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[Mr. Anderson in the chair]

The Chair: Good morning, everyone. I’d like to call this meeting
of the Standing Committee on Public Accounts to order. I’'m Rob
Anderson, committee chair and MLA for Airdrie, and I’d like to
welcome everyone in attendance here and via teleconference.
We’ll first go around the table to introduce ourselves, starting
on my right with the deputy chair, and please indicate if you are
sitting in on the committee as a substitute for another member.

Mr. Dorward: My name is David Dorward, and I’'m the MLA for
Edmonton-Gold Bar.

Mr. Young: Good morning. Steve Young, Edmonton-Riverview.

Mr. Donovan: Good morning. lan Donovan, MLA, Little Bow
riding.

Ms Fenske: Hello. Jacquie Fenske, MLA, Fort Saskatchewan-
Vegreville.

Mr. Sandhu: Good morning. Peter Sandhu, MLA, Edmonton-
Manning.

Mr. Casey: Good morning. Ron Casey, MLA, Banff-Cochrane,
substituting for Stephen Khan, St. Albert.

Mr. Allen: Good morning. Mike Allen, Fort McMurray-Wood
Buftalo.

Ms Nygaard: Ellen Nygaard, executive director of pension
policy, Treasury Board and Finance.

Mr. Prefontaine: Mark Prefontaine, assistant deputy minister,
financial sector regulation and policy, Treasury Board and
Finance.

Mr. Gilmour: Ray Gilmour, Deputy Minister of Treasury Board
and Finance.

Mr. Bozek: Darwin Bozek, Controller, Treasury Board and
Finance.

Mr. Ireland: Brad Ireland, Assistant Auditor General.
Mr. Saher: Merwan Saher, Auditor General.

Mrs. Sarich: Good morning, and welcome. Janice Sarich, MLA,
Edmonton-Decore.

Mr. Barnes: Good morning. Drew Barnes, MLA, Cypress-
Medicine Hat.

Dr. Massolin: Good morning. Philip Massolin, manager of research
services.

Mr. Tyrell: Chris Tyrell, committee clerk.

The Chair: Thank you. I don’t think we have anyone on the
phone. No.

The microphones are operated by the Hansard staff. Audio of
committee proceedings is streamed live on the Internet, recorded
by Alberta Hansard, and audio access and meeting transcripts are
obtained via the Legislative Assembly website.

If everyone could please make sure that they speak directly into
the mikes when asking questions, that would really help our
Hansard staff understand what you’re saying so they can record it
properly. Please don’t sit back in your chairs, and please also do
your best to keep your cellphones on silent or vibrate. That’s
important.

First we’re going to approve the agenda, that’s been circulated
to everyone on the committee. Do we have a mover that the
agenda for the April 23, 2014, Standing Committee on Public
Accounts be approved as distributed? Mr. Sandhu. Those in
favour? Any opposed? Carried.

We have several sets of minutes here. There are three sets of
minutes to approve this week as we had our regular meetings on
March 5 and 12 as well as a meeting with the office of the Auditor
General on the evening of March 5 if you remember. They’ve all
been distributed on the website and to you as committee members.

Do we have a mover that the minutes for the March 5, 2014,
Standing Committee on Public Accounts be approved as
distributed? Mrs. Sarich. Those in favour? Any opposed? Carried.

Do we have a mover that the minutes for the March 5, 2014,
evening meeting of the Standing Committee on Public Accounts
be approved as distributed? Any movers on that? Mr. Sandhu.
Those in favour? Any opposed? Carried.

Do we have a mover that the minutes for the March 12, 2014,
Standing Committee on Public Accounts meeting be approved as
distributed? Mr. Allen. Those in favour? Any opposed? Carried.

Today we are meeting with Alberta Treasury Board and
Finance. The reports to be reviewed are the Alberta Treasury
Board and Finance annual report for 2012-13, any relevant reports
of the Auditor General of Alberta with regard to recommendations
made in regard to the Treasury Board and Finance department as
well as the 2012-13 annual report of the government of Alberta,
consolidated financial statements, and the Measuring Up progress
report, also for 2012-13.

Members should all have a copy of the briefing documents
prepared by committee research services — thank you very much
for that — as well as the Auditor General, who also provided an
excellent document for us to better understand the materials in
front of us today. Based on committee discussions from March 5
and 12, they dealt primarily with the subject of pensions, but there
was some discussion about the budgeting recommendations in
previous reports as well from the Auditor General.

Joining us today are representatives from Alberta Treasury
Board and Finance. If you would make an opening statement,
which should last no more than 10 minutes, then we’ll invite our
Auditor General to make some comments as well.

Go ahead, Mr. Gilmour.

Mr. Gilmour: Thank you, and good morning. I’m here today to
focus on a discussion of the public-sector pension plans and the
Auditor General’s recommendations for those plans, contained in
his February 2014 report. We can also address any other questions
you may have regarding other matters within Treasury Board and
Finance.

This is the second visit to the Public Accounts Committee for
Treasury Board and Finance as we had discussed the *12-13 fiscal
year during our November 6 visit. That meeting was attended by
representatives from our various entities as well.

I appreciate the opportunity to be here, and along with me are
Darwin Bozek, our Provincial Controller; Mark Prefontaine, the
assistant deputy minister of financial sector regulation and policy;
and Ellen Nygaard, executive director of pension policy, who are
all seated at the table beside me.
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We’re pleased to discuss with you the report of the Auditor
General, released in February, regarding the department’s
oversight systems for Alberta public-sector pension plans. As the
Auditor General noted in his report, audit activities ended in July
of 2013, and he provided his report to the department in
December. This coincided with a very important policy initiative
on public-sector pension reform that was under way even as his
audit proceeded.

In July 2012 Minister Horner asked the four pension boards to
consult with plan stakeholders on plan sustainability and to
provide their recommendations by March of 2013. The boards did
this work and reported common concerns. They also highlighted
the need for a new governance model. However, except for the
Management Employees Pension Board none of the boards
produced specific recommendations for plan design changes to
improve plan sustainability.

Meanwhile the government released its consultation document
proposing changes to the public-sector pension system on
September 16, 2013. In his report the Auditor General summarized
these proposals and provided some analysis. The minister invited
feedback on the September proposals, and the Treasury Board and
Finance department received thousands of e-mails and letters
about the proposals. Based on the feedback, the changes
announced February 24, 2014, were more modest than initially
proposed but will still put the plans on a path to sustainability. The
Auditor General’s report was issued prior to the announcement of
these changes.

As you know, Bill 9 was introduced in the House last week.
This is the enabling legislation for the public-sector pension
reforms that Minister Horner announced on February 24, 2014.
Much of the detail regarding the pension changes will be set out in
the regulations, which will be finalized over the coming months.
The Auditor General has correctly pointed out that these reforms
should be held up against the yardstick of a set of objectives or
principles.

In announcing his vision for public-sector pension reform, the
minister set out the government’s principles. Here are some of
them: preservation of benefits already earned; provision of highly
secure, competitive benefits; and a system that is robust and
adaptable to changing circumstances. These principles are aimed
at the preservation and strengthening of the defined benefit plans
for public servants. With the changes public servants will still
have excellent pension plans with secure and predictable benefits
at a reasonable price.

It is important to note that the changes do not affect benefits
ecarned before 2016. This means there are no changes to the
pensions of current retirees or to the benefits earned to the end of
2015 by current employees. Also critical is the fact that the core
benefit, the basic pension formula, is not changing.

The government is making changes to add-on benefits; in
particular, early retirement subsidies and cost-of-living adjustments,
referenced as COLA. The change to COLA is from guaranteed to
conditional cost-of-living adjustments. This allows the plans to
better weather the financial storms with the flexibility to provide
catch-up COLA when finances improve. To give the pension plans
an opportunity to reset and improve their financial status, the
legislation imposes a moratorium on benefit improvements until
2021.

Finally, to protect taxpayers and plan members from excessive
contribution levels, the government will impose a cap on
contribution rates for the cost of benefits on service after 2015.

The legislation also has provisions under which employers and
employees can come together and agree on a new system of joint
governance independent of government. In our responses to the

Auditor General’s recommendations we have indicated that the
pension reforms taken as a whole will address the risk manage-
ment issues that the Auditor General has identified. These reforms
will be implemented over the next few years, after the enabling
legislation and associated regulations come into force. We believe
that taken as a package, the reforms will result in a better risk
management system.

