years, interest 
rates declining, the normal cost rate has gone up. So we’re seeing a maturing plan, more swings in the liability relative to 
the contribution rate, but the amount of contribution rate available for past service has been shrinking as well because of 
increases in the normal cost rate. 
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How to measure it? The present value of the past service contributions is the maximum cost that a plan can absorb. So if 
the present value of all of your past, take that $1 an hour times the number of hours out into the future, whether you 
want to do it over a five, a 10, a 15-year period or even in perpetuity, that’s physically the maximum cost that you can 
expect to be able to absorb. So if that’s 10 percent of the liabilities, if you have a 10 percent loss in your plan, you no 
longer have the ability to fund that, even if you were fully funded at the point in time. By calculating that number, 
knowing what that number is, that gives you a sense of the volatility that you can absorb given your current contribution 
rate. 

Risk management. You’ll see as we go through risk management it’s something you’ll see in almost every slide, and what 
do you do? OK, it’s all nice and dandy to say these things. It’s part of what we’re doing that I really want to get more 
meat on, and get better understanding and better ideas, because as we go through each risk we have the same solutions 
and the same way of managing it. So, include margins and conservative assumptions. Well, that’s all fine. Most of these 
plans don’t exactly have a lot of money right now to include more margins and conservatism. As well, as Barry indicated 
earlier, we’ve got issues with inter-generational equity. You go and include big margins or have conservatism, you’re 
asking today’s members to pay for the benefits for future members and is that appropriate? So it eliminates or helps to 
manage this particular risk, but it creates issues elsewhere in the plan.  

Anticipating changes in the normal cost rate. Like I say, especially as plans get more mature as that normal cost rate goes 
up, the amount of money that you’ve got available for past service contributions starts to shrink as well. It’s not just the 
volatility in the liabilities or how much volatility is in the plan; that amount of contribution you have available is 
shrinking. So have a better idea on that. And then the solution to everything that everybody’s throwing out in these 
plans is sensitivity analysis, sensitivity analysis, sensitivity analysis. A lot of people can argue that’s just actuaries CYA-ing. 
So then when things go bad, well, “We told you that’s what would happen if it went bad.”  

Hours worked. So obviously this is the one that’s most common out there, this is the biggest problem with these plans, 
and for a lot of these plans—don’t get me wrong, there’s a lot of these plans that are in very viable industries and they’re 
expanding and they’re doing well, they’ve got a constant influx of new members, they’re not really mature, they expect to 
be going on a long time. There are, though, a lot of these plans that are in mature industries that are having issues with 
declining hours, and that obviously comes back to how much money you have available to fund any deficits that come 
on. As the hours drop, you’ve got less money available to pay off any deficit.  

The other thing that happens in a reduction in hours is experience losses. The obvious one is retirement experience. If 
you lose 20 percent of your membership, chances are you’re going to have quite a large retirement loss. As well, in a plan 
that I work on, when you lose your job, you’ve got banked hours that you get credit for. You get credit for two more 
years of service typically, even after you’ve lost your job. You get extra vacation hours, you get extra lay-off hours. In 
particular, the plan that I work on, the contributory hours went from 30 million to 20 million in a two-year period, the 
credited hours stayed at 28 million. So our normal cost stayed way up there, the amount of money we had available to 
pay off past service plummeted. Not just in proportion to the decrease in hours but it was highly leveraged. You’ve got to 
be careful of that and think about that.  

The other bullet is a key one as well. Once again, the sensitivity to the . . . I think it’s easy to say the normal cost is $2 an 
hour. If I have half the hours, I’ve got half the normal cost. That’s not what happens, typically. Typically, if you have a 
reduction in hours, it’s the young people that lose the job. And the young people losing the job increases the average age 
of the membership more, and more leverage you’re seeing as we talk about this. The hours worked is leverage all over the 
place here and I think a lot of people, when they’re analysing an hour’s work assumption, all they do is change the 
denominator in their equation. Here’s the contributions and now instead of dividing it over 30 million, I’ll divide it over 
20 million. It doesn’t work that way, you’ve got to take account of the other considerations.  

Measurement. Sensitivity and stress testing, increasing monitoring. So same sort of thing, we’ve got to put a little bit 
more meat on it, but I think I talked when I talked about the issue measuring some of those other effects on the hours, 
it’s not just the hours itself, it’s the experience that comes in with the reduction in hours. And again the risk management 
is maybe a little thin, so we talked about that.  
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Longevity. I’m not actually attending the meeting, I’m just speaking today, but I understand there was a pretty good 
session yesterday about mortality. I’m actually a firm believer that mortality is going to continue to improve. It’s going to 
continue to improve faster than what the projection scales generally say. That for generations now, people are saying, 
“Oh no. It can’t keep improving, it can’t keep improving, it can’t keep improving. Just like interest rates can’t keep 
going down, can’t keep going down.” I think it will keep improving. It keeps improving. We keep having increases in 
technology or medical technology. We heard, “AIDS. Oh that’s it; you know AIDS is going to devastate the population. 
No more mortality improvement.” Well, AIDS is still a serious disease, it didn’t destroy the population. SARS: “Oh, 
SARS is going to do it.” What’s the latest one? Some superbug, swine flu. Somehow the medical profession manages to 
get on top of these new diseases as well, and people continue to live longer. Actually one of the plans I work on, I had to 
go to them. We did a mortality study and I had to go to them and say, “You know what? Your members are living 
longer, it’s costing you $100 million.” And actually, if I could include provisions for improvement in the future, which 
they didn’t have, it would be another $100 million. And they said, “What the hell are we doing? We’re going out to the 
union halls, we’re telling guys to quit smoking, to quit drinking. We can’t afford it.” 

(Laughter).  

So they had to go back to the union halls and get them to smoke and drink more, get some more trees to fall on more 
people, because people are living too long.  

