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A copy of the Co-operative Superannuation Society Pension Plan’s Annual Report,
including the complete financial statements of the Pension Plan’s operations is distributed
to every contributing member, to each pensioner who is receiving a monthly pension
directly from the Pension Plan, and to all former employees of member organizations who
still have funds in the Pension Plan.

OVERVIEW
The Co-operative Superannuation Society, a non-profit pension society incorporated on a membership basis,
administers the CSS Pension Plan (Registered Pension Plan #0345868). The Society’s original Act of incorporation states “The principle purpose [of the Society] is to provide retirement benefits to and for its members.” For
over sixty years, in partnership with its co-operative and credit union employer members, the Society has
administered the CSS Pension Plan following this guiding principle.

Mission
To enable employees of member Co-operatives and
Credit Unions to prepare for and fund their retirements by
providing saving and income products and services
through a member owned and controlled
non-profit organization.
Vision
CSS membership will be highly valued.
Values
Democratic control

Member ownership

Self-help

Service

Integrity

Fairness

Trust

Simplicity

Prudence

Life-long Learning

Objectives
To be member-focused;
To provide practical retirement solutions;
To earn competitive investment returns;
To prudently manage risks;
To communicate openly and understandably;
To meet and exceed applicable regulatory standards;
To maintain a position of leadership and influence in the pension sector;
To employ qualified and committed employees, suppliers and consultants;
To control expense.
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The CSS Pension Plan is a defined contribution pension plan, sometimes referred to as a money purchase pension plan. As the name implies, it is the contributions that are defined, not the benefit at retirement. The amount of retirement income a member receives depends upon the amount of pension
funds accumulated in his/her pension account. Three factors influence the amount of pension funds a
member accumulates in his/her pension account: (i) the amount contributed by the member and
his/her employer; (ii) the investment earnings on those accumulated contributions, and; (iii) the length
of time the pension funds are invested.
The CSS Pension Plan operates two investment portfolios, the Non-Retired Lives (NRL) Portfolio and
the Retired Lives Portfolio.
The Non-Retired Lives (NRL) Portfolio holds the funds on behalf of the active and inactive members1. At
the end of 2003 the market value of the NRL Portfolio was $1,850,575,0002 and there were 16,623 active
members and 13,186 inactive members.
The NRL portfolio is a broadly diversified “balanced” portfolio of equity and fixed income investments
(please refer to Graph 1).
In 2003, the NRL portfolio earned a return of 14.24%, while its benchmark portfolio returned 13.37%.
For the four-year period ending December 31, 2003, the NRL Portfolio’s annualized total return was
5.59%, while the benchmark portfolio’s return for the same period was 3.03% (please refer to Graph 2).
There is a reward for accepting the risks associated with investing money in a “balanced” portfolio of
stocks and bonds. The long-term average return of a balanced portfolio is expected to be higher than that
of a more secure investment such as Canada Savings Bonds, for example. The chart below shows how
a one-time investment of $1,000 made at the beginning of 1995 in Canada Savings Bonds, compares
with an equivalent investment in the CSS Pension Plan (please refer to Graph 3).
Over the last 10-year period, the Income Allocation Rate (IAR) has averaged 10%. The chart below shows
the IARs for each of the last 10 years (please refer to Graph 4).
The Real-IAR, which is the return over and above inflation, was 12.2% for 2003 (i.e., 14.2% - 2.0% =
12.2%). The 4, 10 and 20-year average Real-IARs, ending December 31, 2003 were 4.36%, 8.17% and
7.94% respectively. The Plan’s long-term Real-IAR objective is 3% (please refer to Graph 5).
The Retired Lives Portfolio holds high-quality long-term bonds to support the pensions of those approximately 5,400 retired members who are receiving a monthly pension from the Plan (100% of the bonds
and debentures are rated “A” or better by recognized bond rating agencies). The last actuarial valuation
(dated December 31, 2000), as well as ongoing quarterly in-house valuations, confirms that the pensions
are adequately funded. At the end of 2003, the market value of the Retired Lives Portfolio was
$444,328,000 (please refer to Graph 6).

1

Active members are those who are working for an employer
member, and for whom the Plan is receiving contributions.
Inactive members are those who no longer work for an employer
member, and have left their funds in the CSS Pension Plan, but
have not started a monthly pension from the Plan.

2 See note 3 of the Notes to the Financial Statements.
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DIRECTORS’ REPORT
TO BE
PRESENTED BY
Peter E. Zakreski,
President, to the
2004 Annual
Meeting, Friday,
March 19, 2004.
On behalf of your Society’s
Board of Directors, I am
pleased to present this summary of
operations and results for 2003.

NON-RETIRED
LIVES
2003 Financial Results
After suffering a net loss in the first
quarter of 2003, the Non-Retired
Lives (NRL) Portfolio began to produce positive returns at the end of
March, as a three-year bear market1
in equities came to an end. However,
it took all of April and most of May
before the portfolio’s initial loss was
fully recovered. Thereafter, the portfolio’s total return continued to
improve through to the end of the
year, as both stock and bond markets
produced positive results for the first
time since 2000.
From January 1 to December 31, 2003,
the NRL Portfolio recorded a net
investment gain of $226,791,170.2

1

This gain was allocated
to members’ accounts at
year-end, resulting in an
annual allocation rate of
14.2%. After allowing for
inflation, the real rate of
return3 for the portfolio
was 12.2%. The Plan’s
average real allocation
rates for the past 4, 10
and 20-year periods are
4.36%, 8.17% and 7.94%
respectively. The Plan’s
long-term real return
objective is 3%.

The NRL Portfolio’s total gain in 2003
of 14.24% exceeded its combined
benchmark return of 13.37%. This
out-performance was due to a strong
performance by three of the Plan’s
active managers (Global equities, U.S.
Mid-Cap equities and bonds).
The portfolio’s broad diversification
and “balanced” asset mix of approximately half stocks and half bonds,
helped to reduce volatility and manage
risk in 2003 (please refer to Graph 1).

Asset Class Returns
Canadian Bonds
Canadian bonds provided a positive
return in 2003 as the Bank
of Canada increased and then
decreased Canadian interest rates,
while the U.S. Federal Reserve maintained American interest rates at

forty-five year lows. The Plan’s bond
benchmark, the Scotia Capital
Universe Bond Index, returned
6.69%. The Plan’s active bond manager out-performed the benchmark,
generating a return of 7.09%, while
the passive bond manager slightly
under-performed, earning 6.58%.
On a combined basis, the Non-Retired
Lives Portfolio’s bond mandates
earned 6.89% for the year.
Canadian Equities
In 2003, the Canadian equity market
overcame the economic impacts of
SARS and mad cow disease to
rebound strongly after a lengthy period of decline. Initial optimism over
the outcome of the confrontation in
Iraq, a strengthening world economy
and improving corporate profitability
all contributed to this rebound.
The NRL Portfolio’s active Canadian
equity manager gained 24.30% in
2003, while the Canadian equities
benchmark, the CPMS TSX Cap 10
Index, finished up 26.72%. The passive Canadian equity manager successfully tracked the index with a
return of 26.72%
Foreign Equities
U.S. and Non-North American stock
markets also produced strong gains in
2003. Foreign returns to Canadian
investors were reduced, however,
because of the strengthening

ASSET MIX: DECEMBER 31, 2003

A “bear” market is defined as one that has declined by more
than 20% since its last peak.

1.6%

2 The total market return for the portfolio includes dividends
and interest received as well as realized and unrealized
market gains and losses for the year. The return is calculated
net of the Plan’s operating and investment management
costs.
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3 Real rate of return refers to the non-inflationary growth of a
member’s equity in the Pension Plan. It is calculated as the
income allocation rate minus Canada’s inflation rate for
2003 of 2%.
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Canadian dollar against most major
world currencies.4
The active U.S. equity manager outperformed its benchmark in 2003 by
producing a return of 14.00% in
Canadian dollars, versus the S&P400
Mid Cap Index, which rose by 10.95%.
The active Non-North American equity manager earned a return of 10.29%
while its benchmark, the MSCI’s
EAFE Index posted a gain of 13.36%.
The Global equity manager out-performed its index by earning 18.26%,
compared with the MSCI Global
Equity Index gain of 9.02%.
The portfolio’s passive synthetic equity mandates closely tracked the MSCI
EAFE and S&P 500 Indexes, without
currency losses.5 The passive NonNorth American equities returned
22.20%, compared with the EAFE
Index return of 20.28%, measured in
local currencies. Similarly, the passive
U.S. equities returned 30.70% while
the S&P 500 Index earned 28.68%, in
American dollars.
On a combined basis, the portfolio’s
equity mandates earned 21.54% in
2003.

RETIRED LIVES
Funded Status of Pensions
For those retirees who choose to take
a monthly pension directly from the

Plan, their pensions are paid from
what is referred to as the Retired Lives
(RL) Portfolio or the Pension Reserve.6
For most of 2003, Canadian bonds
rallied as interest rates remained relatively low. This caused bond prices to
rise and bond yields to fall. Because
the RL Portfolio is “immunized”
against changes in interest rates, the
market value of the portfolio’s assets
and the Plan’s pension liability both
increased.
According to pension legislation, an
actuarial valuation of the Plan’s pension liability and the assets in the RL
Portfolio must be conducted at least
every three years. As of December 31,
2000, the date of the last actuarial valuation, the pension liability was confirmed to be fully funded.
In 2003, quarterly in-house valuations
confirmed that the pensions continue
to be adequately funded. An actuarial
valuation of the RL Portfolio’s assets
and the Plan’s pension liability as at
December 31, 2003, must be completed in 2004. The resulting valuation
report will be filed with the
Saskatchewan Superintendent of
Pensions in June of 2004.

60.22 years. The Plan’s pension conversion rate continued to be relatively stable in 2003, averaging approximately 5.6%, but fluctuating from
5.4% to 6.0%. Although 2003 pension conversion rates were slightly
above the Plan’s recent historic low
of 5.2% in 1998, pension costs still
remained relatively high.
One hundred and seventy-nine members used their funds in the Plan to
purchase a Life Income Fund (LIF), a
Locked-in Retirement Income Fund
(LRIF), a Prescribed Registered
Retirement Income Fund (PRRIF) or
a Life Annuity from financial institutions of their choosing. The number
of members who selected LIFs and
LRIFs decreased again in 2003 as
weak investment returns and the creation of the PRRIF in Saskatchewan
resulted in members making other
choices.7
The Plan does not promote one retirement income option over another, as
the choice is an individual one.
Instead, the Plan strives to ensure that
members are aware of all their retirement income options and that they
choose the option or combination of
options that best suits their retirement objectives.

