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SUBJECT/OBJET EARLY RETIREMENT INCENTIVE PROGRAMS

DEPARTMENTAL RECOMMENDATIONS

That the Corporate Services and Economic Development Committee and Council:

1. Approve the implementation of a Pension PurchasBrogram to purchase up to a
maximum of 3 years of eligible service for employees retiring prior to 31 December
1996 with further extensions asthe Chief Administrative Officer may determine
appropriate;

2. Extend Regional Formula 90 Policy to employees applying to retire and commencing
pre-retirement leave prior to December 31, 1996 with further extensions as the Chief
Administrative Officer may determine appropriate;

3. Defer consideration of a Type 7 Progranuntii OMERS takes a decision regarding
funding from pension surplus.

BACKGROUND

In 1994 and 1995 the RMOC wable to mitigatéhe negativeeffects of workforce adjustments
on its employees by offering early retirement incentiveébenform of the OMERS-funded Type 7
program and extendinthe Formula 90 Policy to allow employees access to their unsisi&d
leave bankgor earlyretirement. These programs created ¥d€ancies as employees exercised
their early retirement options.



These were thenly departureincentives offered by the RMOC tmanage itsworkforce
adjustments until this point.

The OMERS Type 7 program expired on December 31, 1995 for the RMOC. However, OMERS
has received approval frothe povincial government to offer a new Typepvogramwhich is
entirely funded bythe employer. While the new Type 7 ientirely employer funded itloes
provide employers sonféexibility in terms of the optionthey may offer. Specifically,the new
program allows a selection of all or any of the following four options:

)] age 60 and/or over;
i) 80 factor;
iif) improved reduced early retirement pension; and

iv) early retirement within 15 years of NRA 65.
In addition, the new program allows the employer the flexibility to limit application to:

a) specific business units; and
b) pre-specified monetary or time limits.

Under the new prograramployersenter into one yearenewable agreements with March 31,
1999 being the last date to enter into or renew an agreement.

At the OMERSregional meeting held i@ttawa 20June 1996, OMERS raised thessibility of
funding the Type 7 Program, with the surplus in the pension fund.

DISCUSSION

The RMOC has realized considerable success usihgearly retirement incentives to create
vacancies to accommodatest of thedownsizing required bthe Corporation to date. Without
existing andcreatedvacanciesmost downsizing would be handlethrough layoffs with the
resulting bumping of affected employees ahé disruptiveeffects that would have on the
workforce. Furthermore the RMONaas resisted expensive "buyoptbgrams recognizinthat
these frequentlpnly paylarge sums of cash unnecessarily to employdes couldleave anyway
in addition to disrupting theanmal attrition ofthe organization astheremployees waitor the
next program before they will take their normal retirement.

The recent CorporatReview Reportarticulated the need fadditionalworkforce reductions
before the end of the currefigcal year. While the targets set by the Corpor&eview would be
achievable within a full year given the normal attrition rate of the Corporation, with lessftilan a
year it isunlikely that they can be met without creatingicancies eithethrough enhanced
attrition or by actually laying off employees.



The RMOC is currently using severnailtiatives to support the workforceadjustmenttargets
including attrition management, redundancy managementraeimployee substitutioprogram.
Giventhe targets to be mand thetime available to meahem, it is appropriatthat theRMOC

expand the optionavailable to it tocreatevacancies to accommodate surplus employees and
continue our practice of protectingour employees’ employmentithout having to resort to
bumping. The HumaResources Department haisalyzed several potentiaptionsavailable to

the RMOC at this time and their potential value and cost to both the employer and the employees.

The following guidelineswere used to determinehich options are the most appropriate for the
current situation. Any option should:

a) be costffective inthat it provides the greatebenefit tothe mostemployees athe leastost
to the Corporation;

b) be administratively easy to use and not require the implementation of new structures;

c) add real value to those employees most vulnerable in today’s workforce;

d) recognize our workforce profile in terms of age, years of service and employability;

e) provide takeup consistent with the workforce adjustment targets;

f) meet some employee expectations; and

g) be consistent witlour previous actions ofacilitating retirement andot offering large cash
incentives.

The following three initiatives satisfythe aboveguidelines and can assidte corporation in
meeting its workforce reduction targets:

» employer purchase of eligible service for retiring employees;
» extension of Regional Formula 90; and
* Type 7 option limited to age 60 and over.

Purchase of Prior Eligible Service

It is proposed that th&MOC purchase up to thrg@) years ofeligible service for retiring
employees with qualifying eligible service, thus increasing their pension by up to 6%.

To be eligiblefor this program, aremployee must bage 55 or older and have prieligible
service which can bpurchased. Approximatell0% of the RMOC workforce is age 55 or older
andmany oftheseemployees havprior eligible service which can bpurchased to increase their
pension benefit. The purchaseetifible service converts this service into credited service. Each
year of service purchased increases employee's pension b2%. For anemployee with
pensionable earnings 886,000 this wouldmean an increase in their annual pension7@0%or
each year purchased or $2,160 for a three-year purchase.

