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Why use assumptions?
We estimate our future liabilities and assets based on assumptions because no one can predict with certainty how
well investment markets will do, how long people will live,
how many people will retire, how many new members will join
the Plan and how much salary everyone will make.
LAPP pensions are paid out based on a formula that takes
into account years of service and salary, so all of the assumptions listed above (and more) factor into an assessment of
how much we need in contributions and investment earnings
to pay for pension obligations estimated many decades into
the future.

LAPP’s funded status –
a look at the health
of the Plan
One of the ways we measure the financial health of our
pension plan is to keep a close eye on our “funded position”.
The funded position tells us whether we have enough assets
today to cover all the future pension obligations we owe to
current Plan members and retirees.
To properly measure our funded status, we work with an actuary
each year to estimate the cost of our pension obligations (liabilities) and formulate how much money we will need to cover the
cost. We do this by conducting an actuarial valuation where we
measure how well our economic and demographic assumptions line up with actual experience in the Plan.
According to the most recent actuarial valuation, LAPP was
88.5% funded at Dec. 31, 2014, up from only 82% funded at
Dec. 31, 2013. This is what we mean by our “funded position” and we sometimes also refer to it as our funded ratio.
(Please read more about the funded ratio and the different
ways it is reported below.)
LAPP’s goal is to always match the level of funding to the
level of need, but it is a rare event when our assets and liabilities match perfectly because all we can do is estimate both
sides of the balance sheet. More likely, at any given point of
time, there will be a deficit of funding or a surplus of funding,
depending on how well actual experience lines up with the
assumptions made.

When there is a negative gap between Plan revenue (assets)
and pension obligations (liabilities) this is known as an unfunded liability. Based on LAPP’s funded ratio of 88.5%, we
know the Plan’s unfunded liability is 11.5 %.
The unfunded liability is being paid off over a 15-year schedule through “special payments,” made by members and
employers as part of their pension contributions. If no new
unfunded liabilities are added, the Plan will be 100% funded
when the last of the special payments come off.
Currently payments toward the unfunded liability account
for about 25% of the combined contributions coming from
members and employers. If the financial position of the Plan
warrants it, the unfunded liability can be paid off sooner than
the payment schedule.

How are pensions funded?
Contributions paid by members and employers are pooled
together in the LAPP Fund and are invested in a diversified
portfolio to grow the pension fund over time. Contribution
rates and investment returns are the only sources of revenue
for LAPP, with investments paying about 75% of the pension
bill and contributions supplying the rest.
In times of economic downturn, when investments are not
producing expected yields, a funding shortfall might result
in the need to raise more revenue over the short term until
markets correct themselves. LAPP prefers not to raise contribution rates in response to volatile markets, so whenever
possible, the Board prepares for these unexpected shocks
by building a financial cushion to help stabilize the funding.
This is one of the ways we manage risk in the Plan. You can
read more about that elsewhere in the newsletter in the Message from our CEO, Christopher Brown.

How is LAPP’s funded ratio reported?
Our funded status is reported to members and the public,
twice a year:
1. Our Annual Report, which contains our audited financial
statements, is published on-line each summer and communicated in the July/August Member newsletter.
2. The Board conducts an actuarial valuation each year to
review contribution rates and releases either the full valuation or a management information report, depending on
whether the valuation is filed.
The two reports can sometimes cause confusion, however,
because the funded position reported is different depending on
the document, even though the reporting period is the same.
For example, the 2014 Annual Report has the funded ratio
at 93% and the 2014 Actuarial Valuation reports the funded
status at 88.5%. The best explanation for the difference is

that different reporting methods are used, based on different
assumptions.
The audited financial statements are set by government and are
based on assumptions drawn from previous estimates. They
are not based on actual Plan experience. The purpose of the
audited statements is to report on the financial health of the Plan
to the end of the year audited, based on accounting methods.
For the actuarial valuation, assumptions are made by the
Board and the actuary based on a review of actual plan experience for the year and using the same assumptions the Board
will use to fund the Plan, set contribution rates and determine
(as near as possible) the true cost of the pension obligation.
Another difference between the reporting methods is that
the Board adopts a methodology called “asset smoothing”
by which not all investment gains or losses are applied in the
specific year they are made. This helps keep contribution
rates smooth from year to year.

