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Given the significant volatility in financial markets this year, it’s as good a time as ever to address the topic 
of benefit security for plan participants in corporate-sponsored defined benefit (DB) plans. We often hear 
the terms “de-risking a pension plan” or “transferring pension-plan risk to a third party” but what are the 
implications of each of these potential solutions and what can be done to maximize benefit security for 
plan participants?

Benefit security offered by a DB pension plan
DB pension plans promise a regular monthly lifetime 
income that starts at retirement and is based on 
amounts accumulated during a plan member’s 
years of service. Pension laws and regulations exist 
to govern this commitment made by a pension 
plan sponsor. The rules are complex and vary 
by jurisdiction; the goal of this publication is not 
to review these rules in detail but to understand 
the main provisions affecting the participants’ 
benefit security:

• Pension assets are accumulated in a trust that 
can only be used to pay the benefits to plan 
members and certain plan expenses. These 
assets are protected from the plan sponsor’s 
creditors should the plan sponsor seek CCAA 
protection or go bankrupt. This means that a 
DB plan’s funded status is an important factor 
in determining how much of the benefits are 
covered by plan assets on a given date;

Key points:
• A participant’s benefit security in a DB pension plan is as strong as the plan’s funded status 

and the plan sponsor’s ability to make up any contribution shortfall;

• A group annuity contract can strengthen the participants’ benefit security as the insurer’s 
financial strength and the Assuris coverage provide significant protection against market risk 
and longevity risk, to name a few;

• The long term objectives of the plan sponsor and fiduciaries need to be taken into account 
in structuring a group annuity transaction, as current decisions can limit actions that may be 
taken in the future;

• Studying de-risking or risk transfer opportunities from different angles and communicating 
the decisions effectively to all stakeholders is of paramount importance to ensure everyone 
understands the impact, especially with regard to the participants’ benefit security.

It’s important to understand that pension 
deficits are tolerated by the different pension 
legislations and can be funded over time. It’s 
especially relevant now that several legislators 
have moved away from the requirement to fully 
fund the solvency deficit, which represents the 
shortfall if the plan was terminated immediately, 
and rather forces plans to only fund the going-
concern deficits, with some adjustments for 
adverse deviations.

 Several notable and public insolvencies 
have occurred in the past 20 years and these 
organizations’ DB plan participants had to 
settle for a fraction of what they were promised.
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• The plan sponsor sets aside contributions, with or without employee contributions, to build a pension 
fund that aims to pay all of the promised benefits. These contributions may vary over time based on 
several factors, such as the plan’s funded status, the plan’s applicable legislation and the fund’s expected 
investment return. A plan sponsor’s ability to make up any contribution shortfall over time is therefore 
another important consideration in terms of a participant’s benefit security.

It should be noted that Ontario-registered DB plans may benefit from the protection offered by the Pension 
Benefits Guarantee Fund (PBGF) for Ontario participants, which in some instances, can provide significant 
protection if the participants’ benefit amounts are under a certain threshold. 

In essence, the “guarantee” that members will receive their full pension comes from the assets held in trust 
and the sponsor’s ability to fund deficits. Participants have access to the actuarial valuation report, which 
contains the plan’s funded ratio, and the plan’s investment policy, which gives an indication of how plan 
assets are expected to track plan liabilities in the future. There are also ways to evaluate the plan sponsor’s 
financial strength by looking at publicly available credit information published by rating agencies, among 
other things. All of this information may not be telling the full story though, certainly not in times of crisis 
when an assessment has not been performed that reflects the economic conditions of the day. In the past, 
the willingness of plan sponsors to fund the plan over time has occasionally been deficient, resulting too 
often in a situation where plan members have received only a fraction of their pensions.

Does a group annuity contract strengthen a participant’s 
benefit security?
A group annuity contract is a solution offered to DB pension plans by a Canadian life insurance company 
which replicates the monthly payments owed to participants under the DB pension plan in exchange for 
a single premium payable up front. 

