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Statement of Intention
– LAPP Board:
Our intention is to achieve a sustainable,
defined benefit LAPP that meets present
needs without compromising the ability of
future generations to meet their needs.
A sustainable LAPP will ideally have the
following elements:
• Funded ratio over 100%
• Total contribution rates (employers &
members) not exceeding 25%
• Assets closely matched to liabilities
• Liquidity of assets sufficient to pay benefits
• Appropriate benefits that provide adequate
retirement income

Win an iPad!
Fill in our survey,
online Jan. 7-16
www.lapp.ca

LAPP Member
Catherine Pennycook, Analyst
Alberta Health Services

A LAPP pension has value.

Message from the Chair
In our last newsletter, we let
you know that the LAPP Board
of Trustees is working with
government and major
sponsors (employers and
unions) on sustainability
planning for LAPP. These are
important discussions that
concern all plan members
and we want to update you
on that process.

As we outlined before and will discuss more on these
pages, the major risks facing the Plan are longevity, plan
maturity and investment risk (market volatility and low
interest rates). Taking a balanced approach to preparing
for these risks means looking beyond contribution rates
and juggling unpredictable markets; it also means
looking at plan design.

Grant Howell

This newsletter is designed to
give you a quick snapshot of sustainability discussions
so far and a glimpse of what we expect to see on the
horizon. I know you all lead busy lives, and reading a
pension newsletter is not top on your list of priorities,
but I encourage you to read this update and be part of
the discussion on the future of your Plan.
The past 10 years have been tough ones for pension
plans. We have worked diligently and fared better than
most but we are not immune. We need to take
appropriate measures to ensure sustainability.
We explained in our last newsletter that the Board is
committed to taking a balanced approach to a sustainable
LAPP that would see the plan remaining as a defined
benefit Plan. In order to achieve that, the Plan will have
to be managed in a way that allows for adaptability. This
will ensure that any future adverse events, like a plunge
in investment markets, will not affect the Plan’s ability to
sustain itself over time and pay members’ pensions.
Currently, we are well situated to achieve just that. We
do have an unfunded liability, but it is scheduled to be
paid off within 15 years and you and your employers are
paying for that in your contribution rates. At this point,
what is important is to stop increasing your contribution
rates to cover unexpected shortfalls and continue to take
a more balanced approach to dealing with future risks to
the Plan.

We need to base our decisions on principles, like
sharing risks and costs equitably. We need to deal
with the reality that people are living longer and many
members will soon be collecting a pension cheque
longer than they did a paycheque. We have to face the
fact that all plans mature eventually, so the number of
paying members to retirees won’t always be 3:1, like
we have now.
This is the approach the LAPP Board and its sponsor
advisory groups are taking to keep LAPP sustainable.
We have developed a Statement of Intention (p. 1) on
which all of our discussions are based and we have
shared that with the Finance Minister, who is our
Plan Trustee. He is encouraged by our progress and
he supports the work we are all doing to keep the Plan
sustainable.
In January we will be doing more surveying of
members and sponsors and I hope you will take the
time to fill out another survey and give us your input.
We appreciated your feedback on the 50th Anniversary
surveys. That information has been invaluable to us in
our sustainability planning and we are eager to hear
more.
Grant Howell, LAPP Chair

A Balanced Approach to a Sustainable LAPP
Our sustainability approach is analogous to a 3-legged
stool, which engineers say is the most inherently stable
design for any stool that stands upon uneven ground.
LAPP’s uneven ground is the changing environment.
We are faced with many strategic risks. To mitigate
those risks and build a strong stable stool, we need
appropriate strategies for all three “legs” of the stool:
•
•
•

Investments
Funding
Plan design

The three legs are further strengthened by the
braces of leadership, governance structure and
LAPP’s strategic plan. You will notice that the
governance structure brace has a crack in it. That
is there deliberately to draw your attention to the
risks created by our complex and inherently flawed
governance structure. (P.5)
To work toward a sustainable LAPP, the Board agreed
to work with sponsors, analyze the risks and options,
and consult with stakeholders on strategies for all three
legs of the stool. No decisions have been made yet.
The discussion is focused on reviewing the options and
finding the best integrated solution for a sustainable

Our Changing Environment

LAPP. The Board has developed strategies for each of
the three legs. For investments, we will work over the
long-term to opportunistically de-risk our assets and for
funding we will follow a long-term strategy to reduce our
discount rate and narrow the gap between it and bond
yields. For plan design, the Board will focus on a strategy to:
1) achieve equity in risk sharing;
2) longevity risk; and,
3) create incentives to join and stay in LAPP.