2003 Retirements
Two hundred and forty-five members chose to start a pension from
the Plan in 2003, at an average age of

Pension Adjustments
Under the Plan’s pension adjustment
program, first adopted in 1981, all

4 The NRL Portfolio’s foreign returns are all stated in Canadian dollars. The 2003 returns of the Portfolio’s active foreign equity
managers, and particularly the U.S. active equity managers, were reduced by a weaker U.S. dollar, which depreciated by 21.68% as
compared to the Canadian dollar in 2003.
5 The foreign currency exposure in the NRL Portfolio’s passive synthetic equity mandates is eliminated through an automatic
currency hedge that results from purchasing foreign equity index futures contracts supported by Canadian money market
instruments.
6 The Pension Reserve is the account into which a retiring member’s equity is transferred and from which the monthly pension
payments are made. The liabilities in the Pension Reserve are matched against the income flows from government backed and highgrade corporate bonds and the Reserve is actuarially valued on a regular basis.
7 One hundred thirty-one Saskatchewan retirees transferred $20,981,071.32 from their pension accounts into the new PRRIF option
during its first full year of availability.
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pensions in pay are reviewed in their
9th year for a possible first adjustment, and again on their 15th anniversary for a possible second adjustment.
Any increases granted are made possible because of the successful operation of the Pension Reserve. Increases
are made without additional cost to
either employee or employer members. No pension can be decreased as
a result of these reviews.
In 2003, the pensions commenced in
1994 were reviewed for a possible first
adjustment. These pensions received
an average increase of 2.74%.
Pensions commenced in 1995 will be
reviewed for possible first adjustments in 2004, and are expected to
increase by a similar percentage.
The pensions commenced in 1988
were reviewed for a possible second
adjustment in 2003. Modest increases
averaging slightly less than 1% were
made to the 1988 pensions. This program will continue in 2004 as 1989
pensions are reviewed for possible
second adjustments on their 15th
anniversary dates.

Condolences
The Board of Directors wishes to
extend their condolences to the families and friends of the pensioners who
passed away in 2003.

EDUCATION
Through its education programs, the
Pension Plan continues to promote a
“balanced and planned approach” to
retirement saving. As investment
returns become more volatile and the
retirement income options available
to our members continue to change
and develop, demand for the Pension
Plan’s education programs continues
to grow. Our Plan is recognized as a
leader in this area, offering a wide
range of educational materials and
programs.
The Plan’s Retirement Income
Options (RIO) workshop educates
members on the options for converting their pension funds into retirement income. The workshop also
informs our Saskatchewan members
approaching retirement about establishing a “safe” annual withdrawal
from Saskatchewan’s new Prescribed
RRIF. Overall participation in this
program increased again in 2003,
with more than 4,500 members and
spouses participating in this workshop since its introduction in 1995.
Strong interest in the Plan’s
Retirement Planning Seminar (RPS)
continued in 2003, as the new streamlined, one-day version of the RPS concluded its first full year in operation.
An equally important education program, primarily designed for new
members but available to all, is our
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Future Financial Freedom “self study”
financial planning workbook. This
publication places a special emphasis
on the message that financial planning
should begin at the earliest possible
age. Approximately 1,900 copies of the
workbook were distributed in 2003.
Communication with the Plan’s pensioners continues through the Annual
Report, TimeWise magazine and the
web site.

2003
DEVELOPMENTS
Recent Changes in
Legislation
Manitoba’s pension regulation was
amended, effective January 1, 2003.
The most important change for
Manitoba members was eliminating
the requirement to convert funds in
a Life Income Fund (LIF) into a life
annuity.
A review of The Pension Benefits Act
of Manitoba was also conducted in
2003. The Plan participated by presenting a submission to the Manitoba
Pension Commission in Winnipeg in
January. A central issue in this review
is the extent to which the required
contributions and earnings of the
Plan’s Manitoba members should
continue to be locked-in for pension
purposes. The Plan is making a con-

siderable effort to encourage the government of Manitoba to adopt the
Plan’s national position that employee
required contributions plus accrued
earnings should become unlocked at
retirement.
At the end of November, the government of Alberta announced a review
of pension legislation and requested
comments from Alberta pension
plans and consultants. The Plan will
present its national position to the
government of Alberta and encourage
the government of Alberta to unlock
employee’s required contributions
and earnings thereon at retirement.

Policy and Planning
The Board of Directors continually
monitors the Plan’s external environment and the changing needs of
Plan members to determine the
Plan’s future direction. The Board’s
ultimate objective is to ensure that
the Plan’s policies and procedures
support its members in taking a
planned and balanced approach to
retirement preparation.8
The Directors reviewed two important
policy issues in 2003. These were:
1. The control structure
At the 2003 Annual Meeting,
the Board announced the
appointment of a special committee to review the Co-operative
Superannuation Society’s control

structure. The Committee’s terms
of reference were to:
• Review the number and distribution of the delegates and
directors.
• Review the delegate election
process.
• Consider term lengths and
limits for the delegates and
directors.
• Consider representation for
inactive (non-contributing/nonretired) members.
The Committee delivered its
report to the Board in November.
The Committee’s recommendations included:
• A redistribution of the
employer delegates to reflect
recent growth in the number
of Manitoba credit union
employers.
• An increased emphasis on
pension education for delegates
and directors.
The Committee did not recommend changes to the delegate election process, the imposition of
term limits for delegates or directors, nor representation for noncontributing/non-retired members. Delegates at the 2004
Annual Meeting will consider the
implementation of the Committee’s recommendations.
2. The creation of a pre-retirement
investment option
At the 2003 Annual Meeting, dele-

BOARD OF
DIRECTORS
PRESIDENT:
Peter Zakreski
Senior Vice
President Human Resources
Federated
Co-operatives
Limited
Saskatoon, SK

VICE PRESIDENT:
Don Pavelick
President and CEO
Vantis Credit
Union
9
Winnipeg, MB

Wayne King
Vice President
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Company of
Canada
Saskatoon, SK

Earl Hanson
Vice-President,
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Union, Swift Current, SK
Herb Carlson
Director
Federated
Co-operatives
Limited
Saskatoon, SK

8 In 2003, the Board adopted a revised
mission/vision statement for the Cooperative Superannuation Society that
is reproduced in full on page 1 of this
Annual Report.
9 Effective January 31, 2004 Don
Pavelick retired as President and
CEO of Vantis Credit Union, and
consequently from the Co-operative
Superannuation Society Board of
Directors.

Gerry St. Pierre
General Manager
Barrhead District
Co-op Limited
Barrhead, AB
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gates passed a resolution encouraging the Board and Management
to investigate the feasibility of creating a lower risk / lower return
investment option for members
nearing retirement.
A pre-retirement investment
option, if properly used, could help
to preserve the pension funds of
members nearing retirement who
intend to “exit the markets” (i.e.,
purchase a pension from the Plan,
buy a life annuity from an insurance company, or transfer their
pension funds into fixed rate
investments such as GICs).
In response to this resolution, an
investigation was completed, with
the result that the Board will be
recommending the creation of
such an option to the delegates at
the 2004 Annual Meeting.

CONCLUSION
Future Return Expectations
Given the NRL Portfolio’s “balanced”
asset mix, annual returns will be
volatile in the future, as the market
value of the investments held in the
portfolio fluctuates in response to economic cycles and political events. The
Plan’s investment policy, however,
should help to preserve our members’
retirement savings while generating
long-term average returns sufficient
to provide a reasonable standard of living in retirement.
The Board and Management, with
advice from the Plan’s consultants,

have developed diversification and
risk management strategies intended
to foster more stable returns by maintaining an acceptable level of risk for
pension savings. These strategies will
not produce the exceptionally high
short-term returns earned each year
in whatever may be the “hot” sector of
the economy, but neither will they
produce exceptionally low returns.
Strong equity returns resulted in a
“double digit” income allocation to
members in 2003. It should be noted,
however, that the 2003 result,
although greatly appreciated and
thankfully received, significantly
exceeds the long-term average return
of the NRL Portfolio of 8.37%.
The Board continues to remind members to focus on the long-term.
Members should keep in mind that
the portfolio’s short-term performance in any given year could be significantly higher or lower than its longterm average.
Long-term returns for the various
asset classes included in the NRL
Portfolio should produce an adequate
pension for long serving members of
the Plan. History shows, however, that
markets can out-perform these longterm averages for extended periods, as
they did from 1984 to 1999, and can
also under-perform these long-term
averages over equally long periods, as
they did from 1961 to 1980.10

2004 Outlook
Economic forecasters are divided on
whether the “bull” market in equities
that began in the spring of 2003 will

10 Over the past 40 years, the S&P 500 Index (U.S. large cap stocks) has taken as long
as 19 years (i.e. 1961 to 1980) and as little as 3 years (i.e. 1995 to 1998) to double in
value. The recent experience of investors must be put in perspective with longer-term
market results to develop a suitable long-term investment strategy.
11 A “bull” market is defined as one that has risen by more than 20% since its last
trough. In 2003, many of the world’s major equity markets increased by more than
20%.
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continue into 2004.11 Forecasts for
Canadian bonds suggest below average returns in 2004, as bond prices
are expected to fall in response to
interest rate increases later in the
year. And of course, all forecasts are
subject to the impacts of natural disasters, political events, war and acts
of terrorism.
Political and economic uncertainty
will challenge the short-term performance of our investment managers
again in 2004. Over the longer term,
however, economic forecasters continue to suggest single-digit returns for
stocks and bonds, more in line with
long-term historical averages.
By posting competitive long-term
returns, in comparison to market
indexes or other pension funds, the
Plan will continue to give our members confidence that their pensions
will be adequate to permit reasonable
comfort in retirement. Although real
rates of return will trend down
towards long-term historical averages,
the Board anticipates that the Plan
will continue to exceed its long-term
objective of providing an average real
rate of return in excess of 3%.

Thanks . . .
As we do every year, the Board, on
behalf of Plan members, would like to
thank our staff, external portfolio
managers, auditors, actuaries, and
consultants for their efforts on our
behalf. We appreciate their dedication
and commitment to our Plan, our
members and their retirement goals.

Expenses:

For 2003, the CSS Pension
Plan paid an amount
Bill Turnbull, General
equivalent to 14.8 basis
Manager, to the 2004
points of Net Assets for
Annual Meeting,
outside investment manFriday, March 19, 2004
agement services (100
In 2003, the Nonbasis points equals 1%).
Retired Lives Portfolio
This
compares
very
recorded a net investment
favourably with the avergain of $226,791,170. In accorage fee of 26.6 basis
dance with the income allocation policy, the 2003
points paid by Canadian
income allocation rate is 14.2%, making the
pension plans with assets
10-year average income allocation rate 10%.
of more than $1 billion (as
reported in a 2003 survey).
In fact when all administration
expenses are taken into account for
2003, the Plan’s total expenses equate
to 20.3 basis points, which is less
Net Assets:
than the average fee paid by the plans
The market value of the Net Assets
surveyed for outside investment
increased to $1,858,373,000 as of
management alone.
December 31, 2003, compared with
$1,682,325,000 as of December 31,
Income Allocation Rate:
2002. After taking into account
As indicated above, the 2003 income
Investment Income, Changes in
allocation rate was 14.2%, making the
the Market Value of Investments,
10-year average income allocation rate
Employee and Employer Contri10%. The real allocation rate for 2003
butions, Administrative Expenses,
was 12.2% after taking into account
Equity Transferred/Paid Out, and
the national average inflation rate of
Equity Transferred to the Retired
2% (i.e., 14.2% - 2% = 12.2%). The 10Lives (RL) Portfolio, the Net
year and 20-year average real allocaAssets increased by $176,048,000
tion rates are 8.17% and 7.94% respecin 2003 (please refer to Graph 1).