Another item here: a lot of these plans are covering blue collar workers. And in a lot of cases, I think blue collar 
mortality—there’s more room for improvement in blue collar mortality than white collar mortality. In these particular 
plans, when you see all these studies about the general population and trends in mortality, will your plan actually show 
more improvement than what is happening in the general population? This other one was something that I actually 
never thought about until becoming a member of this task force: you might say, “OK, I’ve got a plan that definitely has 
sub-standard mortality. So I’m going to reflect the sub-standard mortality rates.” But you’ve got joint 60 percent 
survivors and you’re blindly using the same sub-standard mortality rate for the survivor coverage. Well, the chances are 
that the spouses are not going to exhibit sub-standard mortality. There’s no reason that they’re going to be any different 
than the general population. Maybe you should think about having different mortality tables for the spouses as opposed 
to the members. 

Another one that’s not here that I’ve run into is a lot of private employer plans you also provide post-retirement benefits 
which provide spousal protection as well. So when somebody’s retired and they’ve got a joint survivor pension if their 
spouse pre-deceases them, you find out about it because they’re no longer eligible for post-retirement benefits. In these 
plans, you typically don’t have any idea whether the spouse is alive. So we’re carrying all these joint survivor pensions, 
probably 10, 15, 20 percent of them, the spouse has already pre-deceased the member. We don’t have a clue whether 
they have or they haven’t. We actually get a gain every valuation here, the people die and we expect to set up a survivor 
pension and there’s nothing payable so that’s something that actually can help you along the way.  

I think my time is probably running out. Large plan-specific experienced studies should be taken. One plan I do, I’ve got 
100,000 members, it’s amazing: I’m like .9911.01. I mean, the experience is definitely credible. With a lot of these plans 
there’s no reason they can’t band together and share data, especially if they’re in similar industries. With the power of the 
computers now, doing mortality studies is pretty darn easy. Include appropriate margins and reflect different mortality 
tables for members and spouses. I think I went over my 15 minutes. 

Mr. Williams: Well thanks, Steve. I’m going to now talk about a couple of other risk issues. One I feel pretty important 
about. I have to confess to being an asset liability matching radical, so this is something that I feel pretty strongly about 
and I think it’s a risk. Actually, it touches on a few other risks as well. We’re going to talk about inflation risk and 
interest rate risk. In some ways, they’re all tied together and I think the committee has to do, or the task force has to do, 
more work in terms of sorting out the individual risk and dealing with those overlaps. 

But for a multi-employer or a target benefit-type plan, the real risk is, and I say this to clients, you’re standing in a room 
of retirees and tell them you’re just about to cut their benefits by 30 percent. You’re saying, “We promised you $1,000. 
We can only pay you $700.” To me that’s really the risk because these people have no way of really making that money 
up again because there’s nobody who’s going to write the cheque to make it whole for them. The real risk is cutting 



JUNE 2010 ANNUAL MEETING – VANCOUVER (SESSION 24)  9 
 

 
PROCEEDINGS OF THE CANADIAN INSTITUTE OF ACTUARIES  Vol. 41, June 2010 

benefits. And I think that puts a lot higher emphasis on benefits security for this type of plan than it might be for 
another plan. The theory is that plan sponsors, the employers or governments have enough financial resources that they 
can somehow come up with additional funds if deficits do occur. The reality seems to be these days, when things get 
really tough—as they have several times in the last decade—is that’s maybe not the best assumption. But, as I say, this 
risk is really more important for a multi-employer plan. And it’s all about the liabilities growing at a faster rate than the 
assets, which results either in . . . It doesn’t matter whether it’s a solvency or going concern type of basis, but somehow or 
other you get a mismatch. If you’ve got a certain level of contribution, generally there’s a bit of margin in the 
contribution, the normal cost versus the actual contributions, so you can absorb a little bit of the difference. But quite 
often, if you get a major asset liability mismatch, if things go the wrong way you can create a deficit that you can’t 
finance so to me that’s the issue. 

So how do you measure that? The first thing is just doing some kind of a tracking error type of a calculation. Meaning, 
what is the return on the assets versus the return on the liabilities? And one way or another, if you have a perfect 
matching situation in any environment, the return on your assets should equal your return on your liabilities. Generally 
that doesn’t happen. There is some difference in the rate of return in the assets versus the return required to support the 
liabilities. If you have a typical type of pension plan with a lot of stocks in it, say 60 or 70 percent stocks, that difference 
can be enormous. One tool is just to actually calculate what your liability return is in the first place, then compare that to 
the return on the assets versus the return on the liabilities. It’s almost a change in mindset of not thinking about the 
assets on a regular basis every quarter, looking at your asset returns and then waiting three years to see well, how did our 
liabilities do? I think you should, every time you calculate the return on the assets, you should also have the return on the 
liabilities. And if that means daily, then that’s the way you should do it. You can project the returns on the liabilities 
relatively easy these days. Steve did mention the various . . . well, stress testing. I’m going to show an example in a couple 
of minutes about a particular type of stress test, but the basic idea is to say I don’t think our job necessarily as actuaries is 
to say what’s going to happen, but say what might happen. And we should worry more about the downside than the 
upside.  

I think if everyone knows interest rates and bond yields are just going to go up, that’s great, but we have to say, “Suppose 
that they continue to fall.” And bond yields in the last couple of days have really taken another nosedive. It’s not 
unreasonable to think that bond yields, even though some people might think they’re low, they could go down another 
half of 1 percent from where they are, and it’s just prudent for risk management to have some kind of a test to say what 
happens if that . . . Regardless, your money manager may be saying it can’t happen but they’re also not there and 
guarantee the difference if it does in fact happen. So look at those kinds of stress tests, what happens with changes in 
interest rates and bond yields, what happens if the value of the risky assets in a portfolio changes, in particular public 
market equities, but other asset classes as well. 

