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‘ Introduction

The Civil Service Superannuation Fund (CSSF) was
established in 1945 and provides retirement income to
members and the dependants of deceased members, in
accordance with the Civil Service Superannuation Act (CSSA).

‘Plan Description

The CSSF is a contributory, defined benefit pension plan
financed by contributions from participating employers and
employees, and by investment earnings from the Master Trust
Investment Fund.

Contributions — In 2009-2010, members of the plan
contributed the following:

. 7.09 percent of pensionable earnings up to the Yearly
Maximum Pensionable Earnings (YMPE), and

. 8.75 percent of pensionable earnings in excess of the
YMPE.

The YMPE was $46,300 for 2009 and $47,200 for 2010.

The employer matches contributions made by the members on
a bi-weekly basis.

Membership — The general criteria for membership to the
CSSF is that an employee must be permanent with an
approved participating employer.
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Unreduced Retirement — An unreduced monthly pension
is payable for life to a member who meets one of the criteria
below:

. has attained the age of 60 with two or more years of
pensionable service;
. has attained the age of 55 with 30 or more years of

pensionable service.
The benefitis calculated as 2.0 percent multiplied by the years
of pensionable service, multiplied by the average of the three
highest years of pensionable earnings. Please note that for
salary below the Canada Pension Plan’s YMPE, the 2.0
percent benefit is comprised of:

a) a 1.3 percent life-time benefit, and

b) a 0.7 percent bridge benefit payable from the date of
retirement to age 65.

Early Retirement — Eligible members can opt for an early
retirement pension benefit as early as age 55. In these cases,
the pension amount is reduced by the lesser of:

a) 3.0 percent for each year prior to age 60, or

b) 3.0 percent for each year prior to attaining 30 years of
pensionable service.

It should be noted that the early retirment reduction is applied
to both the lifetime and bridge benefits, and remains in effect
for the entire duration.

Benefits on Termination — A member in the CSSF
becomes vested after two years of continuous service in the
plan.

a) Vested members are eligible for either a deferred
pension or a refund of employee contributions plus
interest.
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b) Non-vested members are eligible for a refund of
employee contributions plus interest.

Inflation Protection — Pensions are increased by the
change in the Consumer Price (all items) Index for Canada, to
a maximum of 6.0 percent, on the first day of April of each
year. The pension payment received upon retirement and the
value of a deferred pension benefit are both indexed annually
under the CSSF. Indexation applied at April 1, 2009 was 2.3
percent.

Death Benefits — The CSSF provides for both spousal and
dependant benefits to eligible survivors of vested members.

Fund Administration

Administration of the CSSA is assigned to the Pensions and
Benefits Section of the Office of the Comptroller within the
Department of Finance and Municipal Affairs. The Department
of Finance and Municipal Affairs provides investment
management support for the Province of Prince Edward Island
Master Trust.

The CSSF's assets are managed independently by
professional fund managers. The fund managers responsible
for the CSSF’s investments as at March 31, 2010, were:

1) Baillie Gifford Overseas Limited;

2) Beutel, Goodman Investment Counsel;
3) Burgundy Asset Management Limited,;
4) Franklin Templeton Investments;

5) Lazard Asset Management (Canada);

6) McLean Budden Limited; and

7) State Street Global Advisors.
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The total asset balance of the CSSF at March 31, 2010 was
approximately $880 million, up from $724 million in 2009.

Diagram 1 shows the CSSF total asset balance from 2006 -
2010.

Diagram 1
CSSF Total Asset Balance

Fund Balance (Millions)

0
2006 2007 2008 2009 2010
Year

The marked increase in the CSSF total asset balance in 2006-
2007 relates to the merger of the Uniform Pension Plan (UPP)
assets with the CSSF assets. Also, an additional investment
by the Province of Prince Edward Island involved a promissory
note in the amount of $52 million.
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Employers — There are 15 remitting payrolls in the CSSF
with a total of 6,579 full- and part-time members at March 31,
2010. The Province of PEl is the largest employer with 6,118
active contributors, three insurance companies contribute for
176 members on long-term disability claims and 285
contributors are employed with 11 other agencies.
Additionally, there are approximately 216 deferred members.
Table 1 lists employers and the corresponding number of
members.

Table 1
Employers and Total Members
Employer il

Members
Province of P. E. |. Departments 6,118
Innovation PEI 90
Grain Elevators 10
Health Association 3
Island Regulatory and Appeals 22
Commission (IRAC)
Island Waste Management Corporation 43
(IWMC)
Lending Agency 11
PEI School Boards 13
Potato Board 9
Status of Women 2
Union of Public Sector Employees (UPSE) 10
Workers’ Compensation Board (WCB) 72
Great West Life 57
Manulife Ltd 112
Sunlife Ltd 7
Members 6,579
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Regular Contributions — Regular contributions are made
to the CSSF via payroll deductions. For 2009-2010, the
regular contributions from both the employer and employees
combined were approximately $46.0 million, up from
$44.0 million in 2008-2009. Other contributions include special
payments from the Province, payments for prior service, and
transfers in from other plans via reciprocal agreements. As
with the total asset balance, the increase in contributions in
2006-2007 relates to an influx of approximately 3,400 members
into the CSSF due to the merger with the UPP.

Diagram 2 depicts, by year, the regular employer and
employee contributions made to the CSSF.

