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2010-11ata Glance

¢ The maximum pensionable carnings of
the Canada Pension Plan (CPP) increased
from $47,200 for 2010 to $48,300 for 2011.
The contribution rate remained unchanged
at 9.9 percent.

o 4.7 million beneficiaries received 5.4 million
benefits from the CPP, with a total value of
approximately $31.6 billion.

. Approximately 3.9 million CPP retirement
benefits were paid, totalling $23.2 billion.

e Benehics for approximately 1034000 surviving
spouses or common-law partners and 74000
children of deceased contributors were paid,

totalling $4.2 billion.

o Benefits for approximately 321000 people
with disabilities and 85 000 of their children
were paid, totalling $4 billion.

CPP Fund 2011

o Approximately 129 000 death benefies were

paid, totalling $0.3 billion.

Operating expenses amounted to

$850.3 million, or 2.69 percent of

the $31.6 billion in benefits paid.

This compares favourably with operating
expensces for other large pension plans
and individual registered retirement
savings plans.

e AsatMarch 31,2011, total CPP Investment

Board net assets were valued at $148.2 billion.
These assets consisted primarily of public

and private equitics, fixed income instruments,
real estate, inflation-linked bonds, infrastructure
and securitics.

Note: Certain ﬁgures above have bCCH rounded.

$148.2 billion
Total CPP fund

$15.5 billion
[nvestment income

in fiscal 2011

Cumulative investment

$20.6 billion
Total CPP fund increase

$20.9 billion

income for ﬁve—year period
ending March 31,2011

11.9 percent
One-year rate of return

$51.8 billion

Cumulative investment

income for ten-year period

ending March 31,2011



Canada Pension Plan in Brief

If you have worked any time since the age of 18,

you have likely contributed to the Canada Pension
Plan (CPP) or to its sister plan, the Quebec Pension
Plan (QPP), and you will at some time benefit from

their provisions.

Implemented in 1966, the CPP is managed jointly
by the federal and provincial governments. Quebec
manages and administers its own comparable plan,
the QPP,and participates in decision making for
the CPP. Benefits from cither plan are based on

PCHSiOH Cr CditS accumulatcd undcr bOth plans.

ﬁ For more information on the QPP

é VisitWWW.rrq.gouv.qc.ca.
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Contributions

The CPPis financed through investmentincome and
through mandatory contributions from Cmployecs,
cmploycrs, and those who are sclf—cmploycd.

An cmploycc’s contribution is based on carnings
from the start of the Plan in 1966 or from the time
the cmploycc reaches the age of 18. The first $3,500
of each employce’s annual earnings is exempt from
contributions. On carnings above $3,500, up to
the 2011 Cciling of $48,300, an Cmploycc makes

a contribution of 495 percent and an employcr
matches the Cmployee’s contribution with an

cqual contribution.

Self-employed persons pay the combined rate for
employees and employers, which is 9.9 percentif
their total earnings are more than $3,500 a year.
In2011, self—employcd peoplc pay on annual
carnings between $3,500 and $48,300.

While many Canadians associate the CPP with
retirement pensions, the CPPalso providcs
disability, death, survivor and children’s benefits.

The CPP administers the largest long-term disability
planin Canada. Aswell as paying monthly benefits
to eligible contributors with a disability and their
children, the CPP also helps some bencficiaries
return to the workforce through vocational
rehabilitation services and return-to-work support.

Most benefit calculations are based on how

much and for how long a contributor has paid

into the CPP and, in some cases, the age of the
bcneﬁciary. Benefits are not paid automatically—
everyone must apply and provide proof of cligibility.
Benefitamounts are adjustcd in January of each
year to reflect increases in the average cost of

living, as measured by the Consumer Price Index

published by Statistics Canada.

CALCULATION OF CONTRIBUTIONS AND BENEFITS FOR 2011

Year's maximum pcnsionablc carnings

Year's basic exemption

Year's maximum employee/employer contribution (4.95%)

Year's maximum sclf-employed person’s contribution rate (9.9%)

$48,300.00

$3,500.00

$2,217.60

$4,435.20



International Agreements

Many Canadian residents have lived and worked
in other countries. Canada has entered into
social security agreements with other countries
to help these individuals. The agreements also
help people who immigrate to Canada receive
pensions from their country of origin and qualify
to receive CPP payments in Canada and abroad.
Further, social security agreements enable Canadians
sentto work temporarily outside the country
maintain their CPP coverage and eliminate the need
to contribute to the social security program of both
countries for the same work.

As of November 1,2011, social security
agreements are in force with 53 countries.

In addition, an agreement has been signed
with one other country and will enter into
force in the near future. Negotiations towards
agreements are ongoing with many other
countries. The names of countries with which
Canada has concluded social security agreements
are listed on page 5.
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Canada has concluded social security agreements with the following countries.

COUNTRY NAME

Antiguaand Barbuda
Australia
Austria
Barbados
Belgium

Brazil*

Chile

Croatia

Cyprus

Czech Republic
Denmark
Dominica
Estonia

Finland

France
Germany

Greece

Grenada

Hungary

Iceland

Ireland

Israel **

Italy

Jamaica

Japan

Jerseyand Guernsey

Korea

N Signcd but not yetin force

DATE OF AGREEMENT

January 1,1994
September 1, 1989
November 1, 1987
January 1,1986
January 1, 1987

June 1,1998

May 1,1999

May 1,1991
January 1,2003
January 1,1986
January 1,1989
November 1,2006
February 1, 1988
March 1, 1981

April 1,1988

May 1,1983
February 1,1999
October 1,2003
October 1, 1989
January 1,1992
September 1,2003
January 1,1979
January 1, 1984
March 1,2008
January 1,1994
May 1,1999

COUNTRY NAME
Latvia

Lichuania
Luxembourg
Malta

Mexico
Morocco
Netherlands
New Zealand
Norway
Philippines
Poland

Portugal
Republic of Macedonia
Romania

Saint Lucia

Saint Vincentand
the Grenadines

Slovak Republic
Slovenia

St. Kitts and Nevis
Spain

Sweden

Switzerland
Trinidad and Tobago
Turkey

United Kingdom™
United States

Uruguay

DATE OF AGREEMENT

November 1,2006
November 1,2006
April 1,1990
March 1,1992
May 1,1996
March 1,2010
October 1,1990
May 1,1997
January 1,1987
March 1,1997
October 1,2009
May 1, 1981
November 1,2011
November 1,2011
January 1, 1988

November 1, 1998

January 1,2003
January 1,2001
January 1,1994
January 1, 1988
January 1, 1986
October 1, 1995
July 1,1999
January 1,2005
April 1,1998
August 1, 1984
January 1,2002

** Limited agreement providing an exemption from the obligation to contribute to the social security system of the country for cmployccs
tcmporarily postcd abroad. Does not contain provisions for the payment of| pension benefits.

\



Benefits and Expenditures

The number of people receiving CPP benefits has
increased steadily over the past decade. Asaresult,
expenditures have also increased. Figure 1 (page 8)
shows the yearly increases in benefis and expenditures
since 2009-10; Figure 2 (page 8) shows the percentage
of expenditures by type of benefic.

Tobe eligible fora retirement pension,
the applicant must have:

1. made atleast one valid contribution
to the plan;

2. reached the age of 60; and

3. “Wllolly or substantially” ceased worl(ing
(referred to as the “work cessation test”),
if under 65 years of age. The “work cessation
test’ will be eliminated as of 2012.

Retirement Pensions

Retirement pensions represent 73 percent of
the total benefitamount paid out by the CPP in
2010-11. The amount of contributors pensions
depends on how much and how long they have
contributed and at what age they begin to draw
the benefits. The maximum new monthly
retirement pension in 2011 was $960.00;

the average payment was $503.95.

Canadians are living longer and healthier lives,

and the transition from work to retirement is
increasingly diverse. The CPP offers flexibility for
both older workers and their employers with respect
to the age of retirement. Contributors can take
their pension as early asage 60 orreceive a larger
pension it they wait until age 65to begin receiving it.
For those who start receiving their benefit before
they turn 65, their CPP pension is permanently
reduced by 05 percent per month (up toa
maximum of 30 percent), reflecting the fact that
these seniors will, on average, contribute less and
receive their benefits longer than someone who
retires at the age of 65 or older. Before 2011, for
those who take their pension between the ages

of 65 and 70, the CPP permanently increased

the pension by 05 percent per month (up toa
maximum of 30 percent), reﬂecting the fact that
these seniors will contribute more and receive their
benefits for a shorter amount of time, on average.
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Adjustments for Early and Late
Receipt of a Retirement Pension

Since the beginning of 2011, a gradual change

in these adjustmcnt factors has been introduced.
The change will further decrease the pension for
those who start receiving it before age 65,and
turther increase it for those who start receiving
itafterage 65. This will help ensure that there are
no unfair advantages or disadvantages to those
who receive early or late CPP retirement pensions.
By 2016, the adjustment factors will be at their

actuarial ncutrality.

Retirement pension taken before age 65:

From 2012 t0 2016, the Government will gradually
increase the pension reduction factor from

05 percent per month to 0.6 percent per month.
This means that by 2016, if contributors start
receiving a CPP retirement pension atage 60,
their pensionamount will be 36 percent less than

if taken at age 65.

Retirement pension taken after age 65:

From 2011 t0 2013, the Government will gradually
increase the adjustment factor from 0.5 percent
per monthto (.7 percent per month. This means
that by 2013, if contributors start receivinga CPP
retirement pension atage 70, their pension amount
will be 42 percent more than if taken acage 65.

Y $31.6 BILLION PAID IN BENEFITS IN2010-11 ™\

4.7 million beneficiaries @@

»p S4million benefits*

NS
L

Retirement Survivors Children
39 million 1.03 million of deceased
contributors
74000

(S

Disabilicy Children Death
321000 of disabled 129000
contributors
85000

“In this total,a bcncﬁciary may be receiving multiple CPP benefics.

17 million contributors plus beneficiaries

participated in the CPP (2011)

$37.1 billion received in contributions (2011)

: $850.3 million in CPP administrative
expensesin 201011




Figure 1: CPP - Benefits and Expenditures by Fiscal Year

Number
of benefits

(in millions)

benefits
6.0
5.5
5.0
4.5
4.0

3.5 1

3.0 -

2009-10

® Benefit
expenditures

® Number of

Benefit
expenditures

(in $ billions)

- 32
- 28
- 24
- 20
- 16
- 12

2010-11

Figure 2: CPP - Percentage of Expenditures by Benefit Type 2010-11

Disability
12.6%

Survivor

13.3%

Death
1%

Retirement

73%

Disability

92%

Children

of contributors
with disabilities
8%

Children
of deceased
contributors
5%
Survivor
95%
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Disability Benefits

Disability benefics provide basic carnings
rcplaccmcnt to CPP contributors who cannot
work due to a severe and prolongcd disability as
well as their dcpcndent children. A contributor is
deemed disabled if he or she suffers from a physical
or mental condition that s severe and proiongcd.

Disability benefits represented about 13 percent of
the total benefits paid out by the CPP in2010-11.

The CPP Disability case load has grown by an
average of 2 percent per year over the last five
years. Since 2005-06, “mental disorders” have
surpassed “discases of the musculoskeletal system
and connective tissue” as the most prevalent
medical condition category for all beneficiaries.
This correlates with the disease trends of an
aging population.

