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AGENDA
• Overview
• Regulatory issues
• Risk: Intergenerational equity, member 

communications
• Risk: Contributions vs accruals, hours worked, 

longevity
• Risk: A/L mismatch, interest rate, inflation
• Questions:
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MEPP/TBPP TASK FORCE
• The Pension Task Force recently adopted a public 

position on target benefit pension plans (TBPPs) and 
multi-employer pension plans (MEPPs) 

• To further the CIA’s position, the Practice Council is 
establishing a MEPP/TBPP Funding Task Force to 
consider:
– Unique characteristics of MEPPs and TBPPs 
– How such characteristics should influence the funding 

policy for these types of plans



33

MEPP/TBPP TASK FORCE
• The task force is to develop a list of recommendations 

in respect of funding policy, including:
– Risk identification and impact
– Risk measurement
– Risk management strategies
– Appropriate margins
– Appropriate methods
– Additional actuarial disclosures
– Additional member disclosures
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MEPP
• “Negotiated cost, trusteed pension plan”
• Many employers participate, sometimes over 100 employers
• Contributions negotiated and usually fixed as a $X/hr 

worked
• Benefit usually based on contributions – flat dollar benefit is 

typical
• “Specified Multi-employer Plans” for tax purposes 

(SMEPPs)
– Looks like DC plan to participating employers
– DB plan benefit provided to members and beneficiaries
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MEPP
• Plan fiduciaries must manage fixed contributions to 

provide a DB benefit
• If plan can’t be fully funded, benefits must eventually 

be cut 
• Difficult to increase contributions in the short term
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TARGET BENEFIT PENSION PLANS

• Option recommended by the Ontario Expert Commission 
on Pensions

• Innovation is required on how risk is shared between 
employer/employees/retirees

• Contribution calculated to achieve the target benefit, but 
the benefits (including those for retirees) are adjusted 
according to experience

• Legislation must be amended to allow benefits to vary 
according to experience

• Commingling of plan assets should be encouraged
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INCIDENCE OF MEPPS
• Just over 400 across Canada
• Over 1.5 million plan members
• Most are in: 

– Ontario (30%)
– Quebec (21%)  
– B.C. (17%)

Source: Research Report submitted to the Ontario Expert Commission on Pensions by Elizabeth 
Shilton, October 31, 2007: Current Issues Concerning Multi-Employer Pension Plans in Ontario.



88

PENSION REGULATORY
• Definition of MEPPs varies slightly across pension 

jurisdictions
• Alberta differentiates between those bargained 

(SMEPPs) and not (MUPPs)
• Ontario has a subclass called JSPPs
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MEPPS AND THE FIRST 
“PERFECT STORM”

• Pension standards haven’t typically differentiated 
funding requirements by type of plan

• 2003 funding crisis resulted in solvency funding relief 
in some jurisdictions
– In 2007/2008 various forms of a 3-year moratorium 

adopted by BC, AB, ON, NS & NL
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PENSION REFORM FOR MEPPs 
• Funding
• Benefit improvements
• Valuations
• Transfer values
• Governance
• Disclosure to members
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RISK: INTERGENERATIONAL EQUITY
• Issue: 

– Potential for value of benefits received to be 
disproportional to contributions made

• Measurement: 
– Relationship of contributions being made in a year to 

normal cost of benefits being earned in that year
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RISK: INTERGENERATIONAL EQUITY
• Mitigation, possible through a combination of:

– Benefit design
– Funding/cost allocation method
– Assumption selection and stress testing
– Governance
– De risking strategies
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RISK: MEMBER COMMUNICATIONS
• Issue: 

– What’s the deal?
• Generally, not unique to MEPPs, but MEPPs often offer 

a different deal
• Measurement:

– Review what’s being provided to participating 
companies and plan members, initially and on an 
ongoing basis
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RISK: MEMBER COMMUNICATIONS
• Mitigation: 

– COMMUNICATE, COMMUNICATE, COMMUNICATE
• How the plan works
• Roles and responsibilities of all stakeholders
• How the plan’s doing
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RISK: CONTRIBUTIONS VS. 
BENEFIT ACCRUALS

• Issue:
– If the difference between the negotiated contribution 

rate and the cost of accruals is small, the plan has less 
ability to manage experience losses

– Risk is particularly relevant for mature plans
– Increases in average age can increase the cost of 

accruals and exacerbate the problem



2121

RISK: CONTRIBUTIONS VS. 
BENEFIT ACCRUALS

• Measurement:
– Present value of past service contributions is the 

maximum cost that can be absorbed by a plan
• 5, 10 and/or 15 year time horizon

– Expressing this amount as a percentage of liabilities is 
a measure of the relative risk

– Present value of past service contributions plus any 
existing surplus is the maximum experience loss that 
can be absorbed by a plan



2222

RISK: CONTRIBUTIONS VS. 
BENEFIT ACCRUALS

• Risk Management:
– Include margins/conservative assumptions
– Anticipate changes in the normal actuarial cost rate

• Ageing of the membership
• Changes in assumptions

– Perform sensitivity analysis
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RISK: HOURS WORKED
• Issue:

– Amortization payments are typically fixed amounts and 
expressed as cents per hour

• Reduction in hours increases costs per hour
– Reduction in hours may result in experience losses

• In particular, negative retirement experience
– If reduction is seniority based, it may result in an 

increase in the average age of the membership
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RISK: HOURS WORKED
• Measurement:

– Sensitivity and stress testing
• Measure impact on funded status and contribution rates

– Increase monitoring when hours start to reduce
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RISK: HOURS WORKED
• Risk Management:

– Include contingency reserves
– Build and use stabilization funds
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RISK: LONGEVITY
• Issue:

– Is there adequate provision for future improvements in 
mortality?