The other approach is scenario testing for different types of scenarios. Again, testing more the adverse scenarios then 
when the news is good, you don’t need to really test that as much, but what could happen? I mean right now, are we 
going into a double-dip type of recession? I think everyone may have thought that we dodged the bullet, got through 
2009, everything was good. But with the rate right now, with world stock markets way down so far for this year, maybe 
we’re in a double-dip recession. Maybe it’s prudent to say, “What happens over the next couple of years to your plan if 
this recovery doesn’t continue, then in fact it goes back a little bit further?” Again, it’s just a “what if”, it’s not saying it’s 
going to happen, but you need to know what might happen. And then that’s kind of sobering to say, “If we have a bad 
scenario, and now we’re going to go to the next valuation and we’re only going to be 85 percent funded, and we’re going 
to have to cut benefits,” that’s not a good scenario and you need to be planning in advance. 

Measurement of the asset liability mismatch. Looking really more at the liabilities and the duration of those liabilities. 
The interest rate sensitivity of the liabilities is important. Now for those benefits which are affected by inflation—I guess 
all benefits one way or another are going to be affected by inflation. A lot of the target benefit and multi-employer plans 
that I’m familiar with aren’t as directly affected by inflation. It’s only indirectly because there’s no automatic final 
average earnings-type pay increase or automatic indexation, those kinds of more generous benefits that tend to be in 
some of the public sector type plans. But it is always going to be a risk anyway. It’s just a matter of whether it’s a 
secondary risk that if we do get some kind of hyper inflation or even sustained three or four percent inflation will wipe 
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out a lot of the value of a pension over 10 years or so. Eventually, even plans that don’t have a guarantee are going to face 
some pressure to increase it. And there’s another separate section on inflation risk so I’ll get to it in a minute. 

Another risk that someone else pointed out is if you do an overlay strategy to try to manage your duration risk, just 
making sure that you understand any other embedded problems that might be there such as a counterparty risk. If you 
set up this structure to synthetically create a longer duration to anticipate changes in interest rates to better match the 
assets and liabilities, it doesn’t work if somehow your counterparty isn’t able to deliver. So when you start moving into 
other types of strategies make sure you’ve looked at new risks that might be created there.  

How to mitigate the risk if you have identified it and try to measure it? First, and maybe the obvious thing, is just 
extending the amount or the duration of the fixed income investments you already have. The majority of plans in 
Canada have a universe type of a bond mandate, which is far shorter than the duration of the liabilities. It’s going to be a 
very straightforward thing to at least change the bonds that you have to have the same duration as the liabilities there to 
support. So going from approximately a six-year duration to something more like a 12-year duration is one relatively 
straightforward thing. The other is actually considering moving up the amount of fixed income investments. You’re 
going to better match the liabilities in general, depending on your benefits structure. It is going to have some negative 
impact on your expected rate of return. Whether it actually affects the return you will achieve is another question. In the 
last 10 years return on the U.S. stock market for Canadian investors has been about -4 percent a year. So the equity risk 
premium hasn’t worked for certain asset classes for the long term. And if you’re anticipating that it’s even, maybe you 
should rethink that and start with a better-matched policy to start with. 

If you make that decision that fixed income and more fixed income, longer fixed income is part of the way of mitigating 
this risk, there’s several ways of doing it. The first: you can just sort of match the duration to some liability target. 
Without being too precise, just get it more or less in the right area. Or go to something that’s more precise, like some 
form of a cash flow matching, where you’re really trying to capture the sensitivities across the yield curve for the liabilities 
and the assets. And finally, more of an annuity-type approach, particularly for the retired life liabilities. Whether you 
actually go buy annuities, or whether you just sort of set up a very tight asset liability structure for the retired portion of 
the liabilities, at least I think someone’s pointed out—I can’t remember if it’s Barry or Steve—for those liabilities that are 
sitting out there that are already for retirees, what are you doing taking a huge risk? You might earn a little extra return if 
the risk is, that if you don’t earn that return, you’re going to have to cut the benefits later on in the future.  

I was just going to quickly show an example of asset liability mismatch and ways to look at it. So again, just one 
approach. This is, as I explained to the committee chair, just a personal view, this is not the only way to do it; just trying 
to put an example out there. I think when the entire task force has an opportunity to look at this it will consider this type 
of thing. This is an example of . . . it’s actually a live client where the duration for the accrued liabilities is about 15 years, 
but the future liabilities was much, much longer. They had a lot of younger people; duration was, say, 29 years. The total 
liability is 20 years. The question is, if you’re trying to match the assets and liabilities with duration, what is the target 
you’re trying to do? We also make an adjustment for future contributions, but that’s a technical thing. This is an 
example of a grid showing how to start thinking about how to manage this asset liability mismatch risk. In this case, 
we’re valuing the plan at 4.7 percent. That number isn’t really very important but what happens if we had to change it? 
The bond yields went down by 1 percent so we value at 3.7 versus if it goes the other way. Very simple, it stays the same, 
goes up, goes down, very simple. And then we show the effects of if we change the duration of the portfolio matching the 
liabilities to lengthen it or shorten it a bit, just showing what happens to both the accrued liabilities and the total service 
liabilities. So in this plan you can see that really if it’s 118 percent funded now that’s a healthy position. In this case, if 
bond yields go down this plan gets better. It’s actually because you have a duration of the bonds longer than the accrued, 
so we make money on this plan if bond yields fall and we lose it if they rise. But we’re still well funded. It’s much closer 
on the total service basis. That’s an individual plan decision of how much you focus on the accrued versus the total 
service will depend on your industry, your particular group. If you’re a plan that’s aging out, then I think you really need 
to look out for that total service liabilities. And in this case it’s much closer. They’re only 103 percent funded on a total 
basis, and they’re very close to being unfunded if bond yields fall. That’s a pretty big risk for that plan. They’re in a little 
better shape if bond yields rise and hope they do. 
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Just to give you an example of the kind of sensitivity, and that leads to a discussion like, “OK, what do we do? What are 
we most concerned about? Is it the accrued liabilities or the total liabilities?” We don’t try to make a judgment whether 
we think interest rates will go up or go down, just admit they could go either way. We don’t know which one it is, 
someone else can say whether they think they’re going to go up or down, but it’s prudent risk management to look at the 
worst-case scenario. 