In2010-11, disabilicy benefies were paid to

321 000 beneficiaries and 85 000 of their children.
The benefitincludes a monthly flac race, which was
$433.37in 2011, plus an carnings-rclatcd portion
(75 percent of the retirement benefit thac would
have been earned had the contributor become
disabled). In 2011, the maximum monthly payment
for new disabiiity benefits was $1,153.37: the average
paymentin 2010-11 was $81351. The children’s

benefit was a flat-rate amount of $218.50 per month,

paid out for eligible children under the age of 18.
Those agcd 18 to 25 must be enrolled in full-time
post-secondary education to be cligible for the
children’s benefits.

Survivor Benefits

Survivor benefies, paid to the surviving spouse

or common-law partner of the contributor and
his or her dependent children, represented about
13 percent of the total benefits paid out by the
CPPin2010-11. The amount of the monthly
survivors pension varies depcnding onanumber
of factors, including the age of the surviving
spouse or common-law partner at the time of the
contributor’s death and whether the survivor also
receives other CPP benefits.

In 2011, the maximum new montbly survivor
pension for those under age 65 was $529.09.

This includes a flac-rate portion of $169.09 and an
carnings-related portion (375 percent of the deceased
contributor’s retirement pcnsion). The average
amountwas $366.37. The maximum amountat

age 65 and over was $576.00); consisting of 60 percent
of the deceased contributor' retirement pension.
Theaverage paymentwas $298.81. The childrenss
beneficwas a flat-rate amount of $218 50 per month,
paid out for Cligiblc children under the age of 18.
Thoscaged 18 t0 25 must be enrolled in full-time post-
sccondary education to receive the children’s benefit.

Death Benefits

The CPP death benefit is alump-sum payment that
amounts to six times the amount of the deceased
contributor’s montbly retirement pension, up to
amaximum of $2,500.1n2010-11, deach benefit
payments represented one percent of the total
benefits paid out by the CPP. The average payment
was $2,272.37.



ANNUALREPORT OF THE CANADA PENSION PLAN 201011

Provisions

General Drop-out Provision

The CPP includes provisions that compensate for
periocls of low carnings. Whenabenefitis calculated,
the general drop-out provision excludes 15 percent
ofa person’s lowest carnings periods suchas those
incurred during unemployment, illness or schooling.

Child Rearing Provision

The Child Rearing Provision excludes from the
calculation of benefits the periods during which
contributors have remained athome, or have
reduced their participation in the workforce, to care
for children under the age of seven. Every month
following the birth of the child, until the child
reaches seven years of age, can be excluded from the
benefit caleulation provided the contributor meets
all criteria, including low or no earnings.

Pension Sharing

Pension sharing allows spouses or common-law
partners who are together and receiving their

CPP retirement pensions to share those pensions.
If only one person is recciving a pension, it can be
shared between them. While this does not increase
or decrease the overall benefits paid, it may result

in tax savings. Each person s responsible for any
income tax that may be payable on the pension
amount they receive.

Credit Splitting

Whena marriage or common-law relationship ends,
the CPP credits accumulated by the couple during
the time they lived together can be divided equally
between them, it requested by oron behalf of either
spouse or common-law partner. Such adivision is
called “credit splitting.” Credits canbe split evenif
only one partner paid into the Plan. Credic splitting
may increase the amount of CPP benefits payable,
or even create eligibility for benefics.

Credit splitting permanently alters the Record of
Earnings, even after the death of a former spouse
or common-law partner.
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Reconsideration and Appeals Process

There are three opportunities to request a review of, or appeal a decision on, a CPP application.

The majority of these are requests to review or appeal a disability benefit application.

Level 1

A client may makea request to the Minister of
Human Resources and Skills Development for
reconsideration or administrative review of an
initial application. In2010-11, Service Canada
issued 11 151 reconsiderations of decisions related
to CPP benefies, division of pension credits or
pension sharing. There were 4 028 decisions issued
in favour of clients.

Level 2

If the decision made at the reconsideration level is
unsatisfactory, aclient can appeal to the Review
Tribunal. The Review Tribunal is an administrative
tribunal that operates atarm’s length from the
government. Itis made up of three people chosen
by the Commissioner of Review Tribunals from a
panel of 100 to 400 part-time members appointed
by the Governor in Council. Hearings are held

in over 110 locations across Canada, and travel
and accommodations are provided for partics
requested toattend a hearing. Claimants may
appear on their own behalf or with representation;
aService Canada representative acts on behalf

of the Minister. Neither the hearing nor the
decisions are open to the public. In 201011,

the Ofhice of the Commissioner of Review
Tribunals received 4 265 appeals under the CPP
and held 3 889 hearings. The tribunal issued
3857 decisions, of which 1 647 were in favour

of the appellants. In addition, 237 cases were
concluded as a result of settlements.

Level 3

If the decision made by the Review Tribunal is
unsatisfactory, aclient or the Minister may request
leave to appeal (permission fora hearing) to the
Pension Appeals Board (PAB). The PAB is an arm’s
length administrative tribunal whose members
arcjudges or former judges of provincial superior
courts or federal courts. Similar to Review Tribunal
hearings, PAB hearings arc held in major centers
across Canada. Travel and accommodations are
provided for partics who are requested toattend a
hearing. Claimants may appear on their own behalft
orwith representation; the Minister is represented
by a lawyer. Both the hearings and the decisions are
opento the public.

In2010-11, the PAB received 730 requests for
“leave to appeal.” Eighty—four percent of applications
received were granted “leave to proceed to ahearing”
In2010-11, the PAB issued 660 final decisions, of
which 399 (60 percent) were decided in favour of

the claimants.

Decisions of the Pension Appeals Board may be
brought before the Federal Court or Federal Court
of Appeal for judicial review. The Federal Courts
cither uphold adecision or return it to the Pension

Appeals Board foranew hearing.
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Ensuring Financial Sustainability

As joint stewards of the CPP, the federal, provincial
and territorial ministers of finance review the
CPP’s financial state every three years and make
recommendations as to whether benefits and/or
contribution rates should be changcd. Thcy base
their recommendations on a number of factors,
including the results of an examination of the
CpPp hy the Chief Actuary. The Chief Actuary

is required under the legislation to produce an
actuarial report on the CPP every three years

(in the firstyear of the legislaced ministerial
triennial review of the Plan). The CPP legjslation
also requires that the Chief Actuary prepare

an actuarial reportany timea Bill is introduced
in Parliament that has, in the view of the Chief
Actuary, a material impact on the estimates

in the most recent triennial actuarial report.

This rcporting ensures that the long—tcrm financial
implications of proposed Plan changes are given
timcly consideration by the Ministers of Finance.

Changcs to the CPP lcgislation governing the
general level of benefies, the rate of contributions or
the investment policy framework can be made only
through an Act of Parliament. Any such changes
also require the agreement of atleast two-thirds of
the provinces, representing at least two-thirds of
the population of all those provinces. The changes
come into force only after two ycars’ notice,
unless all of the provinccs waive this rcquircmcnt,
and only after provincial orders in council have
provided formal consent by the provinces to the

federal lcgislation enacting the changes. Qichcc

participates in decision making regarding changes
to the CPP lcgislation, even though itadministers
its own comparable plan. When the CPP/QPP
were established, it was considered important

that Quebec be involved in changes to the CPP
to ensure a high degree of portability of QPP and
CPP benefits across Canada.

Triennial Review

The results of the most recent triennial review
were announced jointly by federal, provincial and
territorial ministers of finance on May 25,2009.
This review confirmed that the CPP remains on
sound financial footing and is well positioncd to
weather the recent market downturn. Canadians
can count on the CPP to be there for them when
thcy retire. The ministers also proposed anumber
of changes to the Plan, to be phased in between
2011 and 2016, which are intended to enhance
ﬂcxibility and support for both older and younger

workers inan equitable and affordable way.

The changes to the CPP formed part of the
Economic Recovery Act (stimulus), Chapter 31,
Statutes of Canada, 2009 (Bill C-51),which
received Royai Assent on December 15, 2009.

The changcs include the foliowing kcy elements:

o Startingin 2011 there wasa gradual change in
the CPP retirement pension adjustmcnt factors
for late retirement. This will further increase

13
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the pension for those who start receiving it after
age 65.1n2012, there will be a gradual changc

in the CPP retirement pension adjustmcnt
factor for carly retirement, which will further
reduce the retirement pension for those who
startreceiving it before age 65. This measure will
restore actuarial ncutrality to the carly and late
retirement benefits. The new adjustment factors

will be fully phased in by 2016.

Starting in 2012, the following measures
will also take placc:

o the periods of low carnings that can be
excluded from the retirement benefit
calculation will increase by up to one year.
If contributors start their pensions after this
change, icwill likcly increase their benefic;

¢ with the elimination of the work cessation
test, contributors will no longcr have to stop
working or significantly reduce their carnings
to receive their CPP retirement pension; and

° pcoplc under the age ot 65 whoare receiving
CPP/QPP retirement pensions while working
must make CPP contributions that will
increase their retirement income through the
new post-retirement benefit (PRB). Those
who are atleast 65 but under 70 may clect not
to contribute, but should they choose to, their
employcrs will have to do so as well. Anyone
who contributes towards a PRB will begin to
receive the resulting benefie the following year.

To read the conclusions of
the triennial review, visit
&= Wwwwhngcca/n08/09-051-engasp

Actuarial Reporting

"The Tiwenty-fifth Actuarial Report on the Canada
Pension Planwas tabled in the House of Commons
on November 15,2010. The Report presents the
financial status of the CPP as at December 31,2009,
and takes into account the changes included in

Bill C-51, as well as the actual demographic and
cconomic experience since December 31,2006.
According to the chort, the CPPis cxpcctcd

to mectits obligations and remain financially
sustainable over the long term under a contribution
rate of 99 percent.

A panel of three independent Canadian actuaries,
selected by the United Kingdom Government
Actuary’s Department (GAD) through an
arms length process, reviewed the Twenty-

ﬁﬁb Actuarial Report on the Canada Pension
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Plan. The external panel's findings confirm that

the work pcrformed by the Ofhice of the Chiet
Actuary (OCA) on the Reportmeets all professional
standards of practice and statutory requirements,
and states that the assumptions and methods used
arcappropriate and reasonable. In addition to these
main conclusions, the panel made anumber of
recommendations regarding the preparation of
future actuarial reports. The recommendations deal
with various aspects of the report, including data,
methodology, assumptions, communication of results
and otheractuarial issues. The GAD concluded that
the opinions given by the panci adcquatciy addressed
all the mainissues. Asaresult, Canadians can have
confidencein the results of the ZTwenty-fifih Actuarial
Reporton the Canada Pension Plan and the conclusions
reached by the Chief Actuary about the long-term
financial sustainability of the Plan.

75 Lo view the CPP’sactuarial reviews
1 and studies, visit the Office of
the Siipu‘intcnduit of Financial
[nstitutions at \\'\v\\'.()sﬁ—i)sif:gc.cai.

Funding Approach

When it was introduced in 1966, the CPP was dcsigncd
asa pay-as-you-go plan, with a small reserve. This meant
that the benefits for one gcncration would be paid
largely from the contributions of later generations.