TO BE PRESENTED BY

NON-RETIRED
MEMBERS

INCREASE/DECREASES IN NET ASSETS

The number of non-retired employee
members of the CSS Pension Plan
increased to 29,809 at the end of
2003 (up from 29,310 at the end of
2002). The number of active members (i.e., those members employed
by an employer member and contributing to the Plan) increased by 3%
in 2003 to 16,623. The number of
inactive members (i.e., those members who have funds in the Plan but
are no longer employed by an
employer member) was 13,186 (down
from 13,191 at the end of 2002). The
average age of the non-retired members of the Plan increased to 44.02
(please refer to Table 1 & Graph 3).

Member Service Activities:
Individual Consultations: Approximately 100 individual counselling
sessions with members seeking information about their funds in the Plan
were held in the Pension Plan’s office
during 2003. In addition, about
another 20 such sessions were held in
conjunction with member service
activities outside the office.

Annual IAR
Annual Real-IAR
10-year average IAR
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tively, both of which exceed the Plan’s
long-term real allocation rate objective
of 3% (please refer to Graph 2).
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MANAGEMENT REPORT

Retirement Income Options (RIO)
workshops: The half-day RIO workshop provides participating employees and spouses with an overview of
all the retirement income options
available in respect of the funds in
their pension accounts. Six RIO workshops were held in Moose Jaw,
Calgary, Winnipeg, Brandon, Red
Deer, and Saskatoon. Total attendance
for the six workshops in 2003 was 483
participants (297 members and 186
spouses), while overall attendance to
the 49 workshops held since 1995 is
over 4,500. The Plan would like to
extend its appreciation to Co-operative
Trust for its involvement in the 2003
RIO workshops.
Retirement Planning Seminars (RPS):
The RPS is designed for employees
aged 50 and over. Through group
discussion, various exercises, presentations, and with the help of visiting resource authorities participants
examine various retirement-related
topics. Topics include health, wills
and estates, housing, the psychology
of aging, sources of income and
financial planning. Four RPSs were
held in 2003 in Saskatoon (2),
Winnipeg and Regina. A fifth RPS
scheduled for Edmonton in May was
cancelled due to insufficient registration. Total attendance to the four

seminars was 100 (64 members and
36 spouses).
Information Meetings: In 2003, seven
information meetings covering key
aspects of the Plan were held in the
following
locations:
Calgary,
Winnipeg, Aldergrove, Swan River,
Yorkton, and Saskatoon.
Pension Projections: During 2003
approximately 1,750 personalized sets
of pension projections were prepared
for employee members of the Plan.
TimeWise: The semi-annual TimeWise
magazine, which contains articles and
information about the Pension Plan
and related topics, such as changes to
government pension legislation and
pensions and retirement in general
was published and distributed to all
active employee members and pensioners in March and October.
Annual Report: The 2002 Annual
Report, which contains a full review of
the Plan’s activities, including a complete investment review and financial
statements of the Plan, was published
and distributed in March to all members of the Plan.
Quarterly Updates: The Quarterly
Updates were sent to all employer
members after each quarter. The
Update contains information about

the year-to-date portfolio performance, the asset mix at the end of the
quarter, and various topical news
items for members. The employer is
asked to share the information contained in the Quarterly Update with
the employee members. This information is also posted in the “What’s
New” section of the web site.
Annual Statements: The 2002 Annual
Statements, which provide a comprehensive and detailed report of each
member’s account, were printed and
distributed in February 2003.
Future Financial Freedom (FFF): FFF
is a financial planning home study
course, which provides an introduction and overview of basic financial
planning principles. Approximately
1,900 FFF workbooks were distributed to new members who joined the
Pension Plan in 2003.
Web Site: 2003 was the sixth full-year
of operation for the Pension Plan’s
web site (http://www.csspen.com).
The web site received in excess of
429,150 “hits” (this compares with
332,760 for 2002). As of December
31, 2003 some 1,039 members had
requested their Personal Access
Number, thereby allowing them to
access their account balances, etc. via
the web site.

Table 1

AGE DISTRIBUTION
AGE
Under 25
25 - 29
30 - 34
35 - 39
40 - 44
45 - 49
50 - 54
55 - 59
60 - 64
65 & over
TOTAL

FEMALE

MALE

TOTAL

TOTAL %

712
1,377
1,817
2,299
3,308
3,305
2,283
1,325
554
76
17,056

646
1,135
1,442
1,661
2,053
2,112
1,815
1,217
562
110
12,753

1,358
2,512
3,259
3,960
5,361
5,417
4,098
2,542
1,116
186
29,809

4.56
8.43
10.93
13.28
17.98
18.17
13.75
8.53
3.74
.62
100.00

REGIONAL DISTRIBUTION:
ACTIVE MEMBERS
AB, BC & N. Canada

4,937

3,937

Saskatchewan
MB & E. Canada

7,749

Graph 3
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Trade Shows: The Plan participated in
the annual Credit Union Manager’s
Association conference trade shows
for Saskatchewan and Manitoba,
which were held in Regina and
Winnipeg respectively.
Repayments and Transfers: In 2003, the
Plan processed 548 cash repayments,
which amounted to $2,569,290 (an
average of $4,688). This compares
with 445 cash repayments in 2002 for
$1,979,622 (an average of $4,449).
In addition to the retiring members
that transferred funds into various
retirement income products, there
were a total of 852 transfers into
Locked-In Retirement Accounts
(LIRAs) and RRSPs with various
financial institutions in 2003. There
were 522 transfers to LIRAs that
totaled $46,190,648 for an average of
$88,488 (this compares with 323
transfers in 2002 that totaled
$27,371,453 for an average of $84,741).
The remaining 330 transfers to RRSPs
totaled $7,540,583 for an average
$22,850 (this compares with 294
transfers in 2002 that totaled
$6,366,614 for an average of $21,655).
Included in the above transfers were
17 transfers of members’ funds as a
result of marriage breakdown.

EMPLOYER
MEMBERS
After taking into account the many
employer amalgamations, several
withdrawals, and two new employer
organizations that joined the Pension
Plan in 2003, the number of employer organizations participating in the
Plan at year-end was 513 down from
525 at the end of 2002 (please refer to
Graph 4). We extend a warm welcome
to the following two employers, and
their employees, which joined the
CSS Pension Plan in 2003:
• Saskatchewan Co-operative
Association, Saskatoon SK
• Eckville Credit Union, Eckville AB

Retiring members of the Plan continue to be attracted to the flexibility
offered by retirement income vehicles available through financial institutions (i.e., Life Income Funds,
Locked-in Retirement Income
Funds, and Prescribed RRIFs). As a
result, in addition to the 245 pensions commenced in 2003, there
were 236 transfers into lifetime
retirement income vehicles with
other institutions (please refer to
Table 2).
At the end of 2003, there were approximately 5,400 retired members receiving a monthly pension directly from
the Plan. We extend our sincere condolences to the families and friends of
the 111 pensioners who passed away
in 2003.

RETIRED
MEMBERS
Despite the historically low longterm interest rates, 245 retiring
members started a monthly pension
directly from the Plan in 2003, at an
average age of 60.22 years. This
compares with the 188 pensions that
were started in 2002 at average age
of 60.59 years.

Table 2

DISTRIBUTION OF FUNDS AT
RETIREMENT: 2003

REGIONAL DISTRIBUTION:
EMPLOYER MEMBERS
51
Credit
Unions

AB, BC & N. Canada: 106
Saskatchewan: 289

67 Co-ops

MB & E. Canada: 118
114 Credit
Unions

89
Co-ops

#

TOTAL

AVERAGE

245

$29,420,995

$120,085

Life Income Funds (LIFs)

35

$9,518,464

$271,956

Locked-in Retirement
Income Funds (LRIFs)

11

$1,659,084

$150,825

Prescribed RRIFs (PRRIFs)

131

$20,981,071

$160,161

Registered Retirement
Income Funds (RRIFs)

57

$3,301,378

$57,919

2

$32,000

$16,000

Monthly pension from
CSS Pension Plan

17 Credit Unions

175
Co-ops

Graph 4

Life Annuities
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INVESTMENT REPORT

cow disease (bovine
spongiform encephalopathy), forest fires, a power
blackout, and a dollar that
battered exporters by
appreciating more than
21%, the stock market
posted its first positive
result in three years. With
sharply higher commodity prices and stronger
global demand, resource
companies did well.

TO BE PRESENTED BY
Eldon Braun,
Investment Manager,
to the 2004 Annual
Meeting,
Friday, March 19, 2004

2003 proved to be an excellent year for
investors. Equity markets came roaring back from a bear market that
began when the technology bubble
burst in 2000. For the first time in
three years, all major equity markets
showed positive results.

Vulnerable to competition from the
stock market, the Canadian bond
market performed better than expected in 2003 (please refer to Table 1).

NON-RETIRED
LIVES PORTFOLIO

Early in the year, markets were weak
with uncertainty in the run-up to the
war in Iraq but then rallied as
“Operation Iraqi Freedom” began. The
rally continued when military action
wound down. U.S. markets gained
strength as investors overlooked
potential for further terrorist activity, a
falling U.S. currency, and higher oil
prices to concentrate on low interest
rates, tax cuts, economic growth, and
improved corporate profits.

The total market value of the NONRETIRED LIVES portfolio increased
from $1.68 billion at the end of 2002
to $1.85 billion at the end of 2003.
The strategic asset mix that is defined
in the Plan’s Statement of Investment
Policies and Goals provides for a
broadly diversified portfolio that
gives equal emphasis to equities and
fixed income investments (please refer
to Graph 1). Although equities are
expected to outperform fixed income

In Canada, despite SARS (severe
acute respiratory syndrome), mad

securities over the long term, a neutral asset mix was adopted to earn a
reasonable return while limiting risk
to the Plan’s diverse membership.
Broad asset mix guidelines, which
define a minimum and maximum
for each asset class, allow for some
deviation from the long-term asset
mix to take a more defensive position
when economic conditions are
adverse and a more aggressive position when markets are strong (please
refer to Table 2). U.S. and non-North
American equities represent twothirds of the equity investments in
the mix.
To increase the pool of skills available
to the Plan and reduce manager-specific risk, a team of six outside investment managers has been assembled.
Four managers use an “active” management style – they try to add value
to the market index against which
their performance is judged. Two
managers use a “passive’ management style – they try to match the
return of an index by holding securities that replicate that index. The passively managed assets form a core
that, by tracking market performance, will reduce the risk of having
the total portfolio underperform the
market (please refer to Graph 2).

