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Client Memo 

Legislative Update 
Ottawa unveils proposal for new pension arrangement:  
target benefit pension plans 
April 25, 2014 

Minister of State for Finance Kevin Sorenson announced today, during a speech at the Economic Club of 
Canada, that the government will hold public consultations with the goal of creating a legislative framework 
for target benefit pension plans, or shared-risk pension plans.  The new voluntary type of plan would be 
available to Crown corporations and to all federally-regulated private sector employees including those in 
Canada’s banking sector, telecommunications sector, etc.  The proposal currently doesn’t apply to federal 
public service pension plans. 

Target benefit pension plans are plans where the employers’ financial contributions are limited what has 
been agreed to as the plan design.  If the pension plan becomes underfunded, plan members may have to 
make additional contributions and/or accept reduced benefits.  During times of economic hardship, this type 
of plan allows for the reduction of retirement benefits, including those already accrued, so that the plan 
remains sustainable without the employer automatically being required to finance funding shortfalls.  Key 
benefits of this plan are to allow employees to join together in one plan in order to share longevity risk and 
investment risk, as well as achieve economies of scale.  With defined contribution plans, including RRSPs, a 
member assumes these risks alone. 

State of Target Benefit Plans in Canada 
Target benefit and shared risk plans already exist in various forms in Canada, particularly in the form of multi-
employer pension plans.  Multi-employer pension plans could be considered the precursors to target benefit 
or shared-risk pension plans.  These “hybrid” plans have a pension formula similar to defined benefit plans, 
but with negotiated contribution rates.  They require a special management approach, in particular in terms 
of risk management.  

Various provincial governments have already adopted, or are about to adopt, a specific legislative framework 
for target benefit pension plans.  New Brunswick introduced shared risk plans for employees in their 
jurisdiction.  Alberta and British Columbia have introduced target benefit plan legislation, but have not yet 
released the regulations.  Ontario, while having introduced the conceptual framework, has not yet released 
target benefit plan rules.  In Quebec, the current legislation does not generally allow for the reduction of 
accrued benefit rights.  In the last few years, the Quebec government began allowing the establishment of 
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target pension plans in the pulp and paper industry.  However, it remains to be seen whether this framework 
will be extended.  Since 2007, member-funded pension plans (MFPP) have been allowed.  MFPPs allow for 
the set-up of defined benefit pension plans, with their risk and cost sharing advantages, while protecting the 
members’ accrued benefits.  MFPP’s key to success is the setting aside of significant reserves for unexpected 
contingencies. 

In their consultation documents, the Department of Finance indicates that the design and development of 
the legislative framework for target benefit pension plans would be guided by a set of broad objectives and 
principles such as pension sustainability, benefit security, transparency, as well as equity.  The Government 
has created a list of all the elements that should be included in the federal legislative and regulatory 
framework to allow for target benefit pension plans.  These elements are: 

 Governance: establishment of a Board of Trustees or other similar body and of a governance policy 
giving an active governance role to the members and beneficiaries of the plan. 

 Funding: adoption of a funding policy, a fixed or variable contribution model (if variable, 
contribution variability should be capped), a funding deficit recovery plan and a surplus utilization 
plan. 

 Benefits classes: the existence of two benefits classes: the base benefits (highest level of benefit 
protection) that could only be reduced as a last resort and the ancillary benefits (lower level of 
protection) that could be reduced in case of funding deficit, but also increased in case of surplus. 

 Communication: requirements for the plan administrator to provide information to the plan 
members and retirees at the different stages of plan membership. 

For those interested in reviewing the federal consultation paper, you can find it at the following address: 
http://www.fin.gc.ca/activty/consult/pic-impicc-eng.asp 

In Conclusion 
We are in support of any legislative measure aiming at the creation of new pension plans that could offer 
better retirement security to Canadians or aiming at ensuring the future of defined benefit pension plans in 
the current environment.  As directly stated in the consultation paper “DB pension plans are an important 
component of Canada’s pension framework that provide pension income predictability and security to plan 
members and an important part of overall employment compensation for many Canadians.”  Furthermore, 
target benefit plans are intended to preserve and increase the number of employers that can offer 
employees an affordable workplace pension plan that has a predictable pension in retirement.   

With extensive experience with various multi-employer, negotiated cost or member-funded pension plans, 
PBI is a recognized industry leader in Canada in the design of retirement objectives, funding policies, and risk 
management strategies for these types of plans. 

Pension plan sponsors, unions as well as all other stakeholders are invited to submit their comments on the 
consultation paper by June 23rd of this year at the following address: pensions@fin.gc.ca.  PBI will also 
submit its comments, will stay atop future developments on this topic and will keep you informed via 
additional memos. 

Finally, the development of these new plans should be done alongside improvements to the public pension 
plans (CPP/QPP) in order to maintain the promotion of retirement income security in Canada. 

http://www.fin.gc.ca/activty/consult/pic-impicc-eng.asp
mailto:pensions@fin.gc.ca
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If you have questions regarding this article, or would like to submit your comments, please do not hesitate to 
contact Clare Pitcher at 416-214-7736 or by email at clare.pitcher@pbiactuarial.ca. 

PBI publishes articles, memos and guides periodically.  If you wish to receive PBI’s Pension Update newsletter, 
please submit your request by email with your complete contact information. 

 About PBI 

PBI Actuarial Consultants Ltd. is a dynamic and growing company providing actuarial, administrative and 
investment consulting services for pension and benefit plans, as well as other trust funds across Canada. 

Visit our website at www.pbiactuarial.ca to learn about our services or connect with our experts for more 
information. 

mailto:clare.pitcher@pbiactuarial.ca
http://www.pbiactuarial.ca/

