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June 29, 2016

Independent Auditor’s Report

To the Non-Public Property Board

We have audited the accompanying financial statements of Canadian Forees Non-Public Funds Employees
Fension Plan, which comprise the statement of fnancial position as ot December 31, 2015 and the
statements of changes in net assets available for benefits, changes in accrued pension benefits and changes
in surplus for the year then ended, and the related notes, which comprise a summary of significant
accounting policies and other explanatory information

Management’s responsibility for the financial statements

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

Auditor's responsibility

Our responsibility is to express an opinion on these financial statements based on our audit. We conducted
our audit in accordance with Canadian generally accepted auditing standards. Those standards require
that we comply with ethical requirements and plan and perform the audit to obtain rensonable assurance
about whether the financial statements are free from material misstatement.

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

Opinion

In our opinion, the financial statements present fairly, in all material respects, the financial position of the
Canadian Forces Non-Public Funds Employees Pension Plan as at December 31, 2015 and the changes in
net assets available for benefits, surplus and changes in accrued pension benefits for the year then ended
in accordance with Canadian accounting standards for pension plans.
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Chartered Professional Accountants, Licensed Public Accountants



Canadian Forces Non-Public Funds Employees Pension Plan

Statement of Financial Position
As at December 31, 2015

Net Assets Available for Benefits

Assets

Cash (note 3)

Investments {noles 3 and 5)

Due from Canadian Forces Central Fund {note &)

Liabilities
Plan expenses payabla {note 7)
Due fo broker

Net assats avallable for benefits

Accrued Pension Benefits and Surplus

Acluarial value of accrusd pension benefits {nole 8)

Surplus (note 8)

Approved half of the NPP Board
e

2015 2014

$ $

- 1,629,616
283,625,113 264,547,331
4,600,638 2,838,895
288,225,752 268,815,842
672,039 357,661

- 1,620,618

672,039 1,087,277
287,553,713 266,828,565
229,948,000 208,772,000
57,605,713 58,058,565
287,563,713 268,828,565

WA AIEN

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

Shirley Tang-Jassemi, Chief Financial Officer



Canadian Forces Non-Public Funds Employees Pension Plan

Statement of Changes in Net Assets Available for Benefits
For the year ended December 31, 2015

Increase in assets
Contributions -
Employer — Regular
Employer — Spacial
Employee
Transfers
Net realized gains on sala of invesiments
Net changa In unreallzad gain on Investmenis
Dividend income
Dislribution income
Interest income

Total increase in assets
Decrease In assets
Withdrawals
Annuity payments
Termination benefils
Net change in unrealized loss on invesiments
Invesimenl management fees
Total decrease in assets
Increase in net assets
Net assets avallable for benefits - Beginning of year

Net assets available for benefits - End of year

The accompanying notes are an Integral part of these financial statements.

2015 2014

S $

8,188,421 7,967,676
7,931,842 8,108,407
4,597,817 4,573,068

- 26,212

814,899 64,202,241
823,236 -

- 1,478,568
11,070,350 7,830,923
248,705 318,081
33,684,070 94,503,156
7,171,594 6,572,574
4,474,383 4,036,386

- 50|4OB|761

1,312,835 812.667
12,958,922 61,828,388
20,725,148 32,674,768
266,828,585 234,153,797
287,553,713 268,828,565




Canadian Forces Non-Public Funds Employees Pension Plan

Statement of Changes in Accrued Pension Bencfits
For the year ended December 31, 2015

2015 2014
$ $
Increase in benefits
Interest accruad on benefils 12,353,890 11,694,122
Benelits accrued 12,877,924 12,671,016
Adjusiment lo valuation of accrued pension benefils 7,590,173 1,144,821
Increase in accrued benafits 32,821,987 25,508,859
Decrease in accrued benefits
Annuity payments and refunds 11,645,987 10,608,959
Net increase in accrued pansion benefits 21,176,000 14,901,000
Accrued pension benefits - Beginning of year 208,772,000 193,871,000
Accrued pension benefits - End of year 229,948,000 208,772,000

The accompanying notes are an integral part of these finoncial statements.