Table 1

2003 MARKET RETURNS
S&P/TSX Composite Index
CPMS TSX Cap 10 Index

NON-RETIRED LIVES Portfolio Structure

. . . . . . . . . .

26.72%

. . . . . . . . . . . .

26.72%

S&P 500 Index
in terms of Canadian dollars

. . . . . . . .

6.10%

S&P 400 Index
in terms of Canadian dollars

. . . . . . .

10.95%

MSCI EAFE Index
in terms of Canadian dollars

. . . . . . .

48.6%
Equity

51.4%
Fixed Income

13.36%

MSCI World excluding Canada Index
in terms of Canadian dollars . . .

. . . . .

9.02%

Scotia Capital Universe Bond Index

. . . . .

6.69%

Graph 1
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2002

54.0%
Equity

46.0%
Fixed Income

2003

passively managed assets, the
Plan’s returns are expected to
closely track the returns of the
benchmark.

The Plan’s investment performance is
measured in three ways:
1. The performance of each asset
class is measured against a
benchmark that serves as a proxy
for the market in which the Plan
is invested. For example, the
return on the Plan’s actively managed Canadian equities is expected to exceed the total return on an
index that is similar to the
S&P/TSX Composite Index but
limits the size of any constituent
stock to 10% of the total capitalization of the index. The return
on the Plan’s actively managed
bonds is expected to exceed the
return on the Scotia Capital
Universe Bond Index. To the
extent that the Plan’s returns
exceed those of the benchmark,
the value of active management
can be assessed. In the case of

Based on the weights in the benchmark portfolio, the total return
objective is calculated as an aggregate of the returns, in terms of
Canadian dollars, on the:

2. The portfolio’s total return is
measured against a composite
benchmark. The benchmark portfolio is a hypothetical portfolio
that incorporates the weights
defined in the Plan’s strategic
asset mix policy:

• CPMS TSX Cap 10 Index,
• S&P/TSX Composite Index,
• Standard and Poor’s 500 Index,
• Standard and Poor’s 400 Index,
• MSCI World excluding Canada
Index,

• 17% invested in Canadian
equities;

• MSCI Europe, Australia, and
Far East Index,

• 13% in U.S. equities;

• Scotia Capital Universe Bond
Index, and

• 8% in global equities (equity
markets of the world excluding
Canada);

• Scotia Capital 91-day Canadian
Treasury Bill Index.

• 12% in non-North American
equities;

The Plan’s primary objective is to
earn a rate of return that exceeds
the return that might have been
earned on a benchmark portfolio

• 48% in bonds; and
• 2% in short term investments.

Table 2
MANDATE
Equities
Canadian Equities
Active
Passive
Total Canadian
Foreign Equities
U.S.
Active
Passive
Global
Non-North American
Active
Passive
Total Foreign
Total Equities
Real Estate
Fixed Income
Bonds
Active
Passive
Total Bonds
Mortgages
Short Term
Total Fixed Income

MINIMUM

STRATEGIC
ASSET MIX

12%
5
10%

14.5%
4.8
17%

27%

16.2%
5.5
19.3%

21.7%

6%
7
8

4.0%
6.7
7.7

4.5%
7.9
8.5

6
6

6.3%
4.6

6.3%
5.1

21%
31%

33%
50%

0

45%
60%

29.3%
48.6%

32.3%
54.0%

5

30%
18
36%
0
1
40%

NON-RETIRED LIVES
2002
2003

MAXIMUM

30.4%
18.8
48%
2
50%

13

58%
5
20
69%

26.2%
18.2
49.2%

44.4%

2.2
51.4%

1.6
46.0%

over rolling four-year periods.
Since a longer-term measure is
considered to have greater relevance, reliability, and lower volatility than a one-year measure of performance it is a common practice
within the pension industry to calculate performance over a fouryear period.
3. Finally, the portfolio’s total return
is compared with inflation. The
Plan’s long-term investment goal
is to achieve an annualized return
of at least 3% in excess of
Canada’s Consumer Price Index.
This goal, which will be assessed
over longer periods of time, i.e.
over ten years or more, is consistent with the overall level of
investment risk that the Plan
might assume to meet the longterm goals of its members.
For 2003, the total return on the
NON-RETIRED LIVES portfolio was
14.24% while the benchmark portfolio’s return was 13.37%. For the fouryear period ended December 31, 2003,
the portfolio’s annualized total return
of 5.59% met the objective exceeding
the benchmark portfolio’s return of
3.03% for the same period.

EQUITY
INVESTMENTS
(please refer to Graph 3)

CANADIAN EQUITIES
Early in the year, news was concentrated on the likelihood of a war with Iraq
and while the Canadian stock market
held most of its gains from the previous quarter, the build-up to war sent
stock prices lower in March. On March
12th, the S&P/TSX Composite closed
at 6,228.63, down 5.8% from its close
of 6,614.54 on December 31, 2002. In
the second quarter, the S&P/TSX
Composite rallied on the quick end to
the war, reduced geopolitical tension,
and an improved economic outlook.
Canadian stock prices bounced back
despite the effects of SARS, mad-cow
disease, and a stronger loonie that was
affecting exporters.
In the second half of the year, the
S&P/TSX Composite continued to
move up in advance of a recovery in
earnings. Investors focused on the
stronger U.S. and global economy
rather than on the soft Canadian economy. Since most commodities are
priced in U.S. dollars, demand for
commodities improved as the U.S.
dollar declined against other curren-

ACTIVELY MANAGED versus
PASSIVELY MANAGED:

cies. Resource industries, which did
well with stronger global demand and
improved commodity prices, boosted
the Canadian stock market. By the end
of December, the S&P/TSX Composite
had rallied off its March low to close
the year at 8,220.89.

Canadian Equities – active
The Plan’s portfolio of actively managed Canadian equities provided a
total return of 24.30% for 2003 while
the CPMS TSX Cap 10 Index recorded
a total return of 26.72%.
Over the past year, only three sectors of
the S&P/TSX Composite outperformed the index return; however,
eight of the ten sectors reported
returns of more than 20%. With a total
return of 67.12%, the Information
Technology sector was the big winner
of the year after recording a loss of
64.79% for 2002. Nortel Networks
Corporation, which manufactures
telecommunications equipment, and
Research in Motion Limited, which
manufactures equipment and technology for wireless communications, are
both members of this volatile sector
and were both up substantially in
2003: Nortel was up 117.86% and
Research in Motion was up 319.95%.
Co-operators Investment Counselling
Limited, the Plan’s active Canadian

NON-RETIRED LIVES Equity Investments

December 31, 2003
Short Term
1.6%
Bonds
18.2%

Canadian
Equities
5.5%

Actively
Managed:
63.3%

US
Equities
4.5%

Passively
Managed:
36.7%

US
Equities
7.9%
Bonds
26.2%

Graph 2

Canadian
Equities 39.7%

Canadian
Equities 16.2%

Global
Equities 8.5%

Non-NA
Equities 5.1%

Non-North
American
Equities
22.5%

Graph 3

Non-NA
Equities
6.3%
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U.S. Equities
21.5%
Global
Equities
16.3%

2002

Canadian
Equities 40.3%

Non-North
American
Equities
21.2%

U.S. Equities
22.9%
Global
Equities
15.6%

2003

equities manager, maintained an
underweight position in the
Information Technology sector
throughout the year. The level of
enthusiasm for the Information
Technology sector was seen as being
too high given the prospects for earnings. A value bias led this manager to
focus on those sectors exhibiting more
reasonable valuations such as the
Financials and Energy sectors as well
as on mining and transport companies which would benefit from a resurgence in demand for commodities.
For the four-year period ended
December 31, actively managed
Canadian equities provided the Plan
with an annualized return of 9.26%;
the benchmark index reported an
annualized return of 1.64% for the
same period.
The structure of the Plan’s actively
managed portfolio of Canadian equities is shown below (please refer to
Table 3 & Table 4).

Canadian Equities – passive
The Plan holds units in a pooled fund
managed by TD Asset Management –
Quantitative Capital that replicates the
S&P/TSX Composite Index – substantially all of the securities included in
the index are held in the pooled fund

in the same proportion as carried in
the index.
The total return on this core portfolio
is expected to closely track the performance of the index. This investment reported a total return of
26.72% for 2003 as did the S&P/TSX
Composite Index. For the four years
ended December 31, passively managed Canadian equities provided the
Plan with an annualized total return
of 1.63%; the benchmark index reported an annualized return of 1.03% for
the same period.

U.S. EQUITIES

year. While markets were generally
strong, economically sensitive stocks
led the way. Technology stocks, hard
hit by economic and political uncertainty, rebounded on the expectation
that an economic recovery and
improved corporate profits would lead
to increased spending on computer
equipment.
Improving corporate profits and consumer confidence, along with historically low interest rates and tax cuts,
buoyed the U.S. stock markets. These
factors outweighed the regulatory
scrutiny of some large mutual fund
managers and the ongoing threat of
terrorism. The S&P 500 Index reported a total return of 28.68% for the

U.S. stock markets were weaker in the
first two months of the year as the
build-up to war
Table 4
with Iraq continued and conTEN LARGEST HOLDINGS IN CANADIAN
sumer
confiEQUITIES PORTFOLIO
dence fell. The
% OF ACTIVELY
decline in stock
MARKET VALUE MANAGED CANADIAN
prices, led by
(THOUSANDS) EQUITIES PORTFOLIO
large capitaliza$ 19,421
6.45%
tion stocks, was Bank of Montreal
Bank
of
Nova
Scotia
18,944
6.30
broadly based.
Toronto-Dominion
Bank
17,476
5.81
With the start of
16,921
5.62
the
war
in Power Corp of Canada
Talisman
Energy
Inc
16,116
5.36
March, a rally
Teck Cominco ‘B’
15,004
4.99
began and con14,844
4.93
tinued through Royal Bank of Canada
14,052
4.67
to the end of the Encana
Petro-Canada
Manulife Financial Corp

13,102
10,546

4.35
3.50

Table 3
PORTFOLIO WEIGHT
SECTOR
Information Technology
Financials
Materials
S&P/TSX Composite
Energy
Utilities
Industrials
Consumer Discretionary
Consumer Staples
Telecommunications Services
Health Care
Total:

S&P/TSX COMPOSITE INDEX
WEIGHT
2003
31-DEC-03
TOTAL RETURN

31-DEC-02

31-DEC-03

1.03%
35.71
15.77

0.73%
32.63
21.81

6.32%
31.22
17.55

14.61
4.71
6.08
10.44
5.65
5.53
0.49

15.32
3.01
6.94
10.27
4.50
4.35
0.44

14.24
4.44
7.51
7.07
4.33
5.21
2.12

100.00%

100.00%

100.00%
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67.12%
28.04
27.55
26.72
24.97
24.94
22.55
21.56
20.23
16.76
1.36

year but that return was significantly
diminished for Canadian-based
investors by the strength in our currency. The Canadian dollar appreciated by more than 21% against the U.S.
dollar in the year. In terms of
Canadian dollars, the S&P 500
returned 6.10% for 2003.