Diagram 2
Regular Contributions
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Special Contribution —To reduce the unfunded liability of
the CSSF, the Province of Prince Edward Island agreed to
invest $52 million in the Fund. The investment was in the form
of a $52 million promissory note from the Province of Prince
Edward Island to the Fund. This note is receivable in ten equal
annual installments of $5.2 million beginning October 15, 20086,
plus interest at the rate of 4.41 per cent per annum. Interest is
to be paid semi-annually on October 15 and April 15.

Pension Payments — Annual pension payments in 2009-
2010 were approximately $41 million. This is shown in
Diagram 3. In the fiscal year 2009-2010, approximately 95
percent of the pension payroll was paid to members and the
remaining 5 percent was paid out as spousal and dependant
benefits.

Diagram 3
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Pensioners — The number of persons receiving pension was
2,817 at March 31, 2010. Table 2 outlines the number of new
pensioners, their average age and average annual pension for
the three most recent fiscal years ending with March 31, 2010.

Table 2

Number of New Pensioners with
Average Age and Average Annual Pension

Fiscal No. of New | Average | Average Annual

Year Pensioners Age Pension
2009-2010 154 5939 ([$ 21,857
2008-2009 129 59.39 $ 20,168
2007-2008 117 59.16 |$ 18,542

Table 3 outlines the categories of pension recipients and the
average annual pension for each category at March 31, 2010.
Table 3

Pension Categories and
Average Annual Pension

Category Number of Average .
Persons Annual Pension
2010 2009 2010 2009
Members 2,433 | 2,297 | $ 16,139 | $15,536
Spousal 373 350 |$ 9,447 |$ 9,056
Dependents 11 16 |$ 5,170 [ $ 4,155
gowal 2,817 | 2,663
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Actuarial Requirement - Federal legislation requires that
an actuarial valuation be performed once every three years to
evaluate the funding status of the CSSF. Actuarial valuation
reports require best estimate assumptions about future events
to determine the liabilities of the fund as of the valuation date.
The actual assets of the fund, as of the valuation date, are then
compared to the liabilities to determine the plan’s funding
status.

The most recent actuarial valuation was completed as of April
1, 2008. This valuation was based on the following
membership data:

1) 6,586 Active Members
Average Salary of $42,370
Average Age of 46.5 Years

2) 343 Vested Members
Average Annual Pension of $7,530
Average Age of 48.6 Years

3) 2,573 Retirees
Average Annual Pension of $14,563
Average Age of 69.5 Years

The value of the plan assets as at April 1, 2008, was
$866,541,000, which represents 87 percent of the actuarial
liability of $993,445,000. Table 4 details the statement of
financial position as at April 1, 2008.
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Table 4

Going-Concern Financial Position

April 1, 2008

Value of Assets

Market Value

$ 866,541,000

Actuarial Percentage of

Liability Total Liabilities
Active Members $ 552,922,000 56%
Deferred Members 21,621,000 2%
Retired Members 418,902,000 420

and Beneficiaries

Total

$ 993,445,000

Actuarial Surplus
(Unfunded Liability)

$(126,904,000)

Funding Ratio

87.2%
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Highlights for 2009-2010

Legislative Amendments

In 2009-2010 the following amendments were made to the
CSSA:

Definition of spouse amended

The CSSA updated its definition of spouse to recognize
common-law relationships (same or opposite sex) when
determining the spousal benefit entittement related to a
deceased member. In practice, a legally married spouse takes
precedence; however, in the absence of a legal spouse, the
common-law partner may now be entitled to spouse benefits
under the CSSA.

Equalizing treatment among the membership

Effective January 1, 2010, the contributions and benefits for
members whose employment is excluded from the Canada
Pension Plan Act have been aligned with those of members
whose employment is subject to the Canada Pension Plan Act.
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Administration Initiatives

Work continues on collecting and verifying historical data for
the employees of crown corporations, agencies, boards and
commissions who participate in the CSSF. This will allow the
Pension Office to begin to analyze member data for the
purpose of issuing annual pension statements to these
members.

Additionally, work is also continuing for those that have had a
period of Long Term Disability in their pensionable employment
history. When this data is complete, it too will allow for annual
pension statements to be issued to these members.

Investment Management

The largest contributor to the growth of CSSF assets is
normally investment income. These investments are held in
the Province of Prince Edward Island Master Trust. The
CSSF, MLA Pension Fund and the Teachers’ Superannuation
Fund participate in the Master Trust. In 2009-2010,
approximately 65 percent of the funds in the Master Trust were
assets of the CSSF.

As of March 31, 2010, the rate of return of the Master Trust
was as follows:

— Annual rate of return: 22.10 per cent

— Ten year rate of return: 4.50 per cent
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CSSF Assets
During 2009-2010, there was a net increase to CSSF assets of
approximately $156 million.

Table 5 shows the receipts and income, by source, which
totalled approximately $203 million.

