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ROYAL CANADIAN MOUNTED POLICE SUPERANNUATION ACT - PART I

Report on the Actuarial Examination of; the
Royal Canadian Mounted Police Superannuation Account
in the Consolidated Revenue Fund as at December 31, 1974%

I. Introduction

Pursuant to Section 25 of the Royal Canadian Mounted Police
Superannuation Act, we have made an actuarial examination of the

Account as at December 31, 1974* and have the honour to report thereon.

The report is divided into the following sections:
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The last examination of this Account was made as of December 31,

1969 and included the amendments to the Royal Canadian Mounted Police

- Superannuation Act in 1970. Since that time, a number of significant
developments have taken place which have a direct or indirect bearing

on this report.

A. Recent Amendments to the R.C.M.P. Superannuation Act

In 1975 significant changes were made in the R.C.M.P. Superannuation

Act, the most important of which are as follows:

1. The Act was amended to provide for equaiity of status for male
and female contributors. One amendmentzresulted in an increase
in the basic rate being paid by female contributors. Another
amendment entitled the widower of a decéased female contributor

“who was a member of the Force upon or aﬁter the coming into force
of this amendment to the same benefits as the widow of a deceascd

male contributor.

2. Any contributor or beneficiary entitled to a return of contri-
butions following the amendments became entitled, in addition,
to receive interest on the accumulation of such contributions

at the rate of four per cent per annum after December 31, 1973.

* Allowance was made in this valuation for the 1975 amendments to the Act,
the main object of which was to provide equality of status for male and
female contributors and beneficiaries.
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Prior to amendment, the Act provided.fbr the payment upon

the death of a contributor without eligible beneficiaries,

or the termination of all surviving beneficiaries or ailow—
ances, of the excess, if any, of the return of contributions
benefit over the aggregate of all other payments made to the
contributor and/or his beneficiaries. By virtue of the amend-
ment, the greater of the return of coﬂtributions benefit
(including interest as described in (%) above) and five

times the annuity to which the contriﬁutor was or would have
been entitled at the time of his death was substituted for the
return of contributions benefit in thé calculation of the excess

to be paid.

Before the amendments, the amount of the annual allowance payable
to an officer who, on retirement afteg serving in the Force for
less than thirty-five years, elected to receive an immecdiate
allowance, was the actuarial equivaledt of the amount of a
deferred annuity to which he was entiéled. The amount of such
immediate allowance is now calculatedtas the amount of the
deferred annuity reduced by an amount:equal to five per cent

of the annuity multiplied by (a) sixty‘minus his age in years,

if he has less than twenty-five ycars‘of pensionable service,

and otherwise multiplied by (b) the greater of fifty-five minus
his age in years, or thirty minus his}years of pensionable service.
As a result of the latter formula, an;officer who, on retirement,
has reached the age of fifty-five yeafs and has thirty years of
pensionable service will be entitled to a full immediate annuity.
The new provision is identical to the one applicable to contri-

butors to the Public Service Superannuation Act.

A further amendment provides new pens%bn benefits for members of
the Force not holding a rank in the F?rce similar to the benefits

providéed for contributors under the Public Service Superannuation Act.

The period of service necessary to render the surviving spouse and
children of a contributor eligible tolreceive allowances upon his

or her death has been reduced from ten years to five years.

Supplementary Retirement Benefits Act

The Supplcmentary Retirement Benefits Act;fenactcd in 1970 and
amended in 1973, provides supplementary béhefits related to increases
in the cost of living to persons in receipt of annuities or annual
allowances under various government super?hnuation and other acts,
including the Royal Canadian Mounted Poli?% Superannuation Act.
Although the provisions of the Supplementé}y Retirement Benefits Act
do not afféct the operation of the R.C.M.PL Superannuation Account,

it was considered desirable to include a description of them and to
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comment briefly on the related financingvof‘the benefits in
Appendix 2 to this report, in order to preﬁent a more complete
picture of the total pension provisions for contributors to the

R.C.M.P. Superannuation Account.

€. Interest Earnings and Valuation Assumptions

Pursuant to a 1969 amendment, interest credits in respect of the
balance in the Account reflect a level of earnings that would be
applicable if net increases in the balance were invested in long-
term government bonds. In recognition of this change as well as
the preferred actuarial approach of choosing each assumption on its
own merits and on as 'realistic'" a basis as may appear appropriate,
some substantial changes in assumptions were made. The various
assumptions and their rationale are described in detail in

Section III.

ITI. Membership Statistics

In the following tables are shown pertinent statistics-concerning
contributors to the Account during the five-year period from the date
of the last valuation December 31, 1969, to th? date of the current
valuation December 31, 1974. These figures were obtained from computer
tabulations of active and former contributors and their dependents,

supplied by the R.C.M.P.

A. Active Contributors

Terminations during period
Jan. 1, 1970 to Dec. 31, 1974

. Other
New Immediate  Other Lump
Contributors Contributors Type of Deaths Annuities  Sums and Contributors
on Jan. 1/70 to Benefit in Disability and Annual Deferred on
Jan. 1/70 Dec. 31/74 Paid Service Retirements Allowances Annuities Dec. 31/74
Males
9,481% 5,945 Annuity 35 31 425 -
Lump Sum - 41 - 1,203
35 72 425 1,203 13,691
Females
210% 371 Annuity - 1 -
Lump Sum 2 - - 116
2 1 - 116 462

* The number of persons listed as being contributors
at Dec. 31, 1969 in the data supplied for the
previous valuation was 9,156 males and 207 females.

./4

¥
X



B. Persons Entitled to Annuities or Annual Allowances

Retired Contributors¥*

Terminated by

New Death or Recovery
Entitlements from Disability
Entitled on Jan. 1/70 to Jan. 1/70 to Entitled on
Jan. 1/70 Dec. 31/74 Dec. 31/74 Dec. 31/71_
323 471 42 752
Surviving Spouses
Terminated by
New Death or
, Entitlements Remarriage
Entitled on Jan. 1/70 to Jan. 1/70 to Entitled on
Jan. 1/70 Dec. 31/74 Dec. 31/74 Dec. 31/74
73 61 16 118
Children
Entitled on Entitled on
Jan. 1/70 Dec. 31/74
44 115

* includes former contributors entitled to deferred annuities
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Valuation Assumptions

General Comments

It is generally recognized that actuarial estimates of the
cost of funding pensions are heavily dependent on the assumptions
underlying the calculations, and that the choice of the economic
assumptions is critical and often among the most difficult. For
this valuation it was decided to abandon the 4% interest assumption
used in preceding valuations as well as the- assumption of no future
general increases in salaries, in order to bring our approach more
in line with the generally more favoured actuarial approach of
selecting assumptions that might be regarded as appropriate and
reasonably 'realistic" each on its own merits as well as when

considered together.

The primary purpose of treating this plan in a manner consistent
with the practice for industrial pension plans is not to brovide
security through funding, but to account for pension costs in.an
appropriate and reasonably comparable fashion. Before discussing
the various assumptions under individual headings, the following
general comments relating to economic assump%ions may help in

dcciding whether the primary objective is being achieved.

(1) Effect of explicit or implicit level of inflation determining
the general level of economic assumptions

There are three aspects to the discussion under this heading.

(a) The extent to which the required current service or normal
contribution rate is affected by the' level of cconomic
assumptions depends on the type of pension plan under
consideration. For a pension plan of the career-average
type, where the rate of interest is normally the sole
economic assumption, a relatively higher level of interest
produces a very substantially lower cost. For a final-average-
pay plan such as the R.C.M.P. Suporaﬁnuation Plan, where the
effect of a relatively higher assumcé rate of interest tends
to be offset by the effect of an accémpanying relatively
higher level of assumed salary increéses,_the effect 1s
considerably smaller. Finally, for a fully indexed final-
average salary plan, such as the R.CiM.P. Superannuation Plan
if it were combined with the Supplementary Retirement Bencfité
Plan, the level of assumed inflation}tends to have a very
slight effect on costs, if its relationship to assumed interest
rates and increases in salaries remains approximately the same.
Clearly, the level of economic aésumétions is critical when
attempts are made to compare diffcre%t types of pension plaﬁs
or when modifications in a particular plan are being considered,
and mere consistency will not necessarily ensure acceptable

conclusions regarding costs.
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(b) It secms unavoidable that actuaries, individually and
collectively, influence expectations regarding future
inflation by their very act of attempting to use 'realistic"
assumptions. And it may well be that the realism, desirable
aé it may appear to actuaries and accountants, needs to be
moderated if there is to be any hope of reducing the long-
term level of inflation. While this appears to apply quite
generally, it seems crucial in relation to actuarial reports
dealing with pension plans operated by governments or major

financial or industrial enterprises.

(c) Some recent studies appear to have shown that the real rate
of return (see below) decreases as the rate of inflation
increases. However, it is not clear and seems difficult
to accept that in the long run the '"normal' level of the
real rate of return will vary depending on the level of

inflation.