8:40

The first key feature is that the plan sponsors, being the public
employers and plan members who bear the costs and risks, will be
given the power and tools to assess and manage that risk.

The second key feature in the new system will be the constraints
with which the sponsors will exercise discretion and manage risk.
The constraint at the upper bounds is the contribution cap. The
government will be issuing a consultation paper later this week on
how the contribution cap will be set, which will start a dialogue
with future plan sponsors through the summer. At the lower
bounds the constraints are the minimum funding standards of the
newly amended Employment Pension Plans Act.

These rules require the proper prefunding of benefits and the
orderly payment of any shortfalls that arise. Therefore, they
protect the future pensions of plan members.

As well, addressing the Auditor General’s recommendation that
the pension boards adhere to standards regarding funding and
benefit policies, the new EPPA requires defined benefit plans to
have such policies. The Auditor General has also commented on
the financial risks associated with funding a defined benefit plan,
especially where the plans are mature and the ratio of retirees to
contributing members is growing. The announced changes will
help these plans mitigate those financial risks. The joint sponsors
will be in the driver’s seat for risk management, but the govern-
ment will protect taxpayer interests by ensuring there is a
reasonable contribution cap and that members and employers
share the costs 50-50.

The financial statements of the public-sector pension plans of
MEPP, PSPP, LAPP, and SFPP are contained as supplementary
information in the Treasury Board and Finance annual report. This
reporting is in accordance with the Canadian accounting standards
for pension plans. Based on the statements of financial position at
December 31, 2012, for each of those plans the total assets are
$34.8 billion, the liability is $42.2 billion, for a net deficit, or
unfunded liability, of $7.4 billion. Of this, $2.7 billion is the
government’s share as the participating employer of these plans. It
has been reported in schedule 10 on page 59 of the March 31
government’s consolidated financial statements. The govern-
ment’s share reported is in accordance with the Canadian public-
sector accounting standards. We are currently completing the
reporting for the pension plans as of December 31, 2013, and for
the government as of March 31, 2014, all of which will be
available in the near future.

Mr. Chairman, I appreciate the opportunity to provide this
overview of the pension plans and would be pleased to answer any
questions.

The Chair: Thank you very much for those remarks.
Mr. Auditor General.

Mr. Saher: Thank you, Mr. Chairman. In our February 2014
report we reported on the Department of Treasury Board and
Finance’s oversight systems for Alberta public-sector pension
plans. We made three recommendations to the department. These
three recommendations are not yet ready for a follow-up audit. I
anticipate they will be discussed this morning.
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We have been advised that seven other recommendations, from
2007 up to 2012, are ready for our follow-up audits. These seven
are listed at page 161 of our October 2013 report.

Thank you very much.

The Chair: Thank you.
With that, we will turn it over to the PC caucus for the first 17
and a half minutes, and Mr. Dorward will chair that.

Mr. Dorward: All right. Thank you, Chair. Thanks, everyone, for
being here today to discuss this important issue. I think it’s a
wonderful thing that we’re able to have Public Accounts and to
bring together the ministry and department individuals and the
Auditor General. I want to thank the Auditor General for the
timely work that he’s done in this area, not only with his report in
the summer of 2013 but also the February 2014 report. It’s an
important issue to Albertans, and it’s very good that we can get
these kinds of issues on the record and ask the kinds of questions
that are necessary to drill down to. So thanks, everybody, for
being here and for the dialogues that we’re about to have.

It seems to me, Mr. Gilmour, that there are three things that can
be done in the pensions area. Either individuals, plan holders, can
pay more in, the plan can earn more money as it goes forward to
maintain the promises that are contained in the pension itself, or
those promises can be changed. Are there any other mechanisms
that can be used in the pension area to be able to deal with
pensions as we understand them?

Mr. Gilmour: I think you’ve certainly highlighted the three main
areas. As you look at the recommendations or as we approached
the sustainability of these plans moving into the future, we also
approached it from that regard in that when you look at benefits —
and I think it’s important to highlight that the proposed changes
moving forward do nothing to impact the benefits earned by the
public-sector employees, nor will anything impact their benefits
earned up to the end of 2015.

There is a difference between core benefits and noncore benefits.
As we look at the noncore benefits, which are traditional in the
government plan, you earn 2 per cent for every year of service,
and then you take an average of your five years of salary. Those
will stay true, and those are true to a defined benefit type of
approach to pension plans.

But there are other things that are noncore in nature which do
touch on areas like early retirement. A lot of our plans right now —
the four plans we looked at have a criterion which is 85-55: at 55
your years of service and age equal 85. We have taken a look at
that, and we have suggested that that may be adjusted to a 90-60.
As you look across the government of Alberta, the average person
is retiring in their 60s with about 28 years of service. It tends to
line up with what people are actually doing plus it helps reduce
the cost of early retirement, of people retiring early.

The other noncore benefit is COLA, which is the cost-of-living
adjustment. That is set at 60 per cent guaranteed for our plans
right now. The idea is to set it as a target of 60 per cent.
Hopefully, the plans continue to perform well when they look at
investment returns, when they look at contributions and benefits,
and it gives an opportunity to continue to do that. But if the plans
do run into issues from a funding perspective or an investment
return perspective, which is the second point you raised, it does
give flexibility to the governance committee of the plans in the
future to adjust accordingly to ensure, which the Auditor General
highlighted, that the liabilities and the sustainability of the plans
are met.

As you touched on those three areas, they’re very deep areas,
and they can expand into large areas, but those tend to be the three
main areas.

Mr. Dorward: We don’t know what the investments are going to
earn, although I understand that there are set criteria that need to
be followed relative to the investments within those plans, which
get the proper balance between risk and reward. Therefore, there’s
always an issue of uncertainty with respect to this.

You made a bold comment, Mr. Gilmour, in your opening
comments, that the plans are on a path to sustainability. The
proposed changes that you’ve put out there in the releases that you
mentioned, in February particularly: do those put the plans at a
higher probability that the pension holders will get their pension
cheques? Is that a fair way to state that given that there are no
certainties with respect to that because of the investment side?

Mr. Gilmour: Absolutely. I guess the terminology we use is that
this gives us a better opportunity to mitigate the risks in the future.
You’re right. An investment return is never a guarantee. These last
few years we’ve had very good investment returns. When you
look at the asset classes that a pension plan invests in, a portion of
their money generally goes into very short-term, safe investments,
and a portion goes into other investments like equities or bonds or
those types of things, and you can never predict where those are
at.

Mr. Dorward: Mr. Gilmour, I apologize for cutting you off. It’s
only because we have a lot of questions. I apologize for that.
Certainly, I just should put it on the record that if you want to get
back to us on anything in particular through the committee clerk,
you can do that with respect to the expansion of any one answer.
But I do want to get to a number of the other questions.

How many scenarios did the department or the ministry go
through in order to determine whether or not these particular
recommendations are the ones that are going to provide this higher
probability that you mentioned?

Mr. Prefontaine: 1’1l take that one. Thank you very much. The
number of scenarios that we ran would differ with each particular
plan that we looked at. At a minimum, we ran a thousand
scenarios looking at the probability of various investment returns
over a long period of time to assess the probability of the
likelihood of contribution rates having to increase further from
what they already are. So in the thousands.

8:50

Mr. Dorward: All right. Thank you.

Plan holders are living longer. Can you talk about the issues
relative to that and how you factored in the age? What is
happening with the age? I hear different things. I hear that people
are living longer. I hear: no; this generation is going to be the
longest lived. Can you comment on how things have changed
relative to the age that people are living that are members of these
plans?

Mr. Prefontaine: Certainly. I’m happy to address that question.
The good news is that people are living longer and that the rate of
decrease in mortality continues to improve. In fact, if we look at
information from 1966 — and we use that date because that was the
date that the Canada pension plan was established — a male that
was 65 years old at that time was going to live to the age of 79, on
average; a female was going to live to the age of 82. Based on
recent studies by the Canadian Institute of Actuaries, in a
Canadian pension and mortality table released earlier this year, it’s
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our understanding that a male now at age 65 is going to live to the
age of 88 and a female to the age of 90.

