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FOREWORD

The Minister's Informal Task Force on Teachers' Pensions was the
first concerted effort by the principals involved to evami~e the provisions
and arrangements for teachers' pensions in Alberta. The initiative, a
joint undertaking of Alber+a Education, The Alberta Teachers' Association,
and the Teachers' Retirement Fund, concluded with the development of a

mocel retirement plan fo~ teachers in Alberta.

In +this report, the task force presents its findings and
recommendations to the Minister of Education regarding the existing
Teachers' Retirement Fund and a model retirement plan. These findings and
recommendations reflect the best judgements of the task force after caretful
review, consultation with the ATA Pension Committee and consideration of
the practices constituting a sound retirement plan and its relationship

with other public pension plans.
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I. INTRODUCTION

BACKGROUND

Since the early 1970's, Alberta Education has received numerous
requests for improvements 1In teachers' pensions. in reviewing these
submissions, it was concluded that an entirely different approach was
required to replace what had become incremental, ad hoc arrangements.
Rather than continuing with this procedure, the Honourable David King,
Minister c¢f Education, established an informal task force during the latter

part of 1983 to investigatae all aspec ., of teachers' pension in Alberta.

MANDATE OF INFORMAL TASK FORCE

The Minister's Informal Task Force on Teachers' Pensions was
established as & joint undec-taking of Alberta Education, the Alberta
Teachers' Association, and the Teachers' Retirement Fund. The mandate of
the task force was to develop and propose a model retirement plan for
teachers in Alberta. The model! plan was to be specific in terms of i+s
appiication to +teachers in Alberta, and wuniversal in +terms of i+s
relationship and apolication to other pension plans. The review addressed
the basic parameters or features of a model retirement plan in consul!tation
with the ATA Pension Committee. it included consideration of the
following.

1. Areview of the existing legislative, structural,
administrative, and financial characteristics of
the Alberta Teachers' Retirement Fund, other

teacher plans across Canada, and other public
pension plans in Alberta.
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2. A review -of policy-related initiatives of The
Alperta Teachers' Association with respect +to
teachers' pensions, including outstanding issues,
concerns and problems.

3. The

development and identificetion of

alternatives to the legislative, structural,
administrative, and financial characteristics of

the

existing Teachers' Retirement Fund which

would become the basis for a mode! retirement

plan.

4, The

development and identification of

alternatives to the levels of unfunded liability,
employee contributions, and empioyee benefits

under

the existing Teachers' Retirement Fund

relative to a model retirement plan.

MEMBERSHIP OF INFORMAL TASK FORCE

W.R.

J.F.

D.J.

J.E.

M.D.

K.A.

Duke, Assistant Deputy Minister (Chairman)
Alberta Education

‘Berlando, Coordinator, Teacher Welfare

The Alberta Teachers' Association

Corse, Execu*ive Director
Board of Administrators, Teachers' Retirement ~und

Faries, Chairman
Alberta Government Pension Boards

Mitls, Director
Paterson Cook Limited

Hussey, Executive Assistant (Executive Secretary)
Alberta Education
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1. BACKGROUND ISSUES

The task force was established to effect a collective approach to
imoroving teachers' pensions - one which would address any outstanding
issues raised through previous inguiries. In this section, the discussion
is focused upon items that were either discussed at the board meetings of
the Teachers' Retirement Fund or raised by The Alberta Teachers'
Association. Inevitably, there is some correlation between the two sets of
concerns; however, a full list from both parties has been included for the

sake of completeness.

ITEMS DISCUSSED BY THE TRF BOARD

All of the following items have beern discussed by the Bcard as
matters of concern during the past several years.

1. Permitting retirement from substitute service in
addition to retirement from contracts.

2. Broadening the definition of "Spouse".

3. Broadening the definition of “Normal Pension"
i.e. Single Lite, No Guarantee, with a 75%
spousal benefit.

4. Eliminating the granting of cos*-of-living
adjustments, in the case of Joint Life options,
after the death of the pensioner when t+he Joint
Nominee is other than the spouse.

5. Granting cost-of=-living adjustments to deferred
pensions from the date of the last contribution
to the date pension Is granted instead of from
the date of retirement to the date the peansion is
granted.

6. Granting opensions from the first of the month
following application or the first of the month
following eligibility, whichever is later, i.e.
granting no retroactive pensions.
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Excusing a teacher who has 35 years of
pensionable service before the bdeginnirg of a
school year trom mak ing any further
contributions.

Permitting a vensioner to work up *o 120 days
instead of the present 80 davys without loss of
pension.

Reducing service required from ten to five years
in order to qualify tfor a pension.

Allowing no refunds atter an accumulation of five
years of pensionable service.

Changing the cost of renaying refunds to the
actuarial value of the reinstated service rather
than the refunded amount plus interest.

"Disintegrating” the Teachers' Retirement Fund
and the Canada Pension Plan.

ITEMS RAISED BY THE ATA

pension briets to Government requesting that consideration

certain

Since 1970, the Alberta Teachers' Association has submitted 13

dated March 1983, contained the ftoliowing recommendations:

1.

That a normal pension be calculated on the basis
of the average annual salary for the three
consecutive years of pensionable service during
which +the salary is the nighest (concern
expressed for the fifth time).

That the necessary legislative changes be made to
allow a full formula pension regardless of age
after 30 years of pensionable service (concern
expressed for the first time).

That cost-of-living adjustments be made *to

pensions on January 1 and July 1 ot each year
(concern expressed for the second time).

BEST COPY AVAILABLE
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4, That the +time |limit of one year on *he
application for +ransfer of funds from +the
Superannuation Fund of Canada be litted (concern
exprassed for the fourth time).
5. That teaching service renderea before age 30 by
teachers who retired prior to 1970 be recognized
as pensionable service (concern expressed for the
third time).
in addition to the five points noted above, the Association has
expressed a number of other concerns in eariier submissions. The
following is not a comolete Iist of requests contained in each brief
because several of these were repeated on subsequent occasions. The number
presented in brackets indicates the number of times the particular request
was submittea. The list also excludes those requests which have already

resulted in changes.

Submission of February, 3, 1982

- Indexing of teachers' pensions to be calculated
on the average pension being paid in a particular
year or on the pensioner's average oension,
whichever is greater (2).

- Pensions for Alberta teachers to be calculated
without regard to the provisions of the Canada
Pension Plan (1).

- The figure of 2-1/3% +o be be used in the
calculation of pensions, thus providing the
current norma!l pension after 30 years of service
(n,

- Transferability between government-supported
pension plans to be improved (3).

Submission of March 3, 1980

- Pensions granted prior to age 65 to be ca!culated
without regard to CPP and YMPE (3).

- Pensions to be increased each year
proportionately to the increase in the Canadian
CPI (4),

BEST COPY AVAILABLE
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Submission of December 7, 1978

- Surviving dependents other +han a spouse to be
given the opportunity to receive a pension (2).

Submission of October 27, 1975

- No actuarial reduction for eariy retirement atter
age 55.

- Straight percentage reduction for +hose who
retire early (2},

- Reduced base for war service contributions for
those with no pre-enlistment teaching service in
Alberta (3).

Submission of Febrvuary 7, 1972

- Funding (full funding or terminal funding) (2).

Submission of December 7, 1970

- Government to bear the cost ot TRF administration
(2).

While the above list includes all of the ATA's concerns the
Provincial Executive Council has formaliy adopted the following items as
treir main concerns:

- service before age 30 to be recognized as
pensionable for those teachers who retired before
1970,

- normal pension to be calrutated on the basis of
the average annual! salary for the three consec-
utive years of pensionable service during which
the salary is the highes®;

- the figure ot 2-1/3 percent to be used in the
calculation of pensicns to provide the current
normal pension atter 30 years of service;

- pencions for Alberta teacners to be calculated
without regard to the provisions of the Canada
Pensicn Plang

- pensions to be increased each year proportion-

ately to the increase in the Canadian consumer
price Index;
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- a8 minimum of five years of pensionable service to
establish eligibility for a pension (without
lock=in);

- maternity leave provisions (By-l.aw 12.4) to be
~ade fully retroactive;

- teachers to be allowed to contribute to the Fund
for an aggregate of 35 years or yntil retirement,
whichever occurs first;
- complete and fully retroactive +ransferability
between the TRF and other Alberta government
pension plans.
in addition, the task force is aware that these and other
concerns have been brought to the attention of the Minister of Educaticn by
individua! teachers. The issues ralsed in these perscnal approaches have

not always had the support of the ATA and, therefore, have not been

included in the above lis¥.
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I11. COMPARISON WITH OTHER TEACHER PENSION PLANS IN CANADA

BACKGROUND
It has become accepted in mos+ parts cf the English-speaking
world that the ideal way to provide for the financial requirements of
retired teachers is by means of a special pension plan for teachers. In
this regard, Canada is no exception. Quebec is the only province without a
special plan for teachers who, if employed since January 1, 1973, must join
the Provincial Government and Pub!ic Employees Retirement Plan Teachers in
the Yukon and the Northwest Territories participate in the federal Public
Service Superannuation Plan (+he PSSA).
The first special plan for teachers was introduced in Quebec in
1856 and was followed *t various dates by plans in all other provinces. On
April 1, 1939, Alberta introduced a special plan for <teachers. it is
ifronic that Quebec, the first province to provide a specia! plan for
teachers, should also be the first province to disband their plan and to
incorporate teachers Into the 7qeneral public sector. In the various
comparisons that are made between plans in later sections of this report,
all referer es to Quebec are «¢ ~ Provincial Government and Public
Employees Retirement Plan inste.. Lt the Teachers' Pension Plan which it
replaced.
In Canada, It is wiuely recognized that there are four tiers to
the retirement system, which can be described as fol lows:
Tier 1 The flat rate federal Old Age Security (the
0AS), applicable to all and funded out of
general! revenue. This Includes the federal

Guaranteed Income Supplement and the Alberta
Assured Income Program.
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Tier 2 The earnings-related Canada/Quebec Pension
Plans, applicable to all employed persons and
funded, at least to some extent, from joint
employer and employee contributions. Both
contributions and benefits are based on
earnings up to a ceiling called the Year's
Maximum Pensionable Earnings (the YMPE in 1984
is $20,800).