(2) Effect of differentials between economic, assumptions

The three relevant economic assumptions are:

p = rate of inflation
s = rate of increase in level of salaries
1 = rate of return on investments

Although, strictly speaking, pensionIFQnding costs are affected

1 + s 1 +p .
T3 and T T for pr?ctlcal purposes
the effect may be measured by the differentials (i - s) and

by ratios of the type

(i -p).

The differential (i ~ p)} is commonly réferred to as the real rate
of return and may be thought of as réfieéting the share of product-
ion allocated to capital. The real raﬂe of return affects directly
the funding cost of indexed pensions, %nd indirectly, as shown

below, the funding cost of pensions based on final-average salary.

The cost of final-average salary planséis affected by the
differential (i - s) which may be thouéhf of as (1 - p) - (s - p).
The differential (s -~ p) is generally regarded as reflecting the
rate of increase in productivity and may be referred to as the
real rate of salary increases. Thus the cost of final-average
salary plans is affected by the diffefénce between the real rate

of return and the real rate of salary /increascs.
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(3) Effect of bénefits beyond the terms of pension plans

As suggested by (1) and (2) above, when costs of different plans
are being compared or amendments are being considered, it is
important to bear in mind the level of the economic assumptions
as well as the differentials between individual assumptions.
However, there are considerations beyond these. 1In recent
years, for a growing number of pians, in some cases as a

result of collective bargaining, employers have adopted thc
practice of (a) making periodic ad hoc adjustments to pensions
in payment to compensate for some or all of the purchasing power
lost through inflation, and (b) increasing the benefits accrued
to active members of flat-benefit or career-average type pension
plans in order to keep earned pensions in a reasonable relation-
‘ship to current rates of pay. When there is no explicit commit-
ment under the terms of the plan for similar adjustments in the
future, they will not be included in the calculations of normal
contribution rates and accrued pension liabilities. It might be
argued, especially when adjustments cccur with regularity, that
there is a strong moral commitment and that from an accounting
point of view the costs are understated. It would be possible,
of course, for the employer to make advance provision for such
adjustments without contributing additional funds to the plan

by setting up a special contingent liability in his balance sheet,
and including the additions to such contingent liability account
with the current service contributions to the pension fund for
purposes of assessing the total current service cost. Such
practice might make for more valid comparison of the potential
value of pensions under different plans. However, setting up a
contingent liability in the employer's balance sheet might well
be interpreted as converting a moral commitment into a promise
and that thc additional benefits should,‘for practical purposes,
be considered part of the formal plan and funded in the same manner
as basic benefits. For practical purposes, of course, this would
remove the employer's option of updating benefits from time to

time without commitment regarding future adjustments.

Salary Increases

Where used in this report, the term 'salary scale' means the
assumed pattern of future increases in pay from year to year as a
member advances in age. Such a scale is needed for valuation purposcs,
because benefits that become payable in the future depend con the rates

of pay that will be received in the future.

There are two main forces that tend to generate increases in

rates of pay: First, a promotional force resulting from experience
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and training; second, an economic force felated, directly or
indirectly, to such factors as collective bargaining, labour

market conditions, inflation and general increases in productivity.
Increases in pay resulting from this second force are herein referred

to as ''general" increases.

The pattern of average promotional increases in pay is fairly
predictable on the basis of past experiencé, and provision for such
increases was made in the 1964 and 1969 valuations on the basis of
a promotional salary scale constructed from data relating to the
rates of pay of members of the Force in 1964. This scale was con-

sidered to remain appropriate and was used for the current valuation.

With regard to general increases, on the other hand, the wide
variations that have occurred in recent years as a result of varying
economic and social pressures are indicative of the difficulty in
predicting the level of future increases of this type, and in preceding
valuations no explicil provision for such increases was made in dcter-
mining the required contribution rate. (As mentioned in Section V,
credits are made to the Superannuation Account to cover the increases
in liabilities arising from general increasesin pay as they occur.)
For purposes of this valuation, in combination with the assumption
of an interest rate of 6.5%, we have assumed a level rate of general

increases in pay of 5.5%.

The assumed rate of general increases of 5.5% may be thought of
as being composed of a 3% inflation factor and a 2.5% factor for
increases in productivity (excess of increases in wages over increases
in prices). Further comments are made in the discussion of interest

rates which follows, and in Sections V and VI.

The promotional salary scale and a salary scale incorporating
both promotional and general increases, as well as illustrations of
how the salary of an average member might increase as his age increases,
if he joins the Force at age 20, 25 or 30 with an initial salary of

$1,000 per year, are shown in Appendix 3.

Interest Rates

Until the quarter ending June 30, 1969, interest was credited to
the Superannuation Account on the last day of each quarter in the
fiscal year at the rate of 1% of the balance to the credit of the
Account on the last day of the preceding quarter. This is a rate
equivalent to approximately 4% per annum which is the rate that has

been assumed in preceding actuarial valuations.

The 1969 amendments to the Act made provision for crediting
interest to the Account in excess of the rate used in the preceding

actuarial valuation. The total rate at which interest is now credited
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changes every three months and is calculated as if the amounts not
required for payment of benefits in each quarter pursuant to this

Act and the Public Service and Canadian Forces Superannuation Acts
had been invested on a basis similar to that applied under the Canada
Pension Plan, i.e., in 20-year bonds having a yield equivalent to the
average yield‘on Government of Canada bonds with 20 or more years to

maturity outstanding at that time.

For the qugrter ending December 31, 1974, the total rate of
interest credit was 1.6259%, which is equivalent to 6.66% per énnum.
The total annual rate of interest credit has remained above 6.5%
since that timé and seems likely to continue above that level for a

long time, given that rates of return on current notional investments

have been around 9%, even if allowance is made for a drop in anticipated

inflation to substantially lower levels.

As stated earlier, in previous valuations an assumed interest
rate of 4% was used, but the effect of using;an assumed rate of
return substanfially lower than might be expected was largely offset
by including nb explicit provision for generéi increases in salaries.
Moreover, spec%fic provision is made in the %ct for the application
of interest earnings in excess of the valuation rate to the liquida-
tion of varioug actuarial deficiencies, of which increases in liabi-

lities arising out of general salary revisions were by far the most

important.

For purposes of this valuation it was decided to use an assumed
rate of intérest of 6.5% which, as noted above, is expected to be
exceeded by actual interest credits for a long time. 1In the long
term, the rate may be thought of as being composed of an inflation

factor of 3% and a real rate of return of 3.5%.

A real rate of return of 3.5% appears to be a typical rate
explicitly or implicitly assumed in actuarial Qaluations of private
pension plans, and its use would tend to minimize the nevertheless
formidable difficulties in comparing contribution rates with those

of other plans.

If the method of crediting interest described above is retained

and past experience can serve as a guide, it appears likely that the

experienced real rate of return will fall short of the assumed real rate

by about one percentage point in the long term. The effect of this,
however, might be at least partially offset if the productivity factor
implicit in the salary scale turned out to be 6verstated by a similar
margin, which is not at all improbable. It m?ght be added that, also

for consisténcy with practice in the private sector, the assumed real

rate of return should not be taken as less th?n 3.5%, once the assumption

for productivity increases implicit in the salary scale was fixed at
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C.J 2.5%, becausc of the administrative rules adopted pursuant te the
Income Tax Act; these rules specify that normally the assumed rate
of return on assets should exceed the assumed rate of salary increases
by at leaét one percentage point.
The effect of changes in the assumptions and variations of
CXperiencé from the assumptions is discussed further in Sections Vv

and VI.

D. Rates of Retirement or Termination (for reasons other than death)

Substantially increased use of electronic computers allowed
more refined analysis than had been possible in preceding examinations.
As a result, slightly different bases and valuation techniques were

used in the current examination.

1. Rates of Disability

The rates used were developed from the 1969-74 expericence and

are shown in Appendix 4.

2. Rates of Retirement

The rates used were developed from the 1969-74 experience and
are shown in Appendix 4. As in the pdét, it was assumed that
contributors fetiring with at least 2¢ years of pensionable
service would receive immediate annuities. For those with 10
to 20 yecars of pensionable service, iﬁrwas assumed that a
proportion would receive a return of éontributions and the
remainder a deferred annuity commencing at age 60; factors to
determine the split between these two?types of benefit were

developed from the 1969-74 experience:and are shown in Appendix 4.

3. Rates of Termination other than in (1f and (2) above

The rates used were developed from the 1969-74 experience and
arc shown in Appendix 4. For contributors terminating with 10
or more years of pensionable service,%ﬁt was assumed that a
proportion would receive a return of contributions and the
remainder a deferred annuity commencing at age 60; factors to
determine the split between these twoftypes of benefit were

developed from the 1969-74 experience and are shown in Appendix 4.