This approach made sense under the dc:mographic and
economic circumstances of the time, due to the rapid
growth in wages, labour force participation and the low
rates of return on investments.

However, demographicand economic developments,
aswellas changes to benefits in the following three
decades, resulted in significantly higher costs.
When federal, provinciai and territorial ministers

\,

of finance began their review of the CPP’s finances
in 1996, contribution rates, already legislated to
rise to 10.1 percent by 2016, were cxpcctcd torise
again—to 14.2 percent by 2030—to continue

to finance the CPP ona pay-as-you-go basis.
Continuing to finance the CPP on the same basis
asin previous years would have meant imposing

a heavy financial burden on the future Canadian
workforce. This was deemed unacceptable by the
participating governments.

Amendments were therefore putinto effectin

1998 to gradually raise the level of CPP funding by:
increasing contribution rates over the short term;
reducing the growth of benefits over the long term;
and investing cash flows not needed to pay benefies
in the private markets througii the CPP Investment
Board (CPPIB) to achieve higher rates of return.

A further amendment was included to ensure that
any new benefit or increase to benefies provided
under the Plan be fully funded. The reform package
agreed to by the federal and provincial governments

in 1997 included:

¢ theintroduction of stcady—statc funding.
This replaced pay-as-you-go financing to
build a reserve of assets and stabilize the ratio
of assets to expenditures over time. In the
1i wmt)/—ﬁﬁh Actuarial Reporton the Canada
Pension Plan, the level of assets under steady-state
funding is projccted to stabilize atalevel of about
five years of expenditures. Investment earnings
from this pooi of assets will hcip pay benefits
as the large cohort of baby boomers retires.
Stcady—state funding is based on a constant
rate that finances the CPP without the full-
funding requirement for increased or new
benefits. The steady-state rate was determined
to be 9.84 percentin the 7z wmtyﬁﬁb Actuarial
Report on the Canada Pension Plan; and

:,:J/

15
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¢ theintroduction of incremental full funding
This means that changes to the CPP to increase
oradd new benefits would be fully tunded.
In other words, their costs would be paid asthe
benefit was carned and any costs associated with
benefits that were already carned and not paid for
would be amortized and paid for overadefined
pcriod of time, consistent with common actuarial
practice. In the 72 wmgj/ﬁﬁ/] Actuarial Reporton
the Canada Pension Plan, the full—funding rate
was determined to be 0.02 percent for2010-22
and 0.01 percent thereafter. The minimum
contribution rate rcquircd to fund the CPP is the
sum of the steady-state and the full—funding rates.
The minimum contribution rate was determined
to be 9.86 percent before 2023 and 9.85 percent
from 2023 onward.

Both of these funding objcctivcs were introduced
to improve fairness across gcncrations. The move to
stcady—statc funding cases some of the contribution

burden on future generations. Under full funding,

cach generation that receives benefit enrichments
is more likcly to pay for them in full and not pass
on the cost to future generations. These full-
funding requirements were made operational
through new rcgulations that came into effect
with the passage of An Act to amend the Canada
Pension Plan and the Old Age Security Act (2008).

Financing

According to the Chicf Actuary, the annual
amount of contributions paid by Canadiansinto
the CPP is expected to exceed the annual amount
of benefits paid out up to and including 2020,

and negative thereafter. Funds notimmediately
rcquircd to pay benefits will be transterred to the
CPPIB for investment. Plan assets are expected to
accumulate rapidly over this pcriod and, over time,
will help pay for benefies as more and more baby
boomers bcgin to collect their retirement pensions.
In2021 and thereafter, when most baby boomers
will have retired, and benefits paid will bcgin to
exceed contributions, investment income from the
accumulated assets will providc the funds necessary
to make up the difference. However, contributions
will remain the main source of funding for benefits.

The amended ﬁnancing policy moved the CPP away
from pay-as-you-go financing (with a small reserve)
toward fuller funding, Although the unfunded
liability may be used asa measure of the CPP’s
financial status, the kcy measure of the financial
health of the CPP is the adequacy and stability of
the CPP’s steady-state contribution rate and, thus,
the legislated rate. The Ofhce of the Chief Actuary
(OCA) examined this in the Twenty-fifth Actuarial
Reporton the Canada Pension Plan. Init, the OCA
providcd comparisons of the assets, actuarial
liabilities, rcsulting unfunded liabilities, and the
relative percentages of the assets of the CPP under
two methodologies. The first method, referred to as
the traditional closed-group approach, reveals that
CPP assets represented 14.5 percent of the actuarial

liability (with an unfunded liability of $748 billion
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asat December 31,2009). The second method,
referred to as the open-group approach, reveals
that the CPP assets represented 99.7 percent of
the actuarial liability (with an unfunded iiability
of $69 billion as at December 31,2009). This new
open-group measure is viewed by the OCA as
bcing the most appropriate in the context of the
CPP and confirms the financial sustainability of
the CPP undera 99 percent contribution rate.
A study, titled Zechnical Aspects of the Fz’mﬂcz'ng
(f the Canada Pension Plan: Actuarial Slml'y No. 8,
available on the Ofhice of the Superintendent of
Financial Institutions (OSFI) website, presents
more details with respect to these financial
sustainabiiity measures.

If at any time, the lcgislatcd contribution rate

is lower than the minimum contribution rate,
and if the Ministers of Finance do not recommend
to cither increase the legislated rate or maintain
it, then lcgislativc provisions would apply to
sustain the CPP. An increase in the legislated rate
would be phased in over three years and benefic
indexation would possibly be suspcndcd until the
following triennial review. By law, any further
enhancement of the CPP must be fully funded.
The current triennial review (2010-12) will
examine the financial status of the CPP based

on the results of the Twenty-fifth Actuarial Report

on the Canada Pension Plan.
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Financial Accountability

The CPP uses the accrual basis ofaccounting
for revenues and cxpcnditurcs. This method
gives administrators a detailed financial picture
and allows accurate matching of revenue and
cxpcnditurcs in the year in which thcy occur.

CPP Account

A separate account, the CPP Account, has been
established in the accounts of the Government
of Canada to record the financial elements of the
CPP (i.c. contributions, interest, carned pensions
and other benefits paid, as well as administraive

expenditures). The CPP Accountalso records

the amounts transterred to, or received from,

the CPPIB. Spending authority is limited to the
CPP’s netassets. The CPP assets are not part of the
federal governments revenues and expenditures.

Inkeepingwith An Act to Amend the Canada Pension
Plan and the Canada Pension Plan Investment Board Act
(Bill C-3), which came into force on April 1,

2004, the CPPIB is rcsponsiblc for investing the
remaining funds after the CPP operational needs
have been met. The CPP Account’s operating
balance is managed by the Government of Canada.
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CPP Investment Board

Created by an Act of Parliamentin 1997,

the CPPIB invests funds not rcquircd by the
CPP to pay current benefits. Asa Crown
corporation operating at arm’s length from the
federal government, it is governed and managed
indcpcnclcntly of the CPP. Although it functions
within the private-sector financial markets, the
CPPIB was spcciﬁcally clcsignccl by the federal,
provincial and territorial Ministers of Finance to
maintain signiﬁcant public accountability. Itisa
profcssional investment management organization,
hcadquartcrcd in Toronto, with ofhices in London
and Hong Kong, The Board is legislated to manage
tunds transferred from the CPP in the best interests

of CPP contributors and beneficiaries. The CPPIB

Duration of CPP Number of Canadians Before investment
sustainability who participate in income is needed
the CPP to help pay pensions
*17 million ﬁgurc includes both the contributors and beneficiaries.

invests CPP assets to achieve a maximum rate
of return, without undue risk of loss. [t must also
consider the factors that affect the CPP’s funding

and its ability to meet its financial obligations.

The CPPIB hasa long—tcrm investment horizon.
The Chief Actuary of Canada conducts a financial
review of the CPP every three years. According to
his latest triennial review completed in November
2010, the Chief Actuary reathrmed that the CPP
remains sustainable at the current contribution
rate of 99 percent throughout the 75-year period
ofhis report. The reportalso indicates that CPP
contributions are expected to exceed annual
benefits paid until 2020, providing a 10-year period
before a portion of the investment income from

the CPPIB will be needed to help pay pensions.



CPP Assets and Cash Management

CPPIB Net Assets

The 2004 Ace (Bill C-3) also stipulates that the
CPP must transfer any excess cash to the CPPIB,
once the benefitand administration expenses
have been paid, to gaina better return. The CPP
produces cash flow forecasts to determine the
amount of funds to be transferred to or from the

CPPIB, and these forecasts are updatcd rcgularly.

The CPP continues to work closely with the
CPPIB, various government departments and
banks to coordinate these transfers and manage a
tightly controlled process. A control framework
isin placc to ensure that the transfer process is
followed correctly and thatall controls are effective.
For instance, the CPP obrains confirmation atall
critical transfer points and can therefore monitor
the cash flow from one point to the next.

For more information on the
CPPIB mandate, governance
structure and investment policy,
visitwww.cppib.ca.

Asat March 31,2011, the CPPIB net assets totalled
$148.2 billion. The net investments were valued at

$148.3 billion.

Canadian asscts represented 48.3 percent of the
investment portfolio and totalled $71.7 billion.
Foreign assets rcprcsentcd 51.7 percent of the
investment portfolio and totalled $76.6 billion.

For the 10-year period ending March 31,2011,
the Fund had an annualized rate of return

of 59 percent or $51.8 billion of cumulative
investment income.
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Investing for our Future

CPPIB Reporting

To tulfillics multi-generational mandate ofhclping
to meet the long-term funding requirements of

the CPP, the CPPIB focuses on its long-term

investment horizon.

"The CPPIB investment strategy includes on
diversifying the portfolio broadly—by asset class,
by gcographic areas and by active and passive
investment programs. Investments are made
in five major risk-return Catcgorics: public
cquities, private equities, fixed income, real
estate and infrastructure.

Like other major pension tunds, the CPPIB looks
for opportunities to allocate a portion ofitsassetsin
investments that track and surpass the general rate
ofinflation. These include inflation-sensitive assets
such as: real estate, which contains mostly retail and
commercial properties; infrastructure, with deals
originating mainly in North America and Western
Europe; and inflation-linked bonds.

The CPPIB draws on internal expertise and
partncrships with external investment managers
to build its global portfolio. To manage the
increased complcxity and gcographic reach of its
investment programs, the CPPIB has signiﬁcantly
Cxpandccl its team of specialized investment
professionals over the past three years.

The CPPIB reports on a quarterly basis. Legislation
requires the CPPIB to hold public meetings at

least every two years in each of the nine provinces
participating in the CPP (excluding Quebec,

which operates the QPP). The purpose of these
meetings is for the CPPIB to present its most recent
annual reportand to provide the public with the
opportunity to ask qucstions about the policics,

operations and future plans of the CPPIB.
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Managing the CPP

Collectingand Recording

Contributions

Contributions to the CPP are paid on earnings
between a minimum and a maximum amount.
The minimum (which remains constant) is $3,500
and the maximum s adj usted annually toreflect
the growth in the average Canadian industrial
wage. The maximum amount of pensionable
carnings as of January 1, 2011, was $48,300

(up from $47.200 in 2010). Contributions stop
once a contributor reaches the age of 70 or
bcgins to receive a CPP retirement pension or
disability benefit. As mentioned previously,
this will changc in 2012 asaresult of the
Economic Recovery Act (stimulus).