Tier 3 Private or Public Sector occupational pension
plans provided by certain employers for the
benefit of +their eligible employees. The
terms and conditions of such plans vary
greatly but it is a requirement for
registration of these plans that at least part
if not all of the funding is provided by the
employer.

Tier 4 This catch-all tier encompasses all of +the
various individual arrangements that a person
may make +to provide additional incore in
retirement, I+ includes such items as
investments, ownership of property, retirement
savings plans, or voluntary contributions to
any tier 3 plan to which an individual may
belong.

During the last decade there has been widespread public debate on
the deticiencies of the Tier 3 occupational pensions. The process began
with the appointment of the Quebec Cofirentes + Comittee in 1975, gainea
momen+um in 1983 with three federal government Iinitiatives, and now it
appears to be reaching a climax with the publication of the federal
government budget papers and the .lberta proposals for "Improving the
ttfectiveness of the Frivate Pension Plan System in Alberta”.
Collectively, these various reports and initiatives might be called the
"Grea+ Pension Debate".

In this report, it would be impossible to discuss all of +*he
items that have been considered in +the many reports, committees and
national forums. Hoever, the report pays particular attention to the most

recent proposals from the federal government and the thrust of the changes

proposed in Alberta. BEST COPY AVAILABLE
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During tne "Great Pension Debafe"; most of the attention, if not
all of it, focused on the private sector. Neverthe'!ess, “here have been
some important changes made to the public sector plans, three of which are
noteworthy:

1. The introduction of special contribution levels

tfor Indexing benefits in B.C. and under the
Federal Public Service Superannuation Act.

|

2. The drastic change in Saskatchewan from a defined
benetit plan to a monev purchase or a defined
contribution plan.

3. The legislation introduced in Alberta to increase
contributions to the Public Service Pension Plan
and the Local Authorities Pension Plan.

(NOTZ: The Alberta Gevernment has also  just

introduced Bill 57 to completely restate the

Public Service Pension Plar and to Incorporate |

many changes of an administrative nature.)

The various teachers' nlans are considered part of Tier 3 and all
nlans except tfor Newfoundland are integrated with the Canada or Quebec
Pension Plan (+the CPP or t+he QPP), in which both the benefits and the
contributions of the Tier 2 and 3 plans are combined. However, this
commonal ity of approach obscures tne wide ranging differences between p'ans
in tha*+ the methods of integration are an approximation to, rather than an
exact coffsetting formuyla. In qeneral, it can be concluded that all
teachers' plans recrgnize the importance of the Tier 2 benetit as well as
Tier 3 in achieving the adequacy of benefits.

With the excepf}on of Saska*chewan, which recently establishec a
money-accumulation plan, all teachers' plans provide benefits that are
based on teacher service and earnings in the last few yearc D2e‘ore
retirement. The general standard appears to be that a pension, Including

the OAS and the CPP, of 70% of final average salary is "adequate".
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TABLE 1- COMPARISON OF LEGISLATION

QUE
SASK SASK QuE GOV TAND
FORMULA ANNWITY TEACHERS' PUBLICEE'S CANADA
[ 14 ALTA PLAN PLAN MAN ONT PLAN PLAN NB NS PEY NFLD PSSA
Titte of Act Pension The Teachers’ The Teachears’ The Teachers’ “he Teachers’ The Teachers’ AnAct An Act Teachers Pension The Teachers”  The Teachers The Educaion Pubiic Service
{Teachersi Act  Retir Fund Sup Super P s Act Superénnudtion Respectingthe  Respectingthe  Act Pension Act Supersnnuation (Teachers Superannuation
Act Act Act Act Teachers’ Government and Pensions) Act Act
Pension Pist: Public Employees
Retirament Plan
Effective Dete January 1, 1961  March 1, 1971 July 1,1970 July 1, 1980 Juiy 1, 1963 December 16. 1983 July 1, 1965 Juiy 1, 1973 September 1, 1966 August !, 1948  Juiy 1,1975 March 20,1962  January 1 1954
Reguistions Pension ThePensionB8y  Regulation ! Regui 1 ™M b Tedchers Teachers’ G and Regul 70109 Reg Teachers’ - Publir Service
{Teachers) Act  Law, 1972 under The under The Regui Super Pension Plan Public Employees under The Superannustion Supersnnustion
Regulations Tuschers’ Taachers’ T20 R4 Act Regul R Plan Teachers’ Act Regulstions
Sup Super Regulations Reguistions P Regui
Act Act
@ | NameoiBedy | Commissioner Boardof TheTeachars’  The Teachers’ The Teachers’ Teachers’ Pension Pansion Lieutenant Nova Scotia The Teachers’ M, rof Presidentof
of Taachars’ Adminstratorns  Sup Sup R Sup [« C G and Teachers’ Superannuation Education Treasury Board
Pensionsand  of TheAlberta  C C i [« Executive Minister of Pension Comnussion -Suparannustion
Teschers’ Teachers’ Fund Board Committee Finance Commission Division of
e P Ret Dept of Supply
Board Fund Act and Services
-Advisory
Commities
onPSSA
Number cf 3 5 7 7 7 10 ? Pensiun NA 5 7 NA 172
Members Commussion 12
Executive
Committee 30
Method of 28pp dby 3app dby  3each 3each d 2app dby Sapp dby Appointed by Pension NA 3app J 3empioyessol NA Grepresentative.
Selection Order in L by M and by Ministerand L Minister, G C by Governor Dept of of Public Service
Council, Governor, STF STF Governor, 5 eiected by appoimed by n council, Educstion Unions
18pp dby 3 dby Charman Chairman 2yustees teacher Government 21eachers appointed by Grepresentatives
8CTF ATAE 3, d U d nominasted organizations Executive elecied by Minister of of employar
thenappoinied  bythese§ bythese 6 by MAST, Commitiee NSTU Education, ali sppoinfed
by L ! PP d Al app d 2 hers 15 representing oneithese by Joint Councit
Govenor byl byl ated union, 15 to bechairman, of the Public
Governor Govarnor by MTS, appointed by Jteschers Service of Canaca
than sppointed Government appnterd
by Lisutanant- by PEITF
Governor i employee of
D»; t ofFinance
appointed by
Miiusiar of
Finance
TermolOffice | Atpleasure dyears Syears Syedrs 2years Iyears Upto10years Pension NA 3years Determinedby NA 3years
of appointing Commvasion FEITFfor
Aduthories -3years teachers
(Chanrman
hyears)
1 7 Executive
Connuttee
-2years
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Adequacy is a complex topic because it varies wide!y according +o
the =ircumstances of the individual and in particular, his leve! of
pre-retirement income. For a person at the los end of the salary range
below the national average wage, adequacy, in the sense of being able to
maintain the full pre-retirement litestyle, may require 100% of the net
pre-retirement income in retirement. On the other hand, a person at the
ovher extreme, who has a large part of his pre-retirement income availadle
tor savings or other discretionary spending, may perceive adequacy as being
me* by some amount less than 70%.

in this repor+, the task force does not attempt

to rationalize adequacy of pensions, but accepts

a target of a gross pension in retirement,

including the OAS and the CPP, of 70% of gress

pre-retiremert income is likely to ©prove

adequate.

(NOTE: Interested readers may wish to refer +o

"Pension Plans and Retirement Income: Where

Teachers S+and" published by the Canadian

Teachers' Federation in 1980.)

However, this basically uniform approach hides a numoer of
differences, particularlv it the value of the benetits offered by the
various plans are compared. The main teatures of the various slans are
hignlighted below and the discussion that accompanies the tables used *o

compare the plans focuses on the differences rather than the commen

teatures.

LEGISLATION AND ADMINISTRATION

All teachers' pension plans are established by a provincial or
tederal statute and are governed by regulations issued under the

legislation (see Table 1).
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0¢+ all the Provinces, only Manitoba and Oatario squecf the
plan to the provisions of +he Pension Benefits Act, with !Manifoba
the plan from the provisions relates to *unding. All o*he-
either have no Pension Benefits Act or specifically exemp* +h.
plan.

The administration of the plans is entrusted to a board, commi+-

tee or commission in seven of the provinces. Each of these admiristrative

bodies includes, by legislation, teacher representatives except as folliows:

1.