E. Rates of Mortality and Remarriage

1. Active Contributors

During the five-year period January 1, 1969 to December 31, 1974,
there were 37 deaths of active members of the Force who were
contributors. The small numbers of déaths and of members do not
provide sufficient data to determine % mortality table based soiely
on this experience. The mortality bagle used in the last four
valuations, namely, the Canadian Inst%tute of Actuaries 1949-52
Ultimate Table of Mortality, was uscd[again. The rates are shown

in Appendix 5.
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2. Vlormer Contributors entitled to annuities or annual allowances

Different mortality rates generally apply to persons entitled
to pehsions because of disability as compared to persons
entitled for other recasons. However, for this valuation, as

the group of disability pensioners is small both in number and
as a percentage of the total, being 8.4% of the 752 entitled to
pensions at December 31, 1974, we have continued to assume the
same rates of mortality for both groubs. The assumed rates are
the same as those used in the three previous valuations, namely,
those according to the a-1949 Table of Mortality. These rates,

and annuity values based on them, are ‘shown in Appendix 6.

3. Surviving Spouscs

The bases chosen for the valuation of both present and prospective

spouses' allowances were the same as éor the three preceding

valuations, namely, l

(i) for mortality - aggregate rates derived from the 1948-57
experience of widows entitled to annual allowances under
the Public Service Supcrannuation;Act, and

(ii) for remarriage - select and ultihate rates derived from the
1940-57 experience of widows awarded pensions under thé
Pensioq Act and previous Government administrative orders
from August 4, 1914 to December 31, 1957.

Samples of the above rates and of annuity values based on those

rates are shown in Appendix 7.

Proportions of deceased contributors leaving spouses, and

Average apges of spouses corresponding to ages of contributors at death

The assumptions used for the three préceding valuations were
deemed to remain appropriate and, accordingly, were retained for

the 1974 valuation. These were as follows:

(a) for active contributors, the proportiéns of members of the
Force at December 31, 195§, who were %arried and the average
ages of their spouses corresponding to the ages of the members
of the rorce, and

(b) for retired contributors, the proportions of male pensioners
under the Public Service Superannuati@n Act who died during the
périod from January 1, 1948 to December 31, 1957, leaving widows,
and the average ages of the widows corresponding to the ages of
the pensioners at death.

These factors are shown for quinquennial ages at death in Appendix 8.

Integration with Canada Pension Plan

Reductions in benefits and contributions to provide for inte-
gration with the Canada Pension Plan apply only in respect of salary

up to the Year's Maximum Pensionable Earnings as defined in the

12
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Canada Pension Plan. TFor purposes of this valuation, it was
assumed that the Year's Maximum Pensionable Earnings would increase
from $6600 in 1974 at the rate of 12.5% per annum, as provided by
statute, until it reached the level of the average industrial
composite earnings and to stay equal with it thereafter. Average
industrial composite earnings were assumed to ke $10,500 for 1974
and to increase at the rate of 5.5% per annum, i.e., at the rate
assumed for general pay increases.

The proportion of members whose pay is below the Year's Maximum
Pensionable Farnings was assumed to be zero, as in the preceding
examinations. :

As the conditions to be satisfied for a person to be considered
as disébled and entitled to a disability annuity are more stringent
under the Canada Pension Plan than under the R.C.M.P. Superannuation
Act, we have assumed for purposes of valuing the reduction in annuities
as a result of integration with the Canada, Pension Plan that only 10%
of the contributors being retired for disagility will also be entitled
to a disability pension under the Canada Pension Plan. However, the
remaining 90% of the disability annuities were assumed to be subject
to reduction on account of integration upoh attainment of age 65.

The probability of contributors retired for recasons other than disa-
bility becoming disabled before age 65 and entitled to a disability

pension under the Canada Pension Plan was assumed to be zero.

Civilian Members

It is reasonable to expect that rates ¢f retirement, withdrawal and
disability, as well as salary scales applicable to the male civilian
members and to the female members, would be different from those
applicable to the regular male members of the Force. However, since
the civilian and female members of the TForce constitute only about 10%
of the total number of contributors, it was considered appropriate to

make no distinction between these groups in the valuation.
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Funding Method

The method.used in preceding valuations is known as the "Entry
Age Normal' cost mcthod and contemplated a current service contribution
rate expressed as a constant percentage of pay equal to a rate
applicable to a rcpresentative cohort of new entrants during their

contributory membership in the plan.

The method used for the present valuation is known as the ''Unit
Credit' (alias "Unit Benefit" or "Accrued Benefit'") cost method.
It contemplates contributions in any year sufficient to cover all
future benefits in respect of service during that year. The fund
resulting from the use of this method will be equal to the liability
for accrued benefits; it will be somewhat smaller than the fund that

would have resulted from the continued use of the old method.

In contra§t to preceding valuations, as noted earlier, the salary
scale used for purposes of the present valuation includes an explicit
provision for general salary increases. This change might be considered
tantamount to a modification in funding method. However, its effect
is relatively small becausc of a concurrent change in the assumed

rate of interest.

Required Contributions and Credits to the Account

b

Using the assumptions described in Section III and the distribution
of active contributors as at December 31, 1974, shown in Appendix 10,
the total reqhired from contributors and the Government combined to
fund future benefits in respect of current service was calculated to

be 16.8% of pay.

After making allowance for coordination with contributions payable
to the Canada Pension Plan, contributions from contributors to the
R.C.M.P. Supcrannuation Account were calculated to be equivalent to

5.6% of pay.

It follows that credits to the Account on behalf of the Government
should bc equivalent to 11.2% of pay or approximately 2.0 times the

contributions: received from contributors.

The above, multiple of 2.0 for Government credits is somewhat
higher than tbc multiple of 1.8 which has been in effect, as
recommended in the 1969 actuarial report. The‘total of 16.8% of pay
indicated aboye as being required corresponds to a figure of 15.1%

which 1s the kquivalent of the requirements indicated in the preceding

report. The Fiffercnce of 1.7% of pay is the net result of an incrcase
of 2.4% of pay attributable to the change in valuation assumptions, a
decrease of 1{8% of pay attributable to the ghénge in valuation method,
an increase of 0.8% due to a change in distribution of members by
age, salary ahd service, and an increase of 0.3% attributable to the

amendments described in Section I.
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The new valuation assumptions irnclude provision for 5.5% annual
increases in the general level of pay. Under normal pension funding
practices, liabilities arising out of increases in pay in excess of

the assumed rate would be taken care of, along with other deficiencies

.after allowing for any gains, following receipt of periodic actuarial

reports. The R.C.M.P. Superannuation Act, however, provides for
special.credits to the Account following authorization of general

pay increases. Accordingly, it has been estimated that special
credits to the Account in respect of such pay increasés should be

made equal to 1.6 times the amount of increase in the effective annual
payroll in excess of 5.5% per annum. Under the existing provisions of
the Act, such credits would be set up as a deferred charge to be
amortized in five equal instalments. These instalments, together with
instalments in respect of any actuarial deficiency reported as a
result of quinquennial actuarial examinations, could be offset by

interest carnings in the excess of 6.5% per annum.

Valuation Balance Sheet and Observations

Using the assumptions and the valuation method described in
Sections III and IV respectively, the results of. the valuation are
summarized and the status of the Account is shown in the following

balance shect.
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Valuation Balance Sheet as at December 31, 1974

Balance of Account (Par value)*

Credits from Government outstanding

at December 31, 1974 and made in 1975

Present value of futufe contributions

from the Government of Newfoundland

Present value of future instalments
from contributors in respect of
prior service:

Members of the Force

Retired Contributors
Present value of future credits
from the Government in respect

of prior service (assuming 2.0
times the amount from contributors)

Assets

$ 659,000

165,000

Total Assets

Deficit

Liabilitiqg

Present value of prospective
benefits to active contributors
and their dependants

Present value of benefits to formecr
contributors and their dependants
entitled to an annuity or annual
allowance:

Retired Contributors $ 38,177,000

Widows

Children

1,908,000

309,000

‘Benefits to former contributors
‘due in 1974 and paid in 1975

Total Liabilities

$ 382,885,000
9,403,000

70,000

824,000

1,648,000

$ 394,830,000

$ 21,724,000

$ 416,554,000

$ 376,151,000

40,394,000

9,000

$ 416,554,000

*The value of the Account as at Deccmber 31, 1974, determined by discounting the
notional investments at the assumed valuation interest rate of 6.5%, was
$417,430,000. It was decided not to use such a value so as not to capitalize
interest earnings in excess of the assumed valuation rate without any compensating

provision for salary increases in excess of the assumed rate.

A deferred charge

of $46,200,000 was in the process of liquidation and would be considered an
unfunded liability, if it were not included in the balance of the Account.

./16



5

of about $22 million. The major factors having a béérin on the development
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The forcgoing balance sheet indicates an estim%ted actuarial deficit

of this deficit are discussed in the following numbered paragraphs.

VII.

1.

An estimated $24 million is due to various?differences between
actual and expccted experience.
Estimates of special credits required in reépect of general

increases in pay during the intervaluation period which amounted

to about $84 million appeared to have been 'short by amounts which,

with accumulated interest, come to about $14 million.

An additional estimated $19 million 1is attributable to miscellancous

items, notably an apparcnt understatement in liabilities in the
preceding report due to apparently incomplete data.

The use of new assumptions discussed in Section III resulted in
an increase in actuarial liabilities of $15 million.

The change in the funding method discussed in Section IV

produced a reduction in actuarial liabilities of $50 million.