The Canadian life insurance companies offering group annuities have to hold sufficient reserves to cover 
all contracted future benefit payments. They also need to put capital aside in case the reserves are 
insufficient. In other words, they are required to be fully solvent at all times and to maintain a buffer in case 
their assumptions for calculating those reserves don’t play out as planned.

Most Canadian life insurance companies are regulated through the Office of the Superintendent of Financial 
Institutions (OSFI) which is an independent agency of the Government of Canada1. OSFI’s “raison d’être” 
is “to contribute to public confidence in, and the safety and soundness of, the Canadian financial system”2. 
In its effort to maintain strong federally-regulated financial institutions, OSFI has set, among other things, 
minimum capital requirements, requires periodic stress tests, and performs timely interventions if and 
when necessary.

The supervisory framework used by OSFI was changed in 2018 from a factor-based approach called 
“Minimum Continuing Capital and Surplus Requirements (MCCSR)” to a principles-based approach 
called “Life Insurance  Capital Adequacy Test (LICAT)” which requires greater judgment in identifying 
and assessing risks and is more in line with international practices. The LICAT ratio is one of OSFI’s tools 

1 Quebec-based insurers are regulated through l’Autorité des marchés financiers (AMF), which plays a role similar  
to that of the OSFI for other insurers.

2 https://www.osfi-bsif.gc.ca/Eng/fi-if/rai-eri/sp-ps/Pages/sff.aspx

https://www.osfi-bsif.gc.ca/Eng/fi-if/rai-eri/sp-ps/Pages/sff.aspx
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for measuring a company’s ability to meet obligations to its policyholders. OSFI requires life insurance 
companies to maintain a LICAT ratio of at least 90% and expects their internal targets to be at least 100%. 
OSFI will typically intervene should an insurer’s LICAT ratio fall below 100%. 

Additionally, most insurers obtain an independent opinion from a credit rating agency of their financial strength 
to meet their policyholders’ obligations and their ability to reimburse creditors over time. As of the writing of 
this bulletin, nine insurers are active in the Canadian group annuity market, several of whom have joined in the 
past few years. The first two columns of Table 1 below show that all insurers have a credit rating of A- or above 
and a LICAT ratio substantially above their internal target of 100%, indicating that there is a high probability 
that benefits are going to be paid by the insurers. 

Table 1

(1)
Credit Rating 

(AM Best/S&P)

(2)
LICAT Ratio 
2019.12.313,4

(3)
LICAT Ratio 

2020.06.305

(4)
Assuris 

Coverage

BMO Life Assurance Company A/Not Rated 126.1% 115.0% Double

Brookfield Annuity Company A-/Not Rated 164.0% 168.0% Single

Canada Life Assurance Company A+/AA 135.0% 132.0% Single

Co-operators Life Insurance 
Company A/A- 157.0% 152.0% Double

Desjardins Financial Security 
Life Assurance Company Not Rated/A+ 134.0% 138.3% Single

Industrial Alliance Insurance 
and Financial Services Inc. A+/AA- 133.0% 124.0% Single

RBC Life Insurance Company A+/AA- 137.0% 142.0% Single

SSQ Life Insurance Company Inc. A/Not Rated 153.0% 154.0% Single

Sun Life Assurance Company 
of Canada A+/AA 130.0% 126.0% Single

As can be seen by comparing column 2 and column 3 of Table 1, the market turbulence during the first quarters 
of 2020 has affected the insurers’ LICAT ratios differently across the industry but they are still well above their 
100% minimum internal requirement.

3 CARLI, Capital Adequacy Requirements Guideline - Insurance of persons, for Desjardins Financial Security Life Assurance 
Company and Industrial Alliance Insurance and Financial Services Inc. which is very similar to LICAT for Quebec-based insurers.