The Quebec, public sector plan Is administered by
the 12-person Pension Commission and a 30-person
Executive Committee. The Executive Committee
includes 15 which are designated by representa-
tives of unlon employees and 15 appointed by the
Government. The 12-person Pension Commission is
appointed by government although various emplcyee
groups, not specifically including teachers, may
propose names for appointment.

The New Brunswick plan is administered by the
Minister of Finance.

The Newfoundland plan is adminis*ered by the
Minister of £ducation.

The Public Service Superannuation Acr has a
comp |l ex administration structure with specific
responsibilities as shown: :

a) President of the Treasury Board - Overall
responsibility;

b) Department of Supply & Services - Detailed
administration of payments and contributions;

c) Minister of Finance - Financial management of
superannuation account;

d) Department of Insurance -~ Periodic actuar‘al
valuations; and

e) Advisory Committee -~ Advise the President of
the Tresasury Board on matters arising in
connection with the administration of the Act.
The Advisory Committee consists of 12 members
six of whom are representatives of the pubdlic
service unions and the cther six of the
emp | oyer.

20




TABLE 2- COMPARISON OF FUNDING METHOD

QUE
SASK GOV'TAKD
FORMULA PUBLIC EE'S CANADA
PLAN MAN INT PMAN NO NS PEI NFLO PSSA
Nomo of Fund ~Teachers’ Teachers Teachers’ -A ity Fund Teachers Teahers' NQ FUND Governmentand  Teachers' Nova Scotia Teachers Province of -Publi. Service
g P Fund R Sup -Suppl Y Reureme Sup Piovincial Publc Employees Pension Fund Teachers’ Sup Newt Sup
~intistion Fund Fund Alk Fund Al Fund Fund RevenueFund  Fund Pension Fund Fund PooladPension  Account
Adjustment -Penzion - Superannuation takes contn Fund -Supplementary
Account Ad Ad| 1 Fund b and Retirement
Account pays bunehts Benetits Account
Custodien Commssioner  Boardof Minster of Minister of Teachers’ Provincial NA Quebec Deposit  Minister of Minister of Minister of Minister of Minster of
of Teachass' Adk Finance Finance R Tr e andinvestment  Finance Finance Finance Finance Finance
Ponsions Allowances Fund
Fund Board
investment upto3trustess Boardof Minister of Minister of Tezchers' Provincial NA Quebec Deposit D of Debt M of M of Minsster of —
Retponaibitity qithe Teachars’ Admunistiators  Finance Finance Retirement Treasurer and | M. Financ~ Finance Finan-e
Pensions Funds Allowances Fund Depanment of
appointed by Fund Board Finance
Lisutenant-
Governor
investment 10QUITe prior " darce n d n d; d. 0 Ontano NA in accordance n accordance n accordance in accordance n accordance NA
Limitations | PP with Canadk wrrh Canad with Canad "the Government with investiment withthe withthe with he withthe
¢ of Minuste~ of and Briush and Braish and Briush b, ok Comnuttee Trustees Act, Truste 2 Act Trustee Act Pension Benelis
Finance } insurence ‘ension ! on P iLoans Standards Act
Comp Art, C Act, Comp Ace,  Senef proportion Act. and the {Canada)
LoanCompames TressuwryDept  TreasuryDept sndthe Trustes investedineach  Ewctric Power
At Actan*Crown  ActandCrown  Act segregated Act
Corpo. aions Corporations porttoho of the
Act Act Guebec Deposn
ond investment
Fund
GuaranteedRate | None None Fund mustbe None 1%greaterthan Weightedaverage NA None None 4% - -~ -PSSA 20year
of intorest mantained st a - assumed  yieldoflony Government of
leveiequaito at by actuaryin erm secunties Canada Bonde
lesstieacher istest issued by the ~SRBA Syear
comribu’ aswith valuation Province in Governmentof
interest at 4% 10 preceding year Canada Bonde
June 20,1976,
0%to
June 30, 1980
7% thereatter
Government Yes Yes Yes Not necessary  Yes Yes, except for Yes.Costis Yes, 7120t Yes - Yes Yes Yes
Guarantes since Money Adjustment Fund shared by cost for service
of Delicits PurchasePlan winployewand  toJuly 182,
emplover Y of Lost
thereafter
[ f Quing | Quinquenniat Trnenmal Tnenniat Trienmal Trieunial Trenniai Trennal NoReg Quing | Q I - Quinguennial
Actuarisl
Valuation
O




- 13 -

wide opowers to

In all cases, - the édminisfrafive body has

administer the Act byt has no authority to amend or change the Act or its

re the prerogative of the relevant government.

requl!ations. Such powers 2

FUND ING

Except for the pSSA, all of the t+eachers' plans have established

s+ funds for the purpose of meeting at |east a part of the liabilities

Under the PSSA, there are +wo separate

tru

accruing under the various plans.

accounts which form part of the Consolidated Revenue Account. One account

consists of employee and matching emplover contributions plus any further

emp loyer contributions to meet actuarial deficits and investment income.

er contributions of 19

The other account consists of employee and emp | oy

each, which are used to pay for indexing.

None of the funds, (see Table 2), provide specitically for tull

pension Senefits AcTt.

ac*uarial funding as provided under the provincial

All governmenfs, except Saskatchewan which has 23 money-accumu|afion plan,

guarantee specifically any deficits by making provisions to pay benefits

out of the provincial consol idated revenue tunds in tne even?t +ha+ the

+rust fund cannot meet its obligations.
All teachers' pension tunds receive at leas*+ the con*ribu*ions
required from teachers. Tnree funds, 8.C., Manitoba and Ontario, receive

other unspecified contributions from the province, while five funds,

Saskatchewan, New Brunswick, Nova Scotia, P.E.!., and Newfound!and, receive

matching employer contributions unless requlations specify 2 ditterert rate

ot employer contributions.
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A new concept relating to a special additional fund for indexing
has been adoptad by 3.C., Saskatchewan, Manitota, and Ontario. The
tormulae for contributing to these funds are cuite varied and are described
as follows:

1. The 8.C. Inflation Adjustment Account:

i) Employee and government contributions of 1% each;
ii) Net interest on the account; and
iti) interest in excess of that anticipated in the
most recent actuarial report on the portion of
the basic fund which is held in respect of
pensions in payment.

2. The Saskatchewan Supplementary Allowance Fund:

i) 7.65% of teachers' earnings l!ess 6% contribution
to the basic plan and the CPP contribution;

—
—
~

Matching government contribution;

1ii)  Matching government contribution where a teacher
ieaves a refund of his own contribution, or dies
leaving dependenty an. a refund of the late
teacher's contributions are paid; and

iv) In the case ot a transfer under a reciprocal
agraement where the amount to be transferred does
not require all of the government's matching con-
*ributions, then the surplus is paid to this
fund.

3. The Manitoba Pension Adjustment Account:

16.1% of gross teacher contributions effective
September 1, 1980. The percentage is to increase by
0.1% every five years until it reaches 17%.

4. The Ontario Superannuation Adjustment Fund:

1% each trom teachers and government plus investment
income.

An interesting feature ot these four special tunds is that each
effectively limit the rate of future Indexing increases to the lesser

of the rate of increase in the Consumer Price !ndex (the CPI) or the amount
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that can be afforded from the fund. Ontario, on the other hand, limi+s
indexing to 8% in any one year.
Responsibility for Investment
In general, responsitility for investmen*ts is held bv the samz

body that is responsihle for the adminis*ration of the Act, excent for
3.C. where three trustees are appointed by the Lieutenant-Govenor-ina-
Council to invest the fund. The investment of funds is restricted to those
investments permitted by either the provincial Pension Benefits Act, The
Trustees Act. or the Canadian and British Insurance Companies Act. The
most notable exceptions are:

1. B.C.

Any investment requires prior written approval of the
Minister of Finance and is restricted to:

a) Debentures, or other securities of, or those
quaranteed by, +the federal or a oprovincial
government, or

b) Capital stock of any corporation.

2. Saskatchewan

Investments include those permitted by the Treasury
Department and Crown Corporation Acts in addition to
those allowed by the Canadian and British !nsurance
Companies Act.

3. Ontario

Investments restricted to Ontario Government
Debentures.

4, Quebec

An  investment committee determines the general
standards by which the Quebec Deposit and I|nvestment
Fund may invest each of its segregatr. portfolic of
funds.

5. New Brunswi~'

Investments include those issued pursuant to the

Provincial Loans Act and the Electric Power Act in
addition to those authorized under the Trustees Act.
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Provincial Guarantee of Interest Rate

In addition to 2 guarantee to pay the benefits, tiree provinces
orcvide a specific guarantze relating to the rate of return on the *fund.
Cf these <three, the most interesting is Manitoba's approach which
guarantees +the actuarial assumption for interest plus 1%, and which
guarantees fund deticits, excluding guarantees o¢f the cther actuarial

assumptions.

Guarantee of Deficit and Actuarial Valuations

All teachers' plans, with the exception of Saskatchewan's plan
which by definition cannot have deficits, have government guarantees in the
event of deficits. However, these deficit guarantees do not include the
special funds for indexing of pensions.

In most cases, the various Acts require rec 'ar actuarial
valuationg, five of which, B.C., Alberta, Nova Scotia and P.E.!., and the
PSSA, require quinquennial actuarial valuations. The rest, except for “New
Brunswick which has no specitic requirement for actuarial valuation,

require triennial valuations.