While the purchase otligible service provides aignificant benefit to retiring employees, the
additional 6% of pensiomay still result in pension incomiasufficient tothe employees needs.
Therefore, we do not anticipate that many employees will accessption. However, it idikely
that employeeswvho currently have access to non-redupedsions wouldind this option of



particular benefit. We currently have 59 employees with accassn:eeduced pensions and we
estimate that 30 will avail themselves of this option.

Extension of Regional Formula 90 Policy

The existing Regional Formula $licy providedor the utilization of an employee’s sick leave
bank, in theform of pre-retirement leave, f@ll days beyondhe maximum130 daysnormally
available for cashout. This provision is available tall employeeswho commenced their
employment withthe RMOC prior to 1979, who haweaintained sick leave banks, antio are
at least age 55 and have age plus RMOC years of service totalling at least 90.

This benefit in its present configuration is believed to be having a counterproductive impact on the
Region'sworkforce adjustment objectivesEmployeeswho arewithin a couple of years of
Formula 90are nottaking their retirement as early as theguld because they would then be
sacrificingtheir pre-retirement leawghich they believe iswed to them. In additiomyhile these
employees continue tavork they also increase¢he final value of the benefit through the
accumulation of additional sick leave days. By opening this benefit il ®igible retiring
employeeghe Region would remove disincentive to early retiremefbr some longservice
employeeshus creating more vacancies, decreéhedong terniability to the Region for unused

sick leave agheseeligible employeesvould cease accumulating these days, and, decrease
permanently the number of employees eligible to accumulate unused sick leave credits.

As thisoption isavailable onits own or in conjunction witlother options, we project usage of
this option could be up to 70 employees.

Type 7 Employer Funded - Age 60 Option

This optionwill allow employeesige 60 or older to retire with an unreduced pension regardless
of their years of service. Normally employeeguire a combination of years of service and age
totalling at least 90 to retire without a reduction to their pension. The normal reduction is 5% for
each year short of the threshold. This option eliminates that reduction.

A total of 149employeesare eligible for this option althoughhistoricaldata would indiatethat
only about 20% or 3@mployeeswill exercise thi®ption. The reason for projecting suckmaall
uptake is that mostmployees in thigroup are low wage earnensth few years of service to
their credit.Typically employeesvho wait andeave atage 65 (our normaktirement agehave
an average obnly 22 years servicand a retiring pension of approximatél§2,000 - $13,000
annually.



To implement this option the RMOC must pass a bylaw and make applitatbaigh OMERS to
enter into a one year renewable agreement.

As OMERS is currently considerirfgnding support for theType 7 Program, it isrpposed that
we defer consideration of Type 7 until OMERS funding has been decided.

Conditions

* The early retirement incentive programs are voluntary.

* Employees onhe surpludist who applyfor this early retirement incentivprogram will retire
from the Region and wilhot beterminated and, thereforyill not be grantedeverance
provisions.

* Employees can access thaill sick bank as a&eparate option or inombination with the
eligible service purchase option.

* Employees patrticipating ithe program will begiven anopportunity to use their sick leave
banks as pre-retirement leave up provided they commence pre-retiremenfpiiEaveo
December 31, 1996.

Timin

Communication of the program should be immediate.

It is proposed that thearly retiremenbptions be madavailable initially toemployees through
to Decembe3l, 1996. Extensions to the program would be as recommended bkiuh®n

ResourceCommissioner andpproved by the CAO.Eligible employees will bgrovided with

estimated pension information and will be giveno@portunity to participate in groupension

planning sessions. Individual meetings will also be arrangedwdthbers othe Benefits Branch
for those employees who so desire.

FINANCIAL CONSIDERATIONS

Early Retirement Programs Projected Uptake | Estimated Cost
Purchase of Eligible Service (max 3 years) 30 660,000
Full Access to Sick Leave Banks 70 *
Employer-Funded Age 60 Type 7 30 $1,770,000
* this is not an additional cost but employees could gain access to pre-retirement leave at an

earlier date than would otherwise apply

These amounts will be funded through the Vested Employee Benefit Reserve Fund. In addition to
the above-noted costgension planning sessioasd related materials woultbst anestimated
$10,000, to be funded from the corporate training budget.



CONCLUSION

The implementation of the above early retirement proposals would assist the Region in meeting its
workforce adjustmentarget atminimal cost to theRegion and providenaximum benefit to
employees. These proposalsconcertwith other workforceadjustment programs endorse the
Region’s commitment to the use of voluntary departure measures where possible.

Approved by
Joyce M. Potter
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