Table 5

Receipts and Income

Type Amount
Employee Contributions $ 22,870,111
Employer Contributions 22,869,899
Transfers From Other Plans 217,323
Refund Repayments 0
Purchased Service 950,146
Other Income 1,508,721
Investment Income 24,933,953
Market Value Increase 129,175,416
TOTAL $ 202,525,569

Table 6 shows the expenditures for 2009-2010, which
totalled approximately $47 million.
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Table 6
CSSF Expenditures

Percentage
Type Amount of
Expenditures
Benefits Paid $41,335,745
Refunds 537,950
Transfers 1,107,667
Total Benefit
Expenditures $42,981,362 92.17%
Benefit Administration $ 470,580
System Fees 64,111
Investment Administration 120,919
Pension Payroll TPA fees 27,650
Total Administrative
Expenditures $ 683,260 1.47%
Investment Manager Fees | $ 2,404,758
Monitoring Fees 118,481
Custodial Fees 135,229
Total Investment
Management $ 2,658,468 5.70%
Expenditures
Consulting Fees $ 307,309
Total Consulting
Expenditures $ 307,309 0.66%
TOTAL $ 46,630,399 100.00%
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Administrative
Advisory Committee

The Administrative Advisory Committee provides a forum for
the purposes of reviewing issues which may arise in the
administration of the plan and providing advice to the
Minister of Finance and Municipal Affairs on such issues. As
of March 31, 2010, the committee had ten members as
follows:

No of

Members Member

Chairperson - Deputy
1 Minister of Finance Doug Clow
and Municipal Affairs

International Union of .
1 Operating Engineers Bill Bylhouwer

1 PEI Nurses’ Union Blair MacDonald

Canadian Union of

1 Public Employees =EUIE (MG LEE
5 Union of Public Sector Shelley Ward
Employees Jim Beaton

Department of

1 Finance and Scott Stevens
Municipal Affairs

5 Department of Health Muriel MacLeod
and Wellness Denise Lewis-Fleming
1 PEI Public Service Allan O'Keefe

Commission

Civil Service Superannuation Fund
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Master Trust Investment
Advisory Committee

The Master Trust Investment Advisory Committee provides
advice to the Minister of Finance and Municipal Affairs on
the following items:

» protection of the principal assets of the Master Trust;

e monitoring of costs;

* recommendations on investment fund asset mix;

» review of investment fund and fund manager
performance standards; and

» compliance with both federal and provincial requirements
relating to ownership of foreign equities.
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At March 31, 2010, the following were members of the
Master Trust Investment Advisory Committee:

Chairperson - Deputy Minister of
Finance and Municipal Affairs

Doug Clow

Prince Edward Island Teachers’
Federation

Michel Plamondon

Union of Public Sector
Employees

Shelley Ward
Donalda Docherty

International Union of Operating
Engineers

Bill Bylhouwer

Canadian Union of Public
Employees

Gordon Muncey

PEI Nurses’ Union

Susan Marchbank

Provincial Government

Terry Hogan
John Cummings
Scott Stevens

Member of the Legislative
Assembly

Buck Watts

Ex Officio outside designates
Fiscal Agents

Tim Van Alstyne,
RBC Dominion
Securities Inc.

Bill Hastie,
Scotia Capital Inc.

Ex Officio outside designates
Consultants

Paul Malizia and
Tony Politano,
Hewitt Associates
Investment Council
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Audit Requirement

In accordance with section 13 of the Audit Act, the financial
statements have been examined by the Office of the Auditor
General whose report is included in the appendix of this
annual report.

Contact Information

For further information concerning the administration of the
Civil Service Superannuation Act, please contact:

Pensions and Benefits

Department of Finance and Municipal Affairs
Sullivan Building, 16 Fitzroy Street

PO Box 2000

Charlottetown, PE C1A 7N8

Telephone: (902) 368-4200
Fax: (902) 620-3096

Terry Hogan, Manager
Crystal Burrows, Operations Supervisor
Pamela MacEachern, a/Pension Information Officer

For further information concerning the Master Trust Fund,
please contact:

Alan Silliker, Manager

Investments and Banking

Department of Finance and Municipal Affairs
Tel: (902) 569-7666
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Appendix

Audited Financial Statements
for 2009-2010
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AUDITOR GENERAL

CHARLOTTETOWN
PRINCE EDWARD ISLAND

PROVINCE OF PRINCE EDWARD ISLAND
CIVIL SERVICE SUPERANNUATION FUND
FINANCIAL STATEMENTS

MARCH 31, 2010




AUDITOR GENERAL

CHARLOTTETOWN
PRINCE EDWARD ISLAND

AUDITOR'S REPORT

Honourable Wesley J. Sheridan

Minister

Department of Finance and Municipal Affairs
Province of Prince Edward Island

| have audited the statement of Net Assets Awvailable for Benefits of the Province of
Prince Edward Island Civil Service Superannuation Fund as at March 31, 2010, and the statement
of changes in net assets available for benefits for the year then ended. These financial statements are
the responsibility of the Fund's management. My responsibility is to express an opinion on these
financial statements based on my audit.

| conducted my audit in accordance with Canadian generally accepted auditing standards.
Those standards require that | plan and perform an audit to obtain reasonable assurance whether the
financial statements are free of material misstatement. An audit includes examining, on a test basis,
evidence supporting the amounts and disclosures in the financial statements. An audit also includes
assessing the accounting principles used and significant estimates made by management, as well as
evaluating the overall financiai statement presentation.

In my opinion, these financial statements present fairly, in all material respects, the financial
position of the Fund as at March 31, 2010, and the results of its operations for the year then ended in
accordance with Canadian generally accepted accounting principles.