Summary and Conclusion

1.

The total contribution required from contributors and Government
combincd to provide all benefits in respect of current service is
estimated to be 16.8% of .pay. Allowing for coordination with the
Canada Pens&on Plan, the effective rate of contribution to the
Account from contributors is estimated to be 5.6% of pay. As a
result, it is estimated that Government credits are required at

2.0 times ﬁhe contributions from contributors.

The above rates of contribution make allowance for general salary
increascs é% the rate of 5.5% of pay per annum. Pursuant to sub-
section 24(2) of the Act, additional liabilities arising out of
general increases in pay in excess of this rate are estimated to
require Special Credits to the Account equal to 1.6 times the
increase in:the effective annual payroll in excess of 5.5%.

Under the existing provisions of the Act, such credits would be
set up as a deferred.charge to be amortized in five equal instal-
ments. These instalments, together with those in respect of
existing deferred charges, could be offset by interest earnings

in excess of 6.5% per annum.

The estimated actuarial deficit in the Account as at December 31,

1974 was $21.7 million.

This report on the R.C.M.P. Superannuation Account makes no

allowance for contributions or benefits related to the Supplementary

Retirement Benefits Act. These are discussed in Appendix 2.

/17
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In conclusion, we wish to acknowledge the cooperation of the
Departmental Serviées 0ffice of the R.C.M.P. which provided the
basic records, andithe Canadian Police Informatidn Centre Directorate
which provided valLable assistance in the programming and data
processing relatcd:to contributors who wefe members of the Force

on the valuation date.

Respectfully submitted,

Ny el R
L.-""\'"( . _bk\ N TN S g

Walter Riese
Chief Actuary

Department of Insurance
OTTAWA, Canada
K1A OH2

March 9, 1978
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APPENDIX 1

Summary of the R.C.M.P. Superannuation Plan

A. Coveragc

Persons covered by this Plan include:

(a) all members of the Royal Canadian Mounted Pblicc, referred to
in this report as the 'Force", exccpt a smail number who have
been members of the Force since March 1, 19@9 but did not elect
to become contributors under this Act,

(b) former members of the Force who are entitle& to annuities or
annual allowances payable out of the Accoun%, and

(c) widows and children who are entitled to annpal allowances or
other benefits payable out of the Account a§ dependants of
contributors who died either in service or @hile entitled to

an annuity or annual allowance.

B. Contributions and Credits to the Account

.1. By Contributor

{a) Current Service

Thc rates of contribution for members dé the Force covered by

the Act are 6.5%*of pay reduced by theﬁ%mount that the contributor
would be required.to contribute under tﬁe Canada Pension Plan in
respect of pay received by him as a member of the Force. (For
example, in 1975 the reduction was 1.8% of the pay between

$700 and $7,400 per annum.)

Contributions for current service cease 'when a contributor has

to his credit 35 years of pensionable service.

(b) Prior Service

A contributor may elect to contribute iﬁ respect of any pcriod of
prior pensionable service as described Sn page 23 of this recport.
Subject to some minor exceptions, if th§ election to contribute
for a period of prior pensionable servf%e is made within one year
of the.member becoming a contributor, t%e amount that the member
is required to contribute is equal to t%e total contributions
that he would have had to make during tﬁat period of prior
pensionable service if the contributions had been computed
according to the rate of pay appllcableﬂto the contributor on

the most recent occasion on which he bccame a contributor under
the Act and at rates of contributions in e¢ffect for the period of
service elected to be paid‘for, adJu§te% for integration with the

Canada Pension Plan for any prior pensiénable service after 1965

* The ralcs werc 6% For males before April 1, 1969 and 5% for
fcmalcs before Feb. 1, 1976. ;
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included in the election. All contributions are increased by
simple interest at the rate of 4% per annum from the middle of

each fiscal year of prior service to the date of election.

Il a contributor fails to make an eclection in respect of a
period of prior pensionable service within the prescribed time,
he may do so at any later time while still a member of the Force
provided that he is in good health at the date of election.
However, the rate of pay used in determining the contributions
for such prior service will be the rate of pay authorized to be

paid to the contributor at the time he makes his election.

Contributions in respect of prior service may be paid‘in a
lump sum, or by monthly instalments, payable for life, or for a
period ceasing upon decath or completion of a fixed number of
years, whichever is earlier. Monthly instalments are computed
on the basis of the Canadian Life Tabie No. 2 (1941), Males or

Females, as the case may be, and interest at 4% per annum.

By Government

The Government makes credits to the Account as follows:

(a) In each quarter such multiple of the total amount paid into the
said Account during the preceding quarter‘by way of contributions
in respect of current services and past services rendered by
contribhfors as 1s specified by the Minister of Finance. During
the period under review, a multiple of 1.8, as recommended in the

report on the 1969 actuarial valuation was specified.

(h) In each fiscal year, an amount representing intcrest on the
balance in the Account from time to timq, calculated at the
interest rate assumed in the preceding actuarial valuation and
at such "supplementary" rate as might be 'provided by regulations.

Further details are given in Section III C of this report.

(c) Following authorization of any pay increase applicable to at least
one per cent of the members of the Force,; an amount representing
the increasc in the net liability for benefits resulting [rom that
pay increasc. The amount so credited is charged to the Consolidated
Revenue Fund in five equal annual instaiﬁents commencing in the
fiscal year in which the pay increasc was authorized. In accordance
with the recommendation in the report on :the 1969 actuarial valuation,
the amount credited was 1.6 times the amount of increase in the

effective annual payroll at the date of increase.

(d) Followipg the laying before Parliament of any actuarial report, an
amount which in the opinion of the Ministcr of Finance is required,
in addition to the amount then to the crddit of the said Account,
to meet the cost of the benefits payablejfrom the Account. The
amount so credited is charged to the Conéolidated Revenuec Fund in
five equal annual instalments commencing in the fiscal year in which

. the report is laid before Parliament.
The Minister may apply the "supplementary" iﬁtcrest mentioned in (b)

above to recduce the instalments described in (c¢) and (d) above.
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(The explanatory Notes referred to in the following summary are
given in Section D of this Appendix.)

1. Contributors who hold a rank in the l'orce

Typc of Termination

Retirement because
of age (Note 2)

Compulsory retire-
ment to promote
economy or effi-
ciency in the Force

Compulsory rctire-
ment because of
misconduct

Voluntary retire-
ment - contribptors
other than officers

Voluntary retire-
ment - officer
contributors

Compulsory rectire-
ment becausc of
disability

Period of Service (Note 1)

Under 10 ycars of
service in the Force*

Return of contributions
(Note 3), or Cash ter-
mination allowancc
(Note 4), whichever

is the grcater

Return of contributions

Return of contributions,
or in the discretion of
the Treasury Board

(Note 8) cash termina-
tion allowance if the
contributor has reached
retirement age

Return of contributions

Return of contributions

Under 10 yecars of
pensionable scrvice

Return of contributions,
or Cash termination
allowance, whichever is,
greater

10 or more years of service
in the Force=®

. Immediate annuity (Note 5)

1) With 10 to 20 years at opti.
of contributor: return of
contributions, deferred
annuity (Note 6), or reducec:
annuity (Note 7)

2) With 20 or more years:
immediate annuity

'Return of contributions, or in
‘the discretion of Treasury Boa!
(Note 8)

(i) if the contributor has
rcached retirement age:
immediate annuity

if the contributor has not
reached retirement age:
deferred annuity, reduced
annuity (immcdiate), or
immediate annuity

1) with 10 to 20 years, at
option of contributor:
return of contributions,
or dcferred annuity

2) With 20 to 25 years: annual
allowance (Note 9)

3) With 25 or more years:

immediate annuity

1) With 10 to 20 ycars:
Return of contributions

%]
~—

With 20 to 35 years, unless
qualified in (3) below, at
option of contributor:
rcturn of contributions,
deferred annuity, or annual
altowance (Note 10)

3) With 30 or more years of
pensionable service at age
55 or older: immediate annu.

4) With 35 or more ycars:
immediate annuity

» 10 or more years of
pensionable service

Immediate annuity

* A contributor must have 10 or morec yecars of pensionable service
to qualify for a benefit other than a return of contributions.