Online services improving for LAPP members
On June 1, 2016, LAPP members will experience new and
improved online services when logging in to www.mypensionplan.ca to access personal pension information. Alberta
Pensions Services, the corporation that provides pension
benefit administration on behalf of LAPP, is making technological improvements that will make it much easier for
members to keep up to date with their pension information.
Mypensionplan is the secure web portal for LAPP members that you can currently access on the LAPP website at
www.lapp.ca.

Beginning June 1, 2016, when you access the new mypensionplan, you will log in the way you always have and will
automatically be given a new 10-digit number that will be
your new LAPP ID.
If you have never used mypensionplan before you will simply
create a new profile after June, with your name, employer
name and Plan information and you will immediately be given
a 10-digit LAPP ID.

The new mypensionplan will offer you the following benefits:
•
•

•
•

Easily update personal information and see the results
immediately;
Readily access pension information from your first day
on the job, throughout your working, years and into
retirement;
Conveniently access a secure e-mail service for providing personal documents; and,
Easily plan for retirement with a sophisticated pension
projection calculator that runs an estimate for normal
retirement age (65) or other retirement dates. The calculator will run three different retirement dates and present
results on an easy-to-read graph. You can run projections on your salary that include a salary increase, and
you can also calculate part-time service.

Larry Walker

Driver, Cypress County

A LAPP pension has value.

Message from the President and CEO
With a steady focus on careful
risk management, LAPP has
continued to improve the
Plan’s funded position while
shoring up its capacity to
withstand future shocks. This
has been important work and it
continues to be our top priority.
Despite three straight years
of double digit returns and
despite our best efforts to turn
things around financially, we are still not fully recovered
from the global economic crisis of 2008. We are getting
close, but there may be no quick end in sight as we brace
for the possibility of another economic downturn driven by
slow global growth and depressed oil prices.
There is good news, however; we are better prepared this
time. The dot.com bubble in 2002 and the global recession of 2008 have taught us a few important things:
•

it is always best to prepare for the worst;

•

it takes time and resources to weather a storm; and,

•

it helps to have a solid plan to manage risk.

A few months ago, the LAPP Board approved its 2014
actuarial valuation and instructed the actuary to file the
valuation with the Canada Revenue Agency. The valuation
reflects the Board’s prudent approach to managing financial risk in a number of ways:
•

it sets a healthy funding margin that provides an
appropriate cushion to aid in managing future adverse
events;

•

it reduces the Plan’s discount rate to 5.50% from
5.75%, bringing expected investment earnings in line
with reduced expectations;

•

it maintains current contribution rates for 2016 and
likely 2017; and,

•

it accelerates the schedule for paying down the current unfunded liability so that it may be paid sooner.

In more simple language, LAPP is holding on to some of
the gains from our recent double-digit investment returns
to strengthen the Plan’s ability to withstand future shocks,
economic or demographic. We build margin in good times
so we can spend it when times are not so good. It allows
us to keep contribution rates stable and to smooth funding out over periods of volatility.
Though we are only required by law to file a valuation
once every three years, the Board conducts a valuation
annually as part of its risk management strategy. This
allows us to study all potential risks to the Plan, review any
pricing issues and stay up to date with our Plan demographics and member experience.
Every time we file the valuation we create a three-year
open window that allows us more time and opportunity to
better manage an emerging crisis, should one arise. It is
one more important device in our well-used, risk-management tool box.
Risk is not a word most people want to associate with
their pensions and that is precisely why we pay so much
attention to it. The benefit of having a solid workplace
pension should be the certainty of a secure income in
retirement.
At LAPP we take a balanced approach to financial security by managing risk in the short, medium and long term.
We stay focused on risk management as we work to fulfil
our mission statement:
“Financially secure pensions for members at a reasonable
cost to all.”
On behalf of management and staff at Alberta Local Authorities Pension Plan Corp., I wish you and your families
all the best this holiday season.
Christopher Brown
President & CEO
ALAPP Corp.

42909018

Contact Us
It’s all on our website
Whether you want to read more about Plan funding or learn more about
your own personal pension and what you can expect at retirement, all
the information you need is on LAPP’s website at www.lapp.ca. Visit the
website soon. LAPP is one of the most valuable assets you are investing
in and you owe 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 our Plan
benefit administrator, Alberta
Pensions Services at:
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

