An update from the
Stakeholder Advisory Committee
The SFPP Stakeholder Advisory Committee
was formed in January 2011 to understand
the cost drivers of SFPP, and to find the
right balance of sustainable pension
benefits and affordable contribution rates.
The Committee recognizes the dangerous
and stressful aspects of police work; and
acknowledges the importance of retaining
the spirit and intent of provisions that
support the special nature of this work
in the current plan design. At the same
time, it is exploring ways to align benefits
more closely with changing times to
secure the financial health and continued
sustainability of the Plan well into the future.
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These considerations were presented
to a joint meeting of the Stakeholder
Advisory Committee, the SFP Board
and police associations in December,
2012. The Committee received
feedback during that meeting and
continues to refine considerations
for change provided in the report.
Once the report reflects the initial feedback
from SFPP Employers and Associations,
it will be presented to the SFP Board.

Subsequent to the initiation of the
Stakeholder Advisory Committee, the
President of the Treasury Board and
Minister of Finance, the Honorable Doug
Continued consultations with various
Horner, asked all the public sector pension
experts have led to a better understanding
plan boards to look at sustainability
of the impact of various potential
options for the future. The SFP Board
changes. A tentative list of Plan change
will therefore review the Stakeholder
considerations was developed and
Advisory Committee’s report and provide
discussed in depth by the Committee in
an update on plan sustainability to
July 2012. As a result of that meeting a draft the Minister in the near future.
report summarizing these considerations
Bob Walsh, SFPP Stakeholder Advisory
was written and is still under review.
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Plan Beat

Special Forces Pension Plan Update
Welcome to the fourth issue of the SFPP Member Newsletter.
This edition looks at pension topics that are forefront in your
minds: the security and sustainability of your pension plan.
Many of you have been telling the SFP Board (the Board) that
you are concerned about your pension plan. It’s no secret
that defined benefit pension plans in Canada are facing a
shifting landscape and it’s becoming more challenging to
provide pensions to members while managing rising costs.
We understand this is an important issue and that you’re relying on
SFPP to be an essential part of your financial security when you retire.
The Board is committed to ensuring the Plan continues to provide
you with the benefits you need at an affordable cost. You have a
great plan and we will work with you to achieve its sustainability.
To do this, you need to be informed about the state of
the Plan and how key provisions work. This newsletter
provides you with the latest Plan information and explains
what we are doing for the Plan’s financial health.
Watch for updates regarding the Plan on the SFPP website
at www.sfpp.ca. We also want to hear from you! Please send
your thoughts and ideas to: AsktheBoard@sfpp.ca.
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More about what we
(our assets)

own

The Plan’s assets grow
through contributions (yours
and your employer’s) and
from the investment returns
on these contributions.

More about what we
(our liabilities)

owe

The liabilities include the
pension benefits that need
to be paid out to members
and the Plan’s expenses
(the cost to run the Plan).

SPECIAL FORCES PENSION PLAN UPDATE

The financial health of the Plan: a balancing act

How healthy is the SFPP?

Determining the financial health of the Plan is a lot like balancing your household
budget. You need to look at how much money you take in and the bills you have to pay.

The last valuation was completed as at December 31, 2011. As of
that date, the Plan had a shortfall of close to $513 million. This
means that the Plan is projected to have just over 75 per cent of the
estimated funds needed to pay out all the benefits to members.

If you have more money than bills, you’re in good shape. If you don’t have enough money to
pay your bills, you need to look at ways to bring in more cash or reduce what you owe so that
you can balance your budget.

Calculating the Plan’s “budget”

To assess the Plan’s financial health, we do an actuarial valuation. This
looks at the Plan’s books, a bit like the way you do your own household
budget. It determines whether we have enough money in the Plan (our assets)
to pay what we owe (our liabilities) at a particular point in time.
An actuarial valuation looks at:
• How the Plan will evolve in the future, such as how membership will change
• How long members are expected to live
• What the Plan will have to pay out
• What future investment returns will be
• How much salaries will increase
This helps determine if we are on track to having enough money to pay out all
benefits to members. Since no one can precisely predict all the factors that will
affect the Plan – such as how much the investment income will be or how long each
pensioner will live – we have to rely on best estimates or scenarios. We also have to
continually monitor the Plan to see how our predictions compare to actual events.
In the same way as when you look at your household budget, the actuarial valuation tells us
if we’re in good shape financially, if we need to look at ways to bring in more money, or if we
need to reduce the money we have to pay out so that we can balance our books.