-

e

-

2. Contributors who do not hold a rank in the Force

‘Retirement because of

age (Note 2)

Compulsory retirement
because of disability

Compulsory retirement
because of misconduct

Retirement for any
other reason

Under 5 years of
pensionable service

Return of contributions

Return of contributions
or Cash termination
allowance, whichever

1s greater

Return of contributions

Return of contributions

5 or more years of pensionable
service (Note 1)

Immediate annuity

Immediate annuity

Return of contributions or in
the discretion of the Treasury
Board (Note 8)

(i) if the contributor has reachec

retirement age:

immediate

annuity

(11)

if the contributor has not

recached retirement age:
deferred annuity, annual

allowance

(Note 10) or

immediate annuily

1) With less than 5 ycars of
service in the Force -
return ot contributions

2) With more than 5 ycars of
service 1in the Force

(a) with 35 years or more
service in the Force:
immediate annuity

(b) with 30 or more years of
Yy
pensionable service at

age

55 or older:

immediate annuity

{c) in all other cases, at the
option of the contributor,
a deferred annuity or one
of the following benefits:

(i)

(i1)

(iii)

with 25 or more years
ol pensionable service
at age 50 or older:
immediate annual
allowance, or

il compulsorily retired:
at ape 55 or older with
10 or more years of
service 1n the Force:
immediate annual
allowance

in all other cases if
age 50 or over:
immediate annual
allowance, or if under
apge 50: deferred annual
allowance
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Q;J 3. All Active Contributors

Under 5 years of
pensionable service

Death leaving no spouse  Return of contributions

or eligible children to nominated beneficiary,

under age 25 (Note 11) otherwise to estate

Death leaving spouse Return of contributions,

and/or eligible ! or an amount equal to

children under age; one month's pay for each

25 (Note 11) ! year of pensionable
service, whichever is
greater

|

5 or more years of pensionabl.
service

Return of contributions or
five times the annuity to
which contributor would have
been entitled, whichever 1is
greater (Note 13)

Annual allowance to éurviving
spouse and/or children
(Notes 12 and 13)

4. TFormer contributors entitled to immediate annu1t19s,

annual allowanccs or deferred annuities

Type of [Termination Benefit
|
Death lcaving no spouse or eligible Residual benefit (Note 13)
children under age 25 (Note 11)
Death leaving épousc and/or eligible Annual allowance to surviving

children underéage 25 (Note 11) spouse and/or children
l (Notes 13 and 14)

D. Explanatory Notes to Summary of Benefits in Section C of this Abpendix (above)

Note 1

1. Service in thc'Force

For purposcs oﬁ the plan, 'service in the Force'" includecs any period of

service as a séecial constable of the Force before the date on which the

|
Act came into ﬁorce and any period of service as a member of a provincial

or municipal p&lice force that has been taken over by the Force.

|
2. Pensionable Seﬁvice

B

Pensionable senvice is described in detail in the Act. 1In general, the

pensionable scqvice of a contributor includes any period of '"service in

the Force' (sec above) for which he has contributed or has clected to

contribute. Iﬁ may also include other periods of prior service not in

the Force for &hich he has elected to contribute in accordance with the

provisions of the Act, namely:

(a) a period oﬁ‘service

- (i) on active service in the armed forces during World War I

or World War II,

(i1) in tﬁe Canadian Army Special Force estdblished in 1950,

(iii) in the regular forces,

{(iv) in forces raised by Canada other than ﬁhe regular forces,

provﬂdcd that such service was full-time service lasting

for six months or more, and

'
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(b) a period of full-time paid cmployment in the Public Service,
(c) a period of service as a former member of the House of Commons
or as a former Scnator in respect of which he made contributions

under the Members of Parliament Retiring Allowances Act.

Note 2

In this summary, ''retirement because of age'" means ceasing to be a membcr

of the Force on or after reaching the prescribed retirement age applicable

to the member's rank, or at age 60 or above in the case of a civilian member,
provided the contributor is not being retired because of disability or mis-

conduct. The retirement ages prescribed in the regﬁlations are shown below:

Rank Retirement Age
(a) Commissioner 62
(b) Deputy Commissioner 61

(c) All other officers and all
members of the Force not holding
a rank in the Torce 60

(d) Corps Sergeant Major
Staff Sergeant Major
Sergeant Major
Staff Sergcant 58

(e) Sergeant 57

(f) Corporal, Constable,
Special Constable,
Marine Constable 56

Note 3

"Return of contributions" means payment of an amount equal to the total
current and prior éérvice contributions paid by a contributor plus interest

at the rate of 4% per annum to December 31st of the year immediately preceding
the year the contributor ceased to be a member of the TForce. Interest is
credited each December 31st (beginning in 1974) on the accumulated contri-

butions with interest as at the prior December 31st.

Notec 4

"Cash termination allowance' means an amount equal to one month's pay at the
rate of pay authori%ed to be paid to the contributor at date of termination,
multiplied by the n?mber of years of pensionable service to the credit of the
contributor, minus ﬁn all cases (except termination due to death) the total
reduction in his co%tributions as a result of integration of the Plan with

the Canada Pension Plan.

Note 5

"Immediate annuity' means an annuity that becomes payable immediately upon
termination. The annual amount of the annuity is equal to 2% of the con-

tributor's average annual pay in respect of any selected six-year period of
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pensionable service multiplied by his number of years of pensionable scrvice,
not exceeding 35. If a contributor has reached age 65, or if he is entitled
to a disability pension under the Canada Pension Plan, the amount of the
annuity to which he is entitled under the Act is reduced by 0.7% of his
average annual pay used in determining the amount of the annuity, not
exceeding the "Average Maximum Pensionable Earnings'" multiplied by the number
of years of pcnsionable service after 1965 or after he attained age 18,
whichever is later, but not exceeding 35 years. "Average Maximum Pensionable
Earnings' is the average of the Year's Maximum Pensionable Earnings, as defined
in the Canada Pension Plan, during the contributor's last 3 years of service.
All aﬁnuities are normally payable in equal monthly instalments in arrears

until the end of the month in which the contributor dies.

Note 6

"Deferred annuity' means an annuity that becomes payable upon attainment of
age 60. The annual payment is determined on the same basis as for an

immediate annuity.

If a former member entitled to a deferred annuity becomes:- disabled before his
deferred annuity commences, his entitlement changes from a deferred annuity

to an immediatc annuity for the same amount.

Note 7

"Reduced immediate annuity' means an immediate annuity, determined as in
Note 5, reduced during the period prior to age 65 but not thereafter by 5%
for each full ycar not exceeding six by which the period of the member's

service in the Force is less than 20 years.

This type of annuity may be chosen by a contributor who holds a rank in the

Force with 10 but less than 20 years of service in the Force:

a) if he 1s compulsorily retired prior to his normal retirement age
due to a reduction in the Force, or
b) at the discretion of the Treasury Board, if he is compulsorily

retired to promote economy or efficiency (Note 8).

Note 8

In the case of compulsory retirement because of mis%onduct, the contributor

is entitled to a return of contributions or, in thc%discretion of the Treasury
Board, the whole or any part specified by the Treas#ry Board of the benefits
to which he would have been entitled by reason of his age and length of

|

service if he had been retired because of age, compFlsorily retired to promote
economy or cfficiency or, in the case of a civilianimember, retired for any
other reason. In no case, however, shall the capitélized value of any

reduced benefit (based by Regulation on the a(f) ané a(m) ultimate mortality

table and an interest rate of 4%) be less than the fcturn of contributions.
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Note 9

"Annual allowance' in the case of a contributor other than an officer or

a civilian member, means an immediate annuity, reduced by 5% for each full
year by which (a) the period of his service in the Forcc is less than 25
years, or (b) his bge at time of retirement is less than the retirement age
applicable to his }ank, whichever is thec lesser.

Note 10 |

"Annual allowance”ﬂin the case of an officer or a civilian member means an
optional annuity péyable immediately or when the contributor attains age 50,
if later. The amqpnt of the allowance is equal to the amount of the deferred
annuity to which he is entitled reduced by 5% of such annuity multiplied by
(a) the greater of%SS minus his age and 30 minus the number of years of
pensionable servicé,if the contributor had more than 25 years of pensionable
service and attain%d age 50, (b) 30 minus the number of years of pensionable

service, in the case of a civilian contributor compulsorily retired for any

reason al age 55 o? older with 10 years of service in the Force, or (c) 60 minus

his age, in every oﬁher case. However, the reduction in (b) may be waived
by the Treasury Board. Age and service are expressed in the nearest one-

tenth of a year.

If a former contributor entitled to an annual allowance commencing at age
i
50 becomes disablell before reaching age 50, his entitlement changes from
an annual allowanc% deferred to age 50 to an immediate annuity.
This type of annui#y may be chosen by
il

1

a) an officer who %etires voluntarily and has 20 or more years of service
in the Force and is not entitled to a full immediate annuity by reason
of having 35 ycﬁrs of service in the Force or having attained age 55

with 30 or more|years of pensionable service;

b) a civilian member who retires for any reason other than disability or
misconduct with!5 years of service in the Force and 5 years of pensionable
service and is not entitled to a full immediate annuity.

Note 11

"Eligible childrenﬁunder age 25" includes all children of the contributor
under age 18, and gny child of the contributor over age 18 and under age 25,
unmarried and in f%ll—time attendance at a school or university, having been
in such attendance'substantially without interruption since he or she reached
age 18 or the Contfibutor died, whichever occurred later.

Note 12

I
"Annual allowances" to surviving spouses and chiidren are determined with

reference to a basic allowance. The 'basic allowance'" is equal to 1% of

the average annual%pay of the dececased contributor in recspect of any selected
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six-year period of ‘pensionable service multiplied by the number of

years of pensionable service, not exceeding 35.