So life expectancies are increasing, and that rate of increase is
continuing to increase. So that is the good news.

Mr. Dorward: I’'m going to change gears fairly quickly here.
There’s a supposition in this overall scenario, as I mentioned at
the start, that the contribution rates could be simply increased. Can
you tell us if between September, for example, and February — I
think, Mr. Gilmour, you said there was a lot of feedback to the
minister, to the department — you heard from plan holders about
where they feel their contributions are? Indeed, tell us what those
are. | suppose it varies between plans, and there are a lot of
employers and a lot of plans, but can you make some
generalizations about that? How can Albertans be sure that on
paying inside, we can’t just increase that now and then we’re fine,
that these unfunded liabilities will come down to zero, and
everybody will be happy?

Mr. Prefontaine: Current contribution rates based on information
available at the end of December 2012, which was the last time
that these plans undertook, on average, actuarial valuations,
showed that on average we’re looking at total contribution rates,
so both member and employer rates combined, of 27.7 per cent for
the four plans that we’re talking about. Those include the
management employees pension plan, where the total contribution
rate is 34.65 per cent, and this is a percentage of earnings; the
special forces pension plan, where the total contribution rate is
29.52 per cent; the public service pension plan, which has a total
contribution of 25.62 per cent; and the local authorities pension
plan, a total contribution rate of 24.16 per cent. Those represent,
again, total contributions shared between employers and members
and are among the highest in Canada.

To follow up on your question of what did we hear from
stakeholders during the consultation period of September to
December, we received a lot of feedback from both employers and
members that contribution rates were getting to the point where
they found it very difficult to understand why they should have to
pay those rates.

Mr. Dorward: All right. Thank you.

Let’s get to the part that the Auditor General discussed in his
February report relative to who is managing the pension plans.
Are we using appropriate and proper tools to be able to manage
these pension plans and to measure them properly and
appropriately going into the future? Maybe respond to some of
those Auditor General recommendations and where you’re sitting
at this time on those. I know that’s a big question, so I’ll maybe
not cut you off this time quite so fast.

Mr. Prefontaine: So if | understand the question correctly: are we
using the proper tools to assess the risk that these plans represent?
There are a number of tools that are available for managing risk
within a defined benefit pension plan, and the first comes with
ensuring that the plans are being measured properly. Right now
each one of the plans has fairly solid risk management practices
that derive out of their actuarial evaluation reports that are
conducted at least every three years as required by legislation and
done in accordance with actuarial principles and standards. That’s
the first major tool that’s available.

The second major tool that’s available for the current state of
these plans in terms of managing their risk is that they have
pension boards that have both employer and member
representation and have certain statutory responsibilities. That

certainly has managed some of the risks within the plans. Those
would be two.

The third is certainly the fact that currently the minister is
trustee and has some responsibilities and accountabilities to
taxpayers regarding these plans.

Those would be some of the tools that are used to manage these
risks.

Mr. Dorward: 1 think I heard the words before that this
legislation has been proposed as a framework — is that the right
word to use? — to be able to do the things that you see are
necessary and that the Auditor General has requested you do.

Mr. Prefontaine: Certainly, this legislation that’s being discussed
has been framed as being enabling. A lot of the specifics around
the plan changes are in fact intended to be found in the regulations
associated with each plan. The Public Sector Pension Plans Act
doesn’t contain the specifics of the benefits for each plan. Those
benefits are actually contained in the plan rules, which are the
regulations to that act, specific for each plan.

When it comes to the changes that the deputy minister referred
to regarding early retirement as well as cost of living, those would
in fact have to be changes to those regulations. The legislation
certainly is enabling from the benefits side, but it’s also enabling
from the governance side in terms of the plans having the ability
as early as January 1, 2016, to move to a jointly sponsored
bicameral structure, having sponsors at a table and then having an
expert board of trustees at a table managing the plan.

Mr. Dorward: Thank you.
Mrs. Sarich, we have around four minutes left in this segment.
Would you like to take some of that time?

Mrs. Sarich: Yes, please. Thank you very much.

I’'m going to switch out. Let’s take a look at some of the
financial reporting. Under the Fiscal Management Act with
Budget 2013 the government presented its budget in the form of
three specific areas: an operational plan, a capital plan, and a
savings plan. This is quite different from how the actual results in
the financial statements are reported. I’'m wondering: why is a
constructed budget for financial reporting purposes necessary?
Why isn’t only one budget prepared that can be compared to the
actual results in the financial statements reported, using generally
accepted accounting principles? In that same vein, I was very
curious when I had a look at all of this. Why aren’t the capital
grants to municipalities included in the operational expense if the
province doesn’t own the resulting asset? How does this treatment
improve accountability? Let’s start with those.

Mr. Bozek: Okay. I’ll start with the accounting perspective, and
then I’ll let my colleague Aaron Neumeyer potentially talk about
the budget in terms of how we treat certain transactions for
reporting.

Canadian audited financial statements are required to follow
PSAB, obviously. The budget is not required to be prepared under
those standards. For accounting, obviously, we need to prepare
that. We want a clean audit opinion from the Auditor General. Part
of that requirement is for the PSAB report, the audited financial
statements, to be prepared on a comparison of actuals to budget
results.

Given the changes within the FMA this year we needed to
change the way we reported the actual-to-budget comparison.
Under the changes to the FMA we recognized that we would have
to prepare a budget on the same basis and scope that is consistent
with the financial statement reporting. We will also include that in
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the statement of operations and the statement of change in net
financial assets, and we will include a reconciliation of the
constructed budget with the budget for reporting purposes as
presented under the FMA. That will be presented in our 2013-14
audited financial statements in the annual report that’s going to be
released by June 30.

As the controller my main responsibility is to prepare the
consolidated financial statements, and they need to be prepared
under PSAB. Again, to meet those standards and to get the clean
audit opinion from the office of the Auditor General, we will
prepare it on those bases, and we will prepare the constructed
budget to reconcile to the fiscal plan.

9:00

Now, just in terms of major changes or differences, I guess. We
prepare the financial statements on a larger scope, meaning that
the revenue expenses; assets; liabilities of the Crown-controlled
subsector entities, which are schools, universities, colleges, health
entities; Alberta Innovates are presented on a line-by-line basis in
our consolidated financial statements. They are not included in the
fiscal plan. We also include changes in the valuation of the
pension liabilities in our audited financial statements. We also
defer the recognition of revenues transferred from the federal
government for capital purposes in the audited financial
statements. The major difference from an accounting perspective,
if you will, would be the treatment, as you mentioned, of the
capital grants provided to municipalities.

Mrs. Sarich: Okay. Could you provide any other details to the
committee? Could you move to answer: why aren’t capital grants
to municipalities included in the operational expense if the
province doesn’t own the assets?

Mr. Bozek: Well, under PSAB rules, again, while these grants
may be provided for capital assets, these capital assets are not
owned by the province; therefore, the accounting requirements are
not to capitalize that. The accounting side of that transaction is
treated properly, but from the budget perspective, from the fiscal
perspective, we bring those into capital investments only.

Maybe I’ll pass that to Aaron to answer.

The Chair: All right. Okay. Go ahead.

Mr. Neumeyer: Good morning. I’'m Aaron Neumeyer, assistant
deputy minister, budget development and reporting, with Treasury
Board and Finance. As this committee discussed extensively last
November, the budget is a policy document. It’s the policy choice
of government and how to present these amounts. Under the Fiscal
Management Act we kept the capital grants in the capital plan, so
that keeps the capital plan spending consistent on a historic basis.

The Chair: Thanks.

All right. We’ll go to our caucus. I’ll be doing the questioning
as I’'m the critic in this area, so we’ll hand over chairing to Mr.
Dorward.

[Mr. Dorward in the chair]
The Deputy Chair: Thank you, Mr. Chair. Go ahead.

Mr. Anderson: All right. Staying on that line — we’ll go back to
the pensions here in a second — Mrs. Sarich I think was right to
question and get into an explanation of why capital grants to
municipalities are not included in the operational expense. I would
ask the Auditor General to comment on what he feels on that

subject. Should it be included as an operational expense under
accounting rules, in your opinion?