PLAN DESIGN

The more important features of the various teachers' plans are
summarizad in Table 3 which condenses the provisions of 13 very complex
plans. In the following paragraohs, the discussion highlights the features

with the most variation or those where Alberta is the exception.
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Eligibility

The basic requirement for eligibility in all plans is +hat
potential members be teachers, that is, a person holding a valid teaching
certificate in that province. However, all plans to some extent inzlude
other professionals, such as employees of the administering body, the
provincial professional teachers' association or the school board. These
other eligible professional categories were not considered material to this
review and have been ignored. Both B.C. and Manitoba require that a
teacher be under age 55 at entry. One province, New Brunswick requires
that the teacher be under age 60, and Newfoundiand and the PSSA require

that they be over 18.

|
Contributions j

With the exception of Newfoundland, all plans integrate teachers'
contributions with those made to the CPP, Five plans achieve exacT
integration so that the total contribution rate to the plan and the CPP is
the highest percentage shown. For example, 7.65%/5.85%/7.65% for the
Saskatchewan Formula plan means 7.65% on earnings up to the basic
exemption ($2,000 in 1984), 5.85% on earnings from the basic exemption ToO
the YMPE (320,800 in 1984), and 7.65% on earnings above the YMPS. The
other provinces including Alberta achieve approximate integration by using
a lower percentage up to the YMPE and a higher percentage above the YMPE
(tor example, Alberta uses 3.5% on earnings up to the YMPE and 5% for
earnings above the YMPE). Quebec, on +he other harnd, has its own uniaue
approact to integration which is similar to the systems used in the other

provinces that approximate.
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An interesting feature of teachers' contributions is that
Alberta's contribution rate is the second lowest, with Newfound!and having
the lowest rate. Three plans, including B.C., Ontario and the PSSA,
require an additional 1% of payroll to nelp pay for the cost of indexing.
These plans grant indexing only to the extent that it can be afforged by
the fund created from these contributions which Is a significant asoect of
the cost sharing.

Five of the 11 plans require a contribution rate of 7-1/2% or
more, including the additional 1% for Indexing, which is a full 50% more
than is required in Alberta. In addition, Alberta is one of the six plans
+hat limits contributions to 35 years of service, or, in the case of

Newfoundland, 30 years.

Retirement Ages

The normal retirement age Iis 65 in five provinces Inc'uding
Alberta. At age 65, a minimum of between one year of pensionable service
(Saskatchewan) and 10 years of service (Alberta and Ontario) are required
tor normal retirement. The remaining provinces, however, set the normal
retirement age at 60 and require 10 years of service, (the PSSA sets +the
age at 60 with five years' of servicel. Special retirement, which is
defined as the age at which retirement is permitted with a ful! accrued
pension being paid, is allowed under all plans except for Manitoba and
P.E.l. However, the rules vary quite considerably with the earl|iest age

that is allowed being 55 with a service reguirement of:

- Alberta Age plus service = 85
- Newfoundland & PSSA 30 years
- B.C. 35 years

BEST COPY AVAILABLE

32




- 19 =

Three provinces allow retirement regardless of age either after

35 years or when age plus service reaches a minimum as follows:

- Ontario: Age plus service = 90
- Nova Scotia & New Brunswick: Age plus service 90, or
35 years

Finally, Quebec and Saskatchewan permit special retirement from
age 50 only. Quebec requires that age plus service equals 90 and

Saskatchewan requires 20 years of service.

Pension Formulae

In considering the various pension formulae, the most remarkadle
fact is that, with the exception of Saskatchewan which now has a money
purchase plan and Newfoundgiand which has a stacked formuia, all other plans
have adopted an integrated 2% formul sed on the final fiv.-year average

of earnings, except the PSSA which uses a six-year average.

Form of Pension

While there Is great similarity in the pension formulae, apart
from minor variations because of the approximate nature of integration with
the CPP, there are significant differences in the real value of benefits.
All plans continue to pay benefits until the death of the pensioner, bu+
not all provide continuing pensions to surviving spouses.

Four provinces including Alberta provide no automatic benefits to
surviving spouses although all will allow the retiring teacher to take 2
reduced pension in order to provide a continuing pension to a spouse or any
other co-pensioner. Of the other provinces, six provide a 50% pension to

the surviving spouse, while Newfoundiand alone provides a pension of 55%.
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Indexing

One of the more significant variables affecting the value of the

pension is indexing. Because the formulae for the initial level of pension

are similar, it is the other tactors such as indexing that produce the

signiticant variations in value.

As highlighted in Table 3, there is considerable variation in the

aporoaches being used and these are described as follows:

1. B.C.

In this plan, full CPl increases, based on the year
ending September 30, will be granted on January 1 the
next year provided that +the Inflation Adjustment
Account (IAA) has suffizient funds to pay tor the
capitalized cost of the increase. It +he I|AA has
insufficient funds, then such reduced indexing as can
be atforded will be paid.

2. Alberta

In this plan all indexing is on an ad hoc basis as may
be provided by Order=-in=Council. However, over the
last 10 years it has averaged out to approximately 75%
of the average rate of increase in the CPI.

3. Caskatchewan

The new annuity plan Is not sutficiently mature yet to
have resolved this issue. However, it is clear that
whatever method is usecd, it will be one tha+ is within
the means of the Supplementary Allowances Fund.

4, Manitoba

The system Is designed to pay the full rate of
increase in the CPl provided +that +the Pension
Ad justment Account (PAA) is able +u atford one~half of
the increase. Otherwise, the increase will be twice
the amount that the PAA can atford. It is expected
that this will average between 5% and 6% over the long
run.
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5. Ontario

The increase is the full increase in the CPl to a
maximum of 8% in one year. |f the CP| increases more
than 8%, the excess will be carried forward and paid

to the pensioners in a year when tne CP| Increases by
less than 8%.

6. Quebec

In +his plan, there is a double formula depending on
when the pensionable service occurred. For that part
of the pension In respect of the pensioner's service
prior to July 1, 1982, indexing will be at the same
rate as the QPP - basically the full CPl. For that
part of the pension In respect of service after July
1, 1982, it will be the excess over 3% of the
increases In the CPI.

|
|
|
|

7. New Brunswick & Nova Scotia

Increases in the CPl to a maximum of 6% in the year.
However, New Brunswick had an additional ad hoc
increase on January 1, 1983 to bring increases up to
roughly 80% of the CPIl increases since January 1,
1972.

8. Prince Edward Island

Increases are granted on July 1 each year to the full
increase in the CP| to a maximum of 8% in *he year.

9. Newfoundland

Ad hoc increases as ordered by the Minister.

10. Public Service Superannuation Act

The only plan to provide indexing up to the full CPI
without limit.

There are, therefore, three fundamental approaches to indexing

apparen+t from the examination of the 11 plans. These can be classified as

fol lows:
N Indexing as a right,
2) Indexing that can be afforded, or
3) Indexing by Order-in-Council.
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The indexing by Order-in-Council approach provides a lesser
degree of security for the individua! plan member in that he nay not
receive an Indexed pension. In the past, however, this assumption has not
held true because Alberta, which falls under the third category, has had
Indexing that has been more generous +han those in the first category. |t
remains to be seen a8s to whether or not the special indexing fund approach
will work well in the future. On the one hand, it is a method for
containing costs but, on the other hand, will it meet future indexing

expectations?

Termination Benefits

The primary emphasis for - 'mination benefits is the deferred
pension. However, the majority of the plans, seven including Alberta,
require 10 years of service for vesting purposes. In terms of the other
plans, New Brunswick and the PSSA require five years for vesting, the
Quebec plan requires two years, and the Saskatchewan plan requires one year
of service.

tven where a deferred pension has been granted, four provinces
allow the member to opt out of the deterred pension and to take a cash
refund. The other plans provide a locking=-in provision at some point in
time which, in the case of Alberta, is only when age 55 has been reached
with 10 years of service.

Even when @a deterred pension is granted, there are some
fundamental differences in the value of that Jeterred pension. The normal
torm of pension that is payabie is a factor in determining the value of the

deferred pension.
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A secondary termination benefit relates to a refund of the
employee's contributions plus interest. Only +two plans provide an
interest rate that reflects the rate of investment returns on the funds:
Saskatchewan because of Iits money purchase approach gives the rate of
return on the fund, and in Quebec, the rate varies from 0 to 90% of the
rate of return on the tund depending on service. All other plans,
including Alberta's rate at 3-1/2%, pay a nominal rate of either 3%, 3-1/2%
or 4%: Manitoba pays no interest.

All teachers' plans, except for the current Quebec plan, allow 2
teacher who previously received a refund to relnstate his prior service by
repaying the refund. However, the method for calculating the interest
payable on refunds varies substantially. In many cases, the reinstatement

payment requires payment of interest at the full rate of interest earned by

v
the fun?d. There are a variety of rules concerning the length of the perlod
of absence from teaching and.fhe length of the period of service atter
return. The important fact here is that 10 of the 11 plans allow

5 reinstatements.