/

LA
Colin Younker, CA
Auditor General

Charlottetown, Prince Edward Island
April 8, 2011




PROVINCE OF PRINCE EDWARD ISLAND

CIVIL SERVICE SUPERANNUATION FUND

STATEMENT OF NET ASSETS AVAILABLE FOR BENEFITS

AS AT MARCH 31, 2010

2010 2009
ASSETS
Current Assets
Cash $ 1,617,586 § 620,740
Receivables
Contributions receivable - employee 1,518,275 1,440,178
- employer 1,488,203 1,455,299
Other 330,840 345,717
Accrued interest 631,260 736,470
Current portion of note receivable 5,200,000 5,200,000
10,786.164 9,798,404
Investments (Notes 2(a,b) and 3) 843,652,206 682,947 441
Note receivable (Note 5) 26,000,000 31,200,000
869,652,206 714,147 441
TOTAL ASSETS 880,438,370 723945 845
LIABILITIES
Current Liabilities
Accounts payable and accrued liabilities 2,646,252 2,048,897
NET ASSETS AVAILABLE FOR BENEFITS §877,792118 $721,896,948

(The accompanying notes are an integral part of these financial statements.)

Apprdved by”

AK

Minister o_f Finance and Municipal Affairs




PROVINCE OF PRINCE EDWARD ISLAND

CIVIL SERVICE SUPERANNUATION FUND

STATEMENT OF CHANGES IN NET ASSETS AVAILABLE FOR BENEFITS

FOR THE YEAR ENDED MARCH 31, 2010

INCREASE IN ASSETS

Investment income (Note 3(a))
Interest
Dividends
Change in fair value of investments

Other income
Promissory note interest
Bank interest

Contributions
Employee contributions
Employer contributions
Transfers from other plans
Refund repayments
Purchased service

Total Increase (Decrease) in Assets

DECREASE IN ASSETS

Operating expenses (Note 6)
Benefits paid

Refunds

Transfers to cther plans

Total Decrease in Assets

ncrease (decrease) in net assels

Met assets available for benefits,
beginning of year

MNet assets available for benefits,
end of year

010 2009
$ 14,612,160 $ 14,766,460
10,321,793 12,174,511
128,175,416 1750
154,109,369 (148,065.659)
1,500,030 1,729,350
8,691 82,953
1,508,721 1,812,303
22,870,111 21,876,205
22,869,899 21,876,205
217,323 240,780
- 280,895
950,146 697,108
46,907,479 44,971,193
202,525,569 (101.282,163)
3,649,037 3,666.632
41,335,745 38,346,711
537,950 711,692
1,107,667 637,048

$721,896.948

(The accompanying notes are an integral part of these financial statements.)




PROVINCE OF PRINCE EDWARD ISLAND
CIVIL SERVICE SUPERANNUATION FUND
NOTES TO FINANCIAL STATEMENTS

MARCH 31, 2010

Plan Description

The fallowing description of the Province of Prince Edward Island Civil Service Superannuation
Pension Plan (the “Plan”) is a summary only. For more complete information, reference should
be made 1o the Civil Service Superannuation Act and Regulations.

a) General

b

c

The Plan is a contributory defined benefit plan covering members as defined in the
Civil Service Superannuation Act.

Contributions

Under the Plan, employees and employers make equal contributions amounting to 7.09
percent of that part of the members' salary up to the amount of the year's maximum
pensionable earnings (YMPE) as defined in the Canada Pension Plan Actand 8.75 percent
on the amount that exceeds the YMPE.

Effective January 1, 2010, members whose employment is excluded from the Canada
Pension Plan Act and is not subject to that Act, will no longer contribute 8.75 percent of their
salary as previously arranged. Like all members, they will contribute 7.09 percent of that
part of the members' salary up to the amount of the YMPE and 8.75 percent on the amount
that exceeds the YMPE.

Retirement Benefits

A member who has attained the age of 60 and has completed at least 2 years of
pensionable service or has attained the age of 55 and has completed 30 years of
pensionable service is entitied to an unreduced pension which is payable in equal monthly
instaliments.

The annual amount of the pension is equal to 2 percent of the average salary of the
member in the three year period of pensionable service during which such average salary
is highest, multiplied by the number of years of pensionable service. When the member
reaches tha age of 85 (or if ! e is 65 or over at ment) the amount of pension
described above is integrated with the Canada Pension Plan. The pension is reduced by
0.7 percent of the average salary up to the average YMPE during the three year period over
which the average salary has been computed, muitiplied by the number of years of the
member's pensionable service after July 1, 1966, or July 1, 1972, depending on the election
of the member and payment of the required contributions to be eligible for the smaller offset.

o




PROVINCE OF PRINCE EDWARD ISLAND
CIVIL SERVICE SUPERANNUATION FUND
NOTES TO FINANCIAL STATEMENTS

MARCH 31, 2010

1. Plan Description (continued...)

c) Retirement Benefits (continued...)

d

e

Reduced benefits are available at age 55 with 2 years pensionable service. The pension for
a member who retires prior to age 60 (and who is not entitled to an unreduced pension) is
calculated as described in the previous paragraph but then is reduced by 0.25 percent for
each month by which the early retirement date precedes the member’s earliest unreduced
retirement age. It is calculated by using the lesser of the number of months between the
date of actual retirement and the date the member would attain age 60 or the number of
months between the date of actual retirement and the date the member would have at least
thirty years of service.

The above formula determines the amount of a member's initial pension at retirement. In
subsequent years, the amount of a member's pension is increased in line with increases
in the Consumer Price Index. The increase in any one year is limited to no more than 6
percent.