A surviving Spouse:is entitled to an 'annual allowaﬁce” equal to the

basic allowance except under the following circumstances:

a} If the age of the contributor exceeded that of the surviving spousc
by 20 or more years, the allowance is reduced as prescribed by

regulation.

b} If the contributor dies within one year after ma?riége, no allowance
is payakle to the surviving spouse if the Treasuﬁy Board is not
satisficd that the contributor was at the time of marriage in such
a condition of health as to justify his or her héving an expectation

of surviving for at least one year thereafter.

c) If a surviving spouse remarries, payment of the allowance is éuspended
but is resumed in the event of the dissolution oé‘annulment of that
marriage or the death of the new spouse by that marriage. 1In lieu of
any further claim to the payment of.the allowance, an amount equal to
the return of contributions less the total amount of benefit payments
made to the contributor and to the surviving spouse and children may be
paid to the surviving spouse any time before the:dissolution or annulment
of that marrisge or the death of his or her spouse by that marriage, if

there is no child of the contributor entitled to an allowance.

The "annual allowance" to an eligible child is equal to 20% of the basic
allowance or, if the contributor died leaving no spouse or the spouse is

dead, 40% of the basic allowance, provided that the total amount of allowances
to children shall not exceced four times the allowance to an eligible child as
applicable in each case, and such maximum allowance is apportioned among the
eligible children. Allowances are not payable to children of a surviving
spouse who is not cntitled to an allowance under the circumstances indicated

in (b) above.

An allowance to the widower of a female contributor is payable only if the

contributor was a member of the Force on or after February 1, 1976.

Note 13

If, upon the death of a contributor, there is no person to whom an allowance
provided under the terms of the Act may be paid, or if the persons to whom
such allowances may be paid die or cease to be entitled thereto and no other
amount may be paid to them, a residual death benefit may be payable. In the
case of any contributor who was not a member of the Force on or after
February 1, 1976, such benefit is payéble to the estate and is equal to the
excess, if any, of the '"return of contributions' over the aggregate of all
amounts paid to the contributor, the surviving spouse and eligible children.

In the case of a contributor who was a member of the Force on or after that

date, the bencfit is payable to the beneficiary if one has been nominated by
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the contributor or otherwise to the estate and is equal to the greater of
the benefit stated above and the amount obtained by suBstituting "five times
the annuity to which the contributor was or would have been entitled at his
death" for the '"return of contributions'. Under most circumstances, five

times the annuity will exceed the '"return of contributions'.

Note 14

The annual allowances payable to a surviving spouse and/or children on the
death of a former contributor who has become entitled to an immediate annuity,
an annual allowance, or a deferred annuity, are determined in the same manner

and are subject to the same conditions as described in Note 12.

However, the surviving spouse of a person who was over 60 years of age at

the time of such person's marriage and, except as>provided in the regulations,
a child who was born to or adopted by a former contributor or who became a
stepchild of such person at a time when that persdn was over 60 years of age,
are not entitled to annual allowances unless that.person was or became a

contributor after that time.
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APPENDIX 2

Supplementary Retirement Benefits

In 1970, the Supplementary Retirement Benefits Act was passed to provide
supplementary benefits reclated to increases in the cost of living for persons
in receipt of pensions payable out of the Consolidated Revenue Fund. This

Act applies to former contributors to the R.C.M.P. Supérannuation Account

" and their dependants who are entitled to annuities or annual allowances.

The supplcementary benefit is calculated by multiplying the amount of the
annuity or annual allowance to which the person is entitled from the R.C.M.P.
Superannuation Account by the ratio of the Benefit Index for the year of
payment to the Benefit Index for the year in which the person to whom or in
respect of whose service the pension is payable Ceaséd to hold office, and
subtracting the amount of the annuity or annual allowarice. The Benefit Index
for the years prior to 1971 are shown in a Schedule in;the Act. The Benefit
Index for any year after 1970 is equal to the Benefit.index for the preceding
year multiplied by the average of the Consumer Price Index for Canada for the
twclve-month period ending on September 30 of that pre@eding year and divided
by the corresponding average for a period one year earlier. Prior to 1973,
the increase in the Benefit Index was limited to a maximum of 2% in any year.
An amendment to the Supplcmentary Retirement Benefits Act in 1973 removed that
limit and provided that the increase payable in January 1974 would take into

account increases in the cost of living above the 2% ceéiling since 1970.

Under the terms of the original Act of 1970, the s#pplementary benefits
were payable to all former contributors in receipt of énnuities or annual
allowances who had attained the age of 60, or, if less than that age, were
disabled, and to all widows and children in receipt of‘énnual allowances. The
amendments effective January 1, 1973 provided for the ﬁayment of benefits to
former contributors aged 55 to 59 and in receipt of anruities or annual

allowances in cases where the total of service and ape jequals or excceds 85.
'

The R.C.M.P. Superannuation Act was amended in 197d, by the addition of
Part III, to require that contributors pay 0.5% of theﬂr salaries to the
Supplementary Retirement Benefits Account in addition éo their contributions
to the Superannuation Account. By a further amendment:in 1973, provision was
made for an increasec in this contribution rate from 0.5% to 1.0%, commencing
January 1, 1977. Such contributions are payable untiléthe member retires.
The government makes credits to the Account equal to tﬁc coptributions of the
members. The liabilities of the Superannuation Account are not affected by
these contributions to or the benefits payable from the Supplementary

Retirement Benefits Account.
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Interest is also credited to the Supplementary Retirement Benefits Account
at the end of each quarter. The amount of the interest is calculated monthly
on the minimum balance at a rate of interest representative of the yield on

outstanding Government of Canada bonds having a term to maturity of 5 years,

. less 1/8% of 1%.

Prior to January 1, 1974, the Supplementary Retirement Benefits Act provided
that all supplementary benefits would be charged to the Account. Since that
date, those benefits paid in respect of a former contributor are charged to
the Account only until their accumulated total equals the apggregate of all
amounts credited to that Account in respect of that person, including interest.
Supplementary benefits paid in excess of that aggregate are then charged to the
Consolidated Revenue Fund. The Act also provides for a return of contributions
paid by a member to the Supplementary Retirement Benefits Account, to the extent
that such contributions exceed any benefit that has been or may be paid in

respect of him.

_ The Supplementary Retirement Benefits Act applies to active members and
former members of the Force who are entitled to benefits under the R.C.M.P.
Pension Continuation Act as well as to those entitlea to benefits under the
R.C.M.P. Superannuation Act. Contributions paid by both groups of members
and other credits to the Account, and supplementary benefits paid to former
members and their widows and children receiving basi¢ benefits under either
Act, and other charges to the Account during the fiscal years 1974-75 and
1975-76 are shown below.

R.C.M.P. Supplementary Retirement Benefits

Credits to Account ©1974=75 1975-76
Contributions from members $ 973,017 $ 1,176,320
Government credits 973,017 1,176,320
Interest _ 128,406 250,746
Transfers in 4,@05 13,617

$ 2,078,445 $ 2,617,003

Charges to Account

Supplementary Benefits $ 34,578 $ 43,992
Refunds on withdrawal 51,710 60,871
Transfers out 1,796 2,404

$ 88,084 $ 107,267
Balance in Account (end of year) $ 2,628,325 $ 5,138,059

Charges to Consolidated Revenue Fund

Supplementary Benefits $ 1,935,136 $ 3,363,000
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Under the partiﬁlly funded system of financing supplementary retirement
benefits as it existed on December 31, 1974, a substantial balance will be
accumulated in the ﬁupplementary Retirement Benefits Account. However, on
the basis of the asﬁumptions used for purposes of Section V of this report
on the R.C.M.P. Supéfannuation Account and, for consistency with other
assumptions, - an assqhed rate of increase in the Consumer Price Index of 3%
per annum, it has bgen estimated that the supplementafy_benefits will likely
always remain a-diréct charge on the Consolidated Revenue Fund, unless the

total of contributi@ns and credits to the Supplementary Retirement Benefits
Account were increcased from 2.0% to about 6.0% of payroll.
In the following scctions of this Appendix the cffects of some other
methods of financing supplementary retirement benefits are presented.
(a) Required ContriButions and Credits to the R.C.M.P. Superannuation Account
if benefits pursuant to the Supplementary Retirement Bencfits Act as it

existed in 1974;werce considered superannuation benefits.

Using the above-noted assumptions, and methods analogous to those used
for purposes of Sectién V of this report, the total required from the
contributors and thetCovernment combined to fund future superannuation
benefits, increasiné in accordance with the Consumer Price Index, in respect

of current service was calculated to be 22.8% of payroll.

After making allowance for coordination with contributions payable to
the Canada Pension éian, contributions from contributors, including 1%
contributions to the Supplementary Retirement Benefits Account, are

calculated. to be equivalent to 6.6% of pay.

It follows that credits on behalf of the Government in respect of the
combined benefits would have to be equivalent to about 16.2% of pay, or

2.5 times the contributions received from contributors.