Mr. Saher: Well, the Fiscal Management Act is not based on
accounting rules, and, as has been said, it’s a policy document.
The Minister of Finance is preparing his budgets in accordance
with that policy document. As simply as I can explain it, the
policy document has a budget treatment which is not in
accordance with accounting principles. I’'ll just take this
opportunity, if I may, to speak a little bit longer.

In my opinion, it would be best for Albertans to have a budget
presented before the start of the year in the same way that the
actual results will be presented. The clearest picture of the
province’s finances comes from the audited consolidated financial
statements. A constructed budget constructed at the end of the
year is, in my opinion, second best.

The time spent interpreting the Fiscal Management Act budget
takes away from time available to understand the province’s
financial condition. So for us to spend time here debating and
trying to understand this phenomenon of how the MSI grants are
treated in the budget under the Fiscal Management Act — they are
not treated as an expense — is a contradiction to how they will be
treated in the consolidated financial statements that the Controller
has said that he prepares in a way that he will obtain a clean audit
report.

Here we are discussing differences in how things are presented.
It’s my opinion that all of that time spent discussing these
differences distracts from the real task that I think Albertans need
from their MLAs and those that manage government affairs: time
spent on understanding what is the actual essence of the budget,
how the province’s financial condition is changing, what are the
initiatives in the budget. From my experience in just observing
from the sidelines, a lot of time is spent interpreting these different
formats. In my opinion, that time could be better spent on actually
debating the essence of the budget itself.

Mr. Anderson: All right. Thank you very much for that, Mr.
Auditor General.

To the department. I think those were some very clear
comments by the Auditor General with regard to, first of all, the
need for having consistent documents both in the original budget
and then the actuals at the end. That would include, of course, the
quarterly updates as well so that everything is in the same format
and is according to GAAP standards. So why aren’t you doing
that?

Mr. Neumeyer: Well, Mr. Chair, again, the budget is a policy
choice of government. A government of the day could choose to
move to a budget that has a financial statements basis at some
point in the future. That has not been the choice of government. If
you actually go back I think to about 2004 or so, the reconciliation
was quite simple, but once the financial standards started to
evolve, where we initially went to bring in the SUCH sector on a
modified equity basis and then, ultimately, on a line-by-line basis,
that’s where the changes started to become significant. But I
would like to point out to the committee that government has
always provided a detailed reconciliation of the differences
between the budget fiscal plan and the financial statements. You
see that in the annual reports, in the very detailed executive
summaries. It has always been provided.

Mr. Anderson: Okay. Basically, we have a difference. The
Auditor General is stating that he thinks it should be in one format
that is in line with generally accepted accounting principles, the
budget and the actuals and the quarterlies and everything, and the
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department’s position is that you are not going to follow that
advice, that, in fact, you’re going to continue to use the budget as
a policy document rather than an accounting document. That’s it?
You disagree, and you’re going to continue to do it this way?

Mr. Gilmour: No. Mr. Chair, the department follows the public
accounting standard rules when it does it. I think the biggest area
of concern or the difference in what the Auditor General has
discussed is the timing of the constructed budget. We do that. We
do it every year. We do it when the annual report comes out to
reconcile the budgeting process with the annual report. The
Auditor General has suggested his preference. He would like to
see that earlier in the stages as it unfolds.

The challenge you face when you do that is that when you do
your budget, of course, it’s for the government. It doesn’t
necessarily include all of the SUCH sector, so you have to make
those estimates. It’s a basis of where you make the estimates: at
the start of the year or you do them at the end when you do your
constructive budget. So it’s not an issue of supporting GAAP rules
or not; it’s an issue of timing on the constructed budget, is my take
on that.

Mr. Anderson: One of the reasons we have an Auditor General, of
course, Mr. Gilmour, is to ensure that our accounting documents are
the best they can be and as clear and as transparent as possible, so
when the Auditor General says that the way you’re doing it now is
second best, perhaps that’s something that the public would like you
to look at and make it first best. Just a suggestion.

With regard to capital grants to municipalities not being
included in operational expenses — again, I mean, I’ve been having
this debate with the minister in the House for years now — why are
you not including municipal grants? They are grants. They don’t
go on your balance sheet as assets. Why are those not being
included as operational expenditures?

Mr. Gilmour: Again, as you look at your annual report and you
do your constructed budget, they are treated accordingly in that.
As you look at the budget document, when it breaks out the
operational, the capital, and the savings plan, it’s just simply a
way of showing it from an operational and a capital perspective. If
you put them in the operational side, then you’ve got some of your
capital. Your money that goes toward capital is showing up in
operating. Under the current format and the Fiscal Management
Act all the capital is lumped into one area to show everybody
what’s going into the capital side versus what’s going into the
operating side. I guess that’s, you know, basically the difference
as it unfolds when you do the budget today.

9:10

Mr. Anderson: Thank you.

Is there any discussion in the department right now about
changing the way that you do the budget to comply with the
suggestions of the Auditor General? Is there going to be a move
towards that? Is there a discussion to do that, or are you just going
to keep doing it this way regardless of who tells you that it’s not
right?

Mr. Gilmour: We have ongoing discussions with the Auditor
General in a multitude of areas, this being one of them, and
certainly support your comment earlier. We work very closely
with the Auditor General’s office and continually look at ways
that we can improve and strive to meet his comments and other
people’s comments as well. There’s always a general open
discussion going on about ways that we can improve.

Mr. Anderson: Okay. I mean, I just can’t imagine how much
time we’d have on our hands if we had put this to bed and we
didn’t have to debate it anymore, you know, and then Albertans
would probably have a more clear understanding.

Moving to pensions in the last half of my time, switching gears
a little bit. In the February 2014 Auditor General’s report one of
the recommendations he gave was to “cost and stress-test all
proposed changes” to the pension arrangement “to assess the
likely ... future impacts on Alberta’s public sector pension
plans.” Obviously, you rolled out Bill 9, as you discussed in your
opening comments, and I would like to know whether you’ve (a)
done a cost and stress test for these proposed changes under Bill 9,
and (b) where I can find that cost and stress test.

Mr. Prefontaine: Yes, we’ve done the costings regarding the plan
changes, and, yes, there is ongoing stress testing. The important
point to note regarding the stress testing is that it’s very much
subject to current conditions. One of the things that the deputy
minister pointed out in his opening comments is that the changes
that are being planned are for January 1, 2016, onward. The stress
testing that we’re doing certainly is reflective of current
conditions, but we’ll have to have some ongoing stress testing that
is reflective of the conditions at that point in time to understand
truly — and even into the future the stress testing will need to
continue to reflect those current conditions to get a true
understanding of what the impact of these changes are. Earlier I
mentioned the thousands of simulations that we ran regarding the
likelihood of contribution rate increases if nothing was done.
We’ve done the stress testing and will continue to do the stress
testing on the plan changes.

Regarding the costings, we could certainly make that available
to the committee. It’s an important thing to note that because we
have no certainty on what the conditions will be at January 1,
2016, we can look at how these plan changes would impact costs
today, but it would be more important to know how these plan
changes will impact costs at that point in time based on those
conditions.

Mr. Anderson: Sure. You can make suggestions or predictions as
to what — I mean, we can make long-term predictions as to the
stock market and returns. We’ve got lots of historical data. So is it
really that big of a deal to do stress testing in that regard? We have
a lot of historical data to work with. Is it that hard to move
forward with the stress-test analysis?

Mr. Prefontaine: No. Like I said, we’ve been doing the stress
testing, and we’ve done the costings based on what we know
today, based on the plan information more specifically at the end
of 2012 as that’s the most recent date that’s available. When we
look at the costs that will be mitigated because of the plan
changes, we’re looking in the neighbourhood of 3 to 4 per cent of
salary, all subject to the plan you’re talking about and looking at
the total package. That said, referring to the increasing life
expectancies that we’re all enjoying, these plans have not fully
accounted for those increasing life expectancies, so those are costs
that have yet to come into the system.

What is most significant is the net effect of costs that are being
taken out of the system by the plan changes and costs that will
come into the system because of the mortality that I talked about,
investment experience between now and the end of 2015, as well
as any other experience that differs from assumptions for the plans
in that time.
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Mr. Anderson: Okay. Can you provide to the Auditor General, if
you haven’t already, and this committee the cost and stress test
analysis for this?

Mr. Prefontaine: Yes.