U.S. Equities – active
The S&P 400 Mid-cap Index is the
benchmark for the actively managed
U.S. equities held in the NONRETIRED LIVES portfolio because it
is seen as being complimentary to the
U.S. equities component of the global
equities portfolio, which has a largecap bias, and the Plan’s passively
managed U.S. equities which track
the S&P 500 – large-cap U.S. stocks.
Since the S&P 400 is not fully correlated with large-cap U.S. stocks, the
mid-cap U.S. equities mandate
should reduce volatility in the NONRETIRED LIVES portfolio by improving the diversity of our U.S. exposure.
The Plan’s portfolio of actively managed U.S. equities provided a total
return of 14.00% for 2003 while the
S&P 400 Index reported a total return
of 10.95% in terms of Canadian dollars. Forstmann-Leff Associates LLC,
the Plan’s active U.S. equities manager, are fundamental bottom-up stock-

pickers who use investment themes
to focus their research and portfolio
construction. Much of the stock selection decision has a “growth” orientation. Although the “growth” style was
out of favour in 2003, as it was in the
preceding two years, this portfolio did
succeed in adding value to its benchmark for the year.
The structure of the Plan’s actively
managed portfolio of U.S. equities is
shown below (please refer to Table 5 &
Table 6).

U.S. Equities – passive

basket of stocks listed in the index on
a future date at an agreed price. The
value of these contracts changes
daily as the value of the index
changes. By purchasing and holding
these two financial instruments –
index futures contracts and highgrade money market instruments –
the pooled fund is expected to earn a
return that is very nearly equal to the
return on the index.
Northwater Capital Management
Inc. has developed controls to limit
the risks that might be associated
with purchasing equity index futures
contracts. Since the use of leverage is
prohibited, the Plan’s exposure cannot exceed the sum invested.
Secondly, the equity index futures

The Plan holds units in a pooled
fund managed by Northwater Capital
Management Inc. that combines
S&P 500 Index futures contracts
with Canadian
Table 6
“R-1 middle“ or
TEN LARGEST HOLDINGS IN U.S.
higher
rated
EQUITIES PORTFOLIO
commercial
paper to create a
% OF ACTIVELY
synthetic U.S.
MARKET VALUE
MANAGED U.S.
equity invest(THOUSANDS) EQUITIES PORTFOLIO
ment
hedged Zebra Technologies Corp ‘A’ $ 4,353
5.34%
into Canadian Inco Ltd
3,926
4.81
dollars.
The Southtrust Corp
3,787
4.64
3,744
4.59
futures contracts Best Buy Inc
3,740
4.58
are not stocks, Varian Med Sys Inc
Emulex
Corp
3,344
4.10
but represent a
Avon Products Inc
3,148
3.86
right and obligaCheescake Factory Inc
2,871
3.52
tion to buy the Zions Bancorporation
2,711
3.32
Community Health Systems

2,545

3.12

Table 5
PORTFOLIO WEIGHT
SECTOR
Materials
Information Technology
Consumer Discretionary
Energy
Financials
Industrials
Consumer Staples
Health Care
Utilities
Telecommunications Services
Cash
Total:

S&P 400 INDEX

01-DEC-02

31-DEC-03

WEIGHT
31-DEC-03

4.6%
20.0
24.4
12.5
7.0
7.0
7.2
11.2
1.5
0.0

7.8%
21.2
23.0
3.6
15.0
11.9
4.6
11.7
0.0
0.0

4.4%
16.3
16.6
6.4
20.3
12.0
4.6
12.4
6.4
0.6

4.6

1.2

100.0%

100.0%

* Capital Return represents change in price and does not include dividends
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100.0%

2003
CAPITAL RETURN*
18.91%
15.00
14.87
13.94
13.78
11.14
9.52
9.33
8.17
7.89

contracts are bought and held to near
maturity and then rolled over into
new futures contracts. The strategy is
a “buy and hold” strategy.
Speculative trading is not permitted.
Lastly, changes in the value of the
futures contracts are settled in cash
every day and added to or subtracted
from the value of the cash and
Canadian money market securities
that make up the bulk of the investment. This limits the Plan’s exposure
to the daily changes in the value of
the index. The risk profile of this
investment is very similar to a cash
investment in the stocks represented
by the index. And the last important
aspect of this investment strategy –
the Canada Revenue Agency recognizes this investment as Canadian
content, so it is not included in the
30% foreign content limit defined by
the Income Tax Act.
The total return on this core portfolio
is expected to closely track the performance of the Index. For 2003, this
investment showed a total return of
30.70%; the S&P 500 Index when
hedged to Canadian dollars reported a
total return of 30.35% for the same
period. The natural hedge to
Canadian dollars inherent in the strategy employed – futures contracts supported by Canadian money market
instruments – was beneficial for the

Plan in 2003. As indicated earlier, the
S&P 500 showed a return of 6.10% in
terms of Canadian dollars.
For the four years ended December
31, passively managed U.S. equities
provided the Plan with an annualized
return of –5.48%; the S&P 500 Index
hedged to Canadian dollars reported
an annualized return of –5.50% for
the same period.

NON-NORTH
AMERICAN EQUITIES
International stock markets closed out
the year on a strong note following a
weak start that reflected global and
economic uncertainties. There was a
greater confidence that growth was
returning to global economies particularly that of the U.S. and even to the
long-beleaguered Japanese economy.
Accelerating economic growth and
the growing influence of China as a
significant importer and exporter
helped to create momentum. For the
year, the strength of Canada’s currency meant that a total return of 20.28%
for the MSCI EAFE (Europe,
Australia, and Far East) Index in
terms of the various currencies contained in that index translated to a
total return of 13.36% in terms of
Canadian dollars.

Table 7

TEN LARGEST HOLDINGS IN
NON-NORTH AMERICAN EQUITIES POOL
COUNTRY
Wolseley
Total Fina ‘B’
Novartis
ABN Amro Holdings
Anglo American
Lloyds TSB Group
BPB Industries
ENI
United Utilities
Daiichi Pharmaceutical

U.K.
France
Switzerland
Netherlands
U.K.
U.K.
U.K.
Italy
U.K.
Japan

% OF ACTIVELY
MANAGED POOL
2.9%
2.7
2.6
2.5
2.4
2.2
2.1
2.1
2.0
1.9
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Non-North American
Equities – active
The Plan’s investment in actively
managed non-North American equities consists of units in a pooled fund
holding a diverse portfolio of companies located in Europe, and the Pacific
Basin. The manager of the pool,
Sprucegrove Investment Management Ltd, takes a long-term view and
focuses on the selection of individual
companies using a bottom-up,
research-driven approach. Country
and sector exposures are residuals of
the stock selection process (please refer
to Table 7 & Table 8).
The pool invests in high quality companies at attractive valuation levels –
a “value” orientation. This approach
provides a double margin of safety –
both in the fundamental strength of
the business and in the price paid for
it. As a result of this approach,
returns tend to lag in periods of
exceptionally strong market performance but generally tend to outperform in periods of very weak market
performance.
For 2003, the pooled fund provided a
total return of 10.29% while the EAFE
Index reported a total return of 13.36%
in terms of Canadian dollars. 2003
might be characterised as a year in

Table 8
COUNTRY RETURNS AND WEIGHTINGS - MSCI INDICES
2003 RETURN 2003 RETURN
IN LOCAL
IN CANADIAN
CURRENCY
DOLLARS

COUNTRY

MSCI EAFE
WEIGHTING
31-DEC-03

CSS ACTIVELY MANAGED
NON-NORTH
AMERICAN EQUITIES
WEIGHTING 31-DEC-03

MSCI WORLD
WEIGHTING
31-DEC-03

CSS ACTIVELY
MANAGED
GLOBAL EQUITIES
WEIGHTING 31-DEC-03

EUROPE
Greece
Sweden
Germany
Spain
Austria
Denmark
Norway
Ireland
Portugal
France
Italy
Belgium
Switzerland
United Kingdom
Netherlands
Finland
Total:

41.03%
35.87
36.28
31.83
30.59
24.47
42.23
19.66
19.00
16.66
14.67
12.59
19.93
18.76
6.56
-0.67

38.66%
34.59
33.99
29.61
28.39
22.09
21.15
17.65
17.00
14.70
12.74
10.70
9.68
8.02
4.77
-2.34

PACIFIC RIM
New Zealand
Australia
Hong Kong
Singapore
Japan
Total:

23.82%
11.70
37.49
34.74
22.74

27.14%
22.26
12.96
12.55
11.17

Canada
United States

26.46%
28.41

26.46%
5.03

EMERGING MARKETS
Brazil
75.23%
Chile
50.80
South Africa
13.48
South Korea
35.64
Mexico
42.63
Malaysia
26.61
Total:

75.88%
49.93
19.31
10.44
8.64
3.57

0.4%
2.3
7.2
3.7
0.2
0.7
0.5
0.7
0.4
9.8
3.9
1.0
7.4
25.8
5.2
1.7
70.9%

0.2%
5.1
1.6
0.8
21.4
29.1%

1.2%

64.7%

0.2%
1.0
3.0
1.6
0.1
0.3
0.2
0.3
0.1
4.2
1.6
0.4
3.1
11.0
2.2
0.7
30.0%

36.0%

1.5%
8.9
2.3
14.5
27.2%

0.1%
2.1
0.7
0.3
9.1
12.3%

0.8%
1.5
9.7
12.0%

2.7%
55.0

43.6%

4.1
1.5
0.5
4.4
4.5
2.5
12.1
28.2
5.7

1.1%
0.2

100.0%

100.0%
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4.8
6.6
4.8

0.8
1.3
2.0
7.5%

2.3%
Total:

2.2
2.5

3.4%

0.7
3.3
0.5
5.8%

Cash

8.8%
6.3

0.9%
100.0%

100.0%

which a number of lower quality companies bounced back strongly from
depressed levels to drive the benchmark return. The pool’s “value”
approach with its focus on quality was
a factor in the fund’s underperformance in 2003. However, it outperformed the index in 2002 by a wide
margin: -2.4% versus -16.8% in terms
of Canadian dollars for the index.
For the four years ended December
31, the fund provided an annualized
total return of 3.09%; the EAFE Index
reported an annualized return of
–8.55% for the same period.

Non-North American
Equities – passive
The Plan holds units in a pooled fund
managed by Northwater Capital
Management Inc. that combines
Canadian “R-1 middle“ or higher rated
commercial paper, and index futures
contracts from eleven of the twentyone countries represented in the
EAFE Index (specifically Australia,
France, Germany, Hong Kong, Italy,
Japan, Netherlands, Spain, Sweden,
Switzerland, and the United
Kingdom) plus the Euro Stoxx 50 to
create a synthetic non-North
American equity investment hedged
into Canadian dollars. The Canada

Revenue Agency recognizes this
investment as Canadian content with
respect to the 30% foreign content
limit of the Income Tax Act.
For 2003, the Plan’s units in this
pooled fund reported a return of
22.20%; the EAFE Index when
hedged to Canadian dollars reported a
total return of 21.75% for the same
period. As with our passively managed U.S. equities, the natural hedge
to Canadian dollars inherent in the
strategy employed was beneficial in
2003. As indicated earlier, the EAFE
Index showed a return of 13.36% in
terms of Canadian dollars.
For the four years ended December
31, passively managed non-North
American equities provided an annualized total return of –9.08%; the
EAFE Index hedged to Canadian dollars reported an annualized return of
–8.08% for the same period.