Disability Benefits

There are two aspects relating to the payment of disability
benefits. The first concerns the payment of an allowance from the
teachers' pension plan, and the second concerns the impact .f the payment
of a benefit from an insured Long Term Disability (LTD) arrangement on the
teachers' pension plan. The situation Is further complicated it the
insured LTD programs vary within the province from schoo! board to school!

board.
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Disability Al lowances from the Plan

The Saskatchewan and Quebec plans do not have any provisions for
the payment of disability allowances from the plan. Only Manitoba allows
payments in a specific situation where the disabled teacher is employed by
a school board that does not provide an LTD plan. All other provinces
permit the payment ot disability allowances from the plans.

In each case where allowances are payable from the plans, the
al lowances are based on the pension formulae. However, an important
distinction is whether or not the disabled teacher's service is measured to
the date of disablility or to some future date when the teacher would
otherwise have qualified for a retirement pension. Only in B.C. does the
latter more generous approach apply. |In Alberta, the disability benefit is
based on the service to the date of disability and *hen reduced to reflect
the full actuarial reduction because of age if the teacher Is disabled “rom
teaching only and half the actuarial reduction if totally disabled.

A further consideration is the effect upon dependents of a person
in receipt of a disability allowance who dies. In B.C. and Alberta, the
dicabled teacher may select a joint life or other type of pension 2t a
reduced rate. Other plans, as shown in Table 3, provide specific levels of

benefit to specific dependents.

Integration with LTD

The most common form of integration is +to provide for
continued accrual of pensionable service. In B.C., Manitoba and Quebec,
the continued accrual is automatic for two years only. In Alberta and
Ontario, the disabled teacher must pay his contributions in order to con-

tinue to accrue pensionable service. In some plans, it is possible to
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receive allowances from the plan while drawing LTD benefits. However, in
most instances, the LTD plan will offset the allowances whicn is a function

of the LTD policy rather than the pension plan.

Death in Service

There are basically two types of death-in-service benefits:
1 Refund ot employee contributions plus interest, and
2) Payment of a survivor pension.

The two benefits are often integrated in the sense tha+*, if the
deceased member qualified for a survivor pension to be paid, the lump sum
return of contributions is not payable. Where a contributicn refund is
paid, interest is at the same rate as for termination refunds. Alberta is
unique in *hat a modest death benetit of up to $1,500 is also payable.

Manitoba is unique in that no survivor pensions are payable. In
the case of Quebec, the deceased teacher would have to be eligible tor a
tull unreduced retirement pension before any allowance is payable. All
other plans pay a surviving spouse a pension that is based on the pension
tormula in the plan, and in addition, the Alberta plan pays the modest

death benefit described above.

OTHER PLAN FEATURES

Three other significant features of the teachers' plans include:
1) Reciprocity within the province;
2) Reciprocal agreements between t+he plans; and
3)  Purchase of service.

A brief summary of the rules governing these items is provided in

the s. nt paragraphs.
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Recinroclty within the Province

In general terms, most provinces allow for the transfer between
the teachers' plan and other civil service plans or pnsitions of employment
that are relsted to teaching (for example, a full-time employee of The
Alberta Teachers Association who holds 2 valid teaching certificate). In
some provinces there .5 a distinction made between employers with whom a
teacher may work and transfer rights under the teacher:' plan, and those
with whom the - aacher may work and retain their rights under *he te¢.. ers'

plan. The Quebec plan and the PSSA do not require such provisions.

Reciproca! Aareement Between Plans

With the exception of B.C., +here .s a general reciproc.|
agreement betwean the other nine provincliai plans to allow teachers to
transfer both their contributions and tneir service credits between plans.
The basic agreement is that the expor-ing plan will transfer the lesser of:

a) vwice the employee rributions actually made to
the exporting plan ; us interest, or

b)  twice the employee contributions that would have
been mage under the importing plan plus interest.

With respect to transfers, interest is at the rates specified in
the agreement from time to time. |f the amount tran<ferred is (b), then
tull service credit will be given by the importing plan. |t the amount is
(a), then the service credit will be pro-rated by service times (a)/(h).

The teacher will have the option of paying the shortfall personally tc

bring his service credit up to 100%.
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This type ot reciprocal agreement has & major Impact on the plans
with a lower contribution rate. In these plans, all incoming teachers will
acquire full credit for previous teaching service, whereas outgoing
teachers will always get less than full credit in their new plan. The two
plans that are most affected by *+he reciprocal agreement are Alberta
Newfoundland.

There Is basically a similar reciprocal agreement between the
Alberta Teachers' Retirement Fund and the Superannuation Fund of Canada.
Therefore, with the exception of B.C., there 1Is effectively full
reciprocity between teachers' plans in Canada.

There is & limited reciprocal agreement between B.C. and some
other provinces including Alberta which applies at the time of retirement
rather than at the time of +transter. The agreement provides for the
transfer of twice the teacher's contributions or the value of the vested
pension, whichever Is greater. However, B.C. requires that incoming
transfers apply to teachers who have at least five years of service in
B.C. and who meet the minimum service requirements when considering

teaching service in B.C. and the transferring province.

Purchase of Service

The most common period of service which, at +he option of the

+eacher and the payment of specified coﬁfribufions, ma8y become pensionable

service is Military Service during World Wars | and !l or in Korea. In
many plans, +he payment for such service is zero if the +teacher was
teaching In the province Immediately prior to enlistment. In some
cases, there i; a requirement for a return to teaching within a specified

time limit atter demnbilization.




- 28 -

Other types of service That may be eligible for recognition in a
plan include educational leaves of absence, teaching in institutions other
than schools or while holding public office, teaching service outside the
province, and, in Ontario's case, teaching outside the country. Alberta
and B.C. are the only provinces which give no recognition for teaching
service or experience outside of the province other than by reciprocal
agreement. Also, L.th provinces do not recognize teaching service or

experience out.ida of Canada.




IV. COMPARISON WITH OTHER ALSERTA PUBLIC SECTOR PLANS

INTRODUCT ION

Irn addition to The Teachers' Retirement Fund Act, there are six
other Pension Acts which the Government of Alberta guarantees the payment
of benefits. Each of the Acts Is administered by a pension board which
includes representatives of the employees and the employer. Each board is
charged with certain defined responsibilities in the administration of the
Act. However, the day-to-day administration, unlike The Teachers'
Retirement Fund Act, has been delegated to Alberta Treasury under the
direction of the Director of Payroll and Pensfons.

Each Act covers different groups of employees which may bYe
broadly defined as follows:

1. The Public Service Pension Act covers non-

management employees of tThe gcvernment, the
Legislative Assembly, and goverrment agencies.

The Local Authorities Pension Act covers
emp loyees of local authorities, such as municipal
employees of approved hospitals, school boards
and other approved bodies.

The MLA Pension Act covers elected members of +he
Legislative Assembly.

The Public Service Management Pension Act covers
management employees of +the government, +the
Legislative Assembly, and government agencies.

The Universities Academic Pension Act covers the
full time academic staff of a  university
authorized under The Universities Act.

The Speclial Forces Pension Act covers emplc ees
of police departments.

As might be expected, tte unique nature of the employee group
covered by each Act has had a bearing on the design of some of the plans'
features.
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TABLE 4 - ALBERTA PLANS, COMPARISON OF BENEFITS
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FUNDING

None of the Ac*s is funded specifically by a separately
established fund. In 1980, the government enacted the Pension Fund Act,
which provided for the establishment of a pension fund consisting of §1.!
billion on April 1, 1981, Since that date, all contributions under the
various pension plans have been paid into the fund, which is to meet
partially the government's liabilities for benefits under these six plans.
No attempt has been made to identify specifically any component of the funcg

as being in respect of any one particular plan or plans.

PLAN DESIGN

Table 4 provides a comparison of the seven public pension plans
in Alberta. Where a feature in one of the plans is identical to the sa~e
feature in the teachers' plan, an asterisk has been inserted in the Table
to avoid repetition and to help the reader focus on the differences. The
fol lowing comments expand on some of the more important differences between

the plans.

Contr ibutions

As presented in Table 4, the contributions under both the Public
Service and Local Authorities plans are the same as that for teachers.
However, the Provincial Treasurer has announced recently that,commencing on
January 1, 1985 and on each January 1 thereafter until 1989, th-e
contributions are to increase by 1/4% each year to 6-1/4% under both +he

Public Service and Local Authorities plans.
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Retirement

The normal retirement age for the MLA's ar1 the 3pecial Forces
plans is a reflection of the unique nature of the'~ occupations. inder
both the Management plan and the Universities' plan, the most significant
ditfference is that retirement is possible from age 55 without actuarial
reduction. The Management plan requires only five years of service, while

there is a ten-year service requiremen. in the Universities' plan.

Pension Formulae

The most significant difference in pension formulae is that both
the Management and the Universities' plans have stacked pensions based on
2% ot the average ot the highest five years of earnings. The Sopecial
Forces plan, on the other hand, has integrated pensions at age 65 only. In

addition, the same three plans provide more valuable types of pension.

Deferred Pensions

Only the teachers' plan has a locking-in provision. The other
tour plans, excluding the Public Service and Local Authorities plans, allow
unreduced pension at age 55. There is some limited locking=in of employee
contributions so long as the employee remains entitled to a deferred
pension. However, he may forfeit his deferred pension and elect a refund

of contributions before his deferred pension commences.