The Plan’s “security check”

An actuarial valuation is a complex process that is done to assess the financial state of
a pension plan at a particular point in time. In many ways, valuations are like security
checks. We conduct them at least once every three years to see if everything is all right. If
the valuation shows a funding shortage, then corrective measures – such as a change in
contributions, investment strategy and/or benefits – are taken to bring the Plan back in line.

Plan sponsors all over Canada are facing similar funding challenges
and are searching for solutions. The valuation results confirm
that the Board needs to look at new ways to balance the Plan’s
budget, either by bringing in more money or reducing our pension
costs, or both. This is what the Board has committed to doing.

No increase to contribution rates in 2013

Compared to the actuarial valuation in 2008, the Plan looks a
little better and it is up just about two per cent from a funded
ratio of almost 74 per cent. When the valuation shows that the
Plan is underfunded, contributions made by you and your employer
typically go up in an effort to improve the balance between the
Plan’s assets and contributions versus the Plan’s liabilities.

This year, though, the Board decided not to raise member
contributions. To keep those rates at their current levels, the
Board released some of its “assumption reserves”. Without
releasing these reserves, the Board would have needed to raise
contribution rates to balance the Plan’s assets and liabilities.
We can think of assumption reserves as a sort of “rainy day” account
that can be used to stabilize contribution rates when the Plan is
experiencing shortfalls. When the account is used, it keeps contribution
rates more stable today, but creates greater risk that future contribution
increases may occur – for example, in the case of poor investment
returns – since less reserves are available for the future.
Another reason the Board decided not to raise member contributions
in 2013 is because of a large number of new members joining the
Plan throughout 2011 and 2012. Having more members means more
contributions to the Plan, both by those members and by their employer.

The valuation process includes modelling the pension benefits we expect to pay
out to our members based on economic and demographic assumptions. These
assumptions include interest rates, salary increases (economic), and expected
retirement and termination ages and mortality rates (demographic) of our plan
membership. The results tell us what contributions are required to sustain the Plan.
An actuarial valuation is done under specific requirements determined
by the Canadian Institute of Actuaries Standards of Practice.
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A closer look at rising pension plan costs

QUESTIONS AND ANSWERS

The following provides some answers to questions the Board receives from members.

There are a few factors that affect how much the Plan owns (its assets) versus how much the Plan owes (its liabilities).

Factors that affect what we own (assets)

Factors that affect what we owe (liabilities)

• Contributions to the Plan - how much goes into the
Plan (yours and your employer’s contributions).

• The Plan’s benefits - each element of a
Plan has a cost associated with it.

• Investment returns - the money generated
from investing the contributions.

• Interest rates - a pension represents a future cash
payment, and interest rates are the key ingredient in
placing a present value on this future payment.

Q

A

What we owe (our liabilities)
is increasing because…

• Contributions - the Board has been using up reserves to
keep contribution rates as low as possible. As a result,
contributions have not increased as fast as liabilities. This
increases the risk of future contribution increases.

• The Plan’s benefits - SFPP is a good Plan with
features that can be expensive, such as:

• Investment returns - the stock markets have been very
volatile and investment returns have been lower.
• We expect the current economic conditions to continue, which
means pressure on the Plan’s future investment returns.

• Reduce risks

be paid for a longer period of time

• Interest rates - in your personal portfolio, when interest
rates are low, you need to put more money in to build up the
same level of wealth: a pension plan is no different. More
contributions are required when interest rates are low.

How SFPP
these factors
relate
SFPP
liabilities
andtoassets
at December
31, 2011
Over time, these as
factors
have been driving
costs up.

