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Management's Report 

Management's Responsibility for the Financial Statements 

Management is implementing maintaining a C\/C>TO,,., 

reasonable assurance that reliable financial information is produced. 

are 
statements 

information contained 

internal to provide 

The Minister Finance, Energy and Municipal Affairs is for that management 
fulfills its responsibilities for financial reporting and internal controL Minister reviews internal 
financial reports on a regular basis and externally audited financial statements 

Auditor General conducts an independent examination, in with generally 
accepted auditing standards and expresses her opinion on the financial statements. The Auditor 
General has full and free access to financial information and management of the Prince Edward 
Island Civil Service Superannuation Fund to meet when 

On behalf 



Prince Edward Island ile-du-Prince-Edouard 
Office of the 
Auditor General 

PO Box 2000, Charlottetown PE 
Canada CIA 7N8 

INDEPENDENT AUDITOR'S REPORT 

Honourable Wesley J. Sheridan 
Minister 
Department of Finance, Energy and Municipal Affairs 
Province of Prince Edward Island 

Bureau du 
verificateur general 

C.P. 2000, Charlottetown PE 
Canada CIA 7N8 

I have audited the financial statements of the Prince Edward Island Civil Service Superannuation 
Fund which comprise the statement of financial position as at April 1, 2011, March 31,2012 and 2013, 
and the statements of changes in net assets available for benefits and changes in pension obligation for 
the 2012 and 2013 years then ended, and a summary of significant accounting policies and other 
explanatory information. 

Management~ Responsibility for the Financial Statements 

Management is responsible for the preparation and fair presentation of these financial statements in 
accordance with Canadian accounting standards for pension plans and for such internal control as 
management determines is necessary to enable the preparation of financial statements that are free from 
material misstatement, whether due to fraud or error. 

Auditor's Responsibility 

My responsibility is to express an opinion on these financial statements based on my audits. I conducted 
the audits in accordance with Canadian generally accepted auditing standards. Those standards require 
that I comply with ethical requirements and plan and perform the audits to obtain reasonable assurance 
whether the financial statements are free from material misstatement. 

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in 
the financial statements. The procedures selected depend on the auditor's judgment, including the 
assessment of the risks of material misstatement of the financial statements, whether due to fraud or 
error. In making those risk assessments, the auditor considers internal control relevant to the entity's 
preparation and fair presentation of the financial statements in order to design audit procedures that are 
appropriate in the circumstances, but not for the purpose of expressing an opinion on the effectiveness of 
the entity's internal control. An audit also includes evaluating the appropriateness of accounting policies 
used and the reasonableness of significant accounting estimates made by management, as well as 
evaluating the overall financial statement presentation. 

I believe that the audit evidence I have obtained is sufficient and appropriate to provide a basis for my 
audit opinion. 

Opinion 

In my opinion, the financial statements present fairly, in all material respects, the financial position of the 
Fund as at April 1, 2011, March 31, 2012 and 2013, and the changes in its net assets and pension 
obligation for the 2012 and 2013 years then ended in accordance with Canadian accounting standards for 
pension plans. 

~YJ;Ll«~ 
B. Jane MacAdam, CA 
Auditor General 

Charlottetown, Prince Edward Island 
September 24, 2014 

Tel(fel. • ')02 368 4520 www.gov pe.ca Fax(frlec. • 902 368 4598 



PRINCE EDWARD ISLAND 
CIVIL SERVICE SUPERANNUATION FUND 

Assets 

- employer 

Total Assets 

Liabilities 
Accounts payable and accrued liabilities 
Income taxes 
Investment fees payable 
Other remittances payable 
Due to the Province of Island 

Total Liabilities 

Net Assets Available for Benefits 

Accrued Pension Obligation 

Net Deficit 

2013 
$ 

1,200,950 
170,448 

1 
1 

2012 
$ 

420,840 

61 
589,161 

1,048,500 
1 

April1, 
2011 
$ 

424,792 
544,087 

1,003,450 
150,001 



PRINCE EDWARD ISLAND 
CIVIL SERVICE SUPERANNUATION FUND 

Increase in Assets 

Other interest income 

Contributions 

Employer 
from other plans 

towards 

Decrease in Assets 

Operating expenses (Note 6) 
Refunds 
Transfers 

Change in Net Assets 

for "'"''""'titc 

2013 2012 
$ $ 

5,238,887 1,081,288 

26,900,688 25,082,471 
26,903,616 25,082,471 

410,612 1,791,488 
588,398 

303,954,015 70,284,083 

48,112,904 
5,698,843 4,468,672 

794,500 589,741 



PRINCE EDWARD ISLAND 
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Accrued Pension Obligation, 
beginning of Year 