All CPP contributions are remitted to the Canada
Revenue Agency (CRA). The CRA also assesses
and verifies carnings and contributions, advises
employers and employees of their rights and
responsibilities, conducts audits and reconciles
reports and T4 slips. To Verify that contribution
requirements are met, the CRA applies a compliance
and enforcement process that can vary froma
computerized data match to an on-site audic.

There are more than 1.5 million existing Cmploycr
accounts. In2010-11, the CR A conducted

49 595 examinations to promote Compliancc with
the requirements to withhold, reportand remit
employer source deductions. Employers and
employees account for approximately 94 percent
of contributions and the remaining 6 percent
comes from the sclf—cmploycd. In2010-11,
contributions amounted to $37.1 billion.

Overpayment
of Benefits

Consistent with its mandate to manage the CPP
cffectively, HRSDC has procedures in place to
detecebeneficoverpayments. During 2010-11,
overpayments totalling $37 million were detected.
Of this amount, $33 million was recovered and
debts of $3 million were forgiven. All of the above
figures representa netincrease of $1 million in the
accounts receivable for the year.

Operating Expenses

In2010-11, the cost to administer the CPP was
approximately $850 million, with HRSDC
accounting for the largcst portion at $354 million.
The CRA required approximately $155 million

for services to the CPP; Public Works and
Government Services Canada (PWGSC) required
some $11 million. OSFI, where the Office of the
Chief Actuary is housed, and Finance Canada
accounted for about $2 million. The CPPIB

reported $328 million in operating expenses.

CPP operating expenses of $850 million in
201011 represent 2.69 percent of the $31.6 billion
in benefics paid. This ratio compares very favourably
with that of other pension plans. CPP operating
expenses also compare favourably with those of
Registered Retirement Savings Plans (RRSPs).
Table I presents the CPPs operating expenses

l:OI' thC last two year S.
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Table 1: CPP Operating Expenses for 2010-11and 2009-10

EXPENSES (IN $ MILLIONS)

HRSDC 354 329
CPPIB 328 236
CRA 155 154
PWGSC 11 13
OSFI/Finance Canada 2 2
Tortal 850 734

Note: Certain ﬁgurcs abovc havc bCCIl roundcd.
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Improving Service Delivery

Service Canada is the Government of Canada’s
one-stop service delivery network. In partnership
with other departments, it provides Canadians
with casy access to a growing range of government
programs and services.

In2010-11, Service Canada continued its efforts
to increase the number of Canadians receiving
public pensions and to encourage Canadians to
actively plan and prepare for their own retirement.
Information on the CPP is available in print, on
the Internet, in person at local offices, by phone
and at clectronic kiosks in government offices and
public buildings. Personalized contact with clients
continues to receive high priority.

During the 201011 fiscal year, Service Canada
issued personal CPP Statements of Contributions
(SOCs) t0 85 579 contributors 64 years of age.
Anadditional 7 144 SOCs were sent to contributors
70years of ageand over. The SOCs were accompanied
by aletter informing the contributors about the
retirement income system in Canada and an
application for their CPP retirement pension
with a self-addressed return envelope.

Online Service Delivery

Service Canada is implementing and continually
improving its self-service Web-based options.
Today, clients can make inquiries, conduct
online transactions and access more information
on CPP benefits, all from one secure site. CPP
contributors can also view and printan ofhcial

copy of their SOCs. The contributors can use this
online service to request copies of their SOCs by
mail. Further, CPP recipients can view and print
copies of their tax slips, as far back as six years

plus the current year. These online improvements
have led to an increase in the number of Canada
Pension Plan retirementapplications made online.

Service Canada has responded in the past few years
to growing expectations regarding service delivery.
My Service Canada Account and other self-serve
tools have expanded citizens’ capacity to find and
access information online. My Service Canada
Account provides a single point of access to view
and updatc information with the CPP program.

Since June 2005, CPP clients can access their
pcrsonal information sccurcly online. Thcy can
view and, if they live in Canada, update mailing
addresses, phone numbers and direct deposit
information, as well as view their monthly
payment amounts.

Service Canada has promoted the use of online
services through targctcd mailing of promotional
inserts in existing mass mailings, promotional
messages within standard client corrcspondcncc
and improved navigation to online services

on the Service Canada home page. Seasonal
promotional activities are also undertaken where
appropriatc, such as promoting the online tax slip
service during the tax-filing season. A significant
increase in the use of online services is anticipated
when the next generation of seniors begins to

apply fOI‘ pcnsion bCHCﬁtS.
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Processing Benefits

In2010-11, Service Canada proccsscd close

to 285 000 retirement applications, 97 percent
of which were paid within the first month of
entitlement, Cxcccding the national objcctivc
(sce Table 2). During the same period, Service
Canada also processed approximately 72 000
CPP Disability initial applications. Decisions
were made on 66 percent ofall disability initial
applications within 120 calendar days of receipt
of the Complctcd application. Anincreased
number of applications coupled with a growing
complcxity of the factors to be considered
contributed to the results falling below the

national objcctivc. Workload recovery cfforts
were putin place to improve service levels which
will continue into the Coming year. With rcgard
to CPP reconsiderations, Service Canada
proccsscd slightly more than 11 000 requests.

In terms of disability reconsideration decisions,
69 percent were made within 120 calendar

days of receipt of the request—arate almost

at the national objective. A continued strong
Cmphasis on communication with clients and
their physicians helped scaff make well-informed
decisions and CPP disability applicants better

understand tl’lC recasons l:OI' tl’lOSC decisions.

Table 2: Application-processing Statistics

NATIONAL MEASURE

CPP retirement applications
Percentage of benefits paid within the first
month of entitlement

CPP disability (initial decisions)
Perccntage of initial decisions made within
120 calendar days of receipt of applications

CPP disability (reconsideration decisions)

Pcrccntagc of reconsideration decisions made

within 120 calendar days of receipt of applications

2010-11
NATIONAL RESULT

NATIONAL

OBJECTIVE

85% 97%
75% 66%
70% 69%
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Looking to the Future

Information Technology
Renewal Delivery Systems

Following the successtul implcmcntation of the
Information Technology Renewal Delivery Systems
(ITRDS) in May 2009 and the decommissioning of
the CPP lcgacy systems, Service Canada continued
to optimize the capabilities of the new information
tcchnology platform in2010-11. At the same time,
the focus was on preparing for the implementation

of Bill C-51 legislative changes (the last CPP

Triennial review).

Changes to the CPP arising from the last triennial
review are bcing implemented over a 6-year period
thatbegan on January 1, 2011. Communications

and marketing information to inform Canadians
of the changcs, the dclivcry of training to prepare
front-line staft to respond and modifications to
the online services and internal systems were
completed in advance of the coming into force of
the first changes. As well, preparatory work was
completed to ensure readiness to implement the
rcmaining lcgislativc Changcs.

Service Canadais also developinga Service
Improvement Stratcgy for the dclivcry of the CPP
benefics. The strategy is focusing on how best to
rcspond to Changing citizens service Cxpcctations,
increase efliciencies and reduce costs of delivery,
implcmcnt lcgislativc Changcs and enhance
program stewardship, accountability and incegrity.
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Ensuring Program Integrity

Income security is essential to the quality oflife and
well-being of Canadians. The current economic
environmentand an aging population pose new
challenges for responding to the changing needs of
Canadians and their families.

To ensure the accuracy of benefit payments, the
security and privacy of personal information, and
the overall quality of service, HRSDC is working
to modernize the CPP program and further
enhance the efficiency, accuracy and integrity
ofits operations.

Mccting the expectations of Canadians that
government services and benefits are delivered
to the right person, for the right amount, for

the intended purpose, at the right time is a
cornerstone of HRSDC's service commitment.
Enhanced and modernized integrity activities
within CPP and OAS are essential to meeting
these expectations and ensuring public trust
and confidence in effective management of the
programs. These integrity activities consist of risk
analysis measures to ensure that appropriate and

effective controls are in place and to understand
the causes of incorrect payments, as well as
benefit entitlement reviews and investigations to
address situations in which clients are receiving
benefits to which they are not entitled. These
activities result in the detection and correction
of cxisting overpayments, the reduction of the
costs of these programs through the avoidance
of future overpayments, and the identification of
systemic impediments to clients recciving their
correct and full benefit entitlement.

In2010-11, these CPP integrity activities yielded
savings for the federal governmentand CPP
contributors of $60 million which included

$9 million in recoverable overpayments and

$51 million in avoidance of future overpayments.

Idcntity management policics, practices and controls,
including initiatives such as information-sharing
agreements with provincial organizations are

integral to the effective administration of the Social
Insurance Number and Social Insurance Register.
These measures serve to enhance and strcngthen the
integrity of the Canada Pension Plan program.

)

Qo DID YOUKNOW...

New pcnaltv provisions allow the Government of Canada to impose financial sanctions on anyone
who receives or tries to receive benefies by knowingly making false or misleading statements,

or omitting information. A person can come forwar, rd and correct inaccurate or mtomp]ctc
information or disclose information not previously disclosed. A disclosure, if made before any
investigation has started, may exemptan individual from penalty and potential prosecution.
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Canada Pension Plan
Consolidated Financial Statements

for the year ended March 31, 2011
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Canada Pension Plan
Management’s Responsibility for Financial Statements

The Consolidated Financial Statements of the Canada Pension Plan have been prepared in accordance with
Canadian public sector accounting standards by the management of Human Resources and Skills
Development Canada (the Department).

Management is responsible for the integrity and objectivity of the information in the financial statements,
including the amounts which must, of necessity, be based on best estimates and judgement. The financial
information presented throughout the Annual Report is consistent with the financial statements.

In support of its responsibilities, management has developed and maintains systems of internal control and
supporting procedures. They are designed to provide reasonable assurance that assets are safeguarded,
records are properly maintained and that transactions are properly authorized and are in accordance with the
Canada Pension Plan Act, the Canada Pension Plan Investment Board Act and the Financial Administration
Act and their accompanying regulations. These controls include the establishment of an organizational
structure that provides a well defined division of responsibilities and accountability, the selection and training
of qualified staff, and the communication of policies and guidelines throughout the organization. Internal
controls are reviewed and evaluated by both internal and external auditors in accordance with their respective
audits. Management also reviews the recommendations of its internal and external auditors for
improvements in internal controls.

The Auditor General of Canada, the external auditor of the Canada Pension Plan, has conducted an
independent audit of the consolidated financial statements in accordance with Canadian generally accepted
auditing standards and has reported to the Minister of Human Resources and Skills Development.