Mr. Anderson: Okay. I’d appreciate that.

The Auditor General also recommended that the department
“conduct or obtain further analysis of the impact of proposed
pension plan design changes on employee attraction and
retention.” Of course, that’s an issue that’s often brought up. You
know, the reason a lot of folks go into the public service is that
although they take a little bit less money on the front end than they
could make, say, in the oil and gas sector, et cetera, they decide to
go into the public sector with the view that they’re going to
receive a certain pension at the end that’s going to hopefully make
up a little bit for that sacrifice on the front end. Has that analysis
been done? I mean, from the stakeholder group push-back it
would seem that this might be a problem. Have you done that
analysis?

Mr. Gilmour: Yeah. Mr. Chair, when you look at the compensa-
tion package of public-sector employees, of course, you look at
three main areas. You look at their salaries, you look at their
benefits, and you look at their pension plans. As we continue to
move forward, as I had touched on in my comments, there is no
impact to core benefits here in people’s pension plans. We have
done some analysis when we look at the full compensation
package. As an organization we continue to discuss where we
should be with the compensation packages and moving forward,
but at this point in time there are no changes to any core benefits.
The changes are to the potential guaranteed COLA in the future
and/or to early retirement. When you look at a compensation
package, you don’t generally take early retirement as a factor per
se around that. What you look at is the total package that would be
available — and you mentioned it — through salary and/or
retirement at that point in time. Since there are no changes to the
core benefits for anybody, it’s still, as we look at the full
compensation package, something that we certainly are aware of.

Mr. Anderson: Some folks might say that they do factor in early
retirement, especially if you go and talk to a police officer, if you
go and talk to some folks that are in high-stress positions. They do
make decisions and investment decisions and plans based on early
retirement. They often do. I’d be careful about saying that no one
factors that in.

Mr. Gilmour: Sorry. I don’t want to say that it’s not, but it is a
different way of looking at it than just looking as if you were
changing the core benefits. I do recognize the comment you made
around some occupations in the province. Those changes are
being looked at as well.

Mr. Anderson: Okay. Going to the governance, talking a little bit
about the governance of these pension plans, please describe the
current relationship between the Alberta pension boards and the
government-owned and -operated Alberta Pensions Services as
well as AIMCo. Are there any glaring challenges arising from the
fact that the pension boards must deal with government agencies
when we’re talking about the governance of these pension plans?
Do stakeholders feel that they have — do they have a proper place
at the table in this regard?

Mr. Prefontaine: I’ll deal with each one of the service providers
separately. As part of your last question in terms of a seat at the

table each one of the four plans that are being discussed currently
— the management employees pension plan, the local authorities
pension plan, the public service pension plan, and special forces
pension plan — has a representative on the board of the Alberta
Pensions Services Corporation. Full disclosure: by virtue of my
position I'm also a director of that corporation. So in terms of
them having a seat at the table, they literally have a seat at that
table.

Regarding AIMCo, it is a nonrepresentative corporate board.
The plan boards do not have a literal seat at the table. That said,
the tone of the discussion amongst the plan boards and the
relationship with AIMCo has been quite good the last number of
years. When you look at AIMCo and its performance, it is
certainly doing well when compared to its peers, other major
pension funds across Canada. What we’re seeing is certainly a
good level of discourse and discussion between AIMCo and the
plan boards. In terms of representation they differ, but in terms of
relationship and governance issues between the two service
providers and the plan boards there are certainly improvements.

Mr. Anderson: Okay. The last quick question here before my
time is ended. Mr. Auditor General, have you been provided with
that cost and stress test analysis for these new changes? What
mechanism would you suggest be provided to you or to the public
regarding that? Is this something that should be provided up front
so that all can examine it before we change it, or is this something
that comes after or during? Or is it an internal document? What’s
the best way to put this cost and stress test out for proposed
changes to pension plans both now and in the future?

9:20

Mr. Saher: Well, I think I stick with the fundamental principle that
it’s up to those who prepare documents. It’s their responsibility to
consider whether or not and how that documentation should be put
into the public arena. I noticed that when you asked the assistant
deputy minister for that documentation, you asked that it be
provided to us at the same time. I thought that was useful. If it is
provided to us, it will give us an opportunity to begin to work on
the implementation of the recommendation we made. [ think
working on implementation in real time is better than waiting until
later on, so we’d be happy to receive it. If we had observations on
it, we would make those observations directly to the department.

Mr. Anderson: Excellent. Thank you.

[Mr. Anderson in the chair]
The Chair: We’ll turn it over to the NDP.

Mr. Bilous: Thank you, Mr. Chair. I'm just going to take a
moment to introduce myself as I didn’t have the opportunity.
Deron Bilous, Edmonton-Beverly-Clareview. Thanks for being
here.

I’m going to jump right into further questions on pensions. Over
the past year I’'m assuming that you folks developed some
evidence for your position on pensions because it runs contrary to
what you’ve made public so far. In January a third-party actuarial
study was released that shows that Alberta’s public-sector
pensions, even without any changes, will return to fully funded
status within nine years. Your government’s own Minister of
International and Intergovernmental Relations admitted the plans
will be fully funded within 12 years. But even with the
information in your hands you’re still pushing forward with
unilateral pension changes. My first question. Albertans deserve to
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know: what evidence do you have that contradicts what your own
minister has said and what actuarial reviews have said?

Mr. Prefontaine: Thank you very much. Just as a brief intro-
duction to the response to that I can address a previous question
regarding stress testing. Some of that information currently is
available on the website pensionsustainability.alberta.ca. Some of
the stress testing regarding the public service pension plan is
available there currently.

In terms of the evidence on why the government has taken the
position that changes are required now, a lot of that information is
on that website and focuses on a number of things, including the
likelihood of contribution rates having to increase further from
levels they’re already at; the likelihood of not being able to attain
the assumed discount rates that are currently being used by the
various plans; the evidence regarding the life expectancy increases
in longevity that we’re seeing, including links to the report
recently released by the Canadian Institute of Actuaries; as well as
a number of comments taken from the pension plan boards
themselves regarding concerns about sustainability that they’ve
had, in some cases now, for years. So in terms of why these
changes are required, there are certainly a number of points of
evidence that we have available.

One of the significant issues — and this is evidenced by looking
at each of the plans that we’ve seen — is the plan maturity. Plan
maturity can be measured in a couple of different ways. Most
commonly you see it either as looking at what is the dollar value
of the liabilities for your contributing members, your active
members, when compared to your noncontributing members, who
are your deferred members and your retirees. In the local
authorities pension plan since 1992 the number of active members
has doubled, which means the number of contributors to that plan
has doubled. That’s good. Unfortunately, the number of inactive
members, the people that are not contributing but that have
liabilities either just sitting there or are drawing a pension, has
tripled, and that trend is not improving.

These plans are getting more and more mature, and what
happens is that as a plan matures, it becomes less able to respond
to volatile returns in your investment portfolio. The report that
you’ve referred to, that stakeholders have provided as evidence
that these plans are sustainable now in their current form and are
doing well, identified as the major risks investment returns being
lower than those returns assumed in the valuations. That report
then used the returns assumed in the valuations and assumed that
those returns would simply continue every year, year after year,
and we would achieve that said investment return.

Defined benefit pension plans across Canada, across North
America, and around the world do not earn a single rate of return
year after year after year after year. There is volatility in those
returns. As plans mature, they’re less able to respond to that
volatility. So even as we speak today, those plans would be less
able to deal with a similar circumstance as we had in 2008, when
investments declined significantly in a very brief period of time.
The reason for that is because the number of contributors that have
to burden that risk compared to the number of people that are not
contributing but still have an interest in the plan: that ratio has just
gotten worse.

Mr. Bilous: Well, you know, I’d like to follow up by asking this.
One of the responses from the 2008 stock market drop and the
drop in the value of the plans was the increase in the contribution
rates or the cap rates. I find it interesting that the government is
now handcuffing contributors by putting a limit on the cap rates. |
would love to know: how many front-line workers has your

ministry consulted with? Where did you come up with the figure
or the statistic that there is no more room to increase contribution
rates? Where did that come from? If the plan got into a similar
situation or if 2008 repeated itself, I can tell you that the workers
that I’ve spoken with have said that they would increase their
contribution rates, as was done back in 2008, in order to cover that
difference to get the plans back up to fully funded status.