And in this example, it sort of looks at what is your target for liabilities. You’re trying to match. A pension plan is an 
ongoing kind of living organism. It’s changing over time. In this case, if you look at . . . If your target to match your 
assets and liabilities is your crude cash flows, that’s the green bars, it’s a little bit shorter. But if your target is to match the 
total liabilities, that’s the red line, it’s a little bit longer. And so if you set a target based on the green, then that will have 
implications depending on what happens in future as you move towards the future. I do that just to say you need to 
determine the likely liability cash flows that you’re going to have to match against. It’s not just that there’s one answer to 
what that is, it’s something that you need to manage to. 

I’ll move now onto another risk, somewhat related: interest rate risk. I’m paraphrasing one of the other committee 
members’ words so I’ll try to do justice to it, but it’s where marked to market approach is important to the funding 
approach. So in particular if you’re a corporate plan where you have to have solvency or accounting, those are relatively 
marked to market-type approaches. I think, as Barry pointed out, most multi-employer plan jurisdictions have some 
kind of moratorium that don’t require solvency funding at this time, at least for some period of time. So there’s a little 
less pressure to marked to market, but it can still be very, very important. And it’s all about the inverse relationship 
between interest rates or bond yields and liabilities. Hopefully everyone in the room knows that as the bond yields go 
down, generally the liabilities go up. And the problem that can be created if you don’t have assets, which move in the 
same direction and magnitude as the liabilities. Even if you're not being forced into a solvency position, eventually you’re 
likely to have to move in that direction. I think solvency type of rules maybe just make you move a little faster. I’m 
personally not a supporter of using solvency funding for this type of plan, but recognize it does give you a test as to what 
might be happening. Now if you have, as most plans have, a portion of the fund invested in some fixed income, whether 
it’s bonds or mortgage or whatever it is, they’re likely going to move in the right direction, but they’re not going to move 
necessarily in the right magnitude. And that’s going to be the problem. And then, if you have significant portion of the 
fund in equities or others, there really isn’t any automatic reason why those assets would respond as you need them to 
do; in fact they’re likely to go in the wrong direction.  

This is a little bit of duplication of the asset liability mismatch, but again essentially an interest rate risk. Look at the 
plan’s duration and just monitoring what the asset mix is. Look at what type of an asset that you actually have in terms 
of the duration of the bond portfolio or the mortgage portfolio that you have and the interest rates sensitivity of other 
asset classes. 

To mitigate the risk, I think it starts to force you towards looking at some kind of a matching strategy. If it’s a real risk, 
as it is for many plans, it forces the plan fiduciaries to really think seriously about why they’re not doing a matching 
strategy, and if they have a good reason for not doing it and they can support it, then that’s fine. But I think the starting 
point is why wouldn’t you consider this as a very serious part of the financing of a plan? 

The next risk to move on to is inflation. And as we all know, benefits are going to be eroded over time if there is 
inflation. When I got started in my career back in the late 1970s, you know, when inflation was double digit, it was very 
pressing. The last decade, or 15 years or so, inflation has been much lower but it still erodes benefits pretty significantly. 
Again, the way most of the multi-employer plans I’m involved with is, they let it go for a while and then eventually they 
say, “It’s been a long time since we improved the benefits, let’s do some ad hoc increase if we’ve got enough money, we’ll 
provide something for the retirees, if they can afford it.” Part of the problem in the last decade is it’s been very, very 
difficult to afford. Ten years of pretty bad results for asset returns and dramatic increases in liabilities. It’s been hard to 
find where you get that extra money to increase the benefits already paid. Many plans just struggle just to meet the 
benefits they’ve already got, but that withstanding, you need to look at inflation over time. If you have any automatic 
built-in inflation, whether it’s a final pay-type feature or whatever, obviously that’s more serious for you to consider. 
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The monitoring, or the measuring, is to monitor inflation rates obviously. This really depends on your benefits structure. 
And just keeping track of what’s really happened over different periods since the last time you updated the benefits on. I 
say, generally, these are on an ad hoc basis. For mitigating the risk, if you do have automatic features obviously the 
funding policy will have an assumption for what’s going to be required to do that. But you may do things like, if you 
have an inflation sensitive liability, try to have some more inflation sensitive assets. That could be difficult for things like 
real return bonds. It’ll help a little bit, although it’s not a very helpful market because it’s so small that it’s really difficult. 
Then there aren’t really a lot of good assets that match. That would be an area maybe the committee can suggest to 
Government that they need some better inflation protection made available to . . . I guess I’m more of a supporter of not 
having automatic indexation. It seems that’s what’s happening in some of the public sector in Ontario, the jumbo plans. 
The true cost of that is pretty staggering. And the way to finance those benefits is very difficult. It leads you down a path 
of trying to go for a real rate of return, which is very, very elusive versus if you had other approaches like no indexing at 
all, or caps on indexing, or something like that. So if there’s a benefit design is the other way to control the risk on the 
investments, actually it can lead you into more risk because if you put a big chunk of the fund into real estate or equities 
expecting you can get a real rate of return and it doesn’t turn out, you actually make the problem worse. I think that’s 
what happened for many plans over the last decade.  

