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Highlights  of  the 2009 Annual  Repor t

The UAPP’s 2009 Annual Report
The UAPP’s Annual Report for the year 2009 has been released and this issue of the Communiqué 
provides financial, statistical and other summary highlights of the Report.  The full Annual Report is 
available on the UAPP website www.uapp.ca under Publications.

0
1000
2000
3000
4000
5000
6000
7000
8000

20092008200720062005

6,179

3,005

6,545

3,184

7,002

3,302

7,345

3,468

7,682

3,607
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Contributions Received and Bene�ts Paid ($ millions)
Total Contributions Received
Total Benefits Paid

Assets and Liabilities Summary ($ millions)
As at December 31

 2009 2008

Net investments $ 2,286 $ 1,972
Net receivable 8 15
Net assets 2,294 1,987
Actuarial adjustment for fluctuation
   in fair value of net assets 125 198
Actuarial value of net assets 2,419 2,185
Actuarial deficiency 971 1,055
Accrued pension liability $ 3,390 $ 3,240
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December 31, 2009 December 31, 2008

($ millions) Pre-92 Service Post-91 Service Total Service Pre-92 Service Post-91 Service Total Service

Fair Value of Net Assets 893.9 1,400.4 2,294.3 851.7 1,134.8 1,986.5

Actuarial Adjustment 58.3 66.4 124.7 85.5 113.2 198.7

Actuarial Value of Net Assets 952.2 1,466.8 2,419.0 937.2 1,248.0 2,185.2

Accrued Pension Liability 1,617.6 1,772.4 3,390.0 1,689.7 1,551.0 3,240.7

Actuarial Deficiency (665.4) (305.6) (971.0) (752.5) (303.0) (1,055.5)

Funded Ratio on Actuarial Basis 58.9% 82.8% 71.4% 55.5% 80.5% 67.4%
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CHART 1
Smoothing Reserve over 10 Years 
(Actuarial Adjustment)  ($ millions)
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Financial Position of the Plan

The Plan’s Assets
The market value of the Plan’s net assets was $2,294.3 million at the 
end of 2009. This is an increase of $307.8 from the Fund value of 
$1,986.5 million a year ago. The increase is mainly due to the UAPP 
Fund’s overall return of 15.4% in 2009. The contributions to the Plan 
exceeded the benefit payments and expenses by $2.7 million which 
also added to the Plan’s assets.

The large positive return reflects the dramatic change in investor 
sentiment as concerns such as the survival of large financial 
institutions and worsening economic conditions began to wane 
starting in the second quarter of 2009. The Canadian equity market 
reached a low of 7,479.96 in March of 2009 but then rallied to 
close the year at 11,746.11. This pattern was repeated across all 
major equity markets although markets still remain well below 
their previous peaks. In the US, the spread in yield between the US 
treasury bonds and seasoned AAA bonds, as measured by Moody’s, 
peaked at 268 basis points late in 2008 but by the end of 2009 had 
narrowed to 62 basis points. This decrease in credit spreads, or the 
interest differential between risky and risk-free bonds, signified an 
improvement in the availability of credit in the economy and a move 
towards more “normal” credit markets. The price of oil opened the 
year at US$48 and rose to US$80 by yearend. The Canadian dollar 
increased relative to the US dollar from 81 cents at the end of 2008 
to 95 cents at the end of 2009.

The Fund’s performance was helped by the recovery in equity 
markets which were up on average 32.5% across the globe. The 
gains from foreign markets were diluted to some degree by the 
Fund’s unhedged exposure to the US dollar as the Canadian dollar 
appreciated 17% against the US dollar. Fixed income returns, in 
comparison to equity returns, were more modest with the DEX bond 
universe and the DEX long bond indices returning 5.4% and 5.5% 
respectively. Within these returns, however, corporate bonds led the 
way fueled by the narrowing of credit spreads. Real estate and private 
income recorded negative returns after extended periods of positive 
returns reflecting the impact of the adverse economic environment 
on valuations.

CHART 2
Assets and Liabilities ($ millions)

Liability Adjusted Assets Market Value

500

1,000

1,500

2,000

2,500

3,000

3,500

20092008200720062005200420032002200120001999199819971996199519941993

The Plan’s Liabilities
The Plan’s accrued liabilities as of December 31, 2009 are estimated 
at $3,390.0 million, a growth of 4.6% over the December 31, 2008 
liability estimate of $3,240.7 million. The liability for pre-1992 service 
in relation to that of the post-1992 service continues to decline. 
Now, the liability for pre-1992 service is less than the liability for 
post-1991 service.