Alfred Tsang, CMA lan Shugart
Chief Financial Officer Deputy Minister
Human Resources and Human Resources and
Skills Development Canada Skills Development Canada

Gatineau, Canada
August 31, 2011
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Canada Pension Plan

Consolidated Statement of Financial Position

as at March 31

Financial assets

Cash (Note 3)

Receivables (Note 4)

Investments (Note 6)

Amounts receivable from pending trades (Note 6)

2011 2010
(in millions of dollars)
34 180
3,737 3,989
152,933 130,477
1,085 1,118

157,789 135,764

Liabilities

Payables and accrued liabilities (Note 8) 514 475

Investment liabilities (Note 6) 4,046 2,519

Amounts payable from pending trades (Note 6) 1,675 1,391
6,235 4,385

Financial assets available for benefit payments

Non-financial assets
Other assets

151,554 131,379

47 41

Assets available for benefit payments

151,601 131,420

Actuarial obligation in respect of benefits (Note 12)
Commitments (Note 13)
Contingent liabilities (Note 14)

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

Approved by:

Alfred Tsang, CMA
Chief Financial Officer
Human Resources and

Skills Development Canada

lan Shugart
Deputy Minister
Human Resources and
Skills Development Canada
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Canada Pension Plan
Consolidated Statement of Operations
for the year ended March 31

Budget Actual Actual
2011 2011 2010
(Note 9) (in millions of dollars)
Revenues
Contributions 35,773 37,069 36,276
Net investment income (Note 10)
Realized gains - 2,929 7,393
Unrealized gains - 9,159 5,988
Interest income - 2,246 1,742
Dividend income - 1,428 1,304
Other income - 471 406
Transaction costs - (173) (148)
Investment management fees - (500) (466)
7,340 15,560 16,219
43,113 52,629 52,495
Expenses
Pensions and benefits
Retirement 23,550 23,184 22,208
Survivor 3,925 3,986 3,891
Disability 3,638 3,679 3,513
Disabled contributor’s child 293 297 291
Death 296 269 287
Orphan 223 218 222
Net overpayments (Note 4) - (35) (49)
31,925 31,598 30,363
Operating expenses (Note 11) 741 850 734
32,666 32,448 31,097
Net increase in assets available for benefit payments 10,447 20,181 21,398
Assets available for benefit payments, beginning of year 131,420 131,420 110,022
Assets available for benefit payments, end of year 141,867 151,601 131,420

The accompanying notes are an integral part of these consolidated financial statements.
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Canada Pension Plan

Consolidated Statement of Changes in Financial Assets Available for
Benefit Payments

for the year ended March 31

Budget Actual Actual
2011 2011 2010
(Note 9) (in millions of dollars)
Net increase in assets available for benefit payments 10,447 20,181 21,398
Changes in other assets - (6) (3)
Increase in financial assets available for benefit payments 10,447 20,175 21,395
Financial assets available for benefit payments,
beginning of year 131,379 131,379 109,984
Financial assets available for benefit payments,
end of year 141,826 151,554 131,379

The accompanying notes are an integral part of these consolidated financial statements.
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Canada Pension Plan
Consolidated Statement of Cash Flow
for the year ended March 31

2011

2010

Operating activities
Cash receipts

(in millions of dollars)

Contributions 37,327 37,084
Interest on operating balance 2 1
Cash payments
Pensions and benefits (31,604) (30,365)
Operating expenses (796) (713)
Cash flows from operating activities 4,929 6,007
Financing activities
Issuance of debt 10,878 9,981
Repayment of debt (9,777) (8,602)
Payment of interest on debt (235) (71)
Cash flows from financing activities 866 1,308
Investing activities
Dividends on investments 1,328 1,206
Interest on investments 2,722 2,089
Other investment income 378 451
Investment management fees (497) (435)
Transaction costs (166) (158)
Purchases
Equities (70,032) (63,420)
Inflation-sensitive investments (9,422) (4,692)
Fixed income investments (25,433) (20,461)
Money market securities and absolute return strategies (591,808) (485,209)
Other debts (3,712) (1,027)
Premises and equipment (21) (15)
Disposals
Equities 67,807 66,882
Inflation-sensitive investments 2,864 1,705
Fixed income investments 24,456 11,163
Money market securities and absolute return strategies 593,900 484,096
Other debts 1,695 595
Cash flows used in investing activities (5,941) (7,230)
Net (decrease) increase in cash (146) 85
Cash, beginning of year 180 95
Cash, end of year 34 180

The accompanying notes are an integral part of these consolidated financial statements.
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Canada Pension Plan
Notes to Consolidated Financial Statements
for the year ended March 31, 2011

1.  Authority, Objective and Responsibilities
a) Description of the Canada Pension Plan

The Canada Pension Plan (CPP) is a federal/provincial plan established by an Act of Parliament in 1965.
The CPP is administered by the Government of Canada and the participating provinces.

The CPP began operations in 1966. Itis a compulsory and contributory social insurance program operating
in all parts of Canada, except Quebec, which operates the Régime de rentes du Québec, a comparable
program. The Plan’s objective is to provide a measure of protection to workers and their families against the
loss of earnings due to retirement, disability or death. The CPP is financed by contributions and investment
returns. Employers and employees pay contributions equally to the CPP. Self-employed workers pay the full
amount.

The Canada Pension Plan Investment Board (CPPIB) was established pursuant to the Canada Pension Plan
Investment Board Act. The CPPIB is a federal Crown corporation and all of its shares are owned by Her
Majesty the Queen in right of Canada.

The Minister of Human Resources and Skills Development is responsible for the administration of the
Canada Pension Plan (under the CPP Act); the Minister of National Revenue is responsible for collecting
contributions. The Minister of Finance and his provincial counterparts are responsible for setting CPP
contribution rates, pension and benefit levels and funding policy. The CPPIB is responsible for managing the
amounts that are being transferred under Section 108.1 of the Canada Pension Plan Act. It acts in the best
interests of the beneficiaries and contributors under the Act.

In accordance with the CPP Act, the financial activities of the Canada Pension Plan are recorded in the CPP
Account (Note 3). The financial transactions affecting the Account are governed by the CPP Act and its
regulations. The Plan’s investments are held by the CPPIB. The CPPIB’s transactions are governed by the
Canada Pension Plan Investment Board Act and its accompanying regulations. The CPPIB’s assets are to
be invested with a view to achieving a maximum rate of return without undue risk of loss, with regard to the
factors that may affect the funding of the CPP and its ability to meet its financial obligations on any given
business day.

The CPPIB and its wholly-owned subsidiaries are exempt from Part | income tax under paragraphs 149(1)(d)
and 149 (1)(d.2) of the Income Tax Act (Canada) on the basis that all of the shares of the CPPIB and its
subsidiaries are owned by Her Majesty the Queen in right of Canada or by a corporation whose shares are
owned by Her Majesty the Queen in right of Canada, respectively.

The CPPIB is designed to operate at arm’s length from the government. It is required to be accountable to
the public, Parliament (through the federal Minister of Finance) and the provinces. It provides regular reports
of its activities and the results achieved.

As stated in the CPP and CPPIB Acts, changes to these Acts require the approval of at least two-thirds of the
provinces that have, in the aggregate, not less than two-thirds of the population of all included provinces.

b) Pensions and Benefits

Retirement pensions — A retirement pension is payable to each contributor at age 60 or older, according to
the provisions of the Act. The monthly amount is equal to 25 percent of the contributor's average monthly
pensionable earnings during the pensionable period. The amount may be reduced or increased depending
upon whether the contributor applies for a retirement pension before or after age 65. This adjustment cannot
exceed 30 percent. The maximum new monthly pension payable at age 65 in 2011 is $960.00 (2010 —
$934.17).
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Disability benefits — A disability benefit is payable to a contributor who is disabled, according to the
provisions of the Act. The amount of the disability benefit to be paid includes a flat-rate portion and an
amount equal to 75 percent of the earned retirement pension. The maximum new monthly disability benefit in
2011 is $1,153.37 (2010 — $1,126.76).

Survivor’s benefits — A survivor’s benefit is payable to the spouse or common-law partner (the beneficiary)
of a deceased contributor, according to the provisions of the Act. For a beneficiary under the age of 65, the
benefit consists of a flat-rate portion and an amount equal to 37.5 percent of the deceased contributor’s
earned retirement pension. A beneficiary between the ages of 35 and 45 who is not disabled or who has no
dependent children receives reduced benefits. For beneficiaries aged 65 and over, the benefit is equal to 60
percent of the retirement pension granted to the deceased contributor. The maximum new monthly benefit
payable to a beneficiary in 2011 is $576.00 (2010 — $560.50).

Disabled contributor’s child and orphan benefits — According to the provisions of the Act, each child of a
contributor who is receiving disability benefits or a child of a deceased contributor is entitled to a benefit as
long as the child is under the age of 18, or is between the ages of 18 and 25 and attending school full-time.
The flat-rate monthly benefit in 2011 is $218.50 (2010 — $214.85).

Death benefits — According to the provisions of the Act, a death benefit is a one-time payment to, or on
behalf of, the estate of a contributor. The benefit amounts to either 10 percent of the maximum pensionable
earnings in the year of death or six times the monthly retirement pension granted to the deceased contributor,
whichever is less. The maximum death benefit in 2011 is $2,500 (2010 — $2,500).

Pensions and benefits indexation — As required by the Act, pensions and benefits are indexed annually
based on the Consumer Price Index for Canada. The rate of indexation for 2011 is 1.7 percent (2010 — 0.4
percent).

2. Significant Accounting Policies
a) Basis of Presentation

These financial statements are presented on a consolidated basis. They include the consolidated statement
of financial position, the consolidated statement of operations, the consolidated statement of changes in
financial assets available for benefit payments and the consolidated statement of cash flow of the CPP and
the CPPIB. These financial statements are prepared in accordance with Canadian public sector accounting
standards (PSAS).

The CPP, which is managed by both the Government of Canada and participating provinces, is not
considered to be part of the reporting entity of the Government of Canada. Accordingly, its financial activities
are not consolidated with those of the Government.

b) Valuation of Investments, Investment Receivables and Investment Liabilities

Investments, investment receivables and investment liabilities are recorded on a trade-date basis and are
stated at fair value. Fair value is an estimate of the amount of the consideration that would be agreed upon in
an arm’s-length transaction between knowledgeable, willing parties who are under no compulsion to act.