Change in Accrued Pension Obligation 
on 

Changes due to actuarial assumptions 

Change in Accrued Obligation 

Accrued Pension Obligation, 
end of year (Note 

1, 

2013 2012 
$ $ 

1,1 

1,359,869 

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

April1, 
2011 

$ 



PRINCE EDWARD ISLAND 
CIVIL SERVICE SUPERANNUATION FUND 

1. Plan Description 

a) General 

b) Contributions 

Under the employees make equal contributions amounting to 7.09 
of that part of the members' salary up to the amount maximum 

pensionable earnings (YMPE) as defined in Canada Act and 
percent on the amount that the YMPE. 

I-T't£li"'t!\/t::l January 1, 3, contribution rates for the Plan increased to 8.09 percent of 
pensionable earnings up to and including YMPE and percent pensionable 
earnings above the 

c) Retirement Benefits 



PRINCE EDWARD ISLAND 
CIVIL SERVICE SUPERANNUATION FUND 

1. Plan Description (continued ... ) 

c) Retirement Benefits (continued ... ) 

d) Death Benefits 

On to completing two pensionable or after 
completing two of but leaving no surviving spouse, or dependent children, 

member's accumulated contributions with interest will be refunded. If a member dies 
prior to retirement but after completing two years of the member's spouse is 
entitled to an immediate lifetime equal to 60 percent of the accrued, unreduced 
pension of the member at the time of death. In addition to the spousal pension, an 

to one-sixth paid to the surviving spouse is payable in 
respect of each dependent child, up to a maximum of four children, until the child attains 

of 18 or until the age of 21 if the child Is attending school full-time. 

e) Termination and Portability of Benefits 

event of termination of employment for reasons other than retirement or death, a 
m&:>,mriQ elect to n:_.l''t:.>Hl'"' 



PRINCE EDWARD ISLAND 
CIVIL SERVICE SUPERANNUATION FUND 

2. Summary of Significant Accounting Policies 

Basis of Accounting 

/OCitn"\<J•f"\tC or 
standards 

In Part II is 
4600, Section 4600 takes precedence. period financial 

statements were in with Canadian generally accepted accounting 
principles for the private sector. adoption of accounting standards for pension plans has 
been retroactively. The application of the new accounting framework did not affect 
previously reported results. Impacts on the financial statements were limited to presentation 
and disclosure. 

statements are on a concern and 
aggregate financial position of the Fund as a separate reporting entity. 

a) Use of Estimates and Measurement Uncertainty 

The preparation of financial statements in conformity with Canadian accounting 
standards for pension plans requires management to make estimates and assumptions 
that affect reported amounts of assets and liabilities, the of contingent 
e~b;:,•~lb and liabilities at date financial and the reported amounts of 

the use 
and 



PRINCE EDWARD ISLAND 
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2. Summary of Significant Accounting Policies (continued ... ) 

c} Fair Value Measurement (continued ... ) 

fair 
using recent length 

available), reference to the 
current fair value of other instruments that are substantially the same, and/or discounted 

flow 

d) Financial Instruments 

The financial instruments and other receivables, 
accrued interest, notes receivable, investments, accounts payable, accrued liabilities, 
amounts due to the Province of Prince Edward Island, Income taxes payable, investment 
fees payable, and other remittances payable. Due to their nature, the Fund's financial 
instruments, with the exception of investments, are carried at cost which approximates 
their fair value. Investments are carried at fair value and are subject to interest, credit, 
currency, price, and liquidity risks as described in Note 3. 

e) Investments 



PRINCE EDWARD ISLAND 
CIVIL SERVICE SUPERANNUATION FUND 
Notes to ~in!:lnt"i!:!l <;..;:t!:lton,ontc:o 

2. Summary of Significant Accounting Policies (continued ... ) 

e) Investments (continued ... ) 

(iii) Investment valuation 

Equity and debt 

Equity investment in real estate 
Investment in real estate is by an equity investment in a corporation that 

in real participating mortgages, and property for development or 
resale. Properties within the corporation are valued annually by independent 
appraisers In accordance generally accepted appraisal practices and 
procedures. appraisal methodology followed is an income approach which is 
mainly based on discounted flows. In estimating future cash flows, certain 
assumptions are made with respect to future economic conditions and rates of 
return. 