The 2009 liability is based on an extrapolation by the actuary using 
the assumptions and methods employed in the 2008 valuation. The 
2008 valuation was done based on Plan data as at December 31, 2008 
and was completed in 2009.

Assets of the Plan for funding purposes are calculated on an actuarial 
value basis. The Fund uses a 3-year averaging of the differences 
between the rates of return assumed in the actuarial valuation and 
the market rates of return as described in Note 2(c) of the Financial 
Statements for calculating the actuarial value of the assets. The 
actuarial value of the Fund increased from $2,185.2 million in 2008 to 
$2,419.0 million at the end of 2009. At the end of 2009, the actuarial 
value of the Fund is $124.7 million higher than the market value.

In order to reduce the impact of volatility of the Fund’s annual 
investment returns on contribution rates, the Plan uses the actuarial 
value of assets in determining contribution requirements. It means 
that the Fund will build up an Actuarial Adjustment, or a “smoothing 
reserve”, in better-than-expected markets (2003-2006) and a deficit 
in worse-than-expected markets (2007-2008). Since the 2009 return 
has not made up for the differences in the actuarially-assumed 
return and the actual returns in 2007 and 2008, the Plan still has a 
“smoothing deficit”. This deficit will have to be made up by future 
market performance of the Fund. As can be seen in Chart 1, over the 
last ten years, even though the smoothing reserve has fluctuated from 
$172 million to -$199 million, it has averaged only -$24.6 million, or 
1.07% of Net Assets as of December 31, 2009.



CHART 4
Contribution Rates towards Pre-1992 Unfunded Liability
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CHART 3
Funded Status based on Market Value of Assets (percentage funded)

Total PlanPost-1991 Service

The Plan’s Funded Ratio
Due to the relatively stronger returns on assets than the increase in 
the liability, the Plan’s funded ratio on a market-value basis in 2009 
increased to 67.7% from 61.3% in 2008. The funded ratio on an 
actuarial-value-of-assets basis improved to 71.4% as compared to 
67.4% reported in the 2008 financial statements of the Plan.

The history of the funded status of the post-1991 service shows 
that this portion of the service can be expected to be fully funded 
in good markets. Any unfunded liability on the service is being 
amortized over 15 years and is equally shared between employers 
and employees.

The funded ratio for the pre-1992 service liability is 58.9% while 
the funded status for the post-1991 service is 82.8%. The unfunded 
liability for pre-1992 is accounted for separately from that of the rest 
of service because under the rules set by the Alberta Government 
in the early 1990s, it is to be retired by the end of 2043. The Alberta 
Government pays a fixed contribution equal to 1.25% of total salary 
towards this unfunded liability and the employers and employees 
share equally the balance of the contribution required. The employer 
and member contributions are adjusted at each actuarial valuation as 
necessary to amortize the unfunded liability by the end of 2043. The 
Alberta Government’s share of the payments towards the pre-1992 
deficit has dropped significantly in the last 6 years. The present value 
of the Alberta Government’s future payments is estimated to be 
$270 million out of a total shortfall of $971million.

In response to the poor returns for 2008, the Board, in 
December 2008, increased contributions by a total of 3% for 
employers and employees effective July 1, 2009. After considering 
the results of the actuarial valuation that was conducted in 2009, the 
Board further increased contributions by a total of 1.65% of salary 
effective July 1, 2010. These actions have put the Plan on a sound 
financial footing and will keep it on track toward full funding if the 
actuarial assumptions are realized.

Funding is determined by actuarial valuations and, while the 
Employment Pension Plans Act requires the UAPP to perform 
an actuarial valuation at least once every three years to establish 
contributions rates, it has been the practice of the Board to 
undertake an actuarial valuation every two years.

Looking Forward
To understand the risks going forward, it is important to understand 
the factors that have impacted the Plan’s funded status over the 
last 10 years and the volatility experienced by the Plan during the 
same period.

The estimated value of the Plan’s liabilities and current service 
cost is based on expectations regarding the future course of life 
expectancy, salaries, age of retirement and inflation as well as the 
discount rate used to calculate the present value of future benefit 
payments.