In an active market, fair value is best evidenced by an independent quoted market price. In the absence of
an active market, fair value is determined by valuation techniques that make maximum use of inputs
observed from markets. These valuation techniques include using recent arm’s length market transactions, if
available, or current fair value of another investment that is substantially the same, discounted cash flow
analysis, option pricing models and other accepted industry valuation methods.
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c) Contributions

Contributions include CPP contributions earned for the year. The Canada Revenue Agency (CRA) collects
contributions and measures them using the assessment of tax returns. In determining the amount of
contributions earned for the year, the CRA considers cash received and contributions assessed, and makes
an estimate for contributions related to tax returns not yet assessed. This estimate is subject to review and
adjustments. Adjustments, if any, are recorded as contributions in the year they are known.

d) Investment Income

Income from investments is recognized on an accrual basis and includes realized gains and losses from
investments, changes in unrealized gains and losses on investments, dividend income, interest income and
net operating income from private real estate investments. Dividend income is recognized on the ex-dividend
date, which is when the CPP’s right, through CPPIB, to receive the dividend has been established. Interest
income is recognized using the effective interest rate method. Distributions received from limited
partnerships and funds are recognized as interest income, dividend income, realized gains and losses from
investments or return of capital, as appropriate.

e) Transaction Costs

Transaction costs are incremental costs that are directly attributable to the acquisition or disposal of an
investment. Transaction costs are expensed as incurred and recorded as a component of net investment
income.

f) Investment Management Fees

Investment management fees are paid to investment managers for externally managed investments.
Investment management fees are expensed as incurred and recorded as a component of net investment
income.

g) Securities Purchased under Reverse Repurchase Agreements

Securities purchased under reverse repurchase agreements represent the purchase of securities effected
with a simultaneous agreement to sell them back at a specified price at a specified future date and are
accounted for as an investment receivable. These securities are not recognized as an investment of the CPP.
The fair value of securities to be resold under these reverse repurchase agreements is monitored and
additional collateral is obtained when appropriate to protect against credit exposure. In the event of
counterparty default, the CPP, through CPPIB, has the right to liquidate the collateral held. Reverse
repurchase agreements are presented at Note 6 at the amounts at which the securities were initially
acquired. Interest earned on reverse repurchase agreements is included in investment income (see

Note 10).

h) Translation of Foreign Currencies

Transactions denominated in foreign currencies are translated into Canadian dollars at exchange rates
prevailing on the transaction date. Investments and other monetary assets and liabilities denominated in
foreign currencies are translated into Canadian dollars at exchange rates prevailing on the year-end date with
any resulting foreign exchange gain or loss included in net gain (loss) in net investment income (see

Note 10).

i) Pensions and Benefits

Pensions and benefits expenses are recorded when payable or reasonably estimated.
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j) Tax Deductions due to Canada Revenue Agency

Tax deductions due to CRA consist primarily of voluntary and non-resident taxes withheld from pensions and
benefit payments to CPP beneficiaries.

k) Net Overpayments

Net overpayments are comprised of overpayments of pensions and benefits that were established during the
year less remissions of debts granted.

I) Operating Expenses
Operating expenses are recorded as incurred.
m) Other claims and legal actions

The CPP records an allowance for claims and legal proceedings when it is likely that there will be a future
payment and a reasonable estimate can be made.

n) Measurement Uncertainty

The preparation of consolidated financial statements in accordance with Canadian public sector accounting
standards (PSAS) requires management to make certain estimates and assumptions that affect the reported
values of assets and liabilities as at the date of the financial statements and income and expenses during the
reporting period. Significant estimates and judgments are required principally in determining the reported
estimated contributions, allowance for doubtful accounts, contingent liabilities, actuarial obligation in respect
of benefits and fair values of investments since these determinations include estimates of expected future
cash flows, rates of return and the impact of future events. Actual results could differ from those estimates.

o) Future Changes in Accounting Standards
International Financial Reporting Standards

In February 2008, the Canadian Accounting Standards Board (AcSB) confirmed that Canadian Generally
Accepted Accounting Principals (GAAP) for publicly accountable enterprises, such as the CPPIB, would be
replaced with International Financial Reporting Standards (IFRS), effective for interim and annual periods
commencing April 1, 2011.

The International Accounting Standards Board (IASB) is considering a proposal for investment companies to
be exempt from the requirement to consolidate investments in controlled entities. To allow the IASB time to
complete its consolidation project, the AcSB granted investment companies a deferral of two years to convert
to IFRS. The CPPIB will continue to measure and report all of its investments at fair value and will defer the
adoption of IFRS until April 1, 2013. Until then, CPPIB will continue to follow Canadian GAAP.

The CPPIB has developed an IFRS conversion plan and has identified the major differences between
existing Canadian GAAP and IFRS. As IFRS continues to change, the impact these differences will have on
CPPIB’s operations, financial position and results of operations is not yet determinable. The CPPIB
continues to monitor developments and changes to IFRS and is on schedule to meet the timelines
established in its IFRS conversion plan.

The CPP will assess the impact of the CPPIB’s change in accounting framework on its consolidated financial
statements and will review any restatements made to CPPIB’s information.
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3. Cash

Cash consists of the total cash held by the CPP Account and the CPPIB. The CPP Account was established
in the accounts of Canada by the CPP Act to record the contributions, interest, pensions, benefits and
operating expenses of the Plan. It also records the amounts transferred to or received from the CPPIB. As
at March 31, 2011, the deposit with the Receiver General for Canada in the CPP Account is $23 million (2010
— $175 million) and CPPIB’s cash is $11 million (2010 — $5 million) for a total of $34 million (2010 —

$180 million).

4, Receivables
Receivables are comprised of the following:

2011 2010
(in millions of dollars)

Contributions 3,595 3,854
Régime de rentes du Québec 104 96

Beneficiaries
Balance of pensions and benefits overpayments 112 111
Allowance for doubtful accounts (74) (72)
3,737 3,989

Contributions receivable represent the estimated amount to be collected from CRA relating to contributions
earned at year end and adjusted for tax returns not yet assessed.

The CPP has procedures to detect overpayments. During the year, overpayments totalling $37 million
(2010 — $53 million) were established and debts totalling $3 million (2010 — $3 million) were forgiven as per
the remission provisions of the CPP Act. A further $33 million (2010 — $37 million) was recovered through
collection of payments and withholdings from beneficiaries.

5. Investment Activities Risk Management

The CPPIB is exposed to a variety of financial risks as a result of its investment activities. These risks are
market risk, credit risk and liquidity risk. The CPPIB manages and mitigates financial risks through the
Risk/Return Accountability Framework that is contained within the investment policies approved by the Board
of Directors at least once every fiscal year. This framework contains risk limits and risk management
provisions that govern investment decisions and has been designed to achieve the mandate of the CPPIB
which is to invest its assets with a view to achieving a maximum rate of return, without undue risk of loss,
having regard to the factors that may affect the funding of the CPP and the ability of the CPP to meet its
financial obligations on any given business day.

Included within the Risk/Return Accountability Framework is an active risk limit that represents a limit on the
amount of investment risk that the CPPIB can take relative to the CPP Reference Portfolio. The CPP
Reference Portfolio is approved by the Board of Directors and serves as a performance benchmark against
which the CPPIB’s value-added activities are measured. It represents a low-cost strategic alternative to the
CPP Investment Portfolio. The objective of the CPPIB is to create value-added investment returns greater
than the returns that would be generated by the CPP Reference Portfolio. The CPPIB monitors the active
risk in the CPP Investment Portfolio daily and reports active risk exposures to the Board of Directors at least
on a quarterly basis.
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(i)

(i)

Market Risk: Market risk (including currency risk, interest rate risk and equity price risk) is the risk that
the fair value or future cash flows of an investment or investment liability will fluctuate because of
changes in market prices and rates.

Currency Risk: The CPPIB is exposed to currency risk through holdings of investments and/or
investment liabilities in various currencies.

In Canadian dollars, the net underlying currency exposures, after allocating foreign currency derivatives,
as at March 31, are as follows:

(in millions of dollars) 2011 2010
Currency Net Exposure % of Total Net Exposure % of Total
United States Dollar 42,419 54 35,121 55
Euro 12,005 15 9,936 15
Japanese Yen 7,689 10 5,365 8
British Pound Sterling 4,743 6 4,430 7
Australian Dollar 4173 5 2,345 4
Hong Kong Dollar 1,576 2 1,537 2
Swiss Franc 834 1 1,432 2
Other 5,382 7 4,292 7
78,821 100 64,458 100

Interest Rate Risk: Interest rate risk is the risk that the fair value or future cash flows of an investment
will fluctuate because of changes in market interest rates.

Equity Price Risk: Equity price risk is the risk that the fair value or future cash flows of an investment will
fluctuate because of changes in market prices (other than those arising from interest rate risk or currency
risk), whether those changes are caused by factors specific to the individual investment or factors
affecting all securities traded in the market.

Credit Risk: Credit risk is the risk of financial loss due to a counterparty failing to meet its contractual
obligations or a reduction in the value of the assets due to a decline in the credit quality of the borrower,
counterparty, guarantor or the assets (collateral) supporting the credit exposure. The CPPIB’s most
significant exposure to credit risk is its investment in debt securities and over-the-counter derivatives (as
discussed in Note 6f). The carrying amounts of these investments as presented in Note 6 represent the
maximum credit risk exposure at the financial position date.

(iii) Liquidity Risk: Liquidity risk is the risk of being unable to generate sufficient cash or its equivalent in a

timely and cost-effective manner to meet investment commitments and investment liabilities as they
come due. The CPPIB mitigates liquidity risk through its unsecured credit facilities (see Note 7) available
in the amount of $1.5 billion (2010 — $1.5 billion) and the ability to readily dispose of certain investments
that are traded in an active market. These include a liquid portfolio of publicly-traded equities, money
market securities, marketable bonds and inflation-linked bonds.

The CPPIB is also exposed to liquidity risk through its responsibility for providing cash management
services to the CPP (see Note 16). To manage liquidity risk associated with this short-term cash
management program, the assets required for this purpose are segregated from the investment portfolio
and separately managed as the Cash for Benefits Portfolio. Liquidity risk is also managed by investing
these assets in liquid money market instruments with the primary objective of ensuring that the CPP has
the necessary liquidity to meet benefit payment obligations on any business day.
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6. Investments and Investment Liabilities

As stated in Note 1, the role of the CPPIB is to invest the assets with a view to achieving a maximum rate of
return without undue risk of loss, with regard to the factors that may affect the funding of the CPP and the
ability of the CPP to meet its financial obligations on any given business day. To achieve their mandate, the
CPPIB has established investment policies in accordance with its regulations. These set out the manner in
which their assets shall be invested and their financial risks managed and mitigated through the Risk/Return
Accountability Framework. The financial statements of the CPPIB are audited annually by an external firm
and are included in their annual report.

The CPPIB’s investments are grouped by asset class based on risk/return characteristics of the investment
strategies of the underlying portfolios. The investments, before allocating derivative contracts, associated
money market securities and other investment receivables and liabilities to the asset classes to which they
are related, are as follows:

2011 2010
(in millions of dollars)
Equities
Canada 10,261 9,538
Foreign developed markets 43,691 39,179
Emerging markets 6,743 5,407
Total Equities 60,695 54,124
Fixed income
Bonds 37,208 35,649
Other debts 6,008 3,526
Money market securities 17,625 14,068
Total Fixed income 60,841 53,243
Absolute return strategies 4,464 2,871
Inflation-sensitive assets
Private real estate 12,829 7,982
Infrastructure 9,404 5,821
Inflation-linked bonds 299 904
Total Inflation-sensitive assets 22,532 14,707
Investment receivables
Securities purchased under reverse repurchase agreements 2,500 4,000
Accrued interest 657 594
Derivatives receivables 1,117 760
Dividends receivables 127 178
Total Investment receivables 4,401 5,632
Total Investments 152,933 130,477
Investment liabilities
Debt financing liabilities (1,394) (1,303)
Debt on private real estate properties (1,969) (947)
Derivatives liabilities (683) (269)
Total Investment liabilities (4,046) (2,519)
Amounts receivable from pending trades 1,085 1,118
Amounts payable from pending trades (1,675) (1,391)
Net Investments 148,297 127,685
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a)

b)

d)

Equities

Equities consist of public and private investments in each of these three markets: Canadian, foreign
developed and emerging.

(i) Public equity investments are made directly or through funds. As at March 31, 2011, public equities
include fund investments with a fair value of $2,665 million (2010 — $2,631 million).