Refunds
The Universities plan allows a refund ot both the member's and
the university's contribution. All other plans pay interest at a rate of

4% rather than 3-1/2% as in the teachers' plan.
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Death in Service

The main difference between the teachers' plan and the other
public service plans Is that double refunds are payable to a surviving

spouse if the member dies In service.

Recigrocifx

There Is a formal reciprocal agreement between the Board of
Administrators, Teachers' Retirement Fund and the other public pension
boards except for the MLA's and the Special Forces. These agreements
essentially allow for full +transfer of +the employee's rights and
contributions between the plans. Where the amount transferred is less than
that required under the new plan to provide full credited service, the
employee will be granted partial credited service to the extent that can be
bought by +the transfer. The member has the right to purchase the
difference, and where the amount to be +transferred exceeds the amcun*
required to purchase full credited service In the New plan, the excess

amount remains in the exporting plan.

Conzlusion

In general terms, the teachers' plan is not very different from
the two largest public sector plans, except that eventually the public
sector plans will cost 1-1/4% more. The benefits under the teachers' plan
are signif'cantly less than the other four plans, although any comparison
with that of the MLA's Is probably Iinvalid because of the unique nature of
the occupation of that group. Not only do the Management and Universities'
plans provide higher pensions, but the form of pension is more valuable
because tull pensions are available with minimal service requirements.
Also, most of the government administered plans have a five year vesting

period as compared to the ten year vesting period in the teachers' plan.
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V. A MODEL RETIREMENT PLAN FOR TEACHERS IN ALBERTA

In this section, the task force develops and proposes a mode!
reti~ement plan for teachers in Albert+a. The recommendations concern the
basic parameters of a model plan including: legislation and administra-
tion, plan design, and funding. Also, the recommendations have taken into
consideration the information contained in the first four secfion; of this
report. Some of the major plan design features which were discussed by the
task force and then rejected are presented in Appendix B. The recommen-
dations made in Alberta Labour's paper: "Improving the Effectiveness of the
Private Pension Plan System in Alberta" are examined and compared with the

appropriate feature from the mode! plan in Appendix C.

LEG!ISLATION AND ADMINISTRATION

The proposed changes to the existing Teachers' Retiremen* Fund
should become effective September !, 1985. As well, the proposed changes
should be incorporated into new legislation which shoild be a complete
amendment of the existing Teachers' Retirement Fund Act. Many of the
precise administrative and design features of a new plan remain to be
explained in detail. However, the task force recognizes that new
legislation may not be possible at this time and that interim changes to
legislation may be more appropriate to effect implementation of the model
plan by September 1, 1985. Therefore, the task force offers to assist in
the development and drafting of interim and new legislation to accomplish
its recommendationcz. The Act, as is now the case, should continue to
nrovide for a teachers' retirement plan that will be administered by an

autonomous board with representatives of government and teachers.
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I+ is the view of the task force that the existing administrative
structure under The Teachers' Retirement Fund Act continues to be the most
appropriate structure for administering the Fund. The task force believes
that it is onty right and proper that teachers who are expected to make
significant contributions to the plan should be permitted to have Iinput and
involvement in the administration of the plan and in the investment of the
fund which consists in part of their contributions.

As is now the case, the Board should be empowered to invest the
assets of the fund within the constraints of appropriate legislation such
as The Pension Benefits Act or the Canadian and British Insurance Companies

Act.

PLAN DESIGN
Membership
The rules governing existing membership should remain unchanged
and the following are required to participate in the plan:
Provincial teachers holding a valid teaching certificate and employed
by:
a) a school board constituted under The School Act
in any position for which a teaching certificate
is a condition of employment, excluding the
position of Superintendent of Schools;
b) the Alberta Teachers' Association;

c) the TRF 3oard;

d) a private school, if <+hat school has been
included in the plan by Order-in=Council, and

e) a corporation engaged in public or secular
education by television.
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Contributions

The level of contribution by teacners will be determined by +re
approach relative to the indexing of benefits. If indexing remains at +ne
discretion of government, then a lower level of contribution is to be naig
by the members. If indexing becomes a right of the members, then the
higher level becomes payable. Therefore, the proposed levels are:

1) Indexing as a right:

- 6% of salary up to the current YMPE.
- 7-1/2% of salary above tne YMPE.,

2) index at the cdiscretion of Government:
- 5% of salary up to the current YMPE,
- 6-1/2% of salary above the YMPE,

As will be discussed later, it is the view of the task force that
indexing be a right of the members and that, as 2 result, the higher level
of teacher contributions should be paid.

The maximum contribution period should be 35 years, or until *he
retirement of the teacher, whichever occurs first. All contributions
would cease on the completion of 35 years. For administrative purgoses,
contributions shall cease at the end of the teaching year, August 31, in

which +he teacher completes 35 years of ccntributions.

Retirement

1) Reqular Retirement - Age 65 with one year of servize.

2) Speclal Retirement - Age 55 and age plus service
equals at least 85.

3) Early Retirement - Age 55 with five years' service.

Regular and special retirement are based on unreduced persions,
while early retirement is subject to actuariai reduction. 8y setting
retirement at age 55 after 30 years of service, the strains imposed on long
service teachers are recognized. Teachers will have a choice bu*, if thev

retire after 30 years, they will not have accrued their maximum pensicn.
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If they wish to accrue a maximum pension, thev will have to serve +he
remaining five years. However, this provision partially addresses the
concerns expressed by the ATA. For purposes ot this provision, service
means all pensionable service that is recognized under the Act includirg

the various types of special service that may t purchased or credited.

Pension Formula

The pension payable at normal or special retirement shall be:

- 2% ot tinal average earnings x pensionable service up *o }
December 31, 1965, plus

- 1.4% of final average YMPE x pensionable service after January
1, 1966, plus

- 2% of tinal average earnings above the final average YMPE x
pensionable service after January 1, 1966

(NOTE: In this formula: Final average means the

average of +the teacher's salary in the three

consecutive years out of the last 10 years of

service which give the highest average. Final

average YMPE means the average of the YMPE in +the

year of retirement and the *two immediately

preceding years.)

In adopting this formula the task force concluded that a pension,
which together wi*h the CPP and OAS, will provide a tull service teacher
(one who has taught for 35 years) with a pension from all sources of
approximately 70% of his last year's salary.

Under current |limititations, +he O0AS npension represents
approximately 10% of the average salary of teachers. It can be expected
that this relationship, because the O0AS Is fully indexed to inflation will
trend down over time because average salary may well outpace inflation over
the long run. Therefore, by the time the current generation of younger

teachers reach retirement age, the OAS may reprezent only 5% - 7% of +neir

tinal years' salary. However, the other two plans combined will preovide
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70% of the final three years of average salary so that, except in periods
of high inflation, the 0AS shou!d account for the shortfall between 70% of
th iast year's salary and 70% ot the final average salary.

When a teacher takes early retirement, the same pension fc mula
shall apply but the final pension will be reduces by one-sixth percen- for
each month by which the teacher's early retirement date precedes the date

on which he would first qualify for normal or special retirement.

Indexing of Pensions

It Is the oplinion of the task force that indexing of pensions is
essential to enable the pensioners to maintain a reasonable s+andard of
living in retirement. The question that must be resolved is whether
indexing should be a right ot the members or whether it should remain at
the discretion of the Government. As highlighted in the concerns expressed
by the ATA over the years, the lack of a right to indexing has worried
teacers. The task force therefore recommends that some minimum level of
indexing should be incorporated into the Act for the total protection of
the teachers.

The question +then arises as to what level of indexing is
appropriate. It is not intended that all of the discussion on the issue of
indexing that has taken place in Canada for the past decade be repeated,
instead, the task forc~ endorses the proposal of the Minister of Finance in
his discussion paper "Action Plan for Pension Reform: Building Better
Pensions for Canadians" published in February, 1984.

The task force, theretore, recommends that pensions be adjusted

annually by 60% of the change [n the CPl for the vyear. In return for
including this provision as a right in the plan, teachers will contribute a
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total additional contribution of 1% of salary. In the <..nt that

subsequent actuarial valuations disclo:e a surplus as a risult of the 1%

contribution, the Act should then permit ad hoc Increzses In excess of tne

minimum 1c be made.

Termination Benefits

T model retirement plan shoculd include *Re foilowing
‘ermindtion benefits:

1. Vesting: Full vest'ng should occur after five years of
contributory service.

2. Locking-in: Locking=in should also occur fter five years of
service. However, members who are locked=in should be allowed
to transfer twize thelr own contributions plus interest to
another registered pension vehicie provided that vehicle
iill lock=in t~~ transfer and make It avallable only to the
member in the form of a pension after age 55.

Such a vehicle might be:

-the registared pension plan of a new employer,

-a registered retirement savings plan, or

-a registered pension accoun?, assuming that these new savings
vehicles are implemented.

Amount of Vested Deferred Pension

Vested deferred pensions will be calculated using the same
formula as for retirement pensions but service wiil be based on final
average earnings and th: YMPE for +the period up *o ~he date of
termination. However, there will be a guaranteed minimum benefit That is
equivalent to +the actuvarial value of +twice +he member's reaquired
contributions plus interest. This provision ensures that the member, who
satisfies the vestirng requirement, will never pay for more thzn 50% cf +he

value of his de‘erred pension.
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Indexing of Deferred Pensions

I+ is essentlal that, if a teacher leaves the proression after
earning the right to a deferred pension, the purchasing power of +he
deferred pension be at least partially maintained. Therefcre, deterred
pensions should be indexed to the same extent as pensions | d to retired

members.