Mr. Prefontaine: Right. During September to December, the
consultation period, we received a lot of feedback from individual
plan members as well as employers that addressed that specific
issue of increasing contribution rates. We have a large contingent
of public service workers that have seen their contribution rates
double in the past 10 years. A number of those individuals have
expressed a lot of discontent with having contribution rates to
their plans double. So we’ve received a lot of feedback that
contribution rates were getting to unsustainable levels.

You raise an excellent point about the contribution cap. As Mr.
Gilmour referred to in his comments earlier, we are issuing a
consultation paper this week which will seek feedback on exactly
how that contribution cap should work and how that level should
be determined. It has not yet been determined exactly what that
level will be.

Mr. Bilous: Okay. So, Mr. Prefontaine, the report will be released
publicly, this consultation report?

Mr. Prefontaine: The consultation document, yes. Yes.

Mr. Bilous: It will be. Okay. Great.

I only have a couple of minutes here. Just really quickly I’1l
read these into the record if I can. I’ve heard a lot of concern from
my constituents regarding changes made to the permitted hours of
casinos at the start of the month. Edmonton’s and Calgary’s
community league federations have been some of the vocal critics
of the change. In particular, they’re obviously concerned about the
impact it’s going to have on the ability of charities to find
volunteers to complete fundraising. No volunteer wants to help
out counting cash until 5 a.m. Fundraising is important, and
Alberta has some really dedicated volunteers, but that’s asking too
much. I’'m curious to know: what was the motivation for these
changes? How much additional revenue are casinos expected to
take in based on these extended hours?

AGLC has mentioned that stakeholders were consulted and that
61 per cent were in favour, but which and how many stakeholders
were consulted is still unclear. So what was the breakdown of
stakeholders you consulted with? How many reported in that 61
per cent number were volunteers versus casinos? And I would
honestly love, and I will ask the minister as well, your definition
of consultation.

Thank you.

Mr. Gilmour: We can certainly get you something.
The Chair: Did you ask for that to be on the record?
Mr. Bilous: On the record.

The Chair: On the record. Okay. Excellent. If you could get back
to him, that would be great.

We’re going to switch it up a little bit. We’re going to give 17
minutes to the PCs to finish their piece, and then for the remaining
eight minutes we’re going to go back to the opposition in one
form or another.

Go ahead.
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9:30

Mr. Dorward: Actually, I have a question for Mr. Saher. Page 17
of your Auditor’s report of February 2014, regarding the sustain-
ability review portion, the second paragraph — so it’s about the
middle of page 17 — is the reference. Just for the record I’d like to
read part of that in there.
The department’s options for reform were also constrained by
the existence of significant unfunded liabilities for past service
that need to be funded. An option used in the private sector to
manage pension risk is the conversion of defined benefit
pension plans to defined contribution pension plans. This option
was considered by the department in its analysis but was not
pursued because of the existence of significant unfunded
liabilities that are being paid for jointly by the contributions of
employers and current employees. If the defined benefit plans
were changed to defined contribution plans, it would be more
likely that employers would have to pay a much larger share of
the current unfunded liabilities than they are currently paying
under the existing joint funding model.
Would the same kind of concern be there if new hires, for
example, in the public service were brought in under a defined
contribution plan rather than a defined benefit plan?

Mr. Saher: I think your question was: with a clean slate going
forward, would that concern exist; I mean, if new defined
contribution plans were brought into being going forward?

Mr. Dorward: Yes.

Mr. Saher: I don’t believe that the concern — well, it’s not a
concern. We’re setting out a fact on page 17. The facts would be
different, I believe. But I think you could put that question to the
department. Mr. Prefontaine is an expert, so I’d like him to
confirm my take on your question.

I’ll give you my answer again. A clean slate going forward, the
use of defined contribution plans: the concern or the facts that
we’ve stated on this page would not apply.

Mr. Dorward: Okay. Well, then, let me go to Mr. Prefontaine.

Mr. Prefontaine, you’ve probably reviewed the Auditor’s
comments in that paragraph. What are your thoughts relative to his
comments on that page, and could you see any way whereby the
government public service could be converted over to a defined
contribution plan that would make any sense, and would that
increase the risk to the province of Alberta relative to those
unfunded liabilities, for example?

Mr. Prefontaine: Moving to a defined contribution plan from a
defined benefit plan can happen in a number of different ways.
You can do it simply for new hires, as you alluded to in your
question. The challenge that would exist is, as I referred to earlier,
that any additional risk or any additional unfunded liabilities that
develop in a plan would be shouldered by the remaining members
in that defined benefit pension plan. Those costs currently are
shared between employers and members, but as plans are closed,
the pressure would be put on employers to shoulder a bigger share
of that burden, and early on in our process it was made clear that
that was not something that was going to be acceptable. By
moving new hires into a defined contribution plan, you do
increase the risk of the remaining defined benefit pension plans.

Mr. Dorward: Thank you.

On page 16 of the Auditor General’s report 2014 it states that
“these plans are not unique. Many other defined benefit plans face
the same problem.” How do contribution rates for the Alberta

public service pension plan compare to other pension plans for
Canadian public service employees?

Mr. Prefontaine: You look at what’s happening across Canada. |
already talked about what the contribution rates are for the four
plans that we’re talking about, and they’re all around 25 per cent
or higher. When we compare those against other pension plans
across Canada, they are among the highest.

Mr. Dorward: MLA Luan, did you want to ask a question?

Mr. Luan: Thank you. It’s good to have our experts here at the
committee, but I do want to bring a number of questions that
mostly came from my constituents. This is representing Joe
Public, who doesn’t really understand sophisticated details but has
questions that need to be clarified by our experts here.

To begin with, I want to open with a generic question. People
are saying that the pension system that we currently have is the
result of a social insurance concept that started in the early ’30s,
pretty much to say that it’s a concept where younger members
contribute to the plan through whatever the contribution rate is,
and then the retiring population relies on the contribution from
those who are paying currently to support those who are retiring.
Put another way, if that’s the case, I want to hear our experts
confirm that, yes, it is. Then I have a number of other questions to
follow that.

Mr. Prefontaine: The current model of pension plans that we
have for our public-sector defined benefit plans is a concept that
goes back many years and, in some cases, centuries. The early
concept behind a defined benefit pension plan was a reward for
long service. The current thinking has evolved around that, and
it’s no longer being considered a reward for long service as much
as a pension is deferred compensation as part of your package.
Certainly, the thinking around pensions has evolved, but the
defined benefit construct goes back many, many years.

The issue that you raise about current workers supporting
retired individuals: certainly, a defined benefit pension plan, the
attractiveness of it and the reason that they can work so well, is
the sharing of risk within the plan, which includes sharing the risk
across generations within reason.

Mr. Luan: I get that. Sorry to interrupt you. Quickly, my question
is this. It’s the concept of the design I’'m questioning. You talked
about increased life expectancy and so on and so forth. I also have
questions about the aging population. If the concept is a natural
phenomenon of demographics, that means it was particularly true
in the early ’30s because at that time life expectancy, I believe,
was somewhere around 55. When you defined the pension concept
at that time, when you retired by 55, 60 years old, less than 5 per
cent of the population is still alive. You have the vast majority still
there supporting it. My concern is that if that was the original
concept, it does not surprise me now when I hear you talking
about every defined pension plan across the nation,
internationally, across all countries, having troubles. What we are
seeing now is that population aging is a given phenomenon for all
developing countries, including Canada. The increase of life
expectancy from the early ’30s of an average of 55 to today,
where you were mentioning 89, 90, definitely impacts the concept
of the pension design.

The reason I’'m asking you this is: if that’s true, I want you to
communicate to Albertans because most people don’t know. Some
of them understand this kind of a reduction of benefits as a cost-
saving exercise for government. From what I’m hearing early on,
you were talking about: the role of government is really trying to



PA-330

Public Accounts

April 23,2014

find a sustainable way so that we can preserve this. Can you tell
the sharp difference from what Joe Public is hearing and asking
MLASs questions about and what you as experts are presenting to
us? There’s a huge distance between what people take from this
and what you’re doing.

I want to give you an opportunity to respond to that question
again. In terms of the purpose of this reform, why are you doing
it? What’s your role?