Death Benefits

On the death of a member prior to completing 2 years of pensionable service, or after
completing 2 years of service but leaving no surviving spouse or dependant children, the
member's contributions accumulated with interest will be refunded. If a member dies prior
to retirement but after completing 2 years of service, the member's spouse is entitled to an
immediate lifetime pension equal to 60 percent of the accrued, unreduced pension of the
member at the time of death. In addition to the spousal pension, an allowance equal to one-
sixth of the pension paid to the surviving spouse is payable in respect of each dependent
child, up to a maximum of 4 children, until the child attains age 18 or until 21 if the child is
attending school full-time.

Termination and Portability of Benefits

In the event of termination of employment for reasons other than retirement or death, a
member may alect to receive either

a refund of the member's own contributions with interest, or
- if the member has completed at least 2 ywars of service, a deferred pension
commencing when the member altains the age of 60.

Where there are portability arrangements between the Plan and other plans, members may
be able to carry certain pension rights to those other plans or transfer contributions and
service from those other plans to increase pension benafits under the Pian

AUDITOR GENERAL - CHARLOT




PROVINCE OF PRINCE EDWARD ISLAND
CIVIL SERVICE SUPERANNUATION FUND
NOTES TO FINANCIAL STATEMENTS

MARCH 31, 2010

Plan Description (continued...)
f) Marriage Breakdowns

Upon application, the pension benefits to which a person is entitled may be divided between
the person and the spouse or former spouse.

Income Tax

g

The Fund is a Registered Pension Plan as defined under the Income Tax Act and is not
subject to taxation.

Summary of Significant Accounting Policies

These financial statements are prepared on a going concern basis and in accordance with
Canadian generally accepted accounting principles and presents the aggregate financial
paosition of the Fund as a separate financial reporting entity independent of the Province of
Prince Edward Island and the Plan members. They are prepared to assist plan members and
others in reviewing the activities of the Fund for the fiscal period but do not portray the funding
requirements of the Plan or the benefit security of individual members. The following accounting
policies are considered significant.

a) Foreign Currency Translation

Transactions denominated in foreign currencies are translated into Canadian dollars at the
rates of exchange prevailing on the transaction dates. The fair values of foreign investments
and cash held at year-end are translated at the rates in effect at that date. The resuiting gain
or loss from changes in these rates is included in the current period change in fair value of
investments.

b) Investments

{i) Investment ented by units of participation in a master trust. A master trust
is a pool of 5 into which contributions from pension plans are deposited for
investing. The pro-rated share of each of the assets, liabilities, revenues and expenses
of the Province of Prince Edward Island Master Trust (the "Master Trust”) are allocated

by units of participation




PROVINCE OF PRINCE EDWARD ISLAND
CIVIL SERVICE SUPERANNUATION FUND
NOTES TO FINANCIAL STATEMENTS

MARCH 31, 2010

2. Significant Accounting Policies (continued...)
b) 1 tments (continued...)
(il} Investments are valued at fair value, which is based on quoted or estimated market
value.
Changes in the market value of i its, including realized and unrealized gains

resulting from changes in foreign exchange, are reflected in the financial statements as
a change in the fair value of investments.

(iii) The derivative contracts held by the Fund are stated at fair value and are valued using
quoted indices. Realized and unrealized gains or losses from derivative
contracts are included in the change in fair value of investments.

(iv) Investment transactions are recognized on the transaction date. Distributions are
recognized on the record date.

(v} Investments include receivables and payables at March 31, 2010, for interest, dividends
and settied derivative contracts.

c) Revenues and Expenses

Revenues and expenses are recorded on an accrual basis in the period in which the
transactions or events that gave rise to the revenue or expense occurred.

d) Use of Estimates

The preparation of financial statements in conformity with Canadian generally accepted
accounting principles requires management to make estimates. Assumptions can affectthe
reported amounts of assets and fiabilities at the date of the financial statements and the
reported amounts of changes in net assets available for benefits during the year. Actual
resuits could differ from these estimates and the differences may be material,

e) Financial instruments

The Fund's financial instruments include cash, contributions and other receivables,
investments, accounts payable and accrued liabilities




———————
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PROVINCE OF PRINCE EDWARD ISLAND
CIVIL SERVICE SUPERANNUATION FUND
MNOTES TO FINANCIAL STATEMENTS

MARCH 31, 2010

Significant Accounting Policies (continued...)

prs d 3

E} Fil ial Instr t { 1...}

Due to their short-term nature, the Fund's short-term financial instruments, consisting of
cash, contributions and other receivables, accounts payable and accrued liabilities are
carried at cost which approximate their fair values. Investments are carried at fair values as
described in MNote 2(b) and are subject to interest, market, credit, currency, price and
liquidity risks as described in Note 3.

f) Changes in Accounting Policies

The Fund intends to adopt the recommendations of the Canadian Institute of Chartered
Accountants Section 4600 which will replace Section 4100 for financial statements relating

to fiscal years beginning on or after January 1, 2011. Management is reviewing these new
standards and will assess the impact on the financial statements.

Adoption of New Accounting Standards

)

{l) EIC 173 - Credit Risk and the Fair Value of Financial Assets and Financial
Liabilities

In January 2008, the Emerging Issues Committee (EIC) issued Abstract No. 173 (EIC - i
173). The EIC recommends an entity to take into account its own credit risk and that of
the relevant counter-party(s) when determining the fair value of financial assets and
financial liabilities, including derivative instruments. This EIC had no impact on the
Fund's financial statements.

(ii) Section 3862 - Fi ial Instruments - Disclosures

Effective April 1, 2009, the Fund adopted the recent amendments to Canadian Institute
of Chartered Accountants Section 3862, Financial Instruments - Disclosures.