Salaries and life 
expectancy have 
continued to rise and 
inflation has been low. 
These factors have 
increased the present 
value of expected future 
benefit payments. In 
addition, the rate used to 
discount the liabilities has 
continued to fall in line 
with the declining yield 
of Canadian long bonds.

The discount rate has 
a large impact both on 
the estimated value of 
accrued liabilities and the current service cost. A 1% decline in 
the Plan’s currently assumed discount rate of 6.7%, keeping other 
variables constant, would increase the accrued liability by 14.3% 
and the current service cost by 3.7% of payroll.
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These changes have continually increased the cost of providing pensions, particularly in the last 
decade. This can be evidenced from the increase in current service costs since 2001 (see Chart 6).

The return on the Plan’s assets is of critical importance to the Plan’s funded position. The decline in 
long bond yields meant that to keep contribution rates within affordable levels, the Plan has to invest 
in equities to increase the chances of achieving a higher long-term return. Equity investments, because 
of the risks associated with them, are expected to earn a premium over the risk-free rate of return 
available from bonds. This premium is also referred to as the equity risk premium (the difference 
between the stock market return and the Canadian long bond return) and is expected to be positive 
in the long run. However, as shown in Chart 7, the equity risk premium based on equal allocation 
to Canadian, US and EAFE markets in the last decade was negative though it had posted positive 
numbers in the prior two decades.

At the same time, as shown in Chart 8, the volatility of returns from equities was quite high and 
comparable to previous decades. This simply added to the volatility in the funded status of the Plan in 
this decade.

Currently, a male retiring at age 65 can, on average, expect to live about 18.2 years and a female 
retiring at the same age to about 21.4 years. The current retirees, on average, retired at around age 61 
with an average service of 24 years. Based on current life expectancy, they can be expected to collect 
a pension for about the same number of years as they worked under the UAPP. This is very different 
than was the case when the Plan was first conceived. People generally collected a pension for a shorter 
period in relation to their working years.

Going forward, analysts expect improvements in life expectancy to continue, which will continue 
to add to the costs of providing pensions. Though the data does not yet reflect it, there is anecdotal 
evidence in surveys of people working longer and expressing a desire to work longer. Federal and 
provincial ministers of Finance have already proposed changes to the CPP to discourage early 
retirement and provide greater rewards for working past age 65. An increase in the average retirement 
age will help lower the Plan’s costs.

Even though the current economic weakness has constrained wages and salaries, this will change 
as the economy returns to full health. In the long term, wages can be expected to grow in line with 
inflation and productivity.

While the yields on long bond rates can be expected to move up as governments begin to back 
off from the stimulative measures taken over the last two years, it is hard to see a big jump as 
long as inflation remains in check. The Bank of Canada’s current annual inflation target range is 
1 to 3 percent, with the Bank’s monetary policy aimed at keeping inflation at the 2 percent target 
midpoint. On the other hand, if long bond yields were to rise, causing discount rates to move up, it 
would help reduce the value of the estimated liability.

A return to a more normal equity risk premium will make a significant difference to the Plan’s 
financial position. A decade like the 80s or 90s will substantially improve the Plan’s financial position. 
The Plan’s financial health is tied to the performance of capital markets.

Despite the short-term adverse experience, it is important to keep a focus on the long-term. After all, 
the Plan is expected to be in operation for a very long time – presumably forever. The markets made a 

significant recovery in 2009 but they are still below the highs of two years ago. As the economic recovery gets stronger and the investor sentiment 
improves, one can expect further gains in equity markets.

To ensure that the UAPP’s asset mix reflects the latest expectations of 
asset class risks and returns, the Board is undertaking an asset/liability 
modelling study. It will allow the Board to review and adjust the 
current asset mix as deemed appropriate. However, in the face of low 
interest rates, the Plan has to take on risk to manage the long-term 
costs of the Plan. There are no easy solutions and each risk needs 
to be assessed and balanced within a prudent long-term strategy to 
fund the Plan. As the markets gain strength and the Plan’s funding 
position improves, the Board will remain alert to any opportunities 
that may arise to reduce risk exposure. In the meantime, the Board 
will continue to monitor developments and take action as necessary 
to secure the benefits.
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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 Buck Consultants at 
1.866.709.2092 if you need help accessing the Retirement Planner, or for login 
or password inquiries.

Questions About Your Pension?  Call Buck Consultants at 1.866.709.2092, 
the Human Resources Department at your institution, or contact the UAPP 
Trustees’ Office at 780.415.8868.

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.