Stakeholder Consultation on Plan Benefits
Although the Board carefully monitors investment and
funding issues year round, plan design is something the
Board has not reviewed in a comprehensive way since
1962 when LAPP was first created. The Plan benefits
we have today were designed for a time when people
were expected to live an average 13 years (male) or
16 years (female) after retiring. Today, with longevity
improvements, it is not unusual to live another 25
or 30 years after retirement.
Longevity has a significant cost impact on paying retiree
benefits. The Government of Canada has adressed

the longevity issue with its Old Age Pension program
by gradually increasing the normal retirement age for
Canadians to 67. Should LAPP follow suit?
Another important difference between now and then has
to do with workforce trends. In 1962 Plan benefits were
designed to encourage people to retire early and make
room for baby boomers to get jobs. Today baby boomers
are retiring in large numbers and there are not enough
workers to replace them. Instead of providing incentives
that encourage retirement, the Plan needs to adjust to
emerging labour issues and the reality of longevity.

Ancillary Benefits
Some examples of ancillary benefits designed to
encourage early retirement are:
•

•

early retirement subsidies (for those retiring
before age 65 or 85 points) – If you retire early your
benefit gets reduced by 3% per year when the
true cost to the Plan is roughly 6%. This means
people who remain in the Plan are paying
contributions to fund that gap and it raises 		
the question of equity in risk/cost sharing.
85 factor – some LAPP members who retired
early have been collecting a pension between
30 and 40 years. Actuaries predict the dramatic
increase in longevity will continue to grow, with
people living longer. Also, in 1962 most people
were expected to work for the same employer
throughout their career. Not anymore. There are
those who will never achieve an 85 factor and they
will pay the same contribution as those who do.
That is another issue for equitable cost/risk sharing.

Equity is also impacted by the way LAPP currently
funds commuted value (CV), which is the lump sum
payout available to anyone who terminates from the
Plan before age 55. Currently, the CV is calculated to
include the value of early retirement benefits even
though someone leaving the Plan is not paying for
those benefits. Also, 100% of the benefit is paid even
if the Plan is only 80%funded, like it is today. How
might CV’s be calculated to make the risk and cost
more equitable?
Another example of an ancillary benefit that creates
problems for equitable risk sharing is the annual Cost
of Living Adjustment (COLA) made to retiree pensions.
Currently these benefits are guaranteed at 60% of
the Alberta Consumer Price Index each year, despite
whether the Plan is 100% funded or not. Like all plan
benefits, COLA is paid out of the pension fund which
is made up of members and employer contributions
and investment returns.

LAPP Member, Virginia Clevette
Manager, Stanley Milner Library

Retirees stop paying for benefits when they leave the
Plan, so in years when market returns are poor and the
Plan is underfunded, the contribution rates of those
remaining are being raised to pay for this “guaranteed”
benefit. This means that active contributing members
bear all the investment risk and retired members do not
share in that risk.

What are other public
sector plans doing?
Some public sector pension plans have already made
changes to COLA, other ancillary benefits and in some
cases are looking at reducing the core benefit on which
future pensions will be based. That doesn’t mean the
LAPP Board is intent on following what other plans are
doing, but it is committed to looking at the best options
for a managed, defined benefit plan that is sustainable.
The bonus for Plan members is that LAPP is in much
better shape than many public sector plans in Canada.
We have an opportunity to build on that strength and
ensure the Plan is sustainable and equitable in good
times and bad. In years when LAPP has a surplus, it
will be prudent to save some for a cushion against
harsher financial times.
When the economy presents funding challenges, LAPP
needs to look at what is affordable instead of increasing
contribution rates beyond acceptable levels. To achieve
that, whatever changes might result from a review of
plan benefits, it will be coordinated with a comprehensive
funding policy that clearly spells out in advance what
will happen when and how surpluses and deficits will
be dealt with. You can read more about funding policy
and what other pension plans are doing at www.lapp.ca.