These amendments establish a fair value hierarchy that prioritizes the inputs to
valuation technigues used to measure fair value. The hierarchy gives the highest priority
to unadjusted quoted prices in active markets for identical assets or liabiiities (Level 1
measurement) and the lowest priority to uncbservable inputs (Level 3 measurements).
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Significant Accounting Policies (continued...)
g) Adoption of New Accounting Standards (continued...)
(ii) Section 3862 - Financial Instruments - Disclosures (continued...)
The three levels of the fair value hierarchy are as follows:

Level 1: Inputs that reflect unadjusted quoted prices in active markets for identical
assets or liabilities that the investment manager has the ability to access at the
measurement date.

Level 2: Inputs other than quoted prices that are observable for the asset or liability
either directly or indirectly, including inputs in markets that are not considered to be
active.

Level 3: Inputs that are unobservable. There is little if any market activity. Inputs into
the determination of fair value require significant manag tjudgement or estimation.

Investments

a) Investments
Investments consist of units held in the Master Trust. At year end, there were 702,647.671
(2009 - 746,241.070) units held in the Master Trust as of March 31, 2010, with a fair value
of $1,200.68 (2009 - $914.86) per unit,

Investments of the Master Trust consist of the following listed assets:

Income for Income for
2010 _ % the Year® % the Year®

M
te3

Canadian ghomt-term
invastments

Other assels

and noles
Canadgian equity securties 7
Foreign equity securities 764,338 3. 16,731.501 %
Currency forwards 5415253 0.5% 7,884,820 . 0.0%
Accrued income 6,108,212 0.5% - 5.766 830 0.6% -
Total 51.283.402,302 % $232,882.765 %1,007858088 100.0% $(221.044.405
2, 74T E6 OBABY

Fund's pro-rated share
Fund's investments™*

* Includes realized ioss of $102 7 million ($12.3 million in 2008) and unrealized gains of
$298.5 million (losses of 3248.9 million in 2009)
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ts (continued...)

a) Investments (continued...)

** Note the totals will not recalculate to the financial statement due to rounding in the pro-
rated share.

Investments include amounts which investment managers of the Master Trust have invested
in their own pooled funds. The fair values of these investments are as follows:

2010 2009
Beutel, Goodman & Company Ltd. $ 14,012,555 $ 12,520,065
Lazard Ltd. 124,386,385 =
Baille Gifford Overseas Ltd 137,825,001 -
Nothwater Capital Management Inc. - 59,901,201
Capital Guardian - 99,154,808
Total $276,223,941 $171,576,072
Fund's pro-rated share 65.2273% 67.7622%
Fund's pooled funds $180,173,419 $116,263,721

Derivative Contracts

Derivative contracts are financial contracts, the value of which is “derived” from the value
of underlying assets or exchange rates. Derivatives provide flexibility in implementing
investment strategy.

Forward contracts are used to manage currency exposure and mitigate risk with respect to
investments held in foreign currencies. The net notional amount of the currency forwards
represents the volume of the outstanding transactions and serves as the basis upon which
the return and the market value of the contract is determined.

Fund is exposed to credit related losses in the event of non-performance by counter-
parties to derivative financial instruments. In order to mitigate this risk, the Fund deals only
with highly rated counter-parties with whom internaticnal Swap and Derivative Association
agreements have been execuled, normally major financial institutions with minimum credit
standard of “A” rating, as supported by a recognized credit rating agency

Credit risk represents the maximum amount that would be at risk as at the reporting date
if the counter-parties failed completely to perform under the contracts and if the right of
offset proved to be non-enforceable. Credit risk exposure on dernivative financial instruments
is represented by the receivable replacement cost of contracts with counter-parties, less any
prepayment collateral or margin recelved, as at the reporting date.
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Investments (continued...)

b) Derivative Contracts (continued...)

€

The following provides details of derivative contracts outstanding as of March 31, 2010:

Notional Amount Fair Value
165,360,462 $6.415.253
Ir t Risk Manag t

Risk management relates to the understanding and active management of risks associated
with all areas of the business and the associated operating environment. Investments are
primarily exposed to foreign currency, interest rate volatility, market price fluctuations, credit
risk and liquidity risk. The Fund has set formal goals, policies and operating procedures that
establish an asset mix among equity and fixed income, required diversification of
investments within categories and set limits on the size of exposure to individual
investments and counter-parties. Risk and credit committees have been created that
regularly monitor the risks and exposures of the Fund. Plan sponsor oversight, procedures
and compliance functions are incorporated into Fund processes to achieve consistent
controls and to mitigate operational risk.

{I) Interest Rate Risk

Interest rate risk refers to the fact that the Fund's financial position will change with
market interest rate changes, as fixed income securities are sensitive to changes in
nominal interest rates, Interest rate risk is inherent in the management of a pension plan
due to prolonged timing differences between cash flows related to the Fund's assets
and liabilities.

Assuming all other variables are heid constant, a one percent increase (decrease) in

nominai interest rates would decrease (increase) the fair value of the Fund by $19.9
million

Value of Impact on Pro-rated
Fixed Weighted Fair Value Fund's impact on
Income Average Percent of the Pro-rated Fair Value
Securities _Duration  Change Fund Share  of the Fund

$486.5 m 6.26 yrs 1% $30.5m 65.2273% $199m

ooy
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Investments (continued...)
c) Invest Risk Manag t (continued...)
(ii} Price Risk

Price risk is the risk of fluctuation in market values of investments from influences
specific to a particular investment or from influences on the market as a whole, Price
risk includes interest rate and foreign currency risk which are also discussed in this
note. Assuming all other variables are held constant, a ten percent increase (decrease)
in market values of all public equities would increase (decrease) the fair value of the
Fund by $50.1 million.