I hope we’re going to have some questions, but I wanted just quickly summarize this before we get into that. I hope 
we’ve made the point, all three of us, that multi-employer plans are very different than traditional types of pension plans, 
and that has implications into what the risk factors are and how you might mitigate them with the fixed contribution 
and fixed benefits, one way or another. Again, we’re kind of generalizing there. It creates some very interesting and 
unique challenges to finance and invest the plans. And we need to be very cognizant of the risks and this task force is just 
getting going on giving our shot at what we’re going to recommend back to practitioners.  

So with that I was going to open it up to any questions that anyone might have. 

André Choquet: André Choquet. I work in the single-employer arena, so I’m missing out on the fun according to Barry, 
but I’m listening to this and I feel like there’s a realisation that just like in the single-employer arena, that the framework 
is somewhat broken with respect to funding multi-employer pension plans. And when I look at what’s been happening 
in the single-employer arena, there’s been an attempt to actually not tweak little things here and there, but look at an 
integrated approach where funding policy, design policy of plans and investment policy are all targeted together. I have a 
feeling that a little bit of that is needed on the multi-employer plan arena, but in the single-employer plan arena very 
much it’s the employers that are driving this new approach or new framework. And sometimes it’s not pension 
committees; it’s really management that is saying, “Listen, this is affecting our bottom line in our company. We need to 
address this, so we need to look at proper risk management techniques,” for example. So I’m just wondering in the 
multi-employer plans arena, which entity will be driving this push for a new framework? And really, who’s going to be 
funding the bill, because there’s going to be like an initial cost to adopting a new framework. Is it possible to get 
employers to pitch in or is it really going to be employees and retirees who are going to get stuck with paying for that 
change? 

Mr. Williams: OK, maybe I’ll take a shot at it. But André, I think you’ve got a great point in terms of . . . I think that’s 
maybe part of what the task force is doing: looking at benefit policy, funding policy and investment policy and making 
sure that all three of those are considered and integrated in decision-making. But it is a little different in kind of this 
arena than it is for a corporate plan because the governing body of a multi-employer plan is a board of trustees, which is 
all union trustees, or union and management trustees, and their day job is not in financial people. It is something else. 
And they come together four times a year or something like that, to try to manage this and they have advisors like 
actuaries, and investment managers, and accountants, and others that come and give them advice on how to manage the 
plan. So there’s not always that sort of internal drive to say we’ve got a problem here on the bottom line of the 
corporation, the pension plan is part of that problem and sort of there’s an enterprise risk management strategy that puts 
its finger on the pension plan and make sure you fix that. I think there’s more of an onus on the actuaries to say, “We see 
these problems,” and to take them forward to the board because if we don’t point out these issues very firmly . . . The 
trustees may not have that level of expertise, and they’re just looking at what everybody else does; they may miss that. In 
terms of the cost of it, here again it’s pretty straightforward in these types of plans—quite often the benefits get cut 
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because there’s no more money for the past. You may negotiate more money for the future. So the unfortunate thing is, 
if you’ve set the expectations too high for the plan member and then you say, “Well, we thought we could,” it’s going to 
cost x but it’s actually costing 1.2 times x, you’ve got a problem and nobody’s on the hook to automatically try to make 
up that shortfall. I’d also say the regulators have some role in this and if they can work together with the regulators in 
having appropriate legislation regulation for this type of plan . . . Right now I don’t think the system is great, that’s just a 
personal view. You guys have anything to add? 

Mr. Gros: I always have a couple of things to say about that, but I would say, based on my personal experience . . . I have 
a client who is the employer rep in one of the jumbo plans in Ontario. And my own observation is in response to your 
question, and I’ll echo what Tony just said, we have to bring it to the table typically right now because even on a jointly-
trusteed situation, you’ve got employee–employer reps who are equally involved in the governance, but you still might 
have an investment committee over here, and you have a benefit policy committee over here. And in some cases, those 
committees actually never talk or they might get together once a year for some joint meeting. I find it interesting that 
this plan has existed for well over 40 years and there’s still a strong educational component required, I believe, in getting 
people to see things differently. I think it’s incumbent upon the CIA to be pushing that as well as we talk about 
pensions, that funding isn’t just about putting money into the plan, it’s understanding the inter-relationship between the 
investment policy, benefit policy and funding policy. They all have to be talked about at the same time and so this 
pension plan is putting together for the first time a funding policy document. It’s never had one before and certainly one 
of the things as an advisor I’ll be pushing is the integration of these three. That it’s a critical part and it’s got to be 
recognized.  

Mr. Butterfield: You’re lucky, Barry; my clients won’t do that.  

(Laughter)  

The policy, the old Towers Perrin world—now it’s the Towers Watson—where you’ve got like these little circles, we 
always like these picture things, and you’ve got benefit policy and funding policy and investment policy and they all 
circle around— 

(Laughter) 

—it’s all the company strategy, the whole thing. It’s all pretty. The problem in these plans is the union and the employer 
sit around a table and negotiate the contribution rate, then they throw it at the board of trustees who have to come up 
with an investment policy, and the parties negotiate a benefit level. They don’t have the power to negotiate a benefit level 
but they actually put in the contract that they recommend to the trustees that they set this benefit level, and all the 
trustees are the same people who are sitting around the table. So here they are and they try to manage a plan with an 
investment. The only lever they have is an investment policy and other people are setting the funding policy and 
imposing a benefit policy on them. And the only way they can get that funding policy and that benefit policy to align is 
to take risk, which then the whole thing blows up so you don’t have one entity that can circle around in here. And that’s 
the problem, and that’s why these plans run into trouble.  