Canadian Forces Non-Public Funds Employees Pension Plan

Statement of Changes in Surplus
For the year ended December 31, 2015

Surplus of net assets available for benefits versus accrued
benefits - Beginning of year

Nelincreasa in net assels avallable far benefils
Net increase in accrued pensian benefits

Surplus of net assets available for benefits versus accrued
benefits - End of year

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

2015

58,056,565
20,725,148
(21,178,000)

2014

40,282,797
32,674,768
{14,901,000)

57,605,713

58,056,565




Canadian Forces Non-Public Funds Employees Pension Plan

Notes to Financial Statements
December 31, 2015

1 Description of pension plan

The Canadian Forces Non-Public Funds Employees Pension Plan (“the Plan") became effective January 1, 1969
and was established under the provisions of Section 38 of the National Defence Act to account for the
accumulation of emplayee deductions and employer contributiens from participating bases, the transfer of such
funds to the custodian for investment purposes and the recording of fund assets and liabilities. The Plan's
trustee is Manulife Financial, its fund managers are Manulife Financinl, Russel) Investments and Bentall
Kennedy, and its actuary is Mercer {Canada) Limited. The Plan's registration number with the Office of the
Superintendent of Financial Institutions {OSFT) is 55228,

The Plan is & registered pension plan as defined in the fncome Tax Act and as such, is not subjeet to income
taxes, The Plan's registration number for income tax purposes is 0277954,

The following description of the Plan is a summary only. For more information, reference should be made to the
Plan text,

General

The Plan is a contributory defined benefit plan integrated with the Canada/Quebec Pension Plan and registered
under the Pension Benefits Standards Act of Canada, Plan membership is compulsory from the date of hire for
all indeterminate full time employees. Plan membership is compulsory for temporary full-time employees on
the earlier of the day the employee accepts an offer of temporary full-time employment that results in a term of
their temporary full-time employment being at least 24 months of continuous employment, or the day on which
the employee completes 24 months of continuous employment as a temporary full-time employee. Part time
employees may join the Plan after two years of continuous service and two consecutive years with earmings in
excess of 35% of the Year's Maximum Pensionable Earnings (YMPE).

Funding policy

The Plan is funded by the plan members (employees) and the spoansor {employer).

The employee contributes 4.5% of earnings which are not in excess of the Canada/Quebec Pension Plan YMPE
and 6% of the member's earnings in excess of the YMPE. Members cease making contributions when they reach
35 years of service,

The employer contributes actuarially recommended amounts sufficient to satisfy any experience deficiency and

provide pension bencfits accruing to plan members during the current year. The most recent actuarial valuation
of the Plan was as at December 31, 2015.

{1}



Canadian Forces Non-Public Funds Employees Pension Plan

Notes to Financial Statements
December 31, 2015

Service pension

Employees meeting eligibility conditions are entitled to annual pension benefits beginning at age 65 for service
on or after January 1, 1997 equal to 1.5% of the employees' average pensionable earnings up to the average
YMPE plus 2% of the employees' average pensionable earnings above the average YMPE times the number of
years of pensionable service since January 1, 1997 plus, for service before January 1, 1997, the greater of:

a) 40% of the employees’ total required contributions before January 1, 1997;

b)  1.5% of the employees' average pensionable earnings up to the average YMPE plus 2% of the employees'
average pensionable earnings above the average YMPE times the years of pensionable service before

January 1, 1997; or

c) 1.8% of the employees’ average annualized earnings for 1994, 1995 and 1996 up to $34,900 plus 2.4% of
the employees' average annualized earnings for 1994, 1995 and 1996 above $34,900 but below $52,350
plus 2% of the employees' average annualized earnings for 1994, 1995 and 1996 above $52,350 times the
number of years of pensionable service before January 1, 1967,

Employees with less than three years of pensionable service are only eligible for the greater of a) or b) for their
service prior to January 1, 1997. Pensions in payment have been indexed on an adhoc basis at a rate of 75% of
the consumer price index. The most recent adjustment was effective September 1, 2007.

Pensionable earnings means base salary and wages including overtime, performance and incentive pay, pay
during working notice period, acting pay, paid leave, Government Employees’ Compensation Act pay, vacation
payouts, commissions, and other recurring categories of pay as designated by the Employer, but excluding
bonuses, special remunerations and gratuities. Average pensionable earnings mean the employee's average
earnings as o plan member during the three highest paid consecutive years of pensionable service in the 10
years preceding the date on which pensionable service ceases to acerue,

Employees who have ten or more years of pensionable service may retire at age 60 and receive an immediate
unreduced pension. Employees who are at age 50 with ten or more years of pensionable service may elect to

retire early and receive a pension reduced by 0.25% for each month that the actual retirement date precedes

their 6oth birthday. Employees who are at age 55 with less than ten years of pensionable service may elect to
retire early and receive a pension reduced by 0.25% for each month that the actual retirement date precedes

their 65th birthday,

The Chief Executive Officer approved an initiative to give the Canadian Forces Non-Public Funds full time and
part ime employees the opportunity to buy back pensionable services during the previously imposed
mandatory or the voluntary waiting periods. The pension buy back commenced in year 2004. For the previously
imposed mandatory periods, the buy-back cost was shared between the employee and the employer and for the
voluntary waiting periods, the employee was fully responsible for the cost.