A LAPP pension has value.

Message from the CEO
The point of saving for a
pension throughout one’s
career is to provide an
adequate income for
retirement. However what
constitutes an “adequate
income” is different for
everyone and depends on
one’s retirement lifestyle
goals. Retirement income
generally comes from three
Meryl Whittaker
sources: federal government
programs (CPP, OAS and GIS); personal savings/assets
(RRSPs, property); and workplace pensions. The extent to
which people line up these three options with their
retirement goals is what ultimately determines whether
they will have an “adequate” income in retirement or not.
While a workforce pension may not be the only income
most people will need when they retire, it is a significant
portion of it. Enough so that it should provide a reasonably
reliable income on retirement. That is why the LAPP Board
stands behind a defined benefit (DB) plan for you, because
of all the choices for a workplace pension, it can be the
most reliable when risks are managed properly. A DB plan
provides you a known income, based on a set formula of
salary and years of service, and it pays a secure monthly
income until the day you die (and beyond in some cases).

A Defined Contribution plan (DC), which is the way most
private sector workforce plans have gone, is really just
another name for an RRSP saving plan. Despite whether
an adequate amount of money is set aside, (and there
often isn’t in DC plans), the money you have on the day
you retire is what you will get. If the markets are bad you
may have to adjust your plans and if you have the rest of
your retirement savings invested in RRSPs, you might
just take a double hit.
A DB pension allows you to keep retirement savings
in different baskets so that if the markets do go south
again, you will have one part of your income that is
reliable enough for you to plan what kind of risk you
will take with your other investments. This makes it
easier to plan and provides more certainty than you will
have in a DC Plan. DB plans also provide the important
benefit of pooling everyone’s money and risks and they
do it at a fraction of what banks and other money
managers charge.
You can read more about this and other items discussed
in the newsletter on the LAPP website at www.lapp.ca
under the link called Sustainability Planning. We would
like to hear your ideas and feedback. Please take the time
to fill out our sustainability survey and enter the draw to
win an iPad. The survey will be posted to the LAPP
website the first week of January.
Meryl Whittaker, CEO

Governance Structure LAPP’s Weakest Link
One of the important foundations for a sustainable
LAPP is a strong governance structure to support a
managed defined benefit plan. On LAPP’s sustainability
stool, the governance structure brace is cracked
because there are flaws in LAPP’s governance structure
that have yet to be addressed. The primary one is that
there is no official place at the table for plan sponsors

(employers and employees). Sponsors pay the freight and
they share the risk, so they should have the authority to
make decisions affecting the future of the Plan. Please
visit the LAPP website at www.lapp.ca to read about the
changes needed to provide a better governance structure
for LAPP.
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Contact Us
It’s all on our website
Whether you want to read about sustainability or learn more about your
own personal pension, all the information you need is on LAPP’s website
at www.lapp.ca. Visit the website soon. Bookmark it as one of your
favorite sites and go back often to look for updates to information. Your
pension is one of the most valuable assets you will ever invest in and
you owe it to yourself to learn more about how your Plan is doing.

Looking for more information?
The LAPP Board of Trustees is committed to providing members with
easy-to-understand pension information on a regular basis. If you have
thoughts on how this newsletter or other communications can be
improved, please send an email to news@lapp.ca.

For information about your
personal pension, please contact
the Plan administrator, Alberta
Pensions Services at:
Phone: 1-877-649-5277
5103-Windermere Boulevard SW
Edmonton, AB, T6W 0S9

Local Authorities Pension Plan
Executive Offices
P.O. Box 1315
Edmonton, AB T5J 2M8
www.lapp.ca