Pooled funds 
Pooled funds are valued at the unit 
which represents the Fund's 

determined using closing market 

supplied by the pooled fund administrator, 
net assets at fair 



PRINCE EDWARD ISLAND 
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2. Summary of Significant Accounting Policies (continued ... ) 

f) Revenues and Expenses 

g) Accrued Pension Obligation 

of is on a 
valuation prepared on an basis by an independent actuary using the 
nrr.iOI''tarl unit method pro-rated on service and best estimate The 
accrued pension obligation is measured in accordance with actuarial methods 
using actuarial assumptions and methods adopted by the Fund. An estimated update, 

is a calculation based on an extrapolation of the most recent valuation, is 
calculated by management at each 

h) Net Deficit 

For financial statement reporting, deficit of Fund is based on the difference 
the fair value of Fund's net assets nor1otitc and Fund's 

accrued pension obligation. 

3. Investments and Derivatives 

a) Investments 



PRINCE EDWARD ISLAND 
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3. Investments and Derivatives (continued ... ) 

a) Investments (continued ... ) 

Canadian short-term investments 
Other assets 
Bonds, debentures 
Canadian securities 

securities 
investments in real estate 

Infrastructure 

Accrued income 
Total 
Fund's share 
Fund's investments ** 

11,822,575 0.8 
0.6 

21.5 
39.6 
4.5 
0.5 
0.2 

assets. 

.2 

35.7 
23.0 
36.8 
3.0 

Investment income and realized 
consist of the following: 

unrealized gains (losses) of the Master Trust 

Investment 
Income 

(Losses) 
2013 
$ 

Realized/ 
Unrealized 

Gains 
(Losses)* 

2013 
$ 

Investment 
Income 

2012 
$ 

Realized/ 
Unrealized 

Gains 
(Losses)* 

2012 
$ 



PRINCE EDWARD ISLAND 
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3. Investments and Derivatives (continued ... ) 

a) Investments (continued ... ) 

Baillie Gifford Overseas Ltd. 
Kennedy 

Greystone Real Estate Fund 
Global Infrastructure Partners 
Total 
Fund's share 
Fund's pooled funds 

b) Derivative Contracts 

1 41 
177,348,637 
1 4,925 
38,343,382 

5,104,209 

415,036,294 

Derivative contracts are financial contracts, the value of which is "derived" from the value 
underlying assets or exchange rates. contracts provide flexibility in 

Implementing investment strategy. 
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Investments and Derivatives (continued ... ) 

c) Fair Value Disclosure (continued ... ) 

of 

assets 

or indirectly, 
are not to be active. 2 primarily 

and derivative contracts not traded in an open market 

3: Inputs that are unobservable. is If any, market activity. Inputs into the 
determination of fair value significant management judgement and/or estimation. 

consists of MAV II notes as in section this and 
investments. 

following table illustrates the classifications financial instruments using 
fair value as at March 
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3. Investments and Derivatives (continued ... ) 

c) Fair Value Disclosure (continued ... ) 

Canadian equity securities 
equity securities 

Equity investments 
estate 

Currency forwards 
Totals 
Accrued income 
Total financial assets at 

fair value 
Fund's pro-rated share 
Fund investments * 

*Rounded 

334,258,479 
533,578,128 

2012 

197 

,559 
334,258,479 
533,578,128 

43,447,788 
(1,784,741) 

,447,250,607 
5,849,219 

,453,099,826 

were no significant transfers between level 1 and level 2 financial instruments 
31, 3or 2. 

measurement in 3 of the value 
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to 
31 2013 

3. Investments and Derivatives (continued ... ) 

c) Fair Value Disclosure (continued ... ) 

Level 3 investments, April 1, 2011 
Unrealized 
Total financial assets at fair value 

nrn .. r::'lf.>rl share 

Level3 investments, March 31,2012 

d) Investment Risk Management 

$ $ 

management 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 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 considerations 
are periodically assessed in consultation with external consultants, the Department of 
Finance, Energy and Municipal Affairs, and the Master Trust Investment Advisory 
Committee. Plan sponsor oversight, procedures, and compliance functions are 

into Fund to and to mitigate 

(i) Interest Rate Risk 
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3. Investments and Derivatives (continued ... ) 

d) Investment Risk Management (continued ... ) 