Jacques Lafrance: Jacques Lafrance. I have two sets of issues I would like to hear the panel [discuss]. The first one: what 
are the special issues for single-employer target benefit plans? We talked a lot about them, they are currently not allowed 
in many provinces. The CIA is pushing for them, so what do you see . . . Because for most of your presentation the 
feeling I got was more targeted towards multi-employer pension plans, but what would be the special issues for single-
employer target benefit plans? My second question: I would like to hear your reactions to Québec Bill 68 and the Multi-
Marques decision and, in case you don’t know, it’s because Québec decided that the deficit of multi-employer pension 
plans must be paid by employers. 

Mr. Williams: I don’t have a single plan or I’m not an employee of my client works in Québec so I don’t know anything 
about Québec legislation, so that answers the second one. And the first one, I do have some jointly-shared, cost-shared 
plans, but this task force is specifically multi-employer plans and our mandate does not include cost-shared plans, single-
employer cost-shared plans, so that’s why they are different issues and very different animals, but that’s not part of our 
mandate. 
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U-M: But I can still respond, Jacques. I don’t work to on it on a day-to-day basis but I’ve had contact and some 
involvement with a plan in BC, the UBC staff pension plan. This is all public information. It operates as a single-
employer target benefit plan. Interestingly enough the benefits are not collectively bargained. The contribution rate is set 
at a fixed 10 percent of earnings and it’s been that way for years. And it’s interesting because the regulators don’t know 
how to deal with these plans, in spite of the fact that we’ve been able to convince both CRA and so far the BC regulators 
that this is a legal plan and works within the framework. The direction I’m seeing though is, I think the door is closing 
on those kinds of plans because I was at a round table with the feds not that long ago and clearly they do not want any 
kind of target benefit plan that is not set up outside of a collective bargaining agreement, collective bargaining arena. In 
Ontario, definitely the recommendation was you could only have these target benefit plans in a collective bargaining 
arena, so I don’t feel very positive about the opportunity for us to have single-employer target benefit plans. They may 
exist but we’re already got two reasonably significant and influential jurisdictions that have closed the doors. With 
respect to the Québec one, it’s Pandora’s Box, right? It’s kind of like, “May as well get those plans and surpluses and 
wind them up or something.” I don’t know. There’s a lot of conjecture of what should you do. And I think it’s even 
worse to the extent that you have multi-jurisdictional plans; where you’ve only got 5 percent of your members in 
Québec, what do you do with these people? There are no answers, right? Because it’s an impossible situation again; it’s 
the legislators that have created a problem for which there is no obvious solution. 

Mr. Williams: Just a couple of comments, Jacques. First, on the Québec issue, I have one large client which has 
transferred registration to Québec and actually there are more members in Québec. It’s a real issue, this potential liability 
back to the employers. It’s something we’re just trying to study. Nothing’s happened yet, but we’re quite concerned 
about that. Because part of it, the advantage of these kinds of plans is it keeps the employer in a position where they 
make a contribution and then they’re done. They don’t need to do detailed accounting on the plan; they don’t really 
need to be as concerned about the financial position or the management of the plan. Presumably, that’s going to be done 
by a board where they have a contingent liability. Obviously they’re going to be very concerned about the plan design, 
they’re going to push for defined contributions or something that limits their potential future liability, depending . . . It 
may not be very real, but they’re going to be more concerned. And then it also forces them to do accounting and all 
these other things. It just eliminates a lot of the advantages for this type of plan. So I think we’re concerned, it’s an issue 
we have a couple of live cases where we’re looking at it. We have an office in Montréal and there are quite a few plans 
registered there, so it’s more of an issue for the type of plans that we work with.  

On the other issue about more target benefit plans, we have one pretty large plan that I think you would call a target 
benefit plan single employer, and the employer loves it because it’s DC as far as they’re concerned for accounting 
purposes, and they don’t have report. Now whether that’s really just an exception to the rules, how it got through there, 
it’s a big plan and it seems to be a really good model. I think that other employers would really like to have because it has 
the tremendous advantage that they don’t have to report the plan on the balance sheet. Which is a huge problem with 
pension plans globally it’s like the accounting rules in that those liabilities are really forcing towards a morbid defined 
contributions type of approach because no one thinks they can afford the risk. So having a target benefit-type plan where 
the employer doesn’t have that contingent liability or doesn’t have to report the accounting as if it was under rules is a 
huge advantage to the plan member in the end, because you can have a benefit that’s designed around your needs as 
opposed to around the needs of the accountants. I think Barry’s pointed out that the jury is out on that, whether 
governments will change legislation enough to make those plans prevalent. I personally would hope that they do. I think 
that’s a tremendous opportunity for a lot more people to be in pension plans.  

U-M: I’m in the committee for getting the BC and Alberta pension legislation re-written and this issue has come up, and 
the regulators have, or the politicians have, no desire to let these plans be. They’re OK with a plan that’s jointly funded 
where the contribution rate would go up, but the benefit is set. So you can have the risk on the contribution side shared, 
but the whole specified contribution target benefit, it’s only in a collectively bargained multi-employer environment, it’s 
not in a single-employer environment.  

Barbara Sanders: Hi, Barbara Sanders. I’ve been extremely frustrated about how little of actuarial science is actually 
used in the pension arena particularly in a single employer pension plan context and I think if insurance professionals 
were looking at us sitting here and talking about risk we’d be laughed at because most of us deal with expected values 
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only and very rarely look at variance or any other measurement of risk. And I think our attempts at looking at 
deterministic scenario testing are probably about 20 to 30 years behind what is happening in the insurance industry in 
terms of assessment of risk. To what extent do you see use of stochastic methods, projection methods in setting funding 
for these types of plans being used? And I understand that there wouldn’t be an appetite for that necessarily in the 
existing MEPPs because of the way they are structured, and they’re not necessarily willing to pay for the cost, but in 
terms of going forward and particularly in setting rules for the funding of target benefit plans, what areas do you see for 
the use of those types of methods either in setting the PfADs or actually mandating the use of stochastic projections? 