4 As of January 31, 2020 for BMO Life Assurance Company and RBC Life Insurance Company.
5 As of July 31, 2020 for BMO Life Assurance Company and RBC Life Insurance Company.
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What if an insurer fails?
Since 1990, there have been four cases of life 
insurance company insolvency. The balance sheet 
of an insolvent insurer may show that, for example, 
90% of liabilities are backed by assets. Fortunately, 
annuity policyholders benefit from a safety net that 
covers part of the insured monthly pensions that 
wouldn’t be recovered through the insurer’s assets, 
among other things. Every life insurance company 
in Canada must become a member of Assuris6. 
Assuris will work with solvent insurers to take over 
the business of the insolvent insurer going forward. 
In addition to restructuring the book of business of 
the insolvent insurer, it provides minimum benefit 
protection for annuity policyholders that is the 
greater of 85% of the monthly income or $2,000. 
Because of their process, the vast majority of the 
policyholders affected by these past insolvencies did 
not suffer any reduction in benefits.

A group annuity can take the form of a buy-in or a 
buy-out, with or without statutory discharge, and 
notable differences are highlighted in Table 2 below, 
strictly from a benefit security perspective:

Table 2

(1)
Certificate  
issuance

(2)
Pension plan  

assets

(3)
Boomerang  

risk

(4)
Protection  

from creditors

Buy-out with statutory discharge Individual No None Yes

Buy-out without statutory discharge Individual To be determined 
with auditor Yes Yes

Buy-in Plan Yes Yes Yes

Under a buy-out transaction, individual certificates are issued by the insurer to all covered plan members, 
and therefore each member gets their own Assuris coverage. This means that members with monthly pensions 
of $2,000 or less would not see any benefit reduction if the insurer were to become insolvent. On the other 
hand, in the case of a buy-in, since the certificate belongs to the plan in total, the coverage is for the entirety 
of the monthly pensions covered and thus only 85% of all benefits are covered should the insurer fail. Note 
that if the buy-in is later converted to a buy-out contract, the Assuris coverage will be applied separately to 
all covered members after conversion.

Assuris in a nutshell
Founded in 1990, Assuris is an independent, 
industry-funded not-for-profit organization that 
protects Canadian policyholders.

Life insurer’s insolvencies have been infrequent 
and policyholders were minimally impacted:

• Confederation Life – 1,760,000 policyholders: 
full recovery for all

• Sovereign Life – 249,000 policyholders: full 
recovery for 96% / 4% retained at least 
90% of their income

• Les Coopérants – 222,000 policyholders 
impacted: full recovery 

• Union of Canada Life – 22,000 policyholders: 
full recovery for 99% / 1% retained at 
least 95%

6 https://assuris.ca/about-us/

https://assuris.ca/about-us/
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A buy-in contract and a buy-out contract without statutory discharge are considered an asset of the pension 
plan (the latter must be confirmed by the plan’s auditor), and as seen above, pension assets are protected 
from the plan sponsor’s creditors. Should the insurer become insolvent, both types of contract have what is 
called boomerang risk - the risk that any shortfall resulting from a life insurer going bankrupt returns to the 
plan. Given the regulatory framework for the insurance industry in Canada and its financial strength, insurers 
are arguably in a better position to offer long-term benefit security than most private sector plan sponsors. 
But even if this risk is minimal, plan fiduciaries need to take the boomerang risk into account in the assessment 
of their desired structure for a group annuity transaction. Elimination of the boomerang risk can be achieved 
through a buy-out with a statutory discharge, which is permitted in many jurisdictions for on-going plans by 
following the necessary regulatory steps, or, more typically, through a plan termination process. 

Another important element to be aware of is that if the plan sponsor were to be found insolvent, the 
contractual buy-out without statutory discharge or buy-in would be liquidated and the residual value of 
the contract would be added to the assets available for all plan participants. The plan participants covered 
under these annuity contracts are therefore not better protected and would not receive a higher benefit 
than the participants not covered by the annuity contracts. In light of the recent health crisis and its impact 
on the economy, this risk is an important item that plan sponsors and participants should monitor.