Global Equities
The Plan’s portfolio of global equities
is managed by Brandes Investment
Partners LLC. This portfolio holds a
mix of U.S. and non-North American
equities and within limits that mix
can vary. A bottom-up “value” style of
management is employed. Sound

Table 9

TEN LARGEST HOLDINGS IN GLOBAL
EQUITIES PORTFOLIO
COUNTRY
Schering-Plough Corp
Nestle SA
Altria Group Inc
Bayerische Hypo
Vereinsbank
Zurich Financial
Services
Repsol YPF SA
Alcatel
E.ON AG
Telephonica SA
Mitsubishi Tokyo
Financial

U.S.
Switzerland
U.S.

MARKET VALUE % OF GLOBAL
(THOUSANDS)
EQUITIES
PORTFOLIO
$3,910
3,907
3,769

2.52%
2.51
2.43

Germany

3,700

2.38

Switzerland
Spain
France
Germany
Spain

3,583
3,578
3,490
3,483
3,376

2.31
2.30
2.25
2.24
2.17

Japan

3,347

2.15
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businesses trading at attractive valuations and offering long-term appreciation potential with a reasonable margin of safety are sought out and held.
While the manager monitors shortterm market developments, their
investment philosophy focuses on a
company-by company analysis with a
long-term perspective (please refer to
Table 8 & Table 9).
The Plan’s portfolio of global equities
provided a total return of 18.26% for
2003 while the MSCI World excluding Canada Index reported 9.02% in
terms of Canadian dollars. The Plan’s
portfolio of global equities had a substantial commitment to the diversified
telecommunications services, communications equipment, and commercial banking industries that was
beneficial when it became evident that
a recovery in the global economy was
underway.
For the four-year period ended
December 31, actively managed global
equities provided the Plan with an
annualized return of 5.72%; the
benchmark index, the MSCI World
excluding Canada Index, reported an
annualized return of –9.11% for the
same period.

FIXED INCOME
INVESTMENTS
(please refer to Graph 4)
At the end of 2003, 46.0% of the NONRETIRED LIVES portfolio was in fixed
income investments (51.4% at the end
of 2002).

BONDS
The bond market started the year
poorly with the build-up to war but
then rallied sharply in a post-war celebration. Also, at the time, the U.S.
Federal Reserve Board was raising
concerns about the possibility of deflation – bond prices rose. Later, strong
economic growth in the U.S. and
growing concerns about inflation and
expected
monetary
tightening
depressed bond prices through much
of the second half of the year. Bonds
rallied near yearend on indications
that Canada’s near-term economic
growth would be slower than expected
and that inflationary pressures had
diminished and, as a consequence,
the Bank of Canada would not find it
necessary to raise interest rates anytime soon.
The Scotia Capital Universe Bond
Index reported a total return of
6.69% for 2003 (total return is an

aggregate of interest income and
gains or losses in price). Yields were
down across all maturities in 2003
and the yield curve flattened somewhat as long yields declined more
than short. 91-day treasury bills
began 2003 with an average yield of
2.66% and ended the year at 2.58% –
a decrease of 8 basis points. The
average yield on bonds having maturities of more than 10 years was
5.76% at the beginning of the year
and 5.48% at the end – a decline of
28 basis points. Long-term bonds
with a return of 9.07% outperformed all other maturities. Shortterm bonds (bonds having maturities
of 1 to 5 years) recorded the poorest
performance with a return of 5.13%.
In terms of sectors, corporate bonds
outperformed all other sectors with a
return of 8.50%. Provincial bonds
were next best with a return of
6.79%. Municipal bonds reported a
return of 6.59% and Government of
Canada bonds (federal bonds) reported a return of 5.67% for the year.
Lower quality bonds – those rated
‘BBB’ – reported superior returns,
11.48% for the year, as they benefited
from strong equity markets and a
recovering economy.

aged by Co-operators Investment
Counselling Limited, provided a total
return of 7.09% for the year, while
the Scotia Capital Universe Bond
Index reported a total return of
6.69%. A key factor in this portfolio’s
good performance relative to the
benchmark was a larger than market
proportion invested in corporate
bonds (please refer to Table 10). For the
four-year period ending December 31,
this portfolio of bonds provided an
annualized total return of 8.28%; the
Scotia Capital Universe Bond Index
reported an annualized return of
8.43% for the same period.

Bonds – Active

The total return on this core portfolio
is expected to closely track the per-

This bond portfolio, which is man-

NON-RETIRED LIVES Fixed Income Investments

This is a portfolio of high quality
bonds. 96.8% of the bonds and
debentures in this portfolio are rated
“A” or better by recognized bond-rating agencies.

Bonds – passive
The Plan holds units in a pooled
fund managed by TD Asset
Management – Quantitative Capital
that replicates the Scotia Capital
Universe Bond Index – all characteristics of the index are matched as
closely as practicable in the pooled
fund (please refer to Table 11).

Table 10
NON-RETIRED
LIVES

Bonds 95.6%

Short
Term 4.4%

Graph 4

Bonds 96.6%

Weights:
Federal
Provincial
Municipal
Corporate
Portfolio Characteristics:
Yield
Duration
Term

Short
Term 3.4%

2002

2003
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SCOTIA CAPITAL
UNIVERSE BOND
INDEX

CSS ACTIVELY
MANAGED
BONDS

46.68%
24.46
1.34
27.52

40.54%
22.33
2.03
35.10

4.39%
6.03 years
9.40 years

4.35%
6.44 years
10.35 year

formance of the Index. For 2003, this
pooled fund reported a total return of
6.58% while the Scotia Capital
Universe Bond Index showed a
return of 6.69%. For the four years
ended December 31, passively managed bonds provided the Plan with
an annualized total return of 8.46%;
the benchmark index reported an
annualized return of 8.43% for the
same period.

SHORT-TERM
The Plan’s short-term portfolio contains high quality commercial paper,
rated “R1” by a recognized rating
service, and government treasury
bills. For 2003, the Plan’s short-term
investments provided a return of
3.32%; the Scotia Capital 91-day
Canadian Treasury Bill Index showed
a return of 2.91%. For the four year
period ended December 31, short
term investments provided the plan
with an annualized total return of
4.08%; the benchmark reported an
annualized return of 3.91% for the
same period.

RETIRED LIVES
PORTFOLIO
The total market value of the
RETIRED LIVES portfolio increased
from $413 million at the end of 2002
to $444 million at the end of 2003.
A horizon-matching strategy is
employed in managing the RETIRED
LIVES portfolio. Based on the age of
pensioners, the types of pensions in
pay, and a mortality table, a schedule
of pension payments is developed.
The portfolio’s structure is then optimized to provide adequate cash in the
form of income and principal receipts
to meet pension payments in the early
years and to immunize the portfolio
beyond. Immunization is a portfolio
management technique that attempts
to render a portfolio immune to
changes in interest rates by matching
the present value and duration of
assets with the present value and
duration of liabilities.
The primary objective for the
RETIRED LIVES portfolio as set out
in the Plan’s investment policy is to
ensure that the value of the assets

Table 11
NON-RETIRED
LIVES
Weights:
Federal
Provincial
Municipal
Corporate
Portfolio Characteristics:
Yield
Duration
Term

meets or exceeds the present value of
the liabilities discounted at the internal rate of return of those assets. As
stated in NOTES TO THE FINANCIAL STATEMENTS, an actuarial
valuation at December 31, 2000
found that the value of the assets
exceeded that of the pension liabilities. An internal analysis indicates
that, at the end of 2003, the
RETIRED LIVES portfolio remained
adequately funded.
Bonds and debentures made up
99.9% of the RETIRED LIVES portfolio; 0.1% of the portfolio consisted of
high quality short-term investments.

BONDS
This bond portfolio provided a total
return of 9.09% for the year, while the
Scotia Capital Universe Bond Index
reported a total return of 6.69%.
This portfolio, managed by Co-operators Investment Counselling Limited,
is a portfolio of high quality bonds.
100% of the bonds and debentures
held are rated “A” or better by recognized bond rating agencies (please
refer to Table 12).

Table 12
SCOTIA CAPITAL
UNIVERSE BOND
INDEX
46.68%
24.46
1.34
27.52
4.39%
6.03 years
9.51 years

SCOTIA CAPITAL
UNIVERSE BOND
INDEX

POOLED
FUND
Weights:
Federal
Provincial
Municipal
Corporate

46.62%
24.52
1.37
27.49

Portfolio Characteristics:
Yield
Duration
Term

4.38%
6.03 years
9.34 years
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46.68%
24.46
1.34
27.52
4.39%
6.03 years
9.51 years

RETIRED
LIVES
BONDS
15.5%
47.8
3.7
33.0
5.15%
8.50 years
14.64 years

MANAGEMENT’S
RESPONSIBILITY
FOR FINANCIAL
INFORMATION
The financial statements of the Co-operative Superannuation Society (“the
Society”) and the CSS Pension Plan (“the Plan”) are prepared by Plan management. The Society’s Board of Directors reviews and approves the financial statements for publication on behalf of Plan members.
The financial statements have been prepared in accordance with Canadian generally accepted accounting principles. Plan management is responsible for the
integrity, objectivity and consistency of the financial information presented. The
Plan maintains records and develops and maintains systems of internal control
and supporting procedures to provide reasonable assurance that the assets held
by the Society on behalf of Plan members are safeguarded and controlled and
that investment and other transactions comply with the Plan’s Statement of
Investment Policies and Goals, the Plan’s Rules and the Society’s Act of
Incorporation and Bylaws.
The Society’s external auditors, Deloitte & Touche LLP, have conducted an independent examination of the financial statements in accordance with Canadian
generally accepted auditing standards and have performed tests and other procedures as they consider necessary to express an opinion in their Auditors’
Report. The external auditors have had full and unrestricted access to Plan management and the Society’s Board of Directors to discuss any issues relating to
the integrity of the Society’s financial reporting and the adequacy of the Plan’s
internal control systems. The external auditors have reported the outcome of
their review directly to the Board.
January 16, 2004

Bill Turnbull
General Manager,
CSS Pension Plan

Eldon Braun
Investment Manager,
CSS Pension Plan
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AUDITORS’
REPORT
TO THE MEMBERS
CO-OPERATIVE SUPERANNUATION SOCIETY
PENSION PLAN
We have audited the statement of net assets available for benefits of Co-operative Superannuation Society Pension Plan as at December 31, 2003 and the
statements of changes in net assets available for benefits for the year then
ended. These financial statements are the responsibility of the Plan’s management. Our responsibility is to express an opinion on these financial statements
based on our audit.
We conducted our audit in accordance with Canadian generally accepted auditing standards. Those standards require that we 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 financial statement
presentation.
In our opinion, these financial statements present fairly, in all material respects,
the financial position of the Plan as at December 31, 2003 and the results of its
operations and the changes in its financial position for the year then ended in
accordance with Canadian generally accepted accounting principles.