Mr. Butterfield: Once again, I’ll be first because I’ll be quick. 

(Laughter) 

I think stochastic forecasting as it is done now, it’s asset and liability studies. It is being done even though the purpose of 
it may be asset mix, ultimately what comes out of there is all the volatility of the contributions or the benefits. It is being 
done; it’s just not being done as part of the annual actuarial evaluation. The challenge here is, I went and actually gave a 
presentation on risk to the client and I said, “You should consider stochastic”—actually no, it was in response to the 
JSPP’s submission and one of the requirements from multi-employer plans is stochastic projections. I had 16 trustees in 
the room and they looked at me and one of them had the guts to say, “Steve, I speak for all 16 of us, what does stochastic 
mean?” Not one trustee knew what the word stochastic meant. What can you do? Their eyes are going to glaze over; it’s 
not going to go very far.  

Mr. Gros: OK, just to give you a glimpse . . . Certainly my experience with the large jumbo plans in Ontario, it’s part of 
the process. It actually goes beyond just looking at asset liability. So it’ll be stochastic forecasting to measure ranges of 
expected deficits, surpluses, ranges of funding, and it’s a combination because the thing I like about stochastic processes, 
it does nothing for you in the short term. And first of all, they’re not predictive models at all, they’re just relational 
models. They give you some sense of what might happen and some likelihoods. I find that certainly the larger plans do a 
combination of deterministic and stochastic just to try to get a better feel for it and then use that to actually make 
decisions on funding and what the funding policy might be. So it does exist, but mostly for the larger plans where it’s 
maybe a blip on the assets, right? It’s not a large cost, they can easily absorb it. My 10 million pension plans will never do 
that because there’s almost no value in them doing it. 

And with respect to the one target benefit plan I referred to before, they don’t use stochastic but they actually use . . . 
you could call it, yes, I guess I would call it stochastic because they run 100 different scenarios. One hundred different 
deterministic scenarios; it’s an evolution, right? So at least they’re moving in the right direction and then they get a sense 
of the distribution of the likelihoods and all that kind of stuff. Hopefully, I don’t know, it makes you feel a little bit 
better about what we’re doing. 

Mr. Williams: Just some comments on that. I think both Steve and Barry said stochastic work is part of that; it tends to 
be more on the asset liability modelling for setting investment policy, but it’s pretty universally used for pension plans of 
multi-employers. I’ve been using it for nearly 30 years. But I think at least in the last decade, personally, I thought I’ve 
seen more of the limitations of relying so heavily on the stochastic work because it does go back into what are the 
assumptions and what are the methods? And in particular are we under-pricing the downside risk? We’re in a black swan 
event. It looks like the pond is full of black swans and if you do a stochastic model, say, you’ve only got your VaR 95 is x 
percent or something, you’ve got a 5 percent probability this is happening. Well, if the model is wrong in the first place, 
as they all seem to have been, that it really had a 30 percent chance of that event happening, not five percent, it tends to 
get underweighted. The reality then for this type of plan, getting back to Steve’s point of view, is most of these people are 
not PhD’s in finance, they’re not CFOs. They’re very, very smart people, doing a good job, but finance is not their 
primary profession. It makes a lot more sense to put individual scenarios that they understand, or tests they understand, 
either exclusively or to supplement stochastic work, to say . . . because they can all get their heads around, “Suppose 
interest rates fall and this happens here’s how bad it is for you.” They can understand that, or you put up a nice chart 
with stochastic modeling on it and they get lost in some of the numbers. And not to say that that doesn’t happen on the 
corporate side as well, but I just wanted to make one other point about . . . I think there’s a gap between practice on the 
insurance side and the pension side, which I don’t completely understand. I started off as an insurance actuary so I’m 



16                                                       JUIN 2010 ASSEMBLÉE ANNUELLE – VANCOUVER (SÉANCE 24) 
 

 
Vol. 41, Juin 2010                                              DÉLIBÉRATIONS DE L’INSTITUT CANADIEN DES ACTUAIRES 

practicing in pensions for quite a long time and it seems that there are some things that are being done on the insurance 
side that the pension practice should be looking at to fix some of the problems that have been occurring. Not to say that 
we just adopt all the insurance type of financing and modeling techniques but they’re certainly worth looking at. 
Canadian insurance companies did pretty well over the last few years in terms of their ability to continue with annuities. 
Canadian pension plans in general didn’t do that well in terms of their ability to continue to provide pensions at 
reasonable cost, and so I think there’s a lesson there about the regulatory environment. It’s pretty open on the pension 
side—it’s prudent person rule, which means you do the same thing as everybody else versus a highly regulated side on 
the insurance side which says, if you have this much in risky assets you have to have a margin. Maybe I’m again a bit 
radical to say that’s not a bad idea. To some degree maybe the pendulum has gone too far in terms of freedom for boards 
to set investment policy, and that’s created more risk than was really intended by the regulators. Sorry, Ian, I know you 
have a question. 

Ian: I wanted to ask about early retirement subsidies. Here in BC we’re probably the Canadian capital for early 
retirement subsidies. Everything is unreduced at 60 and it goes down from there. I get the sense that some people view . . 
. Tony rightly pointed out the worst possible thing that can happen is you have to get up at that meeting and tell people 
their pensions are cut 30 percent. I get the sense that maybe it’s not the same thing as telling people that their subsidized 
early retirement is being cut back, not their pension at 65 or 63 but their pension earlier than 65 or 63 might be cut 
back. I was wondering what your views were on that, and it often seems to be that when the balancing occurs the 
subsidized early retirement was maybe over-promised in good times and it’s maybe the first candidate on the chopping 
block when you look at possible cutbacks. 

