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The UAPP Fund Returns 15.2% in 2006
Th e 2006 Annual Report has been released and it shows that the UAPP posted a return of 15.2% net of fees and the market value of 
the UAPP Fund grew to $2,477 million. Th e Annual Report can be found on the UAPP website www.uapp.ca under Publications.  
Th e following are some of the highlights.

Assets & Liabilities Summary  ($ millions)

As At December 31

2006 2005
Net investments $ 2,466 $ 2,152
Net receivable 11 10
Net assets 2,477 2,162
Actuarial adjustment for fl uctuation 

in fair value of net assets (172) (124)
Actuarial value of net assets 2,305 2,038
Actuarial defi ciency 409 538
Accrued pension liability $ 2,714 $ 2,576
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Total Contributions Received Total Benefits Paid
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Annual Fund Returns

H i g h l i g h t s  o f  t h e  2 0 0 6  A n n u a l  R e p o r t



Financial Position of the Plan
Value of Plan Assets
Th e market value of the Plan’s net assets grew to $2,477 million from $2,162 million at the end of 2005. Th is refl ects a return of 15.2% 
in 2006 following returns of 14.4% in 2005 and 11.7% in 2004. Th e actuarial value of the Fund grew to $2,305 million in 2006 from 
$2,038 million at the end of 2005. Th e Plan uses a three-year averaging method based on the assumed rate of return as described in 
Note 2(c) of the Financial Statements in the Annual Report to calculate the actuarial value of assets.

Th e actuarial value of the Fund is used to determine the contributions required under the Plan because it is expected to be less 
volatile than the market value. Th e relatively lower volatility of the actuarial value of assets helps reduce the magnitude of the change 
in contribution rates that would otherwise be required under the funding requirements of the Employment Pension Plans Act and 
Regulations when the Fund returns vary substantially from the assumed discount rate. In better-than-expected capital markets, the 
market value of assets will tend to be higher than the actuarial value, and in poorer-than-expected markets, the opposite will tend to 
happen. Th e diff erence between the market value and the actuarial value can be seen as a smoothing reserve. Th e return of 15.2% in 
2006, as compared to the actuarially assumed return of 6.75%, raised the smoothing reserve to $172 million from $124 million at the 
end of 2005. Th e size of the smoothing reserve is at the highest level ever and equalled more than 6.3% of the total liability of the Plan 
at the end of 2006.

Smoothing Reserve 
(Actuarial Adjustment)
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Net Asset Value vs. Actuarial Value
Actuarial ValueNet Asset Value

The Plan’s Liabilities
Th e Plan’s accrued pension liability as of December 31, 2006 
was $2,714.2 million. Th is represents a growth of 5.4% over 
the December 31, 2005 liability. Th e liability number was 
extrapolated by the actuary based on the assumptions and 
methods used in the December 31, 2004 actuarial valuation.

Th e Plan’s Funded Ratio based on Actuarial Value of Net Assets 
increased to 84.9% at the end of 2006 from 79.1% at the end of 
2005. It should be noted that this calculation does not include 
the assets represented by the Province of Alberta’s share of the 
pre-1992 unfunded liability, which is estimated at $202.8 million 
and equals about 7.5% of the total accrued liability. Adding this 
amount to the value of the assets would raise the Plan’s funded 
ratio to over 92%.
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Active Members

($ millions) December 31, 2006 December 31, 2005

Pre-92 Service Post-91 Service Total Service Pre-92 Service Post-91 Service Total Service

Fair Value of Net Assets 1,240.5 1,236.8 2,477.3 1,152.2 1,010.2 2,162.4

Actuarial Adjustment (90.0) (82.2) (172.2) (68.0) (55.9) (123.9)

Actuarial Value of Net Assets 1,150.5 1,154.6 2,305.1 1,084.2 954.3 2,038.5

Accrued Pension Liability 1,550.0 1,164.2 2,714.2 1,544.5 1,031.4 2,575.9

Actuarial Defi ciency (399.5) (9.6) (409.1) (460.3) (77.1) (537.4)

Funded Ratio 74.2% 99.2% 84.9% 70.2% 92.5% 79.1%



Looking to the Future
Th e market value of the Fund grew to $2,477 million at the end of 2006 from $1,731 million at the end of 2003, a growth of 43%. Th e 
Plan continues to see a healthy growth in its membership. Th e active membership grew at an annual compound rate of more than 4.0% 
over the last ten years.

Th e strong, double-digit investment gains made by the UAPP over the last four years have strengthened the balance sheet of the 
Plan. Further, because of growth in Plan membership and increases in contribution rates, the gap between the benefi ts paid and the 
contributions received had narrowed to $10.6 million in 2006 from $34.0 million in 2002.

Th e liability extrapolated by the actuary shows that the post-1991 service is approaching full funding and the total Plan’s funded ratio 
is estimated to be 84.9% at the end of 2006. Th e Board will undertake an actuarial valuation of the Plan as at the end of 2006. Th e 
progress in the Plan’s funded ratio and the contributions required to fund the Plan depend on the future course of several key variables.