(ii) Price Risk 

3 
2012 

(iii) Credit Risk 

Value of 
Public 

Eguities 
$ 

m 
m 

Percentage 
Change 
"/o 

10 

Impact on Pro-rated 
Fair Value Fund's Impact on 

of the Pro-rated Fair Value 
Master Trust Share of thS! Fund 

$ % $ 

104.3 m 66.4353 69.3 m 
91.1 m 66.0273 60.2 m 

Credit risk is risk of loss in the event the counter party to a transaction fails to 
obligation other to a loss. risk 

the with external 
the the 
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3. Investments and Derivatives (continued ... ) 

d) Investment Risk Management {continued ... ) 

(iii) Credit Risk (continued ... ) 

Security lending 
participates in a 

rrnu.u;>cr<;! must 
with a of 1 The market 

value of the collateral is monitored by the custodian at least daily to ensure that the 
105 threshold is In addition, security loans are allocated across 
various borrowers within the program and the Fund holds Indemnification coverage, 
which mitigates credit and market risk on the collateral. 

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

Total security loans outstanding 
Fund's pro-rated share 
Fund's security loans outstanding 

Total collateral held 
Fund's pro-rated 
Fund's collateral held 

Derivatives 

180,123,304 

154,988,600 



PRINCE EDWARD ISLAND 
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to j::in,:>nt'i<:>l ~·r!ltc>mc.nt.;, 

31, 

3. Investments and Derivatives (continued ... ) 

d) Investment Risk Management (continued ... ) 

(iv) Foreign Currency Risk 

risk is future 
fluctuate in foreign 

the Fund is to rates 
change in a manner that an on the 

portion of the Fund's assets denominated in currencies other than Canadian 
exposure from the holding of investments 

denominated foreign currencies. A policy of hedging from 30 to 70 percent of the 
currency exposure is used to mitigate this risk. 

Fund's unhedged currency exposure from net investment assets as at March 31, 
is summarized in the following 

2013 2012 
(millions) {millions} 

$ $ 
Currency 
Brazil 6.7 11.7 
Switzerland 15.1 27.3 
Euro Zone 41.9 
United Kingdom 46A 60.5 
Hong 27.0 

46.9 
13.1 14.1 
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3. Investments and Derivatives (continued ... ) 

d) Investment Risk Management (continued ... ) 

{v) Liquidity Risk 

in an "'"'''"''"'''"'• 
income of 
the 

resources 

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

e) MAV II Notes 

Master holds MAV II notes asset backed 
commercial paper) in its bonds, debentures, and notes portfolios. The carrying value of 

MAV II notes held at March 31,2013, was $20,166,845 face value less 
a 88,740 discount). The carrying MAV II notes are recorded at the 
amount for which they were sold subsequent to """"'r-''""' 

4. Accrued Pension Obligation 

a) Actuarial and Extrapolated Valuation 



PRINCE EDWARD ISLAND 
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to 
31! 

4. Accrued Pension Obligation (continued ... ) 

a) Actuarial and Extrapolated Valuation (continued ... ) 

Economic Assumptions 
Basic escalation rate (excluding promotional 
Discount rate to determine obligation 
Expected rate of return on fund assets 
Pension cost of living increase 

Non-Economic Assumptions 
Mortality GAR94 projected to 

using AA for 
males and females. 

Retirement 

2.50 
6.86 
6.86 
2.40 

2012 

2.50 
7.37 
7.37 
2.40 

GAR94 projected to 2000 
both using Scale AA for both 

males and females. 

Members are assumed to 
retire upon attaining "Rule of 

(age plus credit service 
90) but not age 

not after age 63. All 
at the 
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5. Funding Policy 

note. note, 
in ten annual installments $5,200,000 

nT"'''"'"'T on 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, 5, any monies owing be suspended on six months prior notice if the 
Minister of Finance, Energy, and Municipal Affairs deems the funded level, excluding any 
outstanding balances on promissory notes, to be 90 percent on a going concern basis as 
defined in the of Prince Edward Island Funding Policy for Government Sponsored 
Registered Pension Interest to the date suspension 
Implemented. Any monies suspended prior to and including October 15, 5, are no longer 
due and owing. Provided no further monies are payable, the promissory note shall be 
deemed paid In fulL 

The following is a schedule of principal and interest payments as disclosed in the promissory 
note. 