Value of Impact on Fund's Pro-rated Impact on
Public Percent Fair Value Pro-rated the Fair Value
Equities Change of the Fund Share of the Fund

$767.5 m 10% $76.8m 65.2273% $501m

(iil) Credit Risk
Credit risk is the risk of loss in the event the counter-party to a transaction fails to

discharge an obligation and causes the other party to incur a loss. Credit risk associated
with the Fund is regularly monitored and analyzed through risk and credit committees.

The fund is exposed to credit risk from interest eamning investments at March 31, 2010:

2010

(millions})

Federal Government $ 1938
Provincial Government 108.1
Municipai Government 22
Corporate 2021
Total investment credit risk exposure 3 506.2
Fund's pro-rated share 65.2273%
Fund's investment credit risk exposure § 3302
Provincial Government Promissory Note 3.2
§ 3614

Fund's total credit risk exposure
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b tinued...)

c) Inv

t t Risk Manag t (continued...)

(iii) Credit Risk (continued...)

The Fund participates in a Securities Lending Program whereby it lends securities for
a fee to approved borrowers. To alleviate the credit risk, borrowers must provide
collateral with a value of 105 percent of the value of the securities lent. The market
value of the collateral is monitored, by the custodian at least daily to ensure that the 105
percent threshold is maintained. In addition, security loans are allocated across various
borrowers within the program and the Fund holds indemnification coverage, which
mitigates the credit risk and the market risk on the collateral.

The fair value of security loans outstanding and collateral held is as follows:

2010 200
Total security loans outstanding $213,287,841 $170,288,550
Fund's pro-rated share 65.2273% 67.7622%
Fund's security loans outstanding $139,121,900 $115,391.268
Total collateral held $223,964.757 $181,486.612
Fund's pro-rated share 65.2273% 67.76822%
Fund's collateral held $146,086 164 $122.979.321

(iv) Foreign Currency Risk

Foreign currency exposure arises from the holding of investments denominated in
foreign currencies. A policy of hedging from 30 percent up to 70 percent of the currency
exposure is used to mitigate this risk. The Fund's unhedged currency exposure from net
investment assets as at March 31, 2010, is summarized in the following table

Currency 200

{millions)
Brazil $ 15.4
Eure Zone 268
United Kingdom 4
Japan 209
United States 77.7
Other 740
Total

Fund's pro-rated share
Fund’s foreign currency exposure
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Investments (continued...)
¢) Investment Risk Management (continued...)
(iv) Foreign Currency Risk [continued...)
After the effect of hedging, and without change in all other variables, a ten percent
increase (decrease) in the Canadian dollar against all other currencies would decrease

(increase) the fair value of the Fund by $16.1 million.

Liquidity Risk

(v

Liquidity risk is the risk of not meeting the cash obligations of the Fund in an efficient
manner. Cash obligations are fulfilled from contributions to the Fund, cash income of
the Fund and planned dispositions of Fund assets as required. Cash requirements of
the Fund are reviewed on an ongoing basis to provide for the orderly availability of
resources to meet the financial obligations of the Fund.

The Fund's cash management policy ensures that the quality and liquidity of the
investment vehicles within the cash portfolios are consistent with the needs of the Fund.

d) Fair Value Disclosure

The Fund's assets recorded at fair value have been categorized based upon a fair value
hierarchy in accordance with the amendment to CICA 3862. See Note 2 (g) for a discussion
of the Fund's policies regarding this hierarchy. The following fair value hierarchy table
presents information about the Fund's assets measured at fair value on a recurring basis
at March 31, 2010,

Level 1 Lovel 2 Level 3 Total

$ 8192382 § 3771966 § 12.962.069
: 197 384 448
81,445

13

ty se
eign equity secuntes

15,253 - 6,415253

rency forwards - 24 —
Totals $770,860,832 $499,250,150 $17,153,608 $1.287.294.690
Accrued Income ____B08212
Total financial assets at fair value $1,293,402 502
Fund's pro-rated share _ B52273%
Fund's investments $_B43.651,791
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Investments (continued...)

e) MAV Il Notes

The Master Trust holds MAV |l notes (originally bank-sponsored asset backed commercial
paper) in its bonds, debentures and notes portfolios. The carrying value of the MAV || notes
held at March 31, 2010, was $13,381,000 (or $23,356,000 face value less a $9,975,000
discount). Carrying value of the MAV |l notes are calculated using management's best
estimates based on the available information reflecting an illiquid market. The carrying value
assigned to the MAV Il notes held by the Master Trust may differ from the actual value
realized on any sale or other liquidation. As a result of these uncertainties, the reported

value may change materially in subsequent periods,

Obligation for Pension Benefits for Accounting Purposes

The present value of accrued pension benefits was determined using the projected unit credit
method pro-rated on service and best estimate assumptions. The most recent actuarial
valuation for accounting purposes prepared by actuarial consulting firm Morneau Sobeco,

disclosed an unfunded liability of $45,800,000 as at April 1, 2008.