}

The bottom line - what we owe versus
The
line -million
what shortfall
we own versus
what bottom
we own: $513

what we owe: $513 million shortfall

$1.566
billion

Liabilities - what we owe

4

• Improve equity
• Not affect the attraction and retention of employees
• Review the following potential changes for future service:

• the benefits paid out when a member
leaves before retirement

• the pension formula and retirement benefits
• the bridge benefit payable from the

• an unreduced pension after 25 years of service,
• life expectancy is improving, so pensions will

• Plan demographics - members are living longer so the
Plan has to pay out benefits for a much longer period.

$2.079
billion

The Committee is looking at ways to keep the Plan
affordable and sustainable, and to make recommendations
to the Board. It has met a number of times and has
done an extensive review of the overall plan design and
potential impact that any design change could have on both
members and plan costs. The Committee’s objectives are to:

SFPP liabilities & assets
as at December 31, 2011

Q

A

date of retirement to age 65

• cost-of-living increases

Q

A

When we talk about ‘equity’,
what do we mean?
One of the Stakeholder Advisory Committee’s objectives
is to improve equity. Equity means ensuring that the
benefit a member receives from the Plan represents what
the member paid into the Plan during his or her career. It
means making sure future generations aren’t paying for the
retirement benefits of an earlier generation, or vice versa.

Am I going to lose my pension?
No. The Board is committed to maintaining a sound
defined benefit pension plan. It would be careless
not to take a serious look at rising pension costs
and at what we can do to see that contribution rates
remain affordable over the long term. The retirement
benefits that you’ve already accumulated won’t
be part of any potential plan design changes. The
Committee is only looking at ideas for the future.

• Lower costs

• The Plan’s demographics - how old are its members,
how many active vs. retired members there are, the
age at which members retire or die, etc.

What we own (our assets)
is decreasing because…

How is the Stakeholder Advisory
Committee going to help?

Q
A

What is the Board doing
to protect the Plan?
The Board can’t resolve the global economic challenges
or change the Plan’s demographics, but we can closely
monitor ongoing risks and look at ways to maintain
reasonable pension costs. The Board has been working
hard to address the funding challenges by:

• Working with members, employers and the government
toward the sustainability of the Plan into the future.
• Examining the three ways to address funding issues:
contribution rates, investment returns and plan design.
• Examining and re-asserting its goal of keeping
contribution rates below 30 per cent of pay (members
pay 13.45 per cent and employers pay 14.55 per cent).
• Conducting an asset/liability study. Results of the
study have helped decide on the best way to invest
the Plan’s assets to make sure we account for interest
rate risk and demographic changes affecting the
cash flow out of the Plan. It will also guide us on how
to best address the risk of stock market problems.
• Working with the Stakeholder Advisory Committee
to address the rising costs of the Plan and to
examine alternative choices for plan design changes
to keep the Plan affordable and sustainable.
The Board is committed to being open about the risks
facing the Plan. It wants to work with members so that
we can all understand what’s driving costs and what the
choices are for maintaining a financially healthy Plan.

Assets - what we own
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SPECIAL FORCES PENSION PLAN UPDATE

Division of the Pension Fund

Why do we have a pre-1992 unfunded liability?

A

• The government calculated how much each plan would have had
on March 31, 1981 if each had a separate fund from its start.

The two major factors contributing to the Plan’s pre-1992 unfunded liability are:
•

• For SFPP from 1979 to 1981, contributions and transfers
into SFPP plus interest earned, minus the benefits paid
out came to $40 million. This means that SFPP “owned”
$40 million of the $1,100 million the government
deposited into the Alberta Pension Fund back in 1981.

Employer and employee contributions from 1979 - 1991 were too low.

• Annual cost-of-living adjustments (COLA) were not pre-funded.