Chartered Accountants
Saskatoon, Saskatchewan
January 16, 2004
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CO-OPERATIVE
SUPERANNUATION
SOCIETY PENSION PLAN
(Incorporated under a special act of
the Province of Saskatchewan)

STATEMENT OF
NET ASSETS
AVAILABLE FOR
BENEFITS
as at December 31, 2003
(Thousands of dollars)

NON-RETIRED LIVES
2003

2002

$ 1,850,575
5,414
1,544
922
423
274
79

$ 1,681,969
6,181
1,969
991
298
—
80

1,859,231

1,691,488

—
858

8,344
819

858

9,163

NET ASSETS AVAILABLE FOR BENEFITS

$ 1,858,373

$ 1,682,325

REPRESENTED BY
Member contribution accounts
(Note 6)
Allocations to members (Note 7)

$ 1,631,582
226,791

$ 1,756,637
(74,312)

$ 1,858,373

$ 1,682,325

$

$

ASSETS
Investments (Note 3)
Accrued investment income
Cash (Note 4)
Accounts receivable
Fixed assets
Due from brokers
Interfund balance (Note 8)
LIABILITIES
Due to brokers
Accounts payable

RETIRED LIVES
ASSETS
Investments (Note 3)
Accrued investment income

444,328
6,905

413,475
6,463

451,233

419,938

282
79

272
80

361

352

LIABILITIES
Accounts payable
Interfund balance (Note 8)
NET ASSETS AVAILABLE FOR BENEFITS

$

450,872

$

419,586

REPRESENTED BY
Pension reserve

$

450,872

$

419,586

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . Director
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . Director
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2002

2003
INCREASE (DECREASE) IN NET ASSETS
Investment income
Interest
Dividends
Canadian shares
Foreign shares
Pooled fund distributions
Current period change in market
values of investments
Other
Interest on interfund balance
Contributions
Employee
Employer
Administrative expenses
Investment services
Salaries and employment costs
Operations
Membership control
Administrative expenses recovery

NON-RETIRED LIVES
$

47,270
7,550
3,528
3,472

$

52,262
7,214
6,858
3,379

170,607
293
1

(148,396)
97
65

232,721

(78,521)

35,791
32,424

34,945
31,977

68,215

66,922

(3,202)
(670)
(356)
(142)
929

(3,347)
(641)
(301)
(144)
898

(3,441)

(3,535)

(90,036)
(1,864)

(66,986)
1,846

(125)
(28,874)

(144)
(20,797)

(547)
(1)

384
(2)

(121,447)

(85,699)

INCREASE (DECREASE) IN NET ASSETS

176,048

(100,833)

NET ASSETS AT BEGINNING OF YEAR

1,682,325

1,783,158

$ 1,858,373

$ 1,682,325

Equity repayments
Interest on equity repayments
Non-vested funds to be returned to
contributing employer
Equity transferred to Retired Lives
Interest on equity transferred to
Retired Lives
Supplemental payments

NET ASSETS AT END OF YEAR

CO-OPERATIVE
SUPERANNUATION
SOCIETY PENSION PLAN
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STATEMENT OF
CHANGES IN NET
ASSETS AVAILABLE
FOR BENEFITS
year ended December 31, 2003
(Thousands of dollars)

CO-OPERATIVE
SUPERANNUATION
SOCIETY PENSION PLAN

RETIRED LIVES

STATEMENT OF
CHANGES IN NET
ASSETS AVAILABLE
FOR BENEFITS
year ended December 31, 2003
(Thousands of dollars)

2002

2003
INCREASE (DECREASE) IN NET ASSETS
Investment income
Interest
Current period change in market
values of investments
Other

$

Pension paid
Interest on interfund balance
Administrative expenses
Equity transferred from
Non-Retired Lives
Interest on equity transferred from
Non-Retired Lives

NET ASSETS AT BEGINNING OF YEAR
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$

$

27,824

9,895
13

9,815
17

38,009

37,656

(35,214)
(1)
(929)

(33,546)
(65)
(898)

28,874

20,797
(384)

547

INCREASE IN NET ASSETS

NET ASSETS AT END OF YEAR

28,101

(6,723)

(14,096)

31,286

23,560

419,586

396,026

450,872

$

419,586

NOTES TO THE
FINANCIAL
STATEMENTS
year ended December 31, 2003

1. DESCRIPTION OF PLAN
A summary description of
the Co-operative Superannuation
Society Pension Plan (the Plan)
appears below. For complete
information, refer to the Co-operative Superannuation Society’s
Act of Incorporation, its Bylaws,
and the Rules and Regulations of
the Co-operative Superannuation
Society Pension Plan.

(a) General
The Co-operative Superannuation
Society (“the Society”) is a nonprofit pension society incorporated on a membership basis by a
private Act of the Saskatchewan
Legislature. The Society serves as
administrator of the Co-operative
Superannuation Society Pension
Plan and as trustee of two segregated investment portfolios – the
Non-Retired Lives Portfolio, held
on behalf of actively contributing
and deferred-vested members,
and the Retired Lives Portfolio,
held to support the pensions of
retired members.
The Co-operative Superannuation
Society Pension Plan (“the Plan”)
is a multi-employer defined contribution pension plan. The Plan
includes 513 independent co-operatives and credit unions and more
than 29,000 of their current and
past employees. The Plan also
pays pensions to more than 5,000
retired employees. Each of these
employers,
employees
and
retirees is a member of the
Society as well as of the Plan.
The Plan is registered under the
Income Tax Act and the
Saskatchewan Pension Benefits

Act
(Registration
Number
0345868) and is not subject to
income taxes.

(b) Funding Policy
Each participating employer must
establish a required contribution
rate between 0% and 9% of salary
or compensation. Employers
must deduct each employee’s
required contributions from
his/her salary and match that contribution with an employer contribution of an equal amount. If the
required contribution rate is set at
0%, the employer must contribute a minimum of 1% of each
employee member’s compensation. The Plan permits both the
employee and employer to make
additional voluntary contributions
to the Plan, providing they are
within the annual contribution
limit prescribed by the Income
Tax Act.

(c) Vesting
Employer contributions vest in
employees when employees
complete two years of continuous service or when the employee’s age plus years of completed
continuous service equals a factor of 45.

(d) Retirement
Employees who no longer work
for an employer member of the
Plan may commence a lifetime
retirement income upon reaching
age 50 or when the employee’s age
plus years of completed continuous service equals a factor of 75. A
pension is available from the Plan
or the member’s benefits may be
transferred to an insurer or financial institution licensed to provide
lifetime retirement income products. Benefits must be used to
start a pension or be transferred
into a lifetime retirement income
product by December 31st of the
year in which the employee reaches age 69.
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(e) Pensions
The accumulated benefits of
members who choose to start a
pension provided by the Plan, are
transferred into the Pension
Reserve. Monthly pension payments are paid from the Reserve.
Pensions provided by the Plan
may receive periodic, ad hoc
increases subject to the solvency
of the Reserve and the policies
adopted by the Plan’s Board of
Directors.

(f) Disability Pensions
In the event of termination due to
health, injury or disability, a pension may commence at any age
subject to the Plan receiving
appropriate medical confirmation.

(g) Death Benefits
In the event of a member’s death
prior to the commencement of
pension, the member’s accumulated benefits are paid to the
member’s spouse, beneficiary or
estate in accordance with provisions of the Income Tax Act and
applicable pension legislation.
The Plan provides full vesting of
employer contributions on the
death of a member.

(h) Termination Options
Upon final termination of
employment with any employer
participating in the Plan, an
employee member has the following options:
Contributions and Allocations
locked-in for pension
The member may elect to:
i) leave such benefits in the Plan
to commence a pension when
eligible to do so, or
ii) at any time prior to the commencement of a pension, the
member may transfer such
benefits to a locked-in registered plan that meets the conditions prescribed by the
Income Tax Act and applicable
pension legislation.

Contributions and Allocations not
locked-in for pension
The member may elect to:
i) leave such benefits in the Plan
to be combined with other
accounts in the purchase of a
pension, or
ii) at anytime prior to the commencement of a pension, the
member may request withdrawal of such benefits in the
form of a cash payment or a
qualified transfer to a registered retirement plan.

(i) Administrative and
Investment Expense
Actual expenses incurred on
behalf of retired and non-retired
members are paid directly from
the Non-Retired Lives Portfolio.
Expenses associated with the payment of pensions and the investment of the assets held to support
the payment of pensions are
reimbursed in the form of an
administrative charge paid on a
monthly basis to the Non-Retired
Lives Portfolio from the Retired
Lives Portfolio.

2. SUMMARY OF
SIGNIFICANT
ACCOUNTING POLICIES
Basis of Presentation
These financial statements are
prepared in accordance with
Canadian generally accepted
accounting principles. The statements present the combined
operations of the Co-operative
Superannuation Society and
the Co-operative Superannuation
Society Pension Plan, independent of participating employers
and plan members.

Investment Transactions
and Income
Investment transactions are recognized on the trade date (the date
upon which substantial risks and
rewards have been transferred).

Investment income consists of
earned income (interest and dividends), realized gains and losses
on disposal of investments, and
unrealized gains and losses
resulting from changes in the
market value of investments.

Financial Instruments
The carrying amounts of the
Plan’s receivables, payables,
and accruals approximate fair
value due to their short-term
nature.

CATEGORY

BASIS OF VALUATION

Interest Income

Accrual basis

Dividend Income

Accrual basis on the ex-dividend date

Realized gains and losses for
investments sold

Difference between proceeds on
disposal and the average cost

Unrealized gains and losses for
investments held

Difference between market value
and the average cost

Average cost reflects the purchase cost of the investment and
includes direct acquisition costs.

Investment Valuation
Bonds and equities are stated at
market values as determined by
reference to quoted year-end
prices provided by independent
investment services organizations. Pooled funds are stated at
the year-end unit values, which
reflect the market value of the
underlying securities.
Short-term investments are
recorded at cost, which together
with accrued interest or discount
earned, approximates market
value.
Mortgages are valued by discounting the present value of all
income streams accruing to the
mortgage at current market
yields.

Foreign Currency Translation
Transactions in foreign currencies are translated into Canadian
dollars at rates of exchange prevailing on the transaction date.
Investments denominated in foreign currencies and held at the
end of the year are translated at
exchange rates in effect at yearend. The resulting realized and
unrealized gains and losses are
included in investment income.
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3. INVESTMENTS
The Society serves as trustee
of two segregated investment
portfolios (please refer to Tables A
and B).
The Non-Retired Lives Portfolio
contains the contributions and
accumulated earnings of the
Plan’s actively contributing and
deferred-vested members. It holds
a “balanced” portfolio of Canadian
and foreign equities, Canadian
bonds, short-term investments
and derivative instruments.
The Retired Lives Portfolio contains a portfolio of Canadian
bonds and short-term investments.
The structure of the two portfolios
is determined by the Society’s
Board of Directors, which sets the
Plan’s investment policy. The
Plan’s Statement of Investment
Policies and Goals conforms with
legislated investment regulations
and best practice guidelines applicable to pension trusts.

