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In September, the Honourable Doug Horner, President of
Treasury Board and Minister of Finance, announced the
Government's vision for public sector pension plans in Alberta.
Our Plan, the Special Forces Pension Plan (SFPP), is a part of
the Government’s review.
The Government has given SFPP the mandate to set up the
Plan “outside of statute” – to be jointly sponsored and governed independently by
its employee and employer sponsors. The new, independent SFPP will be:
• Established by sponsor and trust agreements;
• Set up with a “bicameral” governance structure; and
• Subject to the Employment Pension Plans Act.
Bicameral is the technical term for a structure that consists of two groups made up
of employer and employee members who manage different aspects of a pension
plan. For example, one group could be responsible for the plan’s administration
and investments (fiduciary activities and decisions) while the other looks at the
larger-picture to ensure the plan is reaching its overall goals in benefits design and
contribution levels (sponsor activities and decisions).

Employee and employer stakeholders will be able to directly decide the future of this new, independent SFPP. Those who bear the risks
will be able to manage the risks through the governance system.
This way forward for governance acknowledges the hard work done to date by the SFP Board (the Board) and SFPP Stakeholders.
I look forward to continuing this effort to ensure the sustainability and good governance of SFPP. This move also directly aligns with the
Board and Stakeholders’ views on governance. Our recommendations to the Minister have stressed the need for bicameral
governance.
The Government has not proposed any changes to SFPP benefit provisions, but did so for the other public sector pension plans. However,
the Government has asked SFPP Stakeholders to consider recommendations to improve plan sustainability. As an example, the
Government suggested SFPP Stakeholders look at reducing the Plan’s early retirement provisions.
The Board is taking a lead role in establishing work plans and the associated timelines for Stakeholders’ review and decision-making on all
these issues: governance; plan design; and the finalization of an integrated investment, funding and benefits policy. The work plans and
timelines include review and approval of governance changes by January 2014 and plan design changes by the end of 2014.
To find out more about what the Government is proposing, please visit www.pensionsustainability.alberta.ca. The Board and I will
continue to post SFPP-specific updates on the SFPP website at www.sfpp.ca as information becomes available.
Dwayne Smith,
SFP Board Chair
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The Baby Boom
When we talk about the “demographics” of the Canadian
population, it refers to how many people are in different age
groups and the breakdown of males and females. When SFPP
started in 1979, the Canadian population looked like this:
Total population: 23,733,625
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The 1979 “inkblot” shape was caused mostly by the Baby
Boom – a period of high birth rates in North America followed
by a decline in birth rates. (According to Statistics Canada, the
Baby Boom includes people born from 1946 to 1965 – the
group from age 14 to 33 in the 1979 graph.)
When we fast-forward to 2011 (the most recent Canadian
census), this is how the population looked:
Total population: 29,732,945
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Comparing the two years, you can see a couple of important
facts:
• In 1979, there was a large group who were age 20 to 55.
People who have workplace pension plans are paying into
those plans during those years. In addition, the group that is
age 65 or older is relatively small. People who have pension
plans generally receive money from those plans at this age.
• By 2011, it’s quite a different story. The “bulge” has moved up
and there are fewer younger people and a huge number of
people who are already retired or within 10 years of retirement.
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There have been many news reports over the last few years
about the difficulties facing pension plans in Canada, particularly
defined benefit (DB) pension plans in both the public and private
sector. Many pension plans, including SFPP, are dealing with
large funding shortfalls and the need for more contributions.
Much of the commentary has pointed to poor investment returns
as the cause of the problem. However, there are more pieces to
the puzzle. To better understand the challenges facing DB
pension plans, let’s start by looking at two “demographic factors”
that also contribute to the problem:

•

Plan maturity: Plans today have a higher ratio of retirees to
active members than when they were launched in the 1960s
and 1970s.

•

Longer retirement periods: Pensions are being paid for a
longer period of time than when SFPP was first set up.

Then we’ll come back to the issue of investment returns,
because the financial environment does have a great influence
on pension plans.

Plan Maturity
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How demographic change and
the economic environment work
to affect SFPP

We’ve all heard about the Baby Boom – a period of high birth
rates in North America followed by a decline in birth rates. In
2013, these Baby Boomers are already retired or just about to.
As generations born after the Baby Boom are smaller in size, the
Canadian population is aging at a fast rate. It should come as no
surprise that pension plans are aging as well. (For more on the
Baby Boom, see the boxed text to the left.)

In our DB pension plan, employers and active members
contribute to a pension fund that is a “pool” of money – not
individual accounts – which is invested for the benefit of all plan
members. These contributions must pay for the benefits that
active members will accrue in the future as well as cover any
shortfall between the plan assets (what the Plan “owns”) and
liabilities (what the Plan “owes”).
The demographic profile of members of a particular pension plan
doesn’t necessarily match that of the general population.
However, the population change has some effect on all pension
plans because it magnifies the problem of plan maturity. The
“tipping of the scale” that is plan maturity happens regardless of
the population distribution, but the Baby Boom serves to add
more weight to one side of the scale and take some away on the
other.

retirees and inactive members. Relatively speaking, there are
fewer active members to share in this cost and contributions
have to increase at a much faster rate than in a plan that is less
mature.