• A similar calculation was done for each plan. The total owned
by the five plans back in 1981 came to $992 million. The
government’s deposit of $1,100 million in 1981 was $108
million too much. By 1991, this excess deposit was still in
the Alberta Pension Fund and it had grown to $318 million.
• The government consulted with the plan boards on the best way
to share the excess deposit, and each plan received a portion.
• The $391 million that SFPP received in 1991 included:
• the $40 million allocated to SFPP in 1981;
• the contributions to the Plan, plus interest
between 1981 and 1991; and,
• SFPP’s share of the government’s excess deposit.
The above method of dividing up the pension fund was audited by the
Auditor General of Alberta, the independent auditor of every provincial
government ministry, department, regulated fund and agency.
The real problem before 1992 was that the Alberta public service
pension plans (similar to many others) had set the contribution rates

COMPARING ASSETS & LIABILITIES
December 31, 1991 (Millions)

Post-1991

Pre-1992

Post-1991

Assets

$ 391

$0

$556

$1,010

Liabilities

$(564)

$0

$(833)

$(1,246)

Shortfall

$(173)

$0

$(278)

$(235)

Total

and volatile markets.

*The most recent triennial actuarial valuation of the SFPP was completed as of December 31, 2011.

The most significant factors in the pre-1992 shortfall were that employee and employer contributions from 1979 to 1991 were too
low, and annual ad-hoc COLA awards were not pre-funded. Significant factors have led to the post-1991 deficit: interest rates,
equity markets and plan maturity. Low interest rates have driven up the value of plan liabilities (the pensions we owe) by pushing
down the discount rate used to value those liabilities. Equity markets have been volatile. Plan maturity has been growing, which
means the ratio of retired members to active members in the Plan is getting higher and is expected to rise again. All of these
factors, along with the significant risk of longevity, will continue to play a big role in the sustainability of the Plan.
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What’s changed:
an overview
• Global financial crisis

$(513)

An actuarial valuation of SFPP in 1991 estimated that
$564 million was needed to fully fund the Plan. Because
SFPP had only $391 million on December 31, 1991, this left
a shortfall of $173 million for the pre-1992 service.
In 1992, the government and the SFP Board agreed that,
going forward, the Board would set the contribution rates
and the rates would be based on actuarial valuations. They
also agreed that members, employers and the government
would each make additional contributions until the pre-1992
shortfall is paid off or until 2036, whichever comes first.
The size of SFPP’s pre-1992 shortfall changes with
each actuarial valuation because it depends on many
economic and demographic factors. The most recent
estimate of the pre-1992 shortfall is $278 million.
However, the government’s guarantee of benefits for pre-1992 service
is also a part of the 1992 agreement. No matter what happens to
SFPP investments, or how long members live, the financial risk
to members and employers for pre-1992 service is limited to the
added contributions they must make up to 2036 at the latest. These
contributions are fixed in legislation and will not change, regardless of
any changes in the amount of the pre-1992 shortfall. The government
owes the balance of any cost for benefits accrued before 1992.

The changing pension landscape in Canada

December 31, 2011* (Millions)

Pre-1992

too low and the plans were not fully funded. “Fully funded” means
having enough money to cover all benefits that have been earned so
far, including benefits that won’t be paid until well into the future.

• Continued low interest
rates and expected
lower investment
returns for the future.
• Demographic shift: baby
boomer retirements.
• People are living longer.

The last 5-to-10 years have been a rollercoaster ride for defined benefit pension plans in Canada.
Pension funds were hit hard by the financial crisis in 2008. At the same time, interest rates continued
to drop and remain very low today, and expectations for future investment returns are much lower than
in the past, which increases the Plan’s liabilities.
Plans are also being affected by demographic shifts, as baby boomers are retiring earlier and
the proportion of retirees in the plan increases – this increases liabilities and contribution risks.
As a result, what plans owe has been increasing at a faster pace than what plans own, which has made
it difficult for many plan sponsors to come up with the added pension contributions needed to fund their
plans.
Pension experts estimate that in 2012, 94 per cent of pension plans had a funded ratio of 79 per cent or
less. Governments across the country have introduced measures to ease plan sponsors’ funding pains by
allowing them to pay off deficits over longer periods. Many sponsors have moved to reduce benefits, and
others have introduced other retirement arrangements, in an effort to help ease the financial pressures.
The federal government recently announced changes to Old Age Security benefits, the Canada Pension
Plan and the pension plan for federal public service employees – all of this in an effort to reduce the
cost of benefits.
None of us can control the markets or interest rates and, as a result, sponsors, members and young
people just joining the workforce are being forced to think about retirement and retirement benefits in
a whole new way.
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The above method of dividing up the pension fund was audited by the
Auditor General of Alberta, the independent auditor of every provincial
government ministry, department, regulated fund and agency.
The real problem before 1992 was that the Alberta public service
pension plans (similar to many others) had set the contribution rates