Date of Payment 

Principal Payments 

Principal Payment 
$ 

Interest Payments 

October 15 
$ 

April15 
$ 
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Notes to 

5. Funding Policy {continued ... ) 

in ten 
•nn;,r"'"T on note is 

annum, and is receivable semi-annually on April 1 
Ucl•OOE~r 1 . to April 1 , any owing may be cancelled on six months 

prior notice If the actuary to the Plan deems the funded excluding any outstanding 
this promissory note, to be 90 percent pursuant to an actuarial valuation for 

funding purposes conducted in with accepted practice in Canada. 
Interest will accrued to the date of any cancellation implemented. 

following is a 
note: 

Principal Payments 

Date of Payment 

1' 2012 
1 2013 
1' 2014 

Aprll1, 5 
1 2016 

Principal Payment 
$ 

interest 

Interest Payments 

April1 
$ 

promissory 

October 1 
$ 

2,186,041 
1 
1 
1 
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to J;:in<:>nt"i<:>l t;!ifotc.rnc:.ntc 

6. Operating Expenses 

Monitoring 
Management 

7. Related Party Transactions 

168,015 
130,463 

is a 

54,864 

The Province of Prince Edward Island Is the sponsor the Plan. At the financial statement 
date, the Province guarantees all payments owing by the Fund and has committed to the 
funding requirements as defined by the Funding Policy (Note Subsequent to year-end 
legislation was passed which changed the pension benefit guaranteed by the Province, as 

In Note 10. a participating Province matches regular bi-weekly 
period and employer 

2 -
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8. Capital Management 

net assets in order to meet 
<>nr'""''"" rr•nn·e.n.c><> the 

Act. 

(the 
tvtalsrer Trust in proportion to value 

contributions made. The a Statement of Investment Policies and 
Procedures (SIP&P) to provide the framework for how the Master assets are to be 

monitored, and evaluated. Assets are managed by engaging knowledgeable, 
external investment managers who are charged with the responsibility of investing new and 
existing funds in accordance with the SIP&P. A Master Trust Investment Advisory Committee 
exists for the purpose of protecting the pension fund assets, monitoring asset mix, reviewing 
costs, reviewing investment returns, and assessing Investment manager performance, as 
well as providing advice to the Minister of Finance, Energy and Municipal Affairs who serves 
as Trustee for the three pension plans. 

9. Commitment 

The Master Trust was changed to increase the proportion of real estate investments. The 
Master Trust has committed to and invested a total $33 million in Canadian Equities Real 
Estate Investment. 

"'"''""""''itt£"J.rt to invest $35 
is an independent 

assets in the energy, 
ln\fl:ICTl:lrt as of 
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to J::in,<:>n.,.,.h::.l <:::!t<:>torr1ont"' 

31,2013 

10. Subsequent Events (continued ... ) 

a) Plan Amendments (continued ... ) 

• 

purpose. 

• Annual Indexation of deferred and retiree pensions is guaranteed for 201 2015. and 
2016 at a rate of 1.5 percent per annum for the Civil Superannuation Fund. 
After 2016, Indexation of deferred and pensions will be contingent on the plan 
n,;u.rtnn a funded status than 110 and limited to the assets determined 
to be available for that purpose. 

• Commencing January 1, 2019, unreduced retirement rules will change such that 
pension earned on pensionable service credited after 2018 will be payable on an 
unreduced basis when a member, at his or her date of retirement, is at least 62 years 

age or at least 55 years of with 32 or more years of pensionable service. The 
pre-amendment unreduced retirement will continue to to pensionable 

credited prior to 2019. 

• 2016, contribution rates will as on the funded status of 
each as at each valuation 
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to 
31' 

10. Subsequent Events (continued ... ) 

a) Plan Amendments {continued ... ) 

• after 2016 as it 
benefits. funding 

ro,..,,.,,..,,,t"! with 
100 percent 

to achieve a 

plan and are 
decrease the Plans gross pension obligations. 

b) Province of Prince Edward Island Master Trust 

Subsequent to March 31, 3, Council approved changes to the Statement of 
Investment Policies and Procedures (SIP&P) for the Province of Prince Edward Island 
Master Trust Proposed changes reflect a revised Interim benchmark for asset mix under 
the SIP&P to reflect a higher level fixed income holdings and an amendment for the 
re-balancing policy within asset classes. It is anticipated that these changes will 
decrease the discount rate assumption going forward and result in a significant increase 
in the accrued pension obligation. 