Refunds
For members who terminate before completingy five years of
contributory service, a refund equal to the required contributions plus
interest will be payable in cash to the member. The plan snould allow
specifically for this refund to be paid direct!y to a Registered Retirement

Savings Plan at the option of the member without any lock ‘ng=-in provisions.

Interest
Where interest enters into the calculation of lump sum paymen+s,
either py way of termination, death benefit (see below) or minimum deferred
cension calculations, the !nterest shall be at a rate determined by the
Board of Administrators from time Yo time. Tre rate should be guaranteed
at no less than the rate paid by one of the major banks on i+s non=-cheg'inn
savings account, less one percent to cover the administrative cos*s of

handling withdrawals.

Death In Service Benefits

The death benefit that is payable payable shall be determinad
according to the length of service of the member as follows:

a) If the member dies before completing five years
of contributory service or lesves no surviving
spouse eligible for benefits In accerdance with
b) below, there shall| be paid a lump sum equal to
iequired contributions plus interest.
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b) 't the member dies after completing five years of
service and is survived by a spouse, then a
pension will become p2yable to the spouse. The
amount of the pension will be the amount accrued
to the member and payable at age 65 reduced as if
the member had elected a joint lite pension with
100% continuing to the surviving spouse.

c) If survived by dependent children and no spouse a
lump sum equal to +twice the teacher's own
contribution plus Interest.

(NOTE: For purposes of this definition, spouse
shall be the person of the opposite sex to whom
the member had been legally married for one year
prior to the date of death or a person with whom
the member had been residing in a common-law
relationship and held out to be the members
spouse In the community In which they lived tor
at least five years prior to death, or for at
least two years if a child had been born to the
member and such person.)

For ourposes of death-=in-service benefits, a member shall include

a member who remains entitled to a deferred pension.

Death atter Retirement

The mode! retirement plan shall include the following provisions
relating to death after retirement:

1. Norma! Form ot Pension: |In the absence of any
written instruction to the Board prior tc the
commencement of pension, a retired member will
receive a monthly pension in the form cf a life
annuity guaranteed to be payable for 60 months.

2. Optional Forms: Prior to retirement, the member
may elect in writing to receive a pension in any
other form that is approved by the Board. This
form could include a longer guarantee period, up
to 180 months, or any form of joint life and las+t
survivor pension provided that the amount payable
to the survivor does not exceed the amount
payable while the member is alive.
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3. Early Retirement: Prior to early or special
retirement, a member may elect to receive a
higher pension until age 65 and the start of
tederal government pensions, followed by a
reduced pension so that, including the government
pensions, the member's Iincome before and after
age 65 is approximately the sare.

(NOTE: All of the optional or early retirement
tormats shall be ¥ equivalent actuarial value to
the normal form of pension.)

Disability Benetits

The normal disability benetit shall be the continu-d accrual of
pensionahle service during a periou of approved disability. During such
period, the member will not be required to contribute. An 2pproved period
of disability shall be a period during which +he teacher proves, to the
satisfaction of the Board, that the teacher is unable, by reason of
physical or mental heal!th or injury, to tulfill t+he duties of a teacher.
Where the teacher is employed by a school board that makes available an
Insured long term disability plan, the qualification for benefits under
that plan shall be acceptable evidence of disability without further
question. Otherwise, the Board shal!l be entitled to such medical evidence
as it may deem appropriate to establish the onset and continuance of the
member's disability. During a period of permanernt disability, *+he member
shall accrue pensionable service until either reaching age 65 or accruing a
total ot 35 years of pensionable service.

At age 65, the teacher will receive a pension in accordance with
the normal formula, but the finai average salary shall be the final! average
salary at the date of oncet of disability increased by the same annual

percentages that are granted under the indexing provisions.
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Other !tems
The other +two major Items of consideration dre reciprocal
2. reements and the purchase of other special types of service. Bas‘cally,
the task force does not recommend any significant changes from the present
position. The plan as outlined will remain sufficiently similar to other
teachers' plans In Canada in tha* the exist’~g reciprocal arrangements
should not pose any problems. |In fact, the revised plan will remove the

current disadvantages tor Alberta teachers who transfer to other provinces.

COSTS OF THE PROPQSED PLAN

In arriving at its recommendations, the task force has attempted
to address all of the concerns raised by the TRF Board and the ATA, while
attempting to arrive at a plan which does not have unacceptably high costs.
Initial estimates of the cost of the proposed plan are presented in Table
5, which are based on the census data as of August 31, 1983 and the appli-
cation of +the actuaria' assumptions expected to be used by GovernmenT in
its March 31, 1984 valuation of the other six pension Acts. /See Appendix
A for details).

Therefore, the proposed plan represents a 2.5% increase in
contributions tor the teachers and a 0.42% ‘ncrease in actuarial normal
costs tor the Government. In addition tc the increase in normal actuarial
costs, there is an increase in actuarial liabilities for service prior to
the Introduction of the new play which represents an Increase of $:36
million in the unfunded |iabilities for active teachers.

The task force also recommends that pensionable service uncer *he

revised Teachers' Retirement Fund Act be calculated to include teaching
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service rendered before reaching age 30 by teachers who retired prior +o
July 1, 1970. At the moment, there are approximately 800 teachers or
dependents of teachers who would be eligible to receive pension increases
under this change. The accrued liabilities for pensions have therefore
been increased in the model plan by 310 million to reflect the capital cost
of the increase. |t is expected that pensions payable_in the year 1984-85
would be approximately $1.4 million and that this amount would decrease to
zero by the year 2006.

Additionally, [If the present system of indexing, which is

presumed to provide 75% of the CP! on an ad hoc basis, is changed +o

guarantee 60% of CP| and applied to existing pensioners, there will be a
reduction In liabilities for pensioners. This provision reduces +he
overall increase In actuarial liabilities to $77 million.

FUND ING

For many years, government has been contributing to the funding
of the Teachers' Retirement Fund by paying one-half of all pensions in
respect of contributory service, and 100% of all pensions in respect of
service prior to 1929. Essentially the plan was a partial "pay-as-you-gc"
approach.

In 1981, +the proviace Initiated £ major improvement in the
funding of i*s long term financial responsibilities for the pensions of
some 160,000 current and former public employees. At that time, a separate
new Pension Fund was created and both employee and employer pension
contributions .ere deposited in that Fund.

Additionally, the province transferred a $1.1 billion lumo sum

into the riew Pension Fund in order to reduce the burden on future taxpayers
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of the large unfunded |iabilities which had acrcrued over the years prior to
1981. The wisdom of these measures is becoming increasingly eviden* in
light of the dramatic changes in our provincial revenue and our budgetary
position since 1981. However, tne province did not take similar action *o
reduce the unfunded liability of the Teachers' Retirement Fund.

The Auditor General, in his 1982-33 annual report, noted
that, unless signiticant additional funds are transferred to the Pension
Fund, or pension contributions are increased, or pension benefits reduced,
the large net pension liability will continue to grow. In his 1981-82
annual report, he also recommended that consideration be given to +he
several options available, any of which if implemented could controi the
tuture growth of the pension liability. In conclusion, it was recommended
that consideration be given to all available ways and means of restricting
the growth in the new pension liability.

The task force, therefore, requests that consideration be given
to adopting a new approach to funding. |Ideally, the tasx force would like
an approach which, if followed for many years, would eliminate the unfunded
liability entirely. However, [t recognizes that this would increase
considerably government's tunding over the current levels and would 3o
beyond the funding policies for other government plans.

In *he year ending August 31, 1983, the government contributed
$35 millinon to the teacners' fund. Full funding of the current service
costs of the proposed rlarn would require a government contribution of $67
miliion - in the current year, an increase of 91%. However, uniess a
policy of full tunding of current service costs, is adopted the unfunded
liability will continue to incresase. The task force therefore recommends
+hat the full balance current service cost in addition to the teacher's

contributions be contributed on the Implementation of t+he model plan.
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These Increases for teachers and government will ensure that
current contributions will meet the current costs under the plan. However,
it should be clearly understood that, even with these increases, there will
still be a unfunded Iiability under the plan. |In addressing the Issue of
unfunded I|lability under the Teachers' Retirement Fund, the task force
proposes the foliowing options for consideration by government.

1. That government pay the Iinterest charges on the

unfunded Iliability as of the Implementation of

the new plan in order 40 freeze the current level

of unfunded |lability.

2. That government continue to pay 50% of all

pensions accrued before the implementation date

and the cost of current service benefits in

excess of the required contributions from the

members, to partially meet the unfunded

lfablilities.

3.  That government pay either a lump sum, or annual

instalments in accordance with The Pension

Benefits Act, in order that the new plan Is fully

funded after 15 years.

The task force recognizes that any action to eliminate the
unfunded |Ilablity will require a significant increase in government
contributions. The above options are offered by the task force for
consideration by government Iin dealing with the unfunded liability. The
task force, however, makes a specific recommendation of full funding of

current service costs on the introduction of the model plan.