(i) Private equity investments are generally made directly or through ownership in limited partnership
arrangements, which have a typical term of 10 years. The private equity investments represent equity
ownerships or investments with the risk and return characteristics of equity. As at March 31, 2011,
private equities include direct investments with a fair value of $5,565 million (2010 — $3,997 million).

Fixed Income
(i) Bonds consist of marketable and Canadian government non-marketable bonds.

The non-marketable bonds issued by the provinces prior to 1998 have rollover provisions attached to
them by the Act, which permit each issuer, at their option, to roll over the bonds on maturity for a
further 20-year term at a rate based on capital markets borrowing rates for that province existing at
the time of rollover. The non-marketable bonds are also redeemable before maturity at the option of
the issuers.

In lieu of exercising its statutory rollover right described in the preceding paragraph, agreements
between the CPPIB and the provinces permit each province to repay the bond and concurrently
cause the CPPIB to purchase a replacement bond or bonds in a total principal amount not exceeding
the principal amount of the maturing security for a term of not less than five years and not greater
than 30 years. Such replacement bonds contain rollover provisions that permit the issuer, at its
option, to roll over the bond for successive terms of not less than five years and are subject in all
cases to the maximum 30 years outside the maturity date. The replacement bonds are also
redeemable before maturity at the option of the issuers.

(i) Other debt instrument consists of investments in distressed mortgage and private debt funds and
direct investments in private debt.

Absolute Return Strategies

Absolute return strategies consist of investments in funds whose objective is to generate positive returns
regardless of market conditions, that is, returns with a low correlation to broad market indices. The
underlying securities of the funds could include, but are not limited to, equities, fixed income securities
and derivatives.

Inflation-sensitive Assets

(i) The CPPIB obtains exposure to real estate through direct investments in privately held real estate
and real estate funds.

Private real estate investments are held by wholly-owned subsidiaries and are managed on behalf of
the CPPIB by investment managers through primarily co-ownership arrangements. As at

March 31, 2011, the subsidiary’s share of these investments includes assets of $12,829 million
(2010 — $7,982 million) and $1,969 million of secured debt (2010 — $947 million). The terms to
maturity of the secured debt principal repayments vary from less than a year to more than ten years.
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(ii) Infrastructure investments are generally made directly, but can also occur through limited partnership
arrangements that have a typical term of 10 years. As at March 31, 2011, infrastructure includes

direct investments with a fair value of $7,899 million (2010 — $4,395 million).
e) Securities Purchased under Reverse Repurchase Agreements

The terms to maturity of the securities purchased under reverse repurchase agreements as at
March 31, 2011 were all less than a year.

f) Derivative Contracts

A derivative is a financial contract, the value of which is derived from the value of underlying assets,
indices, interest rates, currency exchange rates or other market-based factors. Derivatives are
transacted through regulated exchanges or are negotiated in over-the-counter markets. The CPPIB uses
different types of derivative instruments, which include equity contracts, foreign exchange contracts,
interest rate contracts and credit contracts.

Notional amounts of derivative contracts represent the contractual amounts to which a rate or price is
applied for computing the cash flows to be exchanged. The notional amounts are used to determine the
gains/losses and fair value of the contracts. They are not recorded as assets or liabilities on the
Consolidated Statement of Financial Position. Notional amounts do not necessarily represent the amount
of potential market risk or credit risk arising from a derivative contract.

The fair value of these contracts is reported as derivative receivables and derivative liabilities on the
schedule of investments included above.

The CPPIB uses derivatives to generate value-added investment returns and to limit or adjust market,
credit, interest rate, currency and other financial exposures without directly purchasing or selling the
underlying instrument.

g) Debt Financing Liabilities

The terms to maturity of the undiscounted principal repayments of the debt financing liabilities as at
March 31, 2011, are: $857 million (less than 30 days, 2010 — $779 million), $478 million (from 1 to
3 months, 2010 — $333 million) and $61 million (from 3 to 6 months, 2010 — $191 million).

h) Collateral

Collateral transactions are conducted under the terms and conditions that are common and customary to
collateral arrangements. The net fair value of collateral held and pledged as at March 31 is as follows:

2011 2010

(in millions of dollars)

Fixed income securities held as collateral on reverse repurchase agreements1 2,561 4,088
Securities held as collateral on over-the-counter derivative transactions’ 135 -
Cash held as collateral on over-the-counter derivative transactions - 68
Securities pledged as collateral on guarantees (see Note 14c) (132) (120)
2,564 4,036

" The total fair value of the collateral held that may be sold or repledged as at March 31, 2011, is $2,588 million (2010 — $3,923 million).
The fair value of the securities collateral sold or repledged as at March 31, 2011, is $nil (2010 — $nil).
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7. Credit Facilities

The CPPIB maintains $1.5 billion (2010 — $1.5 billion) of unsecured credit facilities to meet potential liquidity

requirements. As at March 31, 2011, the total amount drawn on the credit facilities is $nil (2010 — $nil).

8. Payables and Accrued Liabilities

Payables and accrued liabilities are comprised of the following:
2011

2010

(in millions of dollars)

Operating expenses 170 131
Pensions and benefits payable 221 224
Tax deductions due to Canada Revenue Agency 123 120

514 475

9. Comparison of Results against Budget

The budget amounts included in the Consolidated Statement of Operations and the Consolidated Statement

of Change in Financial Assets Available for Benefit Payments are derived from the amounts that were

originally budgeted in the Human Resources and Skills Development Canada 20710-2011 Report on Plans

and Priorities, tabled in Parliament in March 2010 and amounts forecasted by the Office of the
Superintendent of Financial Institutions.
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10. Net Investment Income

Net investment income is reported net of transaction costs and investment management fees and is grouped
by asset class based on the risk/return characteristics of the investment strategies of the underlying
portfolios.

Net investment income, after giving effect to derivative contracts and investment receivables and liabilities for
the year ended March 31, is as follows:

2011
Total Net
Investment Net Gain Investment Investment Investment
Income on Income Management Transaction Income
(in millions of dollars) (Loss)1 Investments>** (Loss) Fees Costs (Loss)
Equities
Canada 270 3,369 3,639 (19) (14) 3,606
Foreign developed
markets 946 4,658 5,604 (245) (26) 5,333
Emerging markets 133 654 787 (29) (4) 754
1,349 8,681 10,030 (293) (44) 9,693
Fixed income
Bonds 1,415 145 1,560 - - 1,560
Other debt 240 506 746 (15) (5) 726
Money market securities® 145 1,004 1,149 (109) (37) 1,003
Debt financing liabilities (10) - (10) - - (10)
1,790 1,655 3,445 (124) (42) 3,279
Inflation-sensitive assets
Private real estate 473 894 1,367 (77) (58) 1,232
Infrastructure 378 659 1,037 (6) (29) 1,002
Inflation-linked bonds 153 199 352 - - 352
1,004 1,752 2,756 (83) (87) 2,586
Interest on operating
balance 2 - 2 - - 2
4,145 12,088 16,233 (500) (173) 15,560
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2010
Total Net
Investment Net Gain Investment Investment Investment
Income (Loss) on Income Management Transaction Income
(in millions of dollars) (Loss)' Investments®* (Loss) Fees Costs (Loss)
Equities
Canada 208 5,807 6,015 (18) (23) 5,974
Foreign developed
markets 884 4,960 5,844 (257) (56) 5,531
Emerging markets 116 1,984 2,100 (28) (2) 2,070
1,208 12,751 13,959 (303) (81) 13,575
Fixed income
Bonds 1,320 84 1,404 - - 1,404
Other debt 124 1,337 1,461 (13) (1) 1,447
Money market securities® 108 385 493 (84) (7) 402
Debt financing liabilities (2) - (2) - - (2)
1,550 1,806 3,356 97) 8) 3,251
Inflation-sensitive assets
Public real estate 7 95 102 - (1) 101
Private real estate 406 (1,141) (735) (60) (27) (822)
Infrastructure 267 (512) (245) 6) (31) (282)
Inflation-linked bonds 13 382 395 - - 395
693 (1,176) (483) (66) (59) (608)
Interest on operating
balance 1 - 1 - - 1
3,452 13,381 16,833 (466) (148) 16,219

Includes interest income, dividends, private real estate operating income (net of interest expense) and interest expense on the debt
financing liabilities.

Includes realized gains and losses from investments, unrealized gains and losses on investments held at the end of the year and
other investment-related expenses.

Includes foreign exchange losses of $1,403 million (2010 — $10,052 million).

Includes net unrealized gains of $1,307 million (2010 — unrealized losses of $1,257 million), which represents the change in fair value
estimated on direct investments in private equities, infrastructure, private real estate, private debt and certain derivatives, where the
fair value is derived primarily from assumptions based on non-observable market data.

Includes absolute return strategies.

11. Operating Expenses

2011 2010

(in millions of dollars)

General operating expenses 349 321
Salaries and benefits 470 393
Professional and consulting fees 31 20

850 734
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12. Actuarial obligation in respect of benefits

The CPP is financed by contributions and investment returns. Employers and employees pay contributions
equally to the CPP, at a combined rate of 9.9 percent of pensionable earnings, and self-employed workers
pay the full amount.

The CPP is managed by both the federal and provincial ministers of finance. The Plan’s financial state is
reviewed by these ministers every three years, following the receipt of an actuarial valuation report prepared
by the Chief Actuary, at which time recommendations can be made as to whether benefits and/or contribution
rates should be changed. Actuarial valuation determines the minimum contribution rate, which is the lowest
rate sufficient to sustain the Plan. In the event that the projected minimum contribution rate is greater than the
legislated contribution rate and no recommendations are made by the federal and provincial finance
ministers, the insufficient rates provision in the CPP Act applies. This provision would increase the
contribution rate for employees, employers and self-employed persons automatically and require the non-
indexation of current benefits.

The CPP was initially designed to be financed on a pay-as-you-go basis with a small reserve equivalent to
about two years worth of expenditures. This means that the pensions and benefits for one generation would
be paid largely from the contributions of later generations. However, in the following three decades since
inception, demographics and economic developments, such as lower birth rates, increased life expectancies
and lower real wage growth, as well as changes in benefits and an increase in disability claims, led to
significantly higher Plan costs.

A major reform of the CPP was undertaken in 1997. The reform package agreed to by the federal and
provincial finance ministers included amendments that were put into effect in 1998 to make the CPP
financially sustainable by:

* increasing contribution rates over the short term to achieve steady-state funding (i.e. to build a reserve
of assets and stabilize the ratio of assets to the following year’s expenditures over time);

* reducing the growth of benefits over the long term;

* investing cash flows in the private markets through the establishment of the CPPIB to achieve
maximum rate of return without undue risk of loss, and

* introducing incremental full funding for the CPP, such that any new or increased benefits provided
under the Plan must be fully funded.

As a result of the 1997 reform, the CPP is considered to be partially funded and operating on a “steady-state”
basis i.e. the lowest contribution rate that generally stabilizes the ratio of assets to expenditures over the long
term with full funding for new or enhanced benefits. These funding objectives improve fairness and equity
across generations and ensure the financial long-term sustainability of the Plan.