In addition, a pfocedure analogous to the existing procedure could be
adopted under which special credits would be made in respect of liabilities
arising out of (i) general pay increases in excess of the assumed 5.5% per
annum, and (ii) increcasecs to annuities and allowances to former contributors

and their dependants in excess of the assumed 3%, which could be offset by

_interest ecarnings on the Account in excess 6f the assumed 6.5%. With such

a procedure, the only gains and losses attributable to variation of
experience [rom thc basic economic assumptions that would emerge at periodic
actuarial examinations are (i) gains from general pay increases and increases
to annuities and alléwances below the assumed rates, and (ii) losses from
interest ecarnings b¢low the assumed rate. Alternatively, the more common
practice of letting all actuarial gains and losses accumulate until the

following actuarial examination could be adopted..
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(b) valuation Balance Sheet combining R.C.M.P. Superannuation and
Supplementary Retirement Benefits including future adjustments to

pensions in payment in accordance with assumed rate of inflation.

This balance shcet differs from the balance sheet in Section VIof this _
report to the extent that (i) the assets include a share of the Supplementary
Retirement Benefits Account, (ii) the value of prospective benefits to former
contributors and their dependants includes the value of supplementary benefits
payable at the rate in effect on December 31, 1974, and makes provision for
continued increcases at the rate of 3% per annum, and (iii) the value of
prospective benefits to active contributors and their dependants includes
provision for increases to annuities and allowances in payment at the rate
of 3% per annum. In other words, all the assumptions are consistent with
those used for purposes of calculating the required contributions and credits

in (a) above.

Assets

Balance of R.C.M.P. Superannuation

Account and share of Superannuation

contributors in Supplementary

Retirement Benefits Account $ 384,885,000

Credits from Government outstanding :
at December 31, 1974 and made in 1975 9,403,000

Present value of future contributions
from the Government of Newfoundland 70,000

Present value of future instalments
from contributors in respect of
prior service 824,000

Present value of future credits from

the Government in respect of prior

service (assuming 2.0 times the

amount from contributors) 1,648,000

Total Assets $ 396,830,000

Deficit ‘ 178,815,000

$ 575,645,000

Liabilities

Present valuc of prospective benefits
to active contribulors and their
dependants , $ 511,371,000

Present value of benefits to former
contributors and their dependants
entitled to an annuity or annual

allowance:
Retired Contributors $ 59,956,000
Widows 3,829,000 .
Children 480,000 $ 64,265,000

Benefits to former contributors
due in 1974 and paid in 1975 ' : 9,000

Total Liabilities $ 575,645,000
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(c¢) valuation Balance Sheet for R.C.M.P. Superannuation Account on assumption’

that interest in cxcess of 3.5% on the pensioner equity be used for

financing Suppleméentary Retirement Benefits on a pay-as-you-go basis.

‘ It has been sugge%ted from time to time that adjustments to pensions in
payment might be finaﬁced at least partially by using interest earnings in
excess of what might be considered 'real' intercst or interest under non-
inflationary conditioﬁs. If such a method of operation were implemented,

then consistent with the implicit assumption of a 3% inflation component, the
6.5% interest rate as%umed for purposes of the R.C.M.P. Superannuation Account
would have to be reduéed to 3.5% in respect of periods after benefits become
payable. 1In respect éf active contributors, this would be equivalent to
assuming indexed benefits as in (b) above. Thus the present balance sheet
differs from the precéding one only to the extent that the value of prospective
benefits to former cogtributors and their dependants does not include the value
of supplementary bcnefits payable at the rate_in effect on December 31, 1974,
since they would continue to be paid out of the Supplementary. Retirement

Benefits Account, and the assets do not include a share of that account.

Assets
Balance of R.C.M.P. Superannuation Account $ 382,885,000
Credits from Government outstanding
at December 31, 1974 and made in 1975 9,403,000

Present valuc of future contributions

from the Government of Newfoundland 70,000
: !

Present value of futufe instalments

from contributors in respect of

prior service ‘ 824,000

Present value of future credits from
the Government in respect of prior
service (assuming 2.0 times the

amount from contributors) ‘ 1,648,000
Total Assets $ 394,830,000
Deficit 170,637,000

$ 565,467,000

Liabilities

Present value of prospective benefits
to active contributors and their
dependants $ 511,371,000

Present value of benefits to former
contributors and their dependants
entitled to an annuity or annual
allowance:

Retired Contributors $ 51,128,000
Widows 2,592,000
Children 367,000 * $ 54,087,000

Benefits to former contributors
due in 1974 and paid in 1975 © 9,000

Total Liabilities $ 565,467,000
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G;D(d) Valuation Balance Sheet combining R.C.M.P. Superannuation and Supplementary
Retirement Benefits to the extent that the latter were payable as at Dec. 31, 1974

This balance sheet presents the situation on a fully funded basis, if
adjustments to pensions in payment were assumed to be granted annually or, in
other words, if future increases were not considered to be guaranteed. It differs
from the balance sheét in Section VIonly to the extent that the assets include a
share of the Suppleméntary Retirement Benefits Account, and the liabilities in
respect of former contributors and their dependants include the value of

Supplementary benefits payable at the rate in effect on December 31, 1974.

Assets

Balance of R.C.M.P. S#pcrannuation

Account and share of Superannuation

contributors in Supplementary

Retirement Benefits Adcount $ 384,885,000

Credits from Government outstanding
at December 31, 1974 and made in 1975 9,403,000

Present valuec of future contributions
from the Government of Newfoundland 70,000

Present value of future instalments
from contributors in respect of
! prior service 824,000

Present value of future credits from
the Government in respect of prior
scrvice (assuming 2.0 times the

amount from contributors) 1,648,000
Total Assets $ 396,830,000
Deficit 27,323,000

$ 424,153,000

Liabilities

. Present value of prospective benefits
" to active contributors and their
- dependants $ 376,151,000

" Present valuc of benefits to former
contributors and their dependants
entitled to an annuity or annual

~allowance:

Retired Contributors $ 44,769,000
Widows 2,819,000
Children 405,000 $ 47,993,000

Benefits to former contributors
due in 1974 and paid in 1975 9,000

! Total Liabilities $ 424,153,000

With this method of funding, the additional liability incurred annually by an
increase to pensions in payment at the implicitly assumed annual rate of increase

in the Consumer Price Index of 3% would be equivalent, currently, to .72% of pay.




APPENDIX 3
Salary Scale Salary Scale
including ' including
5.5% per annum 5.5% per annum
Gencral Increase General Increase
Promotional added to ' Promotional added to
‘Age Salary Scale . Promotional Ape Salary Scale Promotional
17 . 387 .039 40 .768 .263
18 412 .043 41 JTT77 .281
19 .A37 .049 42 .785 .299
20 a1 054 13 794 o0
21 .484 .060 .
22 . 506 . 066 45 .810 .363
23 - .527 .073 46 .819 .387
24 . 547 .080 47 .827 : 412
418 .835 .439
25 .568 .087
26 587 _ 095 49 . 843 .468
27 .605 .103 50 . 852 .499
- 28 .622 112 51 .862 .532
29 .639 122 52 .873 .569
30 .655 .131 22 :ggg :ggf
31 .670" .142
32 .684 .153 55 .912 .698
33 - .697 .164 56 . 928 .749
34 .709 .176 57 . 945 . 805
55 o1 ‘950
36 .731 .202
37 .741 .216 60 1.000 1.000
38 .750 .231
39 .759 . 247

Illustration of Increases in Pay
for ape of entry 20, 25 and 30

Based on
Gernieral Pay Increases
Based on of 5.5% per annum
Promotional Salary . in addition to
Scale only Promotional Salary Scale
Attained
ape Pay ) Pay
~ Entry '
age - 20 25 30 20 25 30
|
20 1,000 1,000
25 1,232 1,000 1,610 1,000
30 1,421 1,153 1,000 2,427 1,507 1,000
35 1,562 1,268 1,099 ' 3,487 2,166 1,436
40 1,666 1,352 1,173 4,861 3,018 2,004
45 1,757 1,426 1,237 6,7q0 4,161 2,762
50 1,848 1,500 1,301 9,210 5,720 3,796
55 1,978 1,606 1,392 12,884 8,004 5,308

60 2,169 1,761 1,527 18,465 11,471 7,610
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A - APPENDIX 4

Rates of Retirement or Termination (fof reasons other than decath)

Proportion
Rates of Assumed to
Rates Rates Termination receive
of of other than Deferred
Age Disability Retirement (A) and (B) Annuities*
(A) (B) (c) (D)
17 .0072 .0502
18 .0061 .0401
19 .0051 . 0401
20 .0041 .0401
21 .0031 .0401
22 .0020 .0401
23 .0015 . 0360
24 .0010 .0340
25 .0005 .0340
26 .0003 .0300
27 .0002 .0280
28 .0002 .0270
29 ' . 0002 .0260
30 . 0003 .0180 .00
31 .0003 .0160 .00
32 .0004 ‘ .0140" .08
33 . 0004 .0120 .22
34 . 0005 .0090 .35
35 .00056 .0100 .0030 .39
36 .0006 .0100 .0030 .44
37 .0007 .0100 .0030 .48
38 .0008 .0100 .0030 .53
39 . 0009 .0100 .0030 .60
40 L0011 B .0101 .0201 .90
41 .0013 .0102 .0262 1.00
42 .0016 0122 .0323 1.00
43 .0018 .0152 .0212 1.00
44 .0020 .0182 .0192 1.00
45 .0023 .0523 .0041 1.00
46 .0025 .0552 .0021 1.00
17 .0027 .0553 .0021 1.00
48 .0029 . 0553 .0010 1.00
49 .0032 .0553 .0010 1.00
50 .0036 .0633 ‘ 1.00
51 .0042 .0744 : 1.00
52 .0048 .0845 1.00
53 .0057 .0957 1.00
54 .0068 .1058 1.00
.55 .0082 .1513 1.00
56 .0103 .2423 1.00
57 ) .0132 .3236 1.00
58 .0167 .4353 1.00
59 .0212 . D778 1.00
60 1.0000 1.00