On the liability side, the major factors are:
1. Long Bond Rates

Long bond rates prevailing at the time of an actuarial 
valuation is a key variable that is used by actuaries in 
building the discount rate employed in calculating the 
present value of the expected future pension payments. 
As noted in the table of Sensitivity Changes in Major 
Assumptions in Note 8(b) of the Financial Statements 
in the Annual Report, keeping all other assumptions 
constant, a 1% decrease in the discount rate (assumed 
investment rate of return) would increase the liabilities by 
about 13% and raise the current service costs of the Plan 
by 3.3% of pensionable salary. Due to the change in long 
bond rates, the discount rate used in the Plan fell from 
8.5% in the early 1990s to 6.75% in the 2004 valuation. 
Th is change gives a measure of the increase in the 
estimated liability that the Plan has had to cope with over 
this period due to this factor alone. As can be seen from 
the second graph, long bond rates have dropped further 
since the 2004 valuation.

2. Wage Growth
As the UAPP’s benefi ts are based on highest average 
salary, they grow with increases in salaries. Higher wage 
increases mean higher benefi ts that equal higher liabilities 
and those in turn require higher contributions to fund. 
Actuarial valuations include assumptions about wage 
growth, but higher-than-assumed increases produce 
actuarial losses that are recognized and taken into account 
in determining required contributions in a subsequent 
valuation. Alberta’s economy continues to experience 
strong wage pressures.

3. Improvements in Life Expectancy
Since life expectancy determines, on the average, how 
long a pension will be paid to a retiree, it is a key factor 
in determining the costs of a pension plan. According 
to Statistics Canada, life expectancy for males (at birth) 
increased from 58 years in 1926 to 77.7 years in 2004 
and for females from 59.9 years to 82.5 years in the same 
period. Data shows that life expectancy for females (at 
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The Board of Trustees
Universities Academic Pension Plan
#504, Park Plaza
10611 – 98 Avenue
Edmonton, AB   T5K 2P7www.uapp.ca

Questions About the Retirement Planner?  Call ACS/Buck at 1-866-709-2092 if you need help 
accessing the Retirement Planner, or for login or password inquiries.

About your pension?  Call ACS/Buck at 1-866-709-2092, the Human Resources Department at your 
institution, or contact the Pension Offi  cer at the UAPP Trustees’ Offi  ce at (780) 415-8868 or natalie.
yamniuk@uapp.ca.

Comments? If you recently used the services of any of the groups listed above on a matter related to 
the UAPP and would like to comment on the service you received, please feel free to write to us at 
www.uapp.ca and click on Feedback.

age 65) improved from 19.9 years in 1991 to 20.9 years in 2004 and corresponding increase for males (at age 65) was from 
15.8 years to 17.6 years. Th ese are substantial improvements in life expectancy. Th ough the experts continue to debate whether 
these increases will continue or whether the human longevity is reaching its limits, further improvements can only mean that 
pension costs will continue to increase.

4. Early Retirement Rates
Vested members under the UAPP can retire with an unreduced pension at age 60 or after age 55 when age plus pensionable 
service equals 80. Retirement at younger ages without a full actuarial reduction raises the costs of the Plan and retirement at 
age 65 or later lowers the costs. Depending on what age members retire, retirement rates have the potential to increase or lower 
the future costs of the Plan.

On the asset side, the Fund holds a highly diversifi ed portfolio of equities, bonds and other investments across world markets in an 
attempt to generate optimal long-term returns within prudent risk levels.

Th ese exposures and the associated risks taken have paid well in recent years. However, it should be noted that a portfolio is never 
without risks, especially in terms of short-term performance. While the markets are expected to go up in the long term, their short-
term course is variable and hard to predict. Th e return in any one year will be highly infl uenced by how the capital markets in which 
the Fund is invested perform. Market corrections can be triggered by economic, geopolitical or other unexpected events. Even though 
2006 marks the fourth year in a row when the Fund’s long-term asset allocation has produced a double-digit return, markets should 
not be expected to go up steadily from one year to the next.

Th ere are concerns that the US economic growth in 2007 may be lower than it has been in recent years. Th e US housing market 
has experienced substantial weakness and the defaults on subprime loans are rising. A slowdown in the US economy will negatively 
impact Canadian and global growth and corporate earnings.  Despite the near-term concerns, most analysts’ long-term economic and 
investment outlook remains unchanged. Th ey do not see much change from the current low-infl ation, low-interest rates and reasonable 
economic growth scenario. Th is, combined with the expectations of single-digit returns from capital markets, would imply that the 
Plan’s funded position will improve gradually over time.

Deadline Approaches for Purchasing Prior Service or Periods of Leaves of Absence
Members who joined the Plan prior to or have a period of leave of absence that ended before July 1, 2005 are required to purchase 
eligible prior service or the periods of leave of absence by June 30, 2007. After that date, these periods become ineligible for purchase.  
Members interested in purchasing are encouraged to contact the Human Resource Department at their institution, or contact the 
Pension Offi  cer at the UAPP Trustees’ Offi  ce at (780) 415-8868 or natalie.yamniuk@uapp.ca.