Interest Rate Risk
Interest rate risk refers to the
adverse consequences of interest
rate changes on the Plan’s cash
flows, financial position, and
income. This risk arises from differences in the timing and

Table A

NON-RETIRED LIVES PORTFOLIO (THOUSANDS OF DOLLARS)
INVESTMENT
TYPE

MARKET
VALUE

Custodial Cash Accounts
Short-term

$

2003
INVESTMENT
PERCENTAGE

$

2,915
25,851
28,766

Bonds and Debentures
Federal
Provincial
Municipal
Corporate
Pooled Fund

827,288

44.4%

306,765
102,863
146,515

244,025
80,426
112,141

94,746

77,509

650,889
Translated to Canadian
dollars
U.S.
Non-North American
Pooled Fund
Non-North American

9,915
27,953
2.2%

218,407
112,488
12,993
166,638
316,762

196,603
108,232
9,816
169,931
337,616

Equities
Canadian shares
Pooled Fund Canadian
Pooled Fund U.S. Indexed
Pooled Fund Non-North
American Indexed

2002
INVESTMENT
PERCENTAGE

37,868

1.6%

822,198

Total

MARKET
VALUE

514,101

35.2%

142,349
88,778

129,608
66,485

117,595

106,619

49.2%

30.6%

348,722

18.8%

302,712

18.0%

$ 1,850,575

100.0%

$ 1,681,969

100.0%

Table B

RETIRED LIVES PORTFOLIO (THOUSANDS OF DOLLARS)
INVESTMENT
TYPE
Custodial Cash Accounts
Short-term

MARKET
VALUE
$

2003
INVESTMENT
PERCENTAGE

$

16
538
554

Bonds and Debentures
Federal
Provincial
Municipal
Corporate

Total

MARKET
VALUE

12
4,347
4,359

0.1%

1.1%

63,267
195,441
15,166
135,242

51,613
222,539
11,451
158,171

$

2002
INVESTMENT
PERCENTAGE

443,774

99.9%

444,328

100.0%
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$

409,116

98.9%

413,475

100.0%

amount of cash flows related to the Plan’s assets and liabilities. The value of some of the Plan’s assets is affected by
changes in nominal interest rates.
The Plan manages interest rate risk in the Non-Retired Lives Portfolio by establishing a target asset mix that provides
for a mix of interest-sensitive investments and investments subject to other risks. A portion of the interest-sensitive
investments is actively managed to allow for anticipation of interest rate movements to mitigate or take advantage of
changes in interest rates.
The Plan’s Non-Retired Lives Portfolio has exposure to interest rate risk as follows (please refer to Table C):

Table C

2003
TERM TO MATURITY
WITHIN 1
1 TO 5
OVER 5
YEAR
YEARS
YEARS

2002
AVERAGE
YIELD

TOTAL

AVERAGE
YIELD

TOTAL

(thousands of dollars)
Short-term investments
Bonds
Bonds
- pooled fund

$

25,851
16,946

$

—
$

42,797

$

—
181,673

$

—
285,963

$

25,851
484,582

2.69%
4.35%
4.38%

152,906

184,710

337,616

334,579

$ 470,673

$ 848,049

$

$

27,953
510,526

2.75%
4.66%

316,762

4.56%

855,241

A horizon-matching strategy is employed to structure the Retired Lives Portfolio to provide adequate income and principal receipts to meet pension payments in the early years and to render the portfolio immune to changes in interest
rates beyond. The Plan’s Retired Lives Portfolio has exposure to interest rate risk as follows (please refer to Table D):

Table D

2003
TERM TO MATURITY
WITHIN 1
1 TO 5
OVER 5
YEAR
YEARS
YEARS

2002
AVERAGE
YIELD

TOTAL

TOTAL

AVERAGE
YIELD

(thousands of dollars)
Short-term investments
Bonds

$

538
12,142

$

—
52,852

$

—
378,780

$

12,680

$

52,852

$ 378,780

$

538
443,774

2.68%
5.15%

$ 444,312

$

4,347
409,116

2.75%
5.42%

$ 413,463

Credit Risk

Foreign Currency Risk

Credit risk refers to the potential loss arising from a
security issuer being unable to meet its financial obligation. Investment restrictions within the Plan’s
Statement of Investment Policies and Goals have been
set to limit the credit exposure to security issuers. At
time of purchase, bonds and debentures must have a
minimum rating of “BBB” or better for the Non-Retired
Lives Portfolio and “A” or better for the Retired Lives
Portfolio, and short-term investments must be rated as
“R-1 low” or better (ratings as provided by the Dominion
Bond Rating Service or equivalent). As at December 31,
2003, 100% (2002-100%) of the Plan’s short-term
investments were rated “R-1 low” or better and 96.2%
(2002-96.6%) of the bonds and debentures held in the
Non-Retired Lives portfolio and 100% (2002 – 97.2%)
of the bonds and debentures held in the Retired Lives
Portfolio were rated “A” or better.

The Plan is exposed to currency risk through holdings
of foreign equities and U.S.-pay bonds where investment values may fluctuate due to changes in foreign
exchange rates. The Plan manages foreign currency
risk by investing in securities that are strategically distributed over several geographic areas to limit exposure
to any one foreign currency. The Plan’s foreign currency exposures were as follows (please refer to Table E):

Table E
CURRENCY

2003

2002

(thousands of dollars)
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United States dollar
$ 144,119
British pound sterling
43,573
Euro
68,057
Other European
currencies
22,307
Japanese yen
32,133
Other Pacific currencies
18,599
Emerging Market
currencies
19,080
$ 347,868

$ 138,866
38,297
50,889
15,847
29,985
17,113
17,881
$ 308,878

Securities Lending
The plan has entered into a securities lending agreement with its
custodian, CIBC Mellon Global
Securities Services Company, to
enhance portfolio returns. The
securities lending program operates by lending the Plan’s available
securities to approved borrowers.
Credit risk associated with the
securities lending program is mitigated by requiring borrowers to
provide daily collateral with a market value that exceeds the market
value of the loaned securities. At
December 31, 2003, securities on
loan had a market value of $149.5
million (2002 - $125.8 million);
collateral held to secure those loans
had a market value of $160.4 million (2002 - $134.8 million).

4. CASH
The Plan has a revolving line of
credit with a financial institution
that provides for an authorized
limit of $1,000,000. No amount
has been advanced as of
December 31, 2003.

5. ACTUARIAL VALUATION
OF PENSION ASSETS AND
LIABILITIES
The pension payments of retired
members who chose to receive a
pension from the Plan are paid
from the Pension Reserve which
is supported by the Retired Lives
Portfolio. An actuarial valuation
of the Plan’s pension assets and
liabilities is required every three
years by law. The most recent valuation was conducted as at
December 31, 2000. At that date,
the Plan’s actuary reported that
the market value of the assets
held in the Retired Lives
Portfolio exceeded the Plan’s
pension liability (please refer to
Table F).

Table F
ACTUARIAL POSITION

2000

(thousands of dollars)

Market Value of Assets: $ 378,696
Less actuarial value
of Pension Liability
(341,665)
Surplus at December 31 $

37,031

Reserve for adverse
deviation from
assumptions

37,031

$

6. MEMBER CONTRIBUTION
ACCOUNTS
Required and voluntary contributions from actively contributing employees and employers
are credited to members’ contribution accounts as received.
Members’ accounts are adjusted
annually at year-end to reflect
the total market return of the
Non-Retired Lives Portfolio for
the year. An adjustment based
on the estimated return on the
portfolio is also made when ben-

efits are withdrawn from the
Portfolio to start a pension,
when members transfer their
benefits out of the Plan, or when
non-vested benefits are forfeited.
The table below states the members’ contribution account balances at year-end, prior to the
allocation for 2003 (please refer to
Table G).

7. ALLOCATIONS TO
MEMBERS
The total market return earned
on the investments held in the
Non-Retired Lives Portfolio, less
administrative and investment
expenses, is allocated to members’ account balances annually
at year-end. Depending on
whether the portfolio has experienced a net gain or loss for the
year, members’ accounts are
increased or decreased accordingly. The portfolio’s estimated total
market return for the current
year is also used to determine the

Table G
2003

(thousands of dollars)

BALANCE AT BEGINNING OF YEAR
ADD
Prior year allocation to members
Contributions

$

COMPRISED OF
Employee required contributions
Employee voluntary contributions
Employer required contributions
Employer additional contributions
Retained for pension
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$

1,694,215
83,427
66,922

(74,235)
68,215

DEDUCT
Equity transferred to Retired Lives
Equity repayments
Non-vested funds to be returned to
contributing employer
BALANCE AT END OF YEAR

1,756,637

2002

1,750,617

1,844,564

28,874
90,036

20,797
66,986

125
119,035

144
87,927

$

1,631,582

$

1,756,637

$

653,570
59,291
653,570
7,683
257,468

$

697,831
63,756
697,831
8,090
289,129

$

1,631,582

$

1,756,637

net gain or loss to be allocated on
funds transferred out of the portfolio during the year.
The 2003 year-end allocation was
set by Board resolution on completion of the Plan’s audit. This
resolution, passed at a meeting of
the Board of Directors held on
January 26, 2004, allocated the
portfolio’s 2003 gain to employee
members at a rate of 14.20%. For
purposes of these financial statements this allocation is recorded
here as a subsequent event (please
refer to Table H).

8. INTERFUND BALANCE
The interfund balance represents
an accrual of the outstanding
administration charges owed by
the Retired Lives Portfolio to the
Non-Retired Lives Portfolio at the
end of the reporting period, plus
an interest charge on this and
other amounts owed during the

Table H
2003

(thousands of dollars)

BALANCE AT BEGINNING OF YEAR
Less prior year allocation to members

$

2002

(74,312)
74,235

$

381

(77)
ADD (DEDUCT)
Interest and dividends
Recognized for allocation from the income
stabilization reserve
Pooled fund distributions
Current period change in market values
of investments
Interest on equity transferred to Retired Lives
Interest on equity repayments
Interest on interfund balance
Administrative expenses
Administrative expenses recovery
Supplemental payments

BALANCE AT END OF YEAR

year. Interest is calculated on the
amount outstanding on a per
diem basis at the rate earned on
Canadian T-bills for the immedi-

$

83,808
(83,427)

58,641

66,431

—
3,472

5,135
3,379

170,607
(547)
(1,864)
1
(4,370)
929
(1)

(148,396)
384
1,846
65
(4,433)
898
(2)

226,868

(74,693)

226,791

$

(74,312)

ately preceding month. The
amount owed is reimbursed on a
monthly basis from the Pension
Reserve.
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