COMPARING ASSETS & LIABILITIES
December 31, 1991 (Millions)

Post-1991

Pre-1992

Post-1991

Assets

$ 391

$0

$556

$1,010

Liabilities

$(564)

$0

$(833)

$(1,246)

Shortfall

$(173)

$0

$(278)

$(235)

Total

and volatile markets.

*The most recent triennial actuarial valuation of the SFPP was completed as of December 31, 2011.

The most significant factors in the pre-1992 shortfall were that employee and employer contributions from 1979 to 1991 were too
low, and annual ad-hoc COLA awards were not pre-funded. Significant factors have led to the post-1991 deficit: interest rates,
equity markets and plan maturity. Low interest rates have driven up the value of plan liabilities (the pensions we owe) by pushing
down the discount rate used to value those liabilities. Equity markets have been volatile. Plan maturity has been growing, which
means the ratio of retired members to active members in the Plan is getting higher and is expected to rise again. All of these
factors, along with the significant risk of longevity, will continue to play a big role in the sustainability of the Plan.
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What’s changed:
an overview
• Global financial crisis

$(513)

An actuarial valuation of SFPP in 1991 estimated that
$564 million was needed to fully fund the Plan. Because
SFPP had only $391 million on December 31, 1991, this left
a shortfall of $173 million for the pre-1992 service.
In 1992, the government and the SFP Board agreed that,
going forward, the Board would set the contribution rates
and the rates would be based on actuarial valuations. They
also agreed that members, employers and the government
would each make additional contributions until the pre-1992
shortfall is paid off or until 2036, whichever comes first.
The size of SFPP’s pre-1992 shortfall changes with
each actuarial valuation because it depends on many
economic and demographic factors. The most recent
estimate of the pre-1992 shortfall is $278 million.
However, the government’s guarantee of benefits for pre-1992 service
is also a part of the 1992 agreement. No matter what happens to
SFPP investments, or how long members live, the financial risk
to members and employers for pre-1992 service is limited to the
added contributions they must make up to 2036 at the latest. These
contributions are fixed in legislation and will not change, regardless of
any changes in the amount of the pre-1992 shortfall. The government
owes the balance of any cost for benefits accrued before 1992.

The changing pension landscape in Canada

December 31, 2011* (Millions)

Pre-1992

too low and the plans were not fully funded. “Fully funded” means
having enough money to cover all benefits that have been earned so
far, including benefits that won’t be paid until well into the future.

• Continued low interest
rates and expected
lower investment
returns for the future.
• Demographic shift: baby
boomer retirements.
• People are living longer.

The last 5-to-10 years have been a rollercoaster ride for defined benefit pension plans in Canada.
Pension funds were hit hard by the financial crisis in 2008. At the same time, interest rates continued
to drop and remain very low today, and expectations for future investment returns are much lower than
in the past, which increases the Plan’s liabilities.
Plans are also being affected by demographic shifts, as baby boomers are retiring earlier and
the proportion of retirees in the plan increases – this increases liabilities and contribution risks.
As a result, what plans owe has been increasing at a faster pace than what plans own, which has made
it difficult for many plan sponsors to come up with the added pension contributions needed to fund their
plans.
Pension experts estimate that in 2012, 94 per cent of pension plans had a funded ratio of 79 per cent or
less. Governments across the country have introduced measures to ease plan sponsors’ funding pains by
allowing them to pay off deficits over longer periods. Many sponsors have moved to reduce benefits, and
others have introduced other retirement arrangements, in an effort to help ease the financial pressures.
The federal government recently announced changes to Old Age Security benefits, the Canada Pension
Plan and the pension plan for federal public service employees – all of this in an effort to reduce the
cost of benefits.
None of us can control the markets or interest rates and, as a result, sponsors, members and young
people just joining the workforce are being forced to think about retirement and retirement benefits in
a whole new way.
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An update from the
Stakeholder Advisory Committee
The SFPP Stakeholder Advisory Committee
was formed in January 2011 to understand
the cost drivers of SFPP, and to find the
right balance of sustainable pension
benefits and affordable contribution rates.
The Committee recognizes the dangerous
and stressful aspects of police work; and
acknowledges the importance of retaining
the spirit and intent of provisions that
support the special nature of this work
in the current plan design. At the same
time, it is exploring ways to align benefits
more closely with changing times to
secure the financial health and continued
sustainability of the Plan well into the future.