The CPP Act stipulates that an actuarial report shall be prepared every three years for purposes of the review
of the CPP’s financial state by the Minister of Finance and his provincial counterparts. The most recent
triennial report, the Twenty-Fifth Actuarial Report on the CPP as at December 31, 2009, was tabled in
Parliament on November 15, 2010. The next triennial actuarial report as at December 31, 2012, is expected
to be tabled by December 2013.

In the Twenty-Fifth Actuarial Report, the minimum contribution rate required to fund both the steady-state
funding (at 9.84 percent) and the incremental full funding (at 0.02 percent before 2023 and 0.01 percent for
2023 and thereafter), was determined to be 9.86 percent of pensionable earnings before 2023 and

9.85 percent from 2023 onward. This report confirms that, on the basis of the assumptions selected, the
current legislated combined employer-employee contribution rate of 9.9 percent is and will continue to be
sufficient to pay for future expenditures and to accumulate assets worth $275.1 billion (i.e. 4.7 times the
following year’s annual expenditures) until 2020 when a portion of investment income will be used to pay for
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benefits. By 2050, 29 percent of investment income will be required to pay for benefits that exceed

contributions.

A number of assumptions were used in the Twenty-Fifth Actuarial Report for the projections of the Plan’s
revenue and expenditures over the long projection period of 75 years. These assumptions are actuarial best
estimates relating to demographic, economic and other factors such as the ones shown in the table below:

As at 31 December 2009

As at 31 December 2006

Canadian life expectancy
at birth in 2010 (2006 — in 2007)
at age 65 in 2010 (2006 — in 2007)

Retirement rates for cohort at age 60
CPP disability incidence rates (per 1,000
eligible)

Total fertility rate

Net migration rate

Participation rate (age group 15-69)
Employment rate (age group 15-69)
Unemployment rate

Rate of increase in prices
Real-wage differential

Real rate of return

Males Females Males Females
85.4 years 88.3 years 84.5 years 87.7 years
20.2 years 22.6 years 19.3 years 22.0 years

38% (2016+)  41% (2016+)

3.3(2015+) 3.6 (2015+)

40% (2009+)  45% (2009+)

3.1(20114)  3.5(20114)

1.65 (2015+)
0.58% of population for 2023+

75.2% (2030+)
70.6% (2030+)
6.1% (2022+)
2.3% (2019+)
1.3% (2019+)
4.0% (2017+)

1.6 (2010+)
0.54% of population for 2020+
74.2% (2030+)
69.9% (2030+)
6.3% (2006+)
2.5% (2016+)
1.3% (2015+)
4.2% (2016+)

An independent panel of qualified actuaries reviewed the Twenty-Fifth Actuarial Report on the CPP,
confirming that the work was performed in accordance with professional standards of practice and that the
actuarial methods and assumptions used were reasonable.

A variety of tests were performed to measure the sensitivity of the long-term projected financial position of the
Plan to future changes in the demographic and economic environments. Key best-estimate assumptions
were varied individually to measure the potential impact on the financial status of the Plan. These tests show
that the minimum contribution rate could deviate significantly from its best-estimate of 9.85 percent if other
than best-estimate assumptions were to materialize.

The Twenty-Fifth Actuarial Report measures the actuarial obligation under two different methodologies, a
closed group approach and an open group approach. The closed group includes only current participants of
the Plan, with no new entrants permitted and no new benefits accrued. The open group approach,
introduced for the first time in the Twenty-Fifth Actuarial Report for the CPP, takes into consideration all
current and future participants of the Plan, including their future contributions and associated benefits, to
determine whether current assets and future contributions will be sufficient to pay for all future expenditures.
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The CPP was never intended to be a fully-funded plan. With the current legislated combined contribution rate
of 9.9 percent, the table below presents the unfunded obligation and the assets to actuarial obligation ratio
under these two methodologies at valuation dates of the current and last actuarial reports:

(in billions of dollars) Open Group Closed Group Closed Group
As at December 31, 2009 As at December 31,
2006
Actuarial obligation 1,995.0 874.8 733.5
Assets available for benefit payments 1,988.1 126.8 113.6
Unfunded obligation 6.9 748.0 619.9
Assets to actuarial obligation ratio 99.7% 14.5% 15.5%

According to the Twenty-Fifth Actuarial Report, although the relative size of the unfunded obligation under the
closed group may be used as a measure of the Plan’s financial status, the key financial measure for
evaluating the sustainability of the Plan is the adequacy and stability of the steady-state contribution rate over
time. Due to the CPP’s long-term and enduring nature, if the Plan’s sustainability is to be measured based
on its unfunded obligation, the open group approach that includes both future contributions and future
benefits with respect to both current and future participants provides the more appropriate assessment of the
Plan’s financial status. Using the open group approach, the Chief Actuary confirms that the Plan is and will
continue, on the basis of the assumptions selected, to meet its financial obligations and is sustainable over
the 75-year projection period.

The assets available for benefit payments consist of the deposit with the Receiver General for Canada and
investments held by the CPPIB. These assets represent funds accumulated for the payment of pensions,
benefits and operating expenses. As at March 31, 2011, the value of the Plan’s assets available for benefit
payments is $151.6 billion (2010 — $131.4 billion). This amount represents approximately 4.6 times the 2012
planned total pension and benefit expenses of $33.2 billion (2010 — 4.2 times). According to the Twenty-Fifth
Actuarial Report, the ratio of assets to the following year’s expenditures is expected to be at 4.7 times by
2020 and 5.2 times by 2050.

13. Commitments

The CPPIB has committed to enter into commitments related to the funding of investments. These
commitments are generally payable on demand based on the funding needs of the investment subject to the
terms and conditions of each agreement. As at March 31, 2011, the commitments total $16.3 billion (2010 —
$18.0 billion).

As at March 31, 2011, the CPPIB has made lease and other commitments of $37.7 million (2010 —
$39.5 million) that will be paid over the next seven years.

14. Contingent Liabilities

a) Appeals relating to the payment of pensions and benefits

At March 31, 2011, there were 9 204 (7 449 in 2010) appeals relating to the payment of CPP disability
benefits. These contingencies are reasonably estimated, using historical information, at an amount of
$73 million ($72 million in 2010), which was recorded as an accrued liability in the CPP 2010-11 financial
statements.
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b) Other claims and legal proceedings
In the normal course of operations, the CPP is involved in various claims and legal proceedings.

In 2004, medical adjudicators (MAs) filed human rights complaints with the Canadian Human Rights
Commission (CHRC) alleging gender discrimination. The complaint was upheld and, in May 2009, the
Canadian Human Rights Tribunal (CHRT) ordered that the discriminatory practice be redressed. It also found
that the MAs had not established that they had suffered lost wages as a result of the discriminatory practice.

The complainants and the CHRC challenged the CHRT’s decision on the lost wages and pain and suffering.
The application was allowed by the Federal Court, which set aside the CHRT’s decision on compensation for
lost wages and compensation for pain and suffering and referred these matters back to a new panel of the
CHRT for redetermination.

While the total amount claimed in these actions may be material, their outcomes are not determinable. As
such, no allowance was recognized in the financial statements for the 2010-11 and 2009-10 fiscal years for
these claims and legal proceedings.

c) Guarantees

As part of certain investment transactions, CPPIB has agreed to guarantee, as at March 31, 2011, up to
$0.6 billion (2010 — $0.6 billion) to other counterparties in the event certain subsidiaries and other entities
default under the terms of loan and other related agreements. To date, the CPPIB has not received any
claims nor made any payments pursuant to such guarantees.

d) Indemnifications

The CPPIB provides indemnifications to its officers, directors, certain others and, in certain circumstances, to
various counterparties and other entities. The CPPIB may be required to compensate these indemnified
parties for costs incurred as a result of various contingencies such as changes in laws and regulations and
litigation claims. The contingent nature of the indemnification agreements prevents the CPPIB from making a
reasonable estimate of the maximum potential payments the CPPIB could be required to make. To date, the
CPPIB has not received any claims nor made any payments pursuant to such indemnifications.

15. Related Party Transactions

As stated in Note 4, the CPP has $3,595 million (2010 — $3,854 million) of contributions receivable from the
Canada Revenue Agency.

The CPP enters into transactions with the Government of Canada in the normal course of business, which
are recorded at the exchange value. The costs are based on estimated allocations of costs and are charged
to the CPP in accordance with various memoranda of understanding.
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Transactions for the year
2011 2010
(in millions of dollars)

Pension and benefit delivery, accommodation and corporate services
Human Resources and Skills Development Canada 354 329

Collection of contributions and investigation services
Canada Revenue Agency and Royal Canadian Mounted Police 155 154

Cheque issue and computer services
Public Works and Government Services Canada 1 13

Actuarial services
Office of the Superintendent of Financial Institutions and Department of Finance 2 2
522 498

16. Supplementary Information

The administration of the CPP’s assets and activities is shared between various Government of Canada
(GoC) departments and the CPPIB. The CPPIB is responsible for investing the majority of the CPP’s assets,
while the GoC through various federal departments, manages the remainder of the assets, as well as the
collection of the CPP contributions and the administration and payments of the CPP benefits. For
accountability purposes, the following table presents summary information on the levels of assets and
liabilities and sources of income and expenses managed by the GoC and the CPPIB respectively.

2011 2010
(in millions of dollars) GoC CPPIB Total GoC CPPIB Total
Financial assets 3,760 154,029 157,789 4,164 131,600 135,764
Non-financial assets - 47 47 - 41 41
Liabilities 355 5,880 6,235 374 4,011 4,385
Assets available for benefit
payments 3,405 148,196 151,601 3,790 127,630 131,420
Income
Contributions 37,069 - 37,069 36,276 - 36,276
Investment income 2 15,558 15,560 1 16,218 16,219
37,071 15,558 52,629 36,277 16,218 52,495
Expenses
Pensions and benefits 31,598 - 31,598 30,363 - 30,363
Operating expenses 522 328 850 498 236 734
32,120 328 32,448 30,861 236 31,097
Increase in assets available for
benefit payments 4,951 15,230 20,181 5,416 15,982 21,398

Pursuant to Section 108.1 of the CPP Act and the Agreement dated as of April 1, 2004, amounts not required
to meet specified obligations of the CPP are transferred weekly to the CPPIB. The funds originate from
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employer and employee contributions to the CPP and interest income generated from the deposit with the
Receiver General.

In September 2004, the CPPIB assumed responsibility for providing cash management services to the CPP,
including periodic return, on at least a monthly basis, of funds required to meet CPP pension, benefits and
operating expenses obligations.

During the year ended March 31, 2011, a total of $30.9 billion was transferred to the CPPIB and a total of
$25.5 billion was returned to the CPP to meet its liquidity requirements.

Activities during the year
2011 2010

(in millions of dollars)
Canada Pension Plan Investment Board

Accumulated transfers to CPPIB, beginning of year 212,512 182,204

Transfers of funds to CPPIB 30,851 30,308
Accumulated transfers to CPPIB, end of year 243,363 212,512
Accumulated transfers from CPPIB, beginning of year (109,443) (85,282)

Transfers of funds from CPPIB (25,515) (24,161)
Accumulated transfers from CPPIB, end of year (134,958) (109,443)
Net accumulated transfers to CPPIB 108,405 103,069

17. Comparative Information

Certain comparative figures have been reclassified to conform to the current year’s presentation.