Mr. Prefontaine: The purpose of the changes that are planned to
the pension plans is to make sure that they’re sustainable and well
governed into the long term. The government has been fairly clear
with its intent to maintain the defined benefit pension plan
promise, which is why there have been no planned changes to the
core benefits, which is why the planned changes to early
retirement are modest when compared to what’s happening with
other public-sector plans across Canada and around the world, and
which is why the planned changes to the cost-of-living adjustment
are also considered modest when compared to other plans across
Canada and around the world.

9:40

The issue that you raise regarding, again, that distribution
between retirees and currently contributing members is about:
what’s the appropriate distribution of risk within the plan? By
introducing the concept of a contingent COLA, which will be
funded under the plan changes, which means that the probability
of that COLA being paid year after year is high because it is
funded, it provides another lever so that when the plans do come
under stress again, if we get another situation like 2008, it
represents another option that the boards of trustees would have to
manage the defined benefit promise. But the key thing is that the
core benefits are not being changed.

Mr. Luan: Thank you for that.

Can I put another question? Just, again, I want to hear from you
as an expert from a scientific sort of perspective. If I say, not
getting people really into the details, that the concept of the public
pension plan that was designed years ago is no longer working
today simply because of the changing demographics and life
expectancy change, if that’s the case, is it safe to say that if we
don’t reform, we are guaranteed to fall apart, that the promise
made for paying the future pensioners will never be able to be
sustained? Is that true?

Mr. Prefontaine: I wouldn’t frame it as that it’s guaranteed
because what we don’t know is what exactly will happen in the
future. What I will say is that right now the plans are on a path
that is not sustainable based on what we understand. However,
they’re not in a crisis. There are examples across Canada and
around the world where they are in a crisis, and more drastic
changes have had to be implemented. What these changes will do
is provide additional risk management tools that the plans will
have available to them to help ensure the sustainability of the
plans and the high likelihood that they won’t run into the same
crises that other plans have faced around the world.

Mr. Dorward: Thank you, Mr. Luan. You will have a chance to
read them into the record if there are any other quick questions
you have.

I’d like to just ask a quick question. Then Mrs. Sarich will
finish off our little section. Page 30 of the February Auditor’s
report has a chart on it which discusses the elements and
components of an appropriate evaluation of the pension plans. I
took a look through that, and I don’t have time to ask as many

questions as I’d like to, but I did want to focus on the discount
rate. His comment on page 30 of the Auditor General’s report
was: “Unclear whether return on plan assets is consistent with
benefit security level.” There’s a fulsome discussion of this on
page 37 of the Auditor’s report, and it’s an intriguing and
interesting area for myself and probably very, very boring for
most of the public.

If you’d just very briefly, maybe only take a minute, and I
certainly would accept your desire, potentially, to get back to us in
writing on this: does the private sector deal with this issue
differently than the public sector does, and are we looking at this
area enough? Do we really have the full economic cost of the
benefits in our analysis?

Mr. Prefontaine: Both the public and private sectors, when you
look at how funding is determined for a pension plan on a going-
concern basis, have to adhere to the same actuarial principles and
standards whether, again, you’re looking at a public- or a private-
sector plan. When you compare what’s happening with the
Alberta public-sector plans to other public-sector plans across
Canada and what’s happened with private-sector defined benefit
pension plans, Alberta is not a leader in this process. A lot of
private-sector plans have altered early retirement provisions, have
altered cost-of-living adjustment provisions, and a lot of public-
sector pension plans across Canada have done the same thing. As
well, they’ve all responded in a similar fashion regarding their
discount rates, and you’ve seen discount rates come down over
time in both private- and public-sector plans.

Mr. Dorward: Okay. That’s enough for now.
Mrs. Sarich.

Mrs. Sarich: How much time is left?

Mr. Dorward: Unfortunately, we only have about three minutes
left.

Mrs. Sarich: Okay. I’ll just ask a number of questions and expect
that you’ll try your best to answer as many as you can, and
whatever is left over then, you’ll provide in writing to the
committee.

It’s our understanding that the minister is the legal trustee of the
plans, and he’s also the delegated authority over the investment
management. We’re turning some attention back to AIMCo and
Alberta Pensions Services. That being the case, how does the
minister manage any apparent conflicts that may occur with
Alberta Pensions Services or, for that matter, AIMCo? Also, why
is it mandatory for those two entities to provide pension
administration and investment management services, and is there
any opportunity in the future to expand that to include any other
providers? How do boards hold AIMCo accountable for
investment decisions? If there are actions that require further
involvement of the minister as the trustee, what are the
implications of that?

Mr. Prefontaine: Regarding the management of potential
conflicts between the minister as trustee of the plans and the
minister as representative of the shareholders of two of the largest
service providers to the plans, that comes in a number of different
ways, the first of which is that each of the plan boards has some
statutory authorities regarding their particular plan. In the example
of setting investment policies and guidelines, the boards have that
authority. It’s not with the trustee or with the minister. They can
provide that direction to AIMCo. There are also a number of
operating protocols that have been established between the
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department, the minister, and the plan boards that address a
number of these issues. Also, as a requirement under APAGA the
mandate and roles documents provide clarity on roles and
responsibilities. So there are a number of different mechanisms to
manage those potential conflicts.

To your point around . . .

The Chair: Can we get that last answer in written form? Their
time is up.

Mr. Prefontaine: Okay. Yeah.

The Chair: Okay. That leaves roughly seven minutes for the
opposition to question here. I’'m going to give a question, and I
know Mr. Bilous has a question as well.

The Treasury Board, obviously, has oversight over the
government air fleet. The Auditor General has provided several
past recommendations with regard to this. One of them is that no
family member should ever fly on the government plane except if
the spouse is officially invited. That’s an Auditor General
recommendation. No family member should fly except if a spouse
is officially invited. That was the recommendation. That
recommendation, to my understanding, was first accepted but then
recently was changed. My question is: why was this change made
when there was an Auditor General recommendation? It was
accepted. Why was it changed?

Obviously, last year about $7 million was spent on the fleet to
maintain the fleet. I know you won’t have this number off the top
of your head, so I’'m giving it to you so that you can look it up.
How many times last year was the fleet used to go to a location
where a party fundraiser was coincidentally on the same day? In
other words, there’s a legitimate government business meeting
booked somewhere, the plane is taken there, and then there just so
happens to be a party fundraiser in that same location at that same
time. Could you please provide that information when you can?

With regard to a question you can answer right now, why was
the family policy, the spouse policy with regard to the government
plane changed from the Auditor General’s previous recommen-
dation?

Mr. Gilmour: I’ll probably have to get back to you on that, Chair.
I mean, the Auditor recommendations came out in *05 and 06, 1
believe, at that time. I’'m certainly familiar with the current policy
that talks about travel on there, but I’ll have to get back to you on
that. I can’t answer that right now.

The Chair: Okay. I’d appreciate that as well as the specific
number of times that the fleet was used in that regard.
Mr. Bilous.

Mr. Bilous: How much time do I have, Chair?

The Chair: Just four minutes or so.
9:50

Mr. Bilous: Beautiful. If I could, I’m just going to read questions
into Hansard and, you know, request that you respond to us in
writing.

Number one, given the abuse of government planes, is your
ministry going to review past years’ flight logs, demand justification
beyond government business, and try to recoup the cost of
inappropriate flights where they exist? What have you learned
from the clear misuse of government resources that you’ll be
taking forward to plane-use policies?

Very briefly, last year your government made devastating cuts
to postsecondary education. Those had significant impacts on

students, on the ability to recruit high-quality staff. Mid-year there
was a partial return of some funds, one-third of the cuts. The
advanced ed minister stated that he had gone on his knees to the
Treasury Board. My question is: what’s the review process for a
mid-year request like that? How is it evaluated and balanced
against other cuts?

Finally, Mr. Prefontaine, earlier you said that there is no impact
to core benefits, talking about pensions. I’d like to point out that in
Bill 9 the Lieutenant Governor in Council, a.k.a. the cabinet, has
the power to reduce benefits prior to 2016 through regulation.
There’s also power to regulate COLA, cap rates, and the direct
effect that it’1l have to reduce benefits. If you restrict those, there’s
no other option but to reduce benefits if the market drops again.
To me, Bill 9 is putting pension plans in jeopardy, not the defined
pension plans themselves.