2013 WINTER MEMBER NEWSLETTER

These considerations were presented
to a joint meeting of the Stakeholder
Advisory Committee, the SFP Board
and police associations in December,
2012. The Committee received
feedback during that meeting and
continues to refine considerations
for change provided in the report.
Once the report reflects the initial feedback
from SFPP Employers and Associations,
it will be presented to the SFP Board.

Subsequent to the initiation of the
Stakeholder Advisory Committee, the
President of the Treasury Board and
Minister of Finance, the Honorable Doug
Continued consultations with various
Horner, asked all the public sector pension
experts have led to a better understanding
plan boards to look at sustainability
of the impact of various potential
options for the future. The SFP Board
changes. A tentative list of Plan change
will therefore review the Stakeholder
considerations was developed and
Advisory Committee’s report and provide
discussed in depth by the Committee in
an update on plan sustainability to
July 2012. As a result of that meeting a draft the Minister in the near future.
report summarizing these considerations
Bob Walsh, SFPP Stakeholder Advisory
was written and is still under review.

Committee Chair

Stakeholder Advisory Committee members

SFPP EMPLOYERS

The City of
Camrose

The City of
Edmonton

The City of
Lacombe

The City of
Lethbridge

The City of The Town of
Medicine Hat
Taber

The

Contact the SFP Board
if you have inquiries regarding
the governance of the Plan.
E-mail: AsktheBoard@sfpp.ca

special forces
pension plan

Contact the Member Services Centre
if you have questions about:
• Calculating pension benefits
• Retirement options

In this issue
We will look at:

• Your member annual statement

The financial health of the Plan��� pg 2

• Requesting or filling out forms

No increase to
contribution rates in 2013����������� pg 3

• 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

Bob Walsh, Alberta Federation of Police Associations (Chair)
Lorraine Wohland, City of Edmonton (Vice Chair)
Mike Lomore, Calgary Police Association
Tony Simioni, Edmonton Police Association
Jason Elliott, City of Lethbridge
Maria Gagliardi, City of Calgary
Cheryl Stock, City of Medicine Hat

The City
of Calgary

Contact us

• Calculation of benefits
• Requesting or filling out forms
Phone: 1-877-422-4748
E-mail: pay@sfpp.ca

A closer look at rising
pension plan costs���������������������� pg 4
Questions and answers��������������� pg 5
The changing pension
landscape in Canada������������������� pg 7
An update from the Stakeholder
Advisory Committee�������������������� pg 8

Plan Beat

Special Forces Pension Plan Update
Welcome to the fourth issue of the SFPP Member Newsletter.
This edition looks at pension topics that are forefront in your
minds: the security and sustainability of your pension plan.
Many of you have been telling the SFP Board (the Board) that
you are concerned about your pension plan. It’s no secret
that defined benefit pension plans in Canada are facing a
shifting landscape and it’s becoming more challenging to
provide pensions to members while managing rising costs.
We understand this is an important issue and that you’re relying on
SFPP to be an essential part of your financial security when you retire.
The Board is committed to ensuring the Plan continues to provide
you with the benefits you need at an affordable cost. You have a
great plan and we will work with you to achieve its sustainability.
To do this, you need to be informed about the state of
the Plan and how key provisions work. This newsletter
provides you with the latest Plan information and explains
what we are doing for the Plan’s financial health.
Watch for updates regarding the Plan on the SFPP website
at www.sfpp.ca. We also want to hear from you! Please send
your thoughts and ideas to: AsktheBoard@sfpp.ca.