*Used to obtain the numbers assumed to receive deferred annuities or equivalent
benefits (rather than returns of contributions) by applying to
(1) number retiring in accordance with rates in (B) above who have between 10
and 20 ycars of pensionable service,
(2) number terminating in accordance with rates in (C) above who have 10 or
more years of pensionable service.
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APPENDIX 5

Rates of Mortality
. assumed for Active Contributors

Age 1 Mortality Rate
17 .0009
18 .0010
19 .0010
20 .0011
21 .0011
22 .0011
23 .0011
24 .0011
25 .0011
26 .0010
27 .0010
28 .0010
29 .0010
30 .0010
31 .0010
32 ~.0010
33 .0011
34 ' .0012
35 .0013
36 .0014
37 .0016
38 .0018
39 .0020
10 .0023
41 .0026
42 .0030
43 .0034
44 .0038
45 .0042
16 .0046
av .0051
48 .0056
49 .0061
50 : .0067
51 .0074
52 .0081
53 .0088
54 .0096
55 .0106
56 L0117
57 .0130
58 .0145

59 .0i62
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APPENDIX 6

Rates of Mortaiity assumed for former contributors
entitled to annuities or annual allowances

and

Annuity Valucs based on this Table with interest, at 6.5% per annum

Value of Annuity of $1.00

Mortality Value of Annuity in first year, increasing

Age Rates of $1.00 per annum 3% annually thereafter
40 .0020 $13.477 $19.824
41 .0022 13.348 19.521
42 .0025 13.214 19.211
43 .0028 13.074 18.895
44 .0032 12.929 18.574
45 .0036 12.779 18.248
46 . 0041 12.625 17.918
47 .0047 12.467 17.584
48 .0053 12.304 17.247
49 .0059 12.138 16.907
50 . 0066 11.967 16.9565
51 : .0073 11.793 16.221
52 . 0080 11.615 15.873
53 .0088 11.433 . : 15.525
54 .0097 11.248 15.174
55 .0106 i 11.058 14.821
56 .0115 10.865 14.465
57 .0125 10.667 14.108
58 .0135 10.464 13.748
59 .0145 10.257 13.385
60 .0157 10.044 13.019
61 .0169 9.827 12.651
62 .0182 9.603 12.279
63 .0197 9.375 11.905
64 .0213 9.141 11.529
65 .0231 8.903 11.152
66 .0250 8.660 10.774
67 .0272 8.414 10.396
68 .0296 8.164 10.018
69 .0322 7.911 9.642
70 .0351 7.655 9.267
71 .0383 7.397 8.894
72 .0418 7.138 8.525
73 . 0456 6.878 8.160
74 .0499 6.617 7.798
75 .0545 6.356 7.442
76 .0596 6.096 7.092
77 .0652 5.838 6.748
78 .0714 5.581 6.411
79 .0781 5.328 6.082
80 .0855 5.077 5.760
81 .0935 4.830 5.448
82 .1024 4,588 5.144
83 : L1121 4.350 4,850
84 .1227 4.119 4.566
85 .1342 3.893 * 4.292
86 .1467 3.673 4.028
87 .1603 3.460 3.775
88 .1751 3.255 3.533
89 .1912 3.057 3.302
90 .2085 2.866 3.082
* Used for calculations reported in Appendix 2(a), (b) & (c)
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APPENDIX 7

-

Assumed Rates of Remarriage for Widows

Ultimate Rates

Ape at Years of Widowhood
Becoming Attained
a Widow 1st yr. 3rd yr. 5th yr. 10th yr. Age Rate
25 -.050 .148 .132 .060 39 .028
30 .029 .086 .076 .035 44 .016
35 .018 .048 .042 .019 49 .009
40 .011 .027 .023 .010 54 .004
45 .006 .015 .012 . 005 59 .002
50 .004 .008 .006 . 002 64 .001
55 .002 .004 .003 .001 69 ¢
Assumed Rates of Mortality for Widows
Attained Attained Attained Attained
Age Rate Age Rate Age Rate Age Rate
39 .0022 54 . 0050 69 .0232 84 .0822
44 .0026 59 .0083 74 .0367 89 .1180
49 .0033 64 .0141 79 .0559
value of Annuity payable to death or remarriage of widow
of $1.00 per annum (interest at 6.5% per annum)
Ultimate
Age at Year of Widowhood ‘ Attained Annuity
Wwidowhood 1st yr. 3rd yr. 5th yr. 10th yr. Age Value
25 $ 6.563 $ 6.638 $ 7.823 $ 10.781 39 $ 12.077
30 8.974 9.118 10.034 11.911 44 12.515
35 10.906 10.991 11.537 12.445 49 12.420
40 12.030 12.018 12.258 12.408 54 11.930
45 12.458 12.330 12.316 11.919: 59 11.104
50 12.316 12.077 11.870 11.104: 64 10.068
55 11.768 11.420 11.076 10.068: 69 8.908
74 7.702
79 6.521
84 5.408
89 4.378
value of Annuity payable to death or remarriage of widow
of $1.00 in first year increasing 3% annually thereafter
(interest at 6.5% per annum)*
Ultimate
Age at Year of Widowhood l Attained Annui ty
Widowhood 1st yr. 3rd yr. 5th yr. 10th yr. Ape Value
25 $ 9.034 $ 9.408 $11.380 $ 16.108 39 $ 17.967
30 13.052 13.422 14.902 17.711 44 18.308
35 16.179 16.321 17.115 18.203 49 17.732
40 17.791 17.679 17.913 17.714 54 16.545
45 18.133 17.771 17.579 16.528 59 14.917
50 17.475 16.942 16.457 14.917 64 13.088
55 16.212 15.537 14.878 13.088 69 11.205
74 9.384
: 79 7.708
84 6.214
89 4.899

* Uscd for calculations reported in Appendix 2(a), (b) & (c).



Age of

Contributor
at
Death

25.
30
35
40
45
50
55
60
65

70

80
85

90
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NDIX 8

APPE

Retired Membe
of the Force

rs

Proportion
Leaving
Spouses

.32
.46
.58
.67
.75
.80
.83
<83
.80
.74
.65
.53
.39

.26

Average
Age of

Sgogses

24
29
34
38
43
a7
52
56
61
65
69
73
77

79

Active Members
of the Force

Proportion
Leaving

SEouses

.50
.87
.93
4
.98
.98
.98

.98

Average
Age of

Spouses

24

28

32

37

42

47

51

56



APPENDIX 9

Distribution by Age of Members of the Force who became Contributors
during the period from January 1, 1970 to Decembér 31, 1974

Number
Age at becoming Males Females
a Contributor
18 4 -
19 885 11
20 1,326 33
21 1,030 37
22 680 50
23 450 53
24 288 30
25 224 16
26 : 151 12
27 145 11
28 109 12
29 76 4
30 62 2
31 53 3
2 31 5
33 43 6
34 30 10
35 33 4
36 27 4
37 9 7
38 24 5
39 23 11
40 35 8
41 22 3
42 21 2
43 21 4
44 33 5
45 24 5
46 16 2
47 14 5
48 16 1
49 15 1
50 14 3
51 3 1
52 3 1
53 1 2
54 2 -
55 - -
56 1 -
57 1 1
58 - 1

TOTALS 5,945 371
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APPENDIX 10

Distribution by Age of Members of the Force who were Contributors
to the R.C.M.P. Superannuation Account at December 31, 1974

Number
Age Males Females
19 69 -
20 371 13
21 529 17
22 627 26
23 704 32
24 750 41
25 808 32
26 860 21
27 847 21
28 896 23
29 599 13
30 493 9
31 448 4
32 513 6
33 429 2
34 449 9
35 387 8
36 412 8
37 324 13
38 354 11
39 290 7
40 294 7
41 289 13
42 357 7
43 289 3
44 264 11
45 218 6
46 158 9
47 101 6
48 78 6
49 66 8
50 47 10
51 54 10
52 47 7
53 40 11
54 40 4
55 33 4
56 25 6
57 21 2
58 20 1
59 21 4
60 _ 17 3
61 17 1
62 8 4
63 6 2
64 5 -
65 7 1
66 1 -
67 5 -
68 2 -
69 1 -
70 1 -

TOTALS 13,691 462