The Chair: You have about a minute to respond to that, and then
we have an independent member that needs to ask some questions,
too. If you can’t get them done in a minute, you can supply them
in writing, of course.

Mr. Prefontaine: I’'ll do a brief response to the pension plan
question. The provision in Bill 9 that you’re referring to is the
enabling provision to make the plan changes that are necessary
regarding early retirement provisions and cost-of-living adjust-
ments. One thing I will point out: there is nothing in the current
legislation that guarantees any of the benefits under any of the
plans. Right now the plan boards have the authority to make any
recommendations they feel fit to the trustee, to the Minister of
Finance, which could include a reduction of any of the plan
benefits, but the intent is certainly to maintain the defined benefit
promise.

The contribution rate cap: again, the consultation will begin on
that this week, and that will be an important part of the discussion
going forward.

Mr. Bilous: It seems like you’ve gone backwards. You’re consult-
ing now, once legislation is already tabled in the House.

The Chair: All right. Point well made.

All right. Let’s move over to our independent member, the
Member for Fort McMurray-Wood Buffalo. You have three
minutes.

Mr. Allen: Thank you very much, Mr. Chair, and thank you all
for being here today. It’s a very timely discussion indeed. I've
actually learned an awful lot this morning just through the
discussion. Many of the questions I had have already been asked
and answered.

One thing that I wanted to get out there. Earlier, I think, Mr.
Prefontaine, you had addressed the input or the relationship
between the boards and their involvement with AIMCo and the
Alberta public service, but what we left out here is the employees.
Politicians have one set of ways of discussing things. I know that
accountants and actuaries have a language all their own. What
we’re hearing out there every day on the street is our employees in
the public service pension plans saying: you’re making radical
changes to this pension that are going to limit my ability to retire,
period.

I understand, and I’'m a big fan of pension reform to make them
sustainable. What you’ve told us this morning makes a great deal
of sense, but how do we explain that back to these folks? I guess,
to put it in real terms and real language, speak to me like I’'m a 20-
year-old. Have you put any models together that have said:
“Here’s a 45-year-old teacher. He’s been teaching for 15 years in
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the system and plans to retire at 55. If he retires early, at 55, here’s
what his pension would have been in today’s dollars, and here’s
what it would mean to him after these changes in 2016”?

Mr. Prefontaine: I'll first point out that the Alberta teachers’
retirement fund is not part of this discussion, just to clarify your
example.

When we look at what’s available to members to help
understand how these changes affect them, I would encourage all
members to visit the website of their particular plan, whether it’s
local authorities or public service or management employees or
special forces. There are estimators available on each of those
sites that can look at and see what their pension would be at
retirement, based on the date that they choose to estimate for
retirement, both under the new rules and under the old rules. What
most people will find is that to get the same dollar amount that
they would like to have at a particular retirement age, the length of
time that they would actually have to work, assuming that it’s
within an early retirement zone and not right to age 65, because
there’s no difference at that point, would be a matter of months
and not years. [A timer sounded]

Mr. Allen: Thank you. That’ll be very helpful.
That was my time?

The Chair: Yeah. You bet. Thank you very much.

Thank you very much to our guests for being here. Obviously,
those were some pretty pointed questions, and I thought your
answers were clear and direct. We look forward to getting the
ones that you said you would put on the record, that you didn’t
have. Thank you very much.

We have two items of other business to address before we leave
today. First, back on March 12 a motion was passed that in
addition to the chair, deputy chair, committee clerk, and
researcher,

an additional two members of the Standing Committee on
Public Accounts be approved to attend the 2014 CCPAC
conference in St. John’s, Newfoundland, in August subject to
confirmation from the director of House services that the funds
are available out of the existing committee’s budget, that all
members fly economy class, and that any flight expense
incurred by partners and/or family members not be reimbursed
by the committee budget.
This year’s CCPAC conference runs from August 9 to 12 in St.
John’s. I have been advised that there will be a partners’ program
scheduled for anyone accompanying MLAs.

Any members of the committee interested in putting their names
forward to attend should e-mail the committee clerk directly. The
draw for the two spots will be held at our next meeting on May 7.
So please get those names in to Chris as soon as you can. Four
additional names will also be selected as alternates should the
chair, deputy chair, or other two MLA delegates be unable to
attend. The committee clerk will send out an e-mail reminder later
today, which MLAs can reply to directly.

Secondly, I’ve been informed that the hon. Solomon Namliit
Boar, a Member of Parliament from Ghana, will be visiting
Alberta from the afternoon of May 28 to June 3, 2014. He is a
member of Ghana’s Public Accounts Committee and is interested
in sitting in on one of our PAC meetings to learn a little bit while
he is here. So I wanted to ask the committee how they would feel
about pushing back our May 28 meeting with Alberta
International and Intergovernmental Relations one day, to
Thursday, May 29, so that we could have Mr. Boar attend.
Another option would be to move the June 4 meeting with Alberta
Culture forward to June 2, the next week, and do it then. How

would folks feel about one of those two options to give this
gentleman an opportunity to participate? Is May 29 a problem for
anybody?

Mr. Dorward: That’s caucus for us.

The Chair: What about the idea of moving the June 4 meeting
with Alberta Culture to June 2?

Mrs. Sarich: We’re not available that day.

Mr. Dorward: June 3, Chair, is a Tuesday.

The Chair: Would that work, or is he flying out?
Mr. Tyrell: Yeah. He’s flying out.

The Chair: Well, okay. If we cannot find another day, would it be
okay if we scheduled it for the Thursday? That interferes with all
of our caucuses, I imagine, but, I mean, it would just be a good
opportunity for that individual. It would be a good opportunity for
outreach to the Ghana Public Accounts Committee. Is that okay?

Mr. Dorward: Well, I don’t think it’s okay. Without me going
back to the whip — and I’m the deputy whip. I’d just have to go
our caucus and say: is it okay for nine of our members not to be at
the caucus meeting?

The Chair: It’s unlikely you’ll have caucus that day, though,
remember, because we’ll probably be out.

Mr. Dorward: Well, if the House is not sitting, will we be
meeting as Public Accounts, then, at all? That’s the first question.
Because normally we don’t.

The Chair: I think we’d go ahead with the scheduled meetings, I
would imagine. We won’t schedule any more.

Mr. Dorward: Well, that’s the first question that we need to
address, then.

Mrs. Sarich: We usually don’t, but we can. Sorry for speaking
out of turn.

10:00

Mr. Dorward: You’re not speaking out of turn, no. This is an
open discussion on the issue, and, you know, I just think that
that’s the first question. I totally understand. If we have a plan,
Chair, to continue to meet regardless of whether the Assembly is
in, then likely Thursday would not be a caucus meeting, and then
Thursday would be fine. Tentatively, why don’t we go with that,
and then maybe we could add to the agenda next week as to what
we’re going to do. Well, we don’t meet next week, right?

The Chair: We don’t.
Mr. Dorward: It’s the week after.

The Chair: I just think that because the sessions have become so
short, we do need to conduct our business in Public Accounts if
we can continue our meetings to where we thought they were
going to be. We can’t control whether the Legislature shortens the
session or not. Certainly, we shouldn’t book any additional dates
when we’re not in session, but, you know, having two or three
dates in a spring session for Public Accounts — it’s hard to get our
job done in such a short amount of time, in my view. You’re right,
we should discuss this in two weeks.
Mrs. Sarich.
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Mrs. Sarich: Yeah. Just as a suggestion, there is a projection on
the sitting days for the House, and with respect to that should
something change, we’ve also discussed as a PAC that there
would have been a preference to consolidate these meetings into a
full day, as an example . . .

The Chair: Yeah, that would be an idea, too.

Mrs. Sarich: . . . so that we wouldn’t spread them over a number
of weeks. In consideration to the visitor that is coming, that would
be an exception.

The Chair: Okay. Let’s talk about this in two weeks, but I think
it’s a good idea that we maintain these meetings. Perhaps we can
consolidate them into one day, as Mrs. Sarich has said.

Anyway, thank you for your time today.

Do I have someone moving to adjourn? Mr. Sandhu. Those in
favour? Any opposed? Thank you.

[The committee adjourned at 10:02 a.m.]
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