(2)



Canadian Forces Non-Public Funds Employees Pension Plan

Notes to Financial Statements
December 31, 2015

Bridge benefits

An employee who retires early from active service and who satisfies the eligibility requirements as follows.
a)  has attained age 55 at retirement;

b) must have completed at least five years of pensionable services at retirement; and,

c) thesum of the employees’ age and completed years of pensionable service at retirement must be equal to at
least 65.

Employees who meet eligibility are entitled to receive an annual bridge benefit payable in equal monthly
instalments in an amount equal to $15 per month for each completed year and partial year of pensionable
service, to a maximum of 20 years. Such bridge benefit is payahle from the date that the early retirement
pension commences and ceases with the payment for the month of the employee’s normal retirement date, or in
case of death prior to normal retirement dats, effective the month following the death of the employee.

Death benefits

The narmal form of pension provides for monthly payments for the life of retired members with 180 payments
guaranteed. Should the employee die before receiving the guaranteed 180 monthly payments, the value of the
remaining payments will be paid to the beneficiary in a lump sum. If the employee has a spouse at retirement,
the automatic option provides that a joint pension in an amount that is the actuarial equivalent of the normal
form is payable throughout the joint lifetime of the emplayee and spouse, reducing to 60% on the death of the
employce. An employee may elect a joint and survivor pension which provides for a benefit of 100% to the
surviving spouse after death. In the event the normal form is not the form payable, the benefit payable will be
the actuarial equivalent of the normal form, which cannot exeeed the amount payable under the normal form.,

If death occurs before becoming eligible for early retirement, the member's surviving spouse, or if there is no
surviving spouse, the beneficiary, or if no beneficiary exists, the member's cstate, is entitled to a death benefit.
The amount of the death benefit is equal to the transfer value to which the member would have been entitled if
employment had terminated on the date of death. The surviving spouse, if any, may elect among the following
alternatives: transfer to a locked in Registered Retirement Savings Plan (RRSF), transfer to a rvegistered pension
plan or purchase an immediate life annuity or deferred life gnnuity. The beneficiary or the member's estate
shall receive the death benefit in a cash lump sum, less withhalding taxes.

Notwithstanding the above, if the death benefit is less than 20% of the YMPE in the calendar year of the
member’s death, the surviving spouse may elect to transfer the death benefit in accordance with the alternatives
listed above without a locked in requirement, or may receive the death benefit in a cash lump sum payment less
withholding taxes.

(3)



Canadian Forces Non-Public Funds Employees Pension Plan

Notes to Financial Statements
December 31, 2015

If a member dies after becoming eligible for early retirement, the surviving spouse is entitled to an annuity
payable for life. The amount of the annuity shall be determined as if the member had actually retired on the day
prior to the member’s death and had elected the automatic option. Where there is no surviving spouse, the
beneficiary, or if there is no beneficiary, the member's estate is entitled to the value to which the member wouid
have been entitled if employment had terminated on the date of death.

Termination benefits

A member who terminates employment is entitled to receive a pension deferred to his/her pensionable age
which means the earliest age at which a member may begin to receive a pension benefit without the consent of
the employer and without reduction by reason of early retirement. The member may also elect to receive a
deferred pension earlier. In lieu of receiving a deferred pension, the member may elect to have the transfer
value transferred to a Jocked in RRSP or a new employer's registered pension plan, or purchase an immediate
life annuity or deferred life annuity,

However, if the transfer value of the deferred pension is less than 20% of the YMPE for the calendar year in
which the termination of employment occurs, the member shall receive a lump sum cash refund of the transfer
value, or may elect to transfer this amount as outlined above without a locked in requirement.

2 Summary of significant accounting policies

Basis of accounting

These financiel statements have been prepared in accordance with Canadian accounting standards for pension
plans. These financial statements are prepared on a going concern basis and present the information of the Plan
as a separate financial reporting entity independent of the sponsor and Plan members. The Plan applies
Canadian accounting standards for private enterprises in Part II of the Chartered Professional Accountants
Canada (CPA) Handbook - Accounting, for its accounting policies not related to its investment portfolio or
pension obligations.

Investments

Investment assets are recorded at fair value in accordance with IFRS 13, Fair Value Measurement. Purchases
and sales of investments are recorded as of the trade date (the date on which the substantial risks and rewards
have been transferred). Transactians that have not been settled are reflected in the statement of net assets
available for benefits as amounts receivable or payable.

(4)



Canadian Forces Non-Public Funds Employees Pension Plan

Notes to Financial Statements
December 