The Past

Today

As a pension plan matures, the number of members who are
either receiving pensions (retirees) or who are owed pensions
but are no longer working (inactive members) gets larger as
compared to the number of members who are active and paying
into the fund. The result of this shift is that there is much faster
growth in the plan liabilities than there is growth in total
contributions going into the fund from active members and
employers.

And let’s not forget that contributions are deducted from pay (and
for the employer portion, from tax revenues), so contributions can
only be increased so much. When a DB pension plan has overly
high contributions, it makes it hard to attract and retain
employees. Plans such as SFPP are considering other options
that will better enable them to respond to changing conditions in
the future.

You might say, “So what?” But here’s the problem: when a
mature plan faces a funding shortfall, the active members are
also on the hook for the portion of the shortfall that relates to the
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Longer Retirement Periods

The Financial Environment

Today, two big changes have occurred to make the “retirement
years” much longer. First of all, early retirement is a goal for
many people. We no longer think about retirement as calm and
restful, and instead we’ve adopted the idea of “active” retirement
– a period when we get to do all the things we didn’t have time
for when we were working.

And we can’t forget the impact of the current financial
environment. As we work to solve the challenges of being a
mature pension plan, we feel nostalgic about the 1980s when the
stock markets had double-digit returns.

The second change is an increase in longevity. It’s ironic that
what seems like good news to all of us – that we’re living longer
and healthier lives – is bad news for DB pension plan funding.
The longer plan members live on average, the harder it is to fund
their pensions – especially if plan members also tend to retire
early.
If we look at SFPP data specifically, we see that on average
pensions are paid for five more years now than they were in
1980.
1980

2011

Average retirement age

52

51

Average life expectancy of a
65 year old in the given year

81

85

Average pension payment
period

29

34

Paying pensions for longer periods of time makes the pension
more expensive to provide. On average, this additional pension
payment period means it costs 17% more per member to provide
the same dollar amount of pension than it did in 1980. When
financial markets don’t cover this increased cost it has to be
covered by contributions.

Just as your own RRSPs may have experienced a number of
“shocks” in the last decade, so have the assets in SFPP.
Although stock markets have always gone up and down over
time, the extremes of the “dot-com” crash, the retraction following
9/11, and the recent financial market crisis in 2008-2009 have
resulted in large swings in pension plan assets that are difficult to
manage. These were unexpected and have no comparisons
except for the Great Depression.
An extremely important but often-overlooked impact of our
current economy is the ongoing historically low interest rates.
Liabilities in pension plans have increased significantly over the
past decade as interest rates have gone down. In a low interest
rate environment, it is more expensive to provide the same dollar
amount of pension. As an example, if we expect the assets in our
pension fund to return 5% per year over the long term, it will cost
15% more to provide $1 of pension than if we expect the assets
to return 6%.

A “Perfect Storm”
You might say that all of these factors are coming together into
the “perfect storm” for pension plan funding. Removal of any one
of these influences would make it much easier to manage plan
funding. However, that doesn’t look very likely. The outlook for
interest rates is that they are expected to remain low for some
time; stock markets continue to be volatile, although there have
been signs of recovery; pension plans will continue to mature;
and life expectancy continues to grow.
As the SFP Board and Stakeholder Advisory Committee examine
solutions for all of these challenges facing SFPP, it is important
that we examine all options carefully to ensure we have a secure
plan for all the members – now and in the future.
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QUESTIONS AND ANSWERS
These are a few of the questions we have received from members.

Q

SFPP started in 1979 and we knew about the
Baby Boomers back then. Why wasn’t
anything done about these problems sooner?

A

It’s true that pension plans have been around for a long
time. The first one in North America was created in 1717
for retired Presbyterian ministers. And it was General
Motors, in 1940, that created the first modern pension
fund that invested in a diversified stock portfolio. With
that long history, it’s not surprising that people say, “You
should have seen this coming.”
As the article on the previous pages explains, it is the
combination of many factors that is creating the “perfect
storm” for pension plans. The pension environment was
different when SFPP was created. Interest rates were in
the double digits. Events such as the “dot-com” crash
and the 2008-2009 financial crisis were thought to be
one in 100 type events. Medical advancements have
improved life expectancy beyond what could have been
imagined earlier.
It’s also important to know that we haven’t been sitting
around – we have taken steps to address the challenges
facing the Plan. The SFP Board has increased
contributions, but there is a limit to how much
contributions can be increased. SFPP is also the only
public sector plan in Alberta that recognized that retirees
should “share the pain” – so, we changed pension costof-living increases so they would apply only if the fund
was financially healthy. Most importantly, we’re still
working side-by-side with all stakeholders to find the best
long-term solution to solve the issues facing the Plan
funding.