Conclusion

The Informal task torce has developed a movel retirement plan for
teachers, which addresses the outstanding issues raised by the ATA since
1970, and which addresses the Issues relating to employee contributions,

employee benefits, and the plan's unfunded I|lability. The findings and
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recommendations reflect the best juagements of the task force after caretfu!
review, consultation with the ATA Pension Committee, and consideration of
principles constituting a sound retirement plan, and its relationship with

other public pension plans.
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APPENDICES

APPENDIX A - Actuarial Assumptions
APPENDIX B - Variations In Flan Design
APPENDIX C - Comparison of Model Plan to "Improving the

Effectiveness of +the Private Pension Plan
System in Alberta"
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APPENDIX A

ACTUARIAL ASSUMPTIONS

The cost estimates Iincluged in this report have been developed
using the economic assumptions that are to be used for the valuation of the
other government guaranteed pians. The demographic assumptions are those
used to value the Teachers' Retirement Fund at August 31, 1983, with the

exception of the rate of salary increase for promotions and merit.

Economic Assumptions*

Year Year Year Year Year
Anaual Rate of 1 2 3 4 5 onwards

T T % 4 4
Interest 13 12=1/2 9-1/2 9-1/2 9-1/2
Salary Inflation 1/2 3 8 8 8
Consumer Price Index 3-1/2 5 7 7 7
Increase in YMPE 12-1/2 12-1/2 12-1/2 12-1/2 9-1/2

Demographic Assumptions

Mor+al ity The 1983 Group Annuity Table

Withdrawals A table on the experieance of the group
4 Retirements in the period September 1, 1978 +to
August 31, 1983.

Disability A table based on the exper.ence under

the Public Service Superanr ion Act,

Proportion Married A table based on the studies completecd
& Age of Spouse for the valuation as of August 31, 1978.

Salary Increases 1-1/2% per annum at each age.

* Economic assumptions were reported to the Informal
Task Force by Mr. G. Buse prior to completion of the
actuarial valuation of the other government pians.
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APPENDIX B

VARIATION OF PLAN DESIGN

This Appendix shows some alternative provisions for a possible

model plan that have been considered and rejected by the task force. The

variations in costs have in some cases been estimated by suitable methods

of approximation.

VARIATIONS THAT DECREASE COSTS

Decrease in
Unfunded
Description of Variation Liability

Decrease in
Tota! Annual
Cost as a %
of payroll

(Miilions)

Final Average Five Year Salary

1f all pension benefits were based

on the final average five year salary

rather than final average three year

salary as proposed: 78

Single Refunds on Death

If, instead of paying a double refund

of contributions plus interest for a

teacher who dies Iin service after he

has completed five years of contrlbutory
service, a single refund was paid: 17

Single Refunds on Termination after Vesting

If, instead of 2llowing & double refund

of contributions plus interest to be
transferred to a locked-in RRSP

only, a single refurd was paid to

terminating members: 51

Termination Benefits

On withdrawal from the plan the teacher
is entitled to a deferred pension at
retirement age provided he has five
years of service. |[f, at the time of
withdrawal from the plan, his own
contributions plus Interest will buy

more than 50% of the deferred pension,
then In addition to a8 full deferred

pension he will receive a lump sum
payment of t+he excess: 17

65

(Percentage)

.20

.90
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APPENDIX B {(cont'd)

VARIATIONS THAT INCREASE COSTS

Increase in

Increase in Total Annual
Unfunded Cost as a %

Description of Variation Liability of payroll
(Millions) (Percentage)

1. Provide Married Teachers with

50% Spouse Pensions as a Right

If married teachers are provided with

a joint life pension with 50%

continuing to the spouse as an

automatic right, rthen the increase

costs will be: 86 1.50

2. Indexing by Order=in-Council

I f indexing at 60% of the Consumer Price

Index is not included in the plan but

continues under the discretion of

government, then, assuming that the

established level of 75% of CPI is

maintained, the cost of the plan

will increase: 73 1.35%

3. Special Retirement Pensions

The full 2% of final average three-

year earnings will be paid between actual

retirement age and age 65. The CPP

offset only starts at age 65. CPP

oftset is based on CPP |evels at age

65. 156 3.17

4. Pension Accrual of 2-1/3%

If instead of accruing pensions

based on 2% of final average

three year earnings they are

accrued at 2-1/5% 180 2.60

* Actual increase in governmert costs would be approximately 2.35%
because teachers contributions would be 1% lower.

66
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APPENDIX C

COMPAR!SON OF MNDEL PLAN TO "IMPROVING THE EFFECTIVENESS
OF THE PRIVATE PENSION PLAN SYSTEM IN ALBERTA"

in this appendix we compared the relevant features of the model
plan and the existing plan to each of the 12 recommendations contained in
"Improving the Effectiveness of the Private Pension Plan System in

Alberta".

Recommendations Model Plan Current Plan

1. Vesting and Locking=In

After 5 years of service or plan Meets Fails to meet
membership the employee should be recommendation recommendation
entitled to the pension benefits

accrued for the period served.

This means full vestirg of

benefits earned after the

specific date set by legislation.

The total contributions, employer

and employee, recesrary to provide

these benefits, to be locked=in,

that is, to be held until required

to provide a |ife annuity at

retirement.

2. value of Vested Benefit

The emplioyer should pay for at Meets Fails in some
least some portion of the accrued recommendation instances
vested benefit that the employee

becomes entitled to on terminat-

lon of employment or retirement:

for example, either the employer

could be required to pay for at

least 50% of the accrued vested

benefit, or the benefit to be

provided by the plan could be

required to be nct less than

125% of the value of the

employee contributions.

67
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Recommendations . Mcdel Plan Current Plan

3. interest on Employee Contributions

Employee contribytions should be Meets Significantly
credited with a reasonable current recommendation fails

+ t.rest rate such as the rzte

available for non-chequing savings

bank accounts.

4., Portability

Upon termination of employment, Exceeds Meets partialiy
tha employees should have the recommendation
right to transfer the total

value of their accrued benefits

to either a locked=-in individual

retiremert savings .count, or

the new employer’s pension plan,

if the new employer's plan so

allows, to the ex*ant the

benefit is funded. Any un-

funded portion of the accrued

benefit to be transferred once.

it has been fully funded.

5. Disclosure

Employees should be entitled to Where :racti. | Meets partially
full disclo..re of information will meet
regarding their accrued benefits recommendation

and accumulated contributions
under the pension plan., This
disclosure should inc'ude access
to those pension plan documents
wiich have a direct bearing or
their personal benefits, provis=-
fon of annual statements of
accrued be-efits, and a statement
of venefits and ontions at
termination of employmelr™,
retirement, or on death.

6. Survivor Benefits

On retirement, plans to provide Available as Available as
60% spousal benefits. option option

On death before retirement, Exceeds Partially meets
plans o provide surviving recommendation recommendation

spouse bdenefits.
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Recommendations Model Plan

7. Division o' Pension Benefits
on Marriage Breakdown

Legislation should provide that, Will meet
when divorce or dissolution of a recommendation
common law relationship occurs,

unless the courts or the parties

themselves determine otherwise the

vested pension benefit earned during

the period of the marriage or common

law relationship should be split

equzl ly between the spouses and

retain its character as a pension

benefit and be locked=-in.

8. Plan Coverage and Membership

Improvement in pension plan Exceeds
coverage could be obtained by: recommendation
a) requiring that employees must
be able *o join an available
pension plan for their class of
employment after attalnment of

1 years of service,

b) requiring that part-time or
s.-as~nal employees must be
allowed to join the employer'e
plan maintained for their class
of empioyment after attainment
ot 1 year of service, in which
scnie .level of minimum hours of
~ork was performed, for examp'e
6G0 hours, and

c) encovi-aging the expansion

of the number of private pension
plans ‘*hrough promotional
activities and development of
appropriate tar pregrams.

9. Multi-Employer Plans

Pension legislation has to be Mgets intent
readi |y applicable to all types of
ot plans, ther:fore the present recommendation

legislation should ve revised to
accommodate the difterent admin-
strative circumstances existing
in respect of nulri=employer

Current Plan

Will meet
recommendation

Exceeds
recommendation

Meets intent
of
recommendation
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Recommendations Model Plan Current Plan

9. Muylti-Employer Plans (cont'd)

pension plans. However, the
entitlements of employees, under
multi-employer pension plans,
and the minimum leg:<lative
standards for these plans

should not differ from those
applicable to single employer
pension plans.

10. Prohibition of DAS Offset

I+ is proposed *that a provision Meets Meets

should be Included in the recommendation recommendation
legislation prohibiting plan

benefits from being of fset or

reduced by any proportion of the

benefits receivable under the

O0ld Age Security Act.

11. Retirement Age

Pension plans should define Exceeds Exceeds
normal pension eligibility age Recommendation Recommendation
as the age 2t which pensions

may commence without being

actua-ially adjusted.

An actuarially adjusted pension

should be available to a vested

employee, without employer

consent, during at least the five-

year period immediately prior

to normal pension eligibility

age.

If employment continues beyond

normal pension eligibility age,

the benefits accrued at that

time chould be actuarially

ad justed when actual retirement

occurs.

12. Inflation Protection

No mandatory system of inflation Fxceeds Meets intent
protection should be required. recommendation of
Employers should be encouraged recommendation

to provide voluntary inflation
prorection and ad hoc pension

Increases as their financial
condi+ions permit.




