
Communiqué
Spring 2008

ASSETS & LIABILITIES SUMMARY ($ millions)
As at December 31

 2007 2006
Net investments $ 2,502 $ 2,466
Net receivable 8 11
Net assets 2,510 2,477
Actuarial adjustment for
   fluctuation in fair value of net assets 17 (172)
Actuarial value of net assets 2,527 2,305
Actuarial deficiency 536 409
Accrued pension liability $ 3,063 $ 2,714
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The UAPP’S 2007 Annual Report
The UAPP’s Annual Report for the year 2007 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.

Highlights  of  the 2007 Annual  Repor t
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Financial Position of the Plan
The Plan’s Assets
The market value of the Plan’s assets was $2,510 million 
at the end of 2007, a small increase from the fund value 
of $2,477 million from a year ago. This reflects the fact 
that benefit payments exceeded contributions received by 
$7.6 million and the Fund returned only 1.7% in 2007 
following the returns of 15.2% in 2006 and 14.4% in 2005. 
The latest actuarial valuation assumes that the Fund will earn 
6.7% per year starting in 2007.

Capital markets, particularly in the second half of 2007, 
reacted to the US residential housing market woes that led to 
a re-appraisal of the credit quality of and risks associated with 
sub-prime mortgages and asset-backed commercial paper. As 
the credit concerns spread across various types of securities, 
public equity markets around the world gave up most of their 
gains from the first half of the year as market participants 
began to demand higher returns to off-set the potential risks. 
These events combined with the exceptional strength of the 
Canadian dollar against the world’s major currencies, resulted 

 December 31, 2007 December 31, 2006

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

Fair Value of Net Assets 1,179.3 1,330.7 2,510.0 1,240.5 1,236.8 2,477.3
Actuarial Adjustment 6.8 10.7 17.5 (90.0) (82.2) (172.2)
Actuarial Value of Net Assets 1,186.1 1,341.4 2,527.5 1,150.5 1,154.6 2,305.1
Accrued Pension Liability 1,687.4 1,375.9 3,063.3 1,550.0 1,164.2 2,714.2
Actuarial Deficiency (501.3) (34.5) (535.8) (399.5) (9.6) (409.1)
Funded Ratio on Actuarial Basis 70.3% 97.5% 82.5% 74.2% 99.2% 84.9%

in the Fund returning a much lower number than in the last 
few years.

The actuarial value of the Fund grew to $2,527 million in 
2007 from $2,305 million at the end of 2006. The actuarial 
value of the Fund is $17.5 million higher than the market 
value. 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.

In order to dampen the magnitude of changes in contribution 
rates, the Plan uses the actuarial value of assets in determining 
the funding requirements under the Employment Pension 
Plans Act. In better-than-expected capital markets, the 
Fund builds up a smoothing reserve that can be used when 
the markets perform below the assumed rate. The reserve of 
$172 million built up over the good markets of the last few 
years is being deployed this year in calculating the actuarial 
value of the assets.
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The Plan’s Liabilities
The Plan’s liability as of December 31, 2007 has been 
estimated at $3,063.3 million as compared to $2,714.2 million 
reported at the end of 2006. This represents a growth of 12.9% 
over the liability reported in the 2006 Annual Report. In this 
regard, it should be noted that last year’s financial statements 
were based on an extrapolation of the liability estimated 
in the 2004 actuarial valuation. A new actuarial valuation 
as of December 31, 2006 was subsequently completed in 
September 2007.
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The new valuation put the estimated liability, as of 
December 31, 2006, at $2,877.6 million, some $163.4 million 
higher than reported in the financial statements for 2006. This 
higher estimate of liability reflects changes in demographic 
and economic assumptions as well as differences between 
assumed and actual salary increases and rates of mortality, 
termination and retirement experienced in the two years since 
the 2004 valuation. Changes in economic and demographic 
assumptions in the December 2006 valuation accounted for 
$143.7 million of the difference between the extrapolated 
and the new valuation results. The assumption changes are 
designed to incorporate expectations based on the latest 
available information and evolving practices. To reflect 
emerging trends in capital and labour markets and other areas, 
the Plan undertakes a full actuarial valuation every two years 
and adjusts contribution rates as necessary to keep the Plan on 
a sound financial track.

The Plan’s Funded Ratio
Due to a lower-than-assumed return on assets and the 
increase in the liability as extrapolated by the actuary, the 
Plan’s funded ratio on a market-value basis in 2007 declined to 
81.9% from 91.3% in 2006. However, the funded ratio on an 
actuarial-value-of-assets basis has remained relatively close to 
that reported in the 2006 Annual Report, but the smoothing 
reserve has been drawn down in 2007. The above funding 
ratios do not include the amount owed to the Plan by the 
Government of Alberta in respect of the liability for pre-1992 
service. That amount is estimated to be $220.1 million or 
about 7.2% of the total liability.