– Will the mortality of the members improve more than 
the general population?

– Are spousal mortality rates appropriate
• Member mortality may be substandard, but not spousal 

mortality
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RISK: LONGEVITY
• Measurement:

– For large plans, specific experience studies should be 
undertaken periodically

• Analysis should include trends in mortality
– Periodically disclose sensitivity to changes in mortality
– Can experience data be shared between similar 

MEPPs?
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RISK: LONGEVITY
• Risk Management:

– Include appropriate margins in mortality rates
• Current rates and mortality improvements

– Reflect different mortality tables for members and 
spouses
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RISK: A/L MISMATCH
• Issue:

– Risk is risk of reducing benefits in payment, accrued or 
future.  Due to the lack of recourse to the plan sponsor 
to fund deficits, this risk is very important to MEPP plan 
fiduciaries

– Liabilities growing at different rate than assets resulting 
in unfunded liability which can’t be supported by the 
contributions
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RISK: A/L MISMATCH
• Measurement:

– A/L Mismatch – tracking error calculation
– Recommend frequent determination of liabilities 

(estimation or full valuation)
– Stress testing for adverse change (e.g.: 0.5% or 1% 

decline in bond yield, and 30% drop in equity MV)
– Scenario testing of adverse economic environments 

(bond yields and interest rates, stock markets, 
currency fluctuation, etc.)
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RISK: A/L MISMATCH
• Measurement:

– Determine liability duration and sensitivity
– Determine inflation risk and sensitivity
– Assess potential for counterparty risk for 

overlay/derivative based investment strategies
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RISK: A/L MISMATCH RISK
• Mitigating Risk:

– Increase fixed income assets and reduce equity assets
– Longer duration fixed income assets in mix
– Duration matching
– Cash flow matching
– Annuitization of retired life liabilities
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RISK: A/L MISMATCH
• Mitigating Risk:

– Increase fixed income assets and reduce equity assets
– Longer duration fixed income assets in mix
– Duration matching
– Cash flow matching
– Annuitization of retired life liabilities
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A/L MISMATCH – EXAMPLE

Current Policy Target Duration as at Dec 31, 2008 
(based on total Plan - i.e. comparable to GMC's)

21.5 Years

Accrued Liability Duration 15.5 Years

Future Liability Duration 28.8 Years

Total Liability Duration 19.8 Years

Future Contributions Duration (net of Future Expenses) 8.8 Years

Total Liability Duration (net of Future Contributions) 22.3 Years

As of 
Val'n at 
Dec. 31, 

2008 {
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A/L MISMATCH – EXAMPLE

Yield -> 3.70% 4.70% 5.70% Duration

Accrued 123% 118% 113% Accrued +3.0 years

Total 102% 103% 105% = 18.5 years

Accrued 124% 118% 112% Accrued +4.0 years

Total 102% 103% 104% = 19.5 years

Accrued 125% 118% 111% Accrued +5.0 years

Total 103% 103% 103% = 20.5 years

Funded Position Analysis 2009 (BOY)
Accrued Liability Duration at December 31, 2008 = 15.5
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A/L MISMATCH – EXAMPLE
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RISK: INTEREST RATE
• Issue:

– Where the plan’s liabilities are measured using a “marked to market” approach:
– Interest rate volatility results in liability volatility
– As interest rates decline, the plan’s liabilities increase – if this occurs 

over a continually over a period of time, the result will be increasing 
liabilities (and associated cost of benefits)

– Even where the plan’s liabilities are not measured using a “marked to market” 
approach, general changes in bond yields will tend to affect the liability discount 
rate even though the effect will be gradual and over time

– To the extent that the plan’s assets are invested in interest bearing securities, 
as yields decline the one-time capital gain on the securities will be offset by the 
lower ongoing yield, and the plan’s ongoing ability to earn the required rate of 
return diminishes
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RISK: INTEREST RATE
• Measurement:

– Determine the plan’s duration, which provides an 
approximate measure of the sensitivity of the plan’s 
liabilities to changes in interest rates

– Monitoring the allocation of the plan’s assets to interest 
bearing securities 
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RISK: INTEREST RATE
• Mitigating Risk:

– Where the plan’s liabilities are measured using a 
“marked to market” approach, and the plan’s governors 
must take action based on this funding approach, 
consideration should be given to matching the 
investment structure to the liability structure 

– Benefits provided should reflect (and be adjusted 
based on) the cost to provide the benefits (over the 
long term, unless required to act of “marked to market” 
liabilities)
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RISK: INFLATION
• Issue:

– Value of benefits in nominal terms declines over time, 
even where inflation is very low

– Final pay based plans need to reflect inflation in cost of 
benefits

– Members of nominal benefit plans will seek ad hoc 
increases over time to offset the effects of inflation
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RISK: INFLATION
• Measurement:

– Monitor annual inflation rates
– Monitor experience differing from actual for final pay 

based plans 
– Monitor cumulative inflation during periods between ad 

hoc increases 
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RISK: INFLATION
• Mitigating Risk:

– Reflect assumed inflation in final pay based plans
– Allocate a portion of plan’s assets to inflation sensitive 

securities (inflation hedge)
– Include a provision in the actuarial basis to fund ad hoc 

increases to all accrued pensions (i.e., only grant 
inflation increases when plan finances allow)
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SUMMARY
• MEPPs are very different than traditional plans
• Fixed contributions AND fixed benefits
• Results in unique challenges for the actuary
• New and different risks must be:

– identified
– Measured
– managed
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QUESTIONS?
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