Can Assuris coverage be maximized as part  
of a group annuity purchase?
Without going into the details of the internal legal structure of a life insurer, each Canadian life insurance 
entity is required to be a member of Assuris. Therefore, some insurers, as seen in Table 1 above, are able 
to provide two layers of Assuris protection due to their legal structure. 

It may be possible for sponsors or fiduciaries to structure the transaction to obtain Assuris coverage on 
the entire benefits even if the monthly pensions exceed $2,000 per month. For example, obtaining Assuris 
coverage for members with monthly pensions as high as $4,000 per month could be achieved through 
two approaches:

• Selecting an insurer with double Assuris coverage for the buy-out with statutory discharge; or 

• Structuring the buy-out with statutory discharge by splitting the total pensions between two insurers 
with single Assuris coverage.

When quotes are requested from insurers, the lowest quotes may be provided by insurers with single coverage; 
thus, all other things being equal the first approach above could be more costly. Under the second approach, 
the additional benefit security may also come at a cost as the prices of all pieces of the benefit awarded to 
insurers might exceed the price that would be obtained from a single insurer. However, note that this approach 
could also be used to obtain full coverage for monthly pensions in excess of the $4,000 mark. The additional 
complexity, such as the coordination of payments with all insurers and the multiple annuity contracts, have 
to be considered.

We should also point out that a critical transaction size is required before consideration is given to splitting 
individual’s pensions. The cost of administering multiple small group-annuity contracts will far outweigh any 
insurer’s desire to provide a competitive price and the potential benefit of splitting pensions.
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The set of solutions offered to a plan sponsor who wants to terminate 
their pension plan down the road might be different than the set of 
solutions offered to the sponsor of an open plan who might want to 
take some risk off the table but has every intention of managing the 
plan for the long haul. If your intentions are to provide for more than 
one layer of Assuris protection by means of a buy-out with statutory 
discharge, you may have little choice but to increase the complexity 
of the transaction structure at the outset. Note that buy-ins can easily 
be converted to buy-outs later.

Participants’ benefit security should not simply be an afterthought or 
the result of the adoption of a given solution. Benefit security should be 
at the core of the discussions aimed at identifying important objectives 
and suitable solutions for the plan sponsor and fiduciaries, especially 
given the one-time nature of group annuities. The objectives of sponsors 
and fiduciaries are not mutually exclusive and proper documentation of 
the process that led to the decision is just as important as the decision 
itself. Depending on the specific circumstances, there could be a lot 
of reasons for wanting to maximize the Assuris protection as part of 
a group annuity transaction.

Not all insurers are created equal. Pricing is an important consideration 
but so are other factors. Seeking to maximize Assuris coverage or not 
should be a discussion held by the plan sponsor and the plan fiduciaries. 
The outcome of the conversation may depend on several factors, such 
as the plan’s benefit provisions, the plan’s funded status, the industry 
outlook in which the plan sponsor belongs, the sponsor’s credit quality, 
etc. Moreover, insurers have different strategic perspectives on their 
group annuity business, their servicing model, their cybersecurity 
standards and their desire to change their solution to accommodate 
a plan’s special features. Every organization wants to obtain the best 
price possible but price should not be the only deciding factor. A good 
governance structure that tackles the annuity purchase project from 
different perspectives is the key to a truly successful transaction. 
A seasoned advisor can help a sponsor or a plan fiduciary cover all 
bases in their due diligence process.

Keep the long term 
objectives of the plan in 
mind as you structure 

the transaction.

Define proactively 
the benefit security 
outcome you want 

to achieve.

Broaden your criteria 
for insurer selection. 

What does all this mean for plan sponsors and plan fiduciaries?
The plan participants’ benefit security is of critical importance in the proper management of a pension plan. 
The numerous right-risking and pension risk transfer solutions should be evaluated against the objectives of 
the various stakeholders. We leave you with the following thoughts to help with your decision making process:
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