Looking to the Future
The UAPP is a ‘final-average-salary’ defined benefit plan with 
a guaranteed cost-of-living allowance equal to 60% of Alberta 
inflation after retirement. The Plan’s estimated liability is a 
function of benefits promised by the Plan and the economic 
and demographic assumptions employed in an actuarial 
valuation. Economic assumptions have to do with the future 
course of inflation, salary increases, etc. and the return that the 
Plan’s assets can reasonably be expected to earn in the future 
(the latter is also called the ‘discount rate’). The demographic 
assumptions deal with such things as retirement and 
termination rates at different ages, life expectancy, proportion 
of members with a spouse, spousal age difference, etc. Since 
the demographic characteristics of a group generally change 
slowly, the assumptions related to these factors are easier 
to foresee and tend to move in a steadier fashion from one 
valuation to the next. On the other hand, the economic and 
financial conditions and, hence, the associated assumptions 
(e.g., discount rate) can be subject to greater volatility over 
short periods of time and their future course is much harder  
to foresee with certainty.

However, of all the assumptions employed in an actuarial 
valuation, the most powerful one is the assumed rate of return 
or the rate used to discount future benefit payments in order 
to estimate a present value of the liability. The discount rate 
assumption brings together views regarding interest rates, 
equity risk premium and other capital market expectations. 
The first block for building the discount rate assumption is 
the prevailing long bond rates. As can be seen from the chart 
above, the long bond rates have come down from over 8% in 
the mid-1990s to around 4% in recent years. As these rates 
remain low, discount rates used in estimating the present value 
of liability will remain under pressure. The current actuarial 
valuation uses a discount rate of 6.7%. A 1% reduction in the 
discount rate, keeping other assumptions constant, would 
increase the annual current service costs by 3.5% and increase 
the estimate of the Plan’s accrued liability by $391.5 million 
or 12.8%.
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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.

Questions About Your Pension?  Call ACS/Buck at 1-866-709-2092, the Human Resources Department at your institution, or contact the Pension 
Officer at the UAPP Trustees’ Office 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.
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UAPP FUNDED STATUS*

*The numbers are based on a full actuarial valuation basis except for 2007, and do not include the monies owed 
by the Government of Alberta in respect of pre-1992 service.

Expected future wage growth is another important 
factor in estimating the Plan’s liability as the UAPP’s 
benefits increase with the increases in salaries. To 

make the salary growth assumption realistic, in calculating the 
Plan’s liabilities, the known and expected salary growth for the 
near-term is built into the assumptions before applying the 
assumptions for the long-term course of salaries. However, 
since Alberta’s economy continues to experience strong wage 
growth, this assumption will require ongoing review.

In terms of demographic assumptions, the 2006 actuarial 
valuation built in improvements in life expectancy based on 
the year of birth. This is in line with evolving best practices in 
this area. However, it too will have to be assessed as new data 
on improvements in life expectancy becomes available.

In summary, the assumptions underlying the liability estimates 
in the last valuation were strengthened and the Plan’s liability 
can be expected to grow on a steady basis.

On the asset side, the rate of return in 2007 was below the 
6.7% rate assumed in the actuarial valuation, but this follows 
four years of double-digit returns in which the average annual 
compound rate of return was 14.1%, well above expectations.

The 2007 return perhaps underlines the ‘cyclical’ nature 
of the markets and serves to remind us that a portfolio is 
never without its risks, especially in terms of short-term 
performance. Market corrections can ‘come out of nowhere’, 
and can be triggered by economic, geopolitical or other 
events. The returns on the Fund can be expected to reflect the 
volatility associated with the markets it participates in.

Given that the discount rate (6.7%) used by the Plan is 
substantially higher than the current long bond rates, the 
Fund has to take equity market risk to seek higher returns 

relative to bonds in order to keep the long-term costs of 
the Plan reasonable. The UAPP holds a highly-diversified 
portfolio of equities, bonds and other assets such as real 
estate, infrastructure and timberland in an attempt to 
generate optimal long-term returns within prudent risk 
levels. The equity component is further diversified across 
world markets. Going forward, the Board will continue 
to look for opportunities to diversify further and/or add 
incremental return.

At the time of writing of this Report, the issues and concerns 
that hammered public equity markets in 2007 were continuing 
to impede the markets in the early part of 2008. It seems that 
it will take time for the markets to shake off current concerns 
and begin to reflect longer-term positives.

In conclusion, given the steady growth in the Plan’s liability 
and the low interest rate environment coupled with uncertain 
economic outlook for the near term, the Plan’s funded ratio 
may come under pressure in the near-term and can be 
expected to improve only slowly over time. 

Are You New to the UAPP?  

Under the UAPP, members generally have two years from the time of 
becoming a member to purchase periods of past eligible service. There are 
many rules regarding the eligibility and payment for past service. Interested 
members are encouraged to contact the Human Resource Department 
at their institution, or contact the Pension Officer at the UAPP Trustees’ 
Office at (780) 415-8868 or natalie.yamniuk@uapp.ca.

Keep Your Beneficiary Information Updated 
If you leave employment and leave your funds with the UAPP, keep your 
Designation of Beneficiary and the addresses of your beneficiaries up-to-date 
with the UAPP. Doing so will help expedite payment to your beneficiaries.  
Make sure your family or your executor knows you are entitled to a benefit 
from the UAPP.