Mr. Williams: Ian, I’ll just throw in I think early retirement subsidies are . . . I won’t say it’s easy to do but it’s maybe 
easier than cutting the benefit accrual. And having gone through with a client who thought they were in great financial 
condition with surplus and all that . . . But as Ian pointed out, in the future, you’re headed in the wrong direction and so 
you have to cut your early retirement. And it wasn’t until we actually showed them a chart of how much that subsidy was 
for a person who took their subsidy at age 55 and said, “We didn’t realize it was that expensive.” Just because one person 
has enough financial resources to retire at age 57 versus someone who retires at 60, the person at 57 was getting a huge 
amount of assets out of the pension fund and so they were able to change it. At least for the future. They didn’t change it 
for the past but at least it’s set up for the future, early retirement more of an unsubsidized early retirement but it has a 
big impact and it is somewhat easier to change those benefits. 

Mr. Butterfield: It’s certainly something that’s on the table. I think every plan is different. A lot of these plans get in 
trouble with declining hours; these people are losing their jobs and if you’re going to cut their early retirement . . . You 
lose your job and you’re going to get a bigger cut in your pension than everybody else, or a bigger run on the bank, as I 
said earlier, but in every plan if they have to do a benefit reduction you look at all the options and the trustees have to 
make a call. 

Mr. Gros: I think the early retirement subsidy area issue is one that it’s almost like it’s too late to talk about. But the 
unfortunate part is a lot of plans don’t need it from a pure design perspective and they do more harm than good and if 
you can eliminate early retirement subsidies in a lot of plans it would actually solve a huge number of problems certainly 
with respect to funding and gains and losses and that kind of things. But the flip side is there are certain jobs, certain 
industries—I mean I’ve worked in assembly line, I’ve worked in a plant, I’ve had lots of clients in heavy industry. Once 
you’ve been pounding sheet metal for 25 years, 30 years your body’s all broken up, it’s time to leave that job. So rather 
than early retirement subsidies, my own preference would be let’s just understand the nature of the job and when might 
be a good time for people to exit, but to have people who are fully capable of working exiting a plan at 55 or 50 with a 
fully subsidized early retirement benefit. To me it’s somewhat absurd from a talent management perspective and I can’t 
understand why a business would want that unless there were real reasons for it. And I think we got trapped into it 
because of the 1980s and had to spend surplus and had to do a bunch of those things, so it’s an area that unions still 
want to have. 

I’ll give you an anecdote. I was at a session in Toronto and I can’t remember his name, it was the head pension guy from 
the CAW and it was the question I wanted to ask that somebody else asks. He said, “I don’t get it. How can you push 
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these early retirement subsidies, because there’s such a cost differential between somebody who goes early and somebody 
who goes later?” And he just smiled and said yes. That was his response: “Yes, it’s just the way it is, sorry.” So clearly it’s 
a challenge, it’s a problem. I don’t know what else I’ll say on that. Another question will get . . . 

Mr. Williams: We’re getting to your coffee break time so maybe we’ll take one more question and then a break if that’s 
good. 

Lester Wong: Lester Wong. Actually I had a comment and a question. The comment is the question that she posed 
about the application of insurance principles and how they do their work to the pension arena. One aspect . . . I agree 
with what Barry said about the cost aspect but the other aspect I think that hasn’t been mentioned is insurance is a profit 
situation. Insurance companies are run for profit, there are regulations around them, capital requirements and so forth. 
In the pension arena if you impose those models in the requirements and those stricter, more sophisticated techniques all 
that’s going to happen is the costs are going to go up and the employer is going to look at it. And it’s a voluntary 
situation. They may decide the pension plans are not worth it, they can deliver the compensation in other ways or they 
reduce the benefits to compensate for the cost, whereas for an insurance company they can pass on the cost to the public.  

The question I have for the task force is what’s the target audience for the deliverables that you’re working on in terms of 
the report? And what’s the anticipated result of that report from the task force? 

Mr. Williams: I think it’ll take the form of either an education note or research paper and I think it’s supposed to be 
published in November.  

Mr. Wong: But the target audience is us? 

Mr. Butterfield: Well, practitioners of multi-employer plans are the target audience. Just one comment I like to say: if 
you regulate pensions, you want to make sure nobody ever gets a reduction in pension. The surest way to do it is to put 
so many rules in that everybody loses their pension. So there will be no pension plans left but everybody in a pension 
plan will get 100 percent of their value. And that’s the solution that the regulators are moving towards too. And I think 
we have to keep sight of the fact that if you eliminate all the risks, the original model back in the 1950s was to buy 
deferred annuities. That was too expensive, right? If you go back and don’t invest in equities and you’re going to try to 
invest things at 4 percent now, it’s too expensive. You might as well just give the money to employees in a DC plan and 
let them do what they want with it. So you have to keep in mind your reality. 

Mr. Williams: I can’t say no to Monique for one last question. 

Monique Tremblay: Actually I just want to provide a piece of answer to the question. I’m Monique Tremblay; I’m the 
Chair of the Pension Advisory Task Force. One of the expectation of the deliverables of this task force we’ve been 
discussing is we want to have a stronger position in the pension industry on a more complete basis than we have in the 
past as the CIA. We determined through the retooling document and the public position that Tony mentioned earlier 
that we were weaker in this area. Not necessarily in terms of the quality of practitioners but in the depth that we have as 
a profession in terms of knowledge. So this workshop today is part of it. And I think we have to have a more complete 
understanding of issues and learn best practices. The allusion to take best practices from insurance is one example, PfADs 
have been proposed in pension plans for a while, plus learning from the insurance industry . . . There are other things 
coming. So I think beyond the scope of this task force consequently there’s more into the thinking of the pension task 
force and the Board. 

Mr. Williams: Thank you. OK, with that I think we’ll wrap up but thank you very much.  

(Applause) 

[End of recording] 