The estimated present value of accrued benefits as of March 31, 2010, the principal
components of changes in actuarial present values during the year, and the estimated unfunded

liability were as follows:

2010 2009
Estimated present value of accrued benefits,
beginning of year $ 973,335,670 $895,007,164
Interest accrued on benefits 71,384,992 67,017,338
Benefits accrued 33,472,000 32,461,000
Increase due to purchases of service 1,167 468 1,218,783
Benefits paid (42 969,598) (39,695,451)
Changes dus lo
jarial valuation 17,326,836
sanal val n data adjustment
Actuarial projections
Estimated present value of accrued benefits,
end of year 1,004 478,830 73,335,670
Net assets available for benefits 877,792,118 721,896,948
Unfunded liability § 126686712 $251,438722
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Obligation for Pension Benefits for Accounting Purposes (continued...)

The economic assumptions used in determining the actuarial value of accrued pension
abligation for accounting purposes were developed by reference to expected long-term market
conditions. For 2010, formal actuarial projections were performed for the Civil Service
Superannuation Fund to reflect changes to the discount rate and expected rate of return
assumptions. Significant actuarial assumptions used in the actuarial projections were:

Expected inflation rate 2.50%
Discount rate used to determine accrued obligation 7.63%
Expected rate of return on plan assets 7.63%
Pension cost of living increases 2.40%

The Consolidated Financial Statements of the Province record the obligation using the method
of accounting disclosed above.

Funding Policy

In accordance with the Civil Service Superannuation Act, employees are required to contribute
to the Plan as described in Note 1(b). Employers match employee contributions to the Fund.
Under Section 5 of the Civil Service Superannuation Act, payments out of the Fund are
guaranteed by the Province of Prince Edward Island.

As a result of an unfunded liability at April 1, 2005, the Province of Prince Edward Island made
a special contribution through the signing of a $52,000,000 promissory note. The note, which
is held by the Fund, is receivable in ten equal annual installments of $5,200,000 beginning
QOctober 15, 20086. Interest on the note is accrued at a rate of 4.41 percent per annum and is
receivable semi-annually on April 15 and October 15. Prior to October 15, 2015, any monies
owing may be suspended on six months prior notice if the Minister of Finance and Municipal
Affairs deems the funded level, excluding any outstanding balances on promissory notes, to be
G0 percent on a going concern basis as defined in the Province of Prince Edward Island
Funding Policy for Government Sponsored Registered Pension Plans. Interest will be accrued
to the date of any suspension implemented. Any monies suspended prior to and including
October 15 15, are no longer due and 1g. Provided no further monies are payable, the
gromissory note shali be deemead paid in

The following is a scheduls of payments of principal and interest payments as disclosed in the
promissory note:
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Funding Policy [continued...)

Principal Payments Interest Payments

Date of Payment Principal Payment October 15 April 15
October 15, 2006 $ 5,200,000 $ * $1,031,940
QOctober 15, 2007 5,200,000 1,031,940 917,280
October 15, 2008 5,200,000 917,280 802,620
October 15, 2009 5,200,000 802,620 687,960
October 15, 2010 5,200,000 687,960 573,300
October 15, 2011 5,200,000 573,300 458,640
October 15, 2012 5,200,000 458,640 343,980
October 15, 2013 5,200,000 343,980 229,320
Qctober 15, 2014 5,200,000 229320 114,660
October 15, 2015 5,200,000 114,660 -

$52,000,000 §5 159;{{]0 §§!159.300

Since the promissory note was not signed until March 30, 2007, but provided for a principal
payment as of October 15, 2008, additional interest was paid on the scheduled principal
payment of October 15, 2008, as the first payment was not made until April 16, 2007.

An objective of the funding palicy is to be 90 percent funded at each actuarial valuation date.
Ifthe funded level is less than 90 percent, the policy requires a special contribution to be made
by the Province to bring the Fund to a 90 percent funded level. The mast recent going concern
acluarial valuation for funding purposes, dated April 1, 2008, determined an unfunded liability
of $126,900,000. At the valuation date, the funded level was 90 percent when considering net
assets, promissory notes and the present value of excess contributions. Therefore, no additional
special contributions were required.

Operating Expenses

The Fund is charged with administrative and operating expenses. The following is a summary
of these expenses

2010 2008

Administration expenses - pension section § 562,341 $ 523851
- investment section 120,915 92,390

583,260 616,241

Consulting fees 307,309 728.993
investment expenses 2,658,468 2,321,398

Total $3,648,037 $3,666,632
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Related Party Transactions

The Province of Prince Edward Island is the sponsor of the Plan and a participating employer.
The Province guarantees all payments owing by the Fund and has committed to the funding
requirements as defined by the Funding Policy (Note 5). As a participating employer, the
Province matches regular bi-weekly employee and eligible prior period service contributions.
Contributions receivable from the Province as at March 31, 2010, totalled $1,438,362 (2009 -
$1,416,340).

The Province provides Pension and Investment Administration services to the Fund. A partion
of the Province's costs relating to these services is recovered annually from the Fund. Costs
recovered for the Pension section totalled $460,110 (2009 - $419,820) and recoveries related
to the Investment section totalled $120,919 (2009 - $92,390). Other costs recovered from the
Province totalled $64,111(2009 - $55,558).

Total amounts payable to the Province at March 31, 2010, was $586,695 (2009 - §1,079,332).
Prior Period Comparatives

Prior period results have been restated to conform to the presentation format adopted in the
current period.