Q
A

I just started out. Are my contributions
funding benefits for retired members?
The answer is complicated. As mentioned in the article,
in a defined benefit (DB) pension plan like SFPP, there is
no individual account for each plan member. All
contributions in a DB pension plan are pooled in a single
pension fund, and all of that money is continually being
invested, so the SFPP can pay pensions to retirees.
In a DB pension plan, there is no possible way to set
aside “your money” to pay only “your pension.” So, yes,
your money does pay other people’s pensions, and other
members’ money will also pay your pension.
One of the main advantages of a DB pension plan is that
risks are pooled. As an individual member, you alone do
not bear the risk that you will outlive your retirement
savings. But the flip side is that you also must bear the
risk that investment returns will not be sufficient. The
goal over time is that each generation of plan member
bears the risk associated with providing their benefit.
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How do we fix the Plan?

That answer is even more complicated. If there was a
“quick fix” available, it would have already been adopted.

above what the experts advise is a realistic level, it would
be a little like this scenario:

The SFP Board and the Stakeholder Advisory Committee
have been working for some time to examine funding
projections and data and gathering ideas from
stakeholders to find the best solution possible. And we
have made some progress already – see the answer to
the first question on the previous page.

Imagine you have to make a big payment of a debt. You
only have half the money you need and only a short
period of time to come up with the rest. You have the
option to take a second job for a month – it’s very tough
work that will be exhausting. Instead, the strategy you
choose is to take the money that you do have and bet it
at the casino.

Some people say we should just change the discount
rate and everything will be fine. Simply put, the discount
rate is the rate that our actuary uses to estimate how fast
the pension fund will grow on average. So, if we assume
the rate is really high, then the fund will grow quickly, and
we won’t have a funding problem, right?
Not so fast. We have to be realistic. For every
percentage point that we increase that rate, we increase
the risk of the actual investment results not matching that
expectation. It would also be contrary to the accepted
standards of practice of the actuarial profession in
Canada to set the rate too high. If we increased the rate
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If Lady Luck is with you, you’re all set. But if you lose,
you’re in a worse position than you started in and you’ve
lost the time you could have spent working to earn the
money.
We don’t want to take unnecessary risk and end up
worse off than before. Carefully examining the options
that lie before us will be hard work – and the solutions
may mean everyone has to “share the pain” – but it’s the
best road forward.

Understanding the bridge benefit
SFPP allows you to retire with an unreduced pension at age 55 if
you have at least five years of service, or at any age with at least
25 years of service. If you choose to retire before age 65, you will
receive a lifetime pension that continues as long as you live plus
a bridge benefit that stops at age 65.

What is a bridge benefit?
You can think of the SFPP bridge benefit as a temporary “top-up”
pension. It gives you additional income to “bridge” the financial
gap between the time you start your SFPP pension and age 65 –
the time that most people start their pension from the Canadian
Pension Plan (CPP). The graph below shows how this works.

From this issue onward, each Plan Beat
will include an educational piece on
different elements of SFPP to help you
understand the Plan better.

How much is it?
Here is how the bridge benefit is calculated:
0.6%
X
average YMPE (CPP earnings maximum)
(or your highest average salary, if less)
X
pensionable service

Bridge pension from SFPP

CPP beginning at age 65

Your lifetime pension from SFPP

Retirement begins

For more information about how the Plan works, including the
lifetime pension formula, see the SFPP website at
http://www.sfpp.ca/members.

Age 65

The dotted line in the graph above means that your lifetime plus
bridge pensions and your lifetime pension plus CPP benefits are
not necessarily equal. Just how equal these two amounts will be
depends on different factors, such as when you choose to start
receiving your CPP benefits and your total years contributing to
CPP.
The bridge pension is payable from retirement to age 65, even if
you start receiving reduced CPP benefits earlier. When you turn
65, the bridge benefit is no longer paid, reducing your monthly
payment from SFPP. The lifetime pension will continue for as
long as the pension is paid.
Only some pension plans have a bridge benefit. It helps to level
out your income until your government benefits are expected to
begin. The longer the bridge pension is paid, the more expensive
it is to provide. In addition, since the bridge stops at age 65,
when planning for retirement, plan members need to think about
how much their lifetime pension will be from the Plan, not just the
amount they receive when they first retire.

7

Contact us
Contact the SFP Board if you have
inquiries about the governance of the Plan.
E-mail: AsktheBoard@sfpp.ca
Contact the Member Services Centre if
you have questions about:

•
•
•
•

Calculating pension benefits
Retirement options
Your member annual statement
Changing contact information

Phone: 1-877-809-SFPP (7377)
E-mail: memberservices@sfpp.ca
Contact Pension Payroll if you have
questions about:

•
•
•

Payment of benefits
Calculation of benefits
Requesting or filling out forms

Phone: 1-877-422-4748
E-mail: pay@sfpp.ca

SFPP EMPLOYERS

The City
of Calgary
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The City
of Camrose

The City
of Edmonton

The City
of Lacombe

The City
of Lethbridge

The City
of Medicine Hat

The Town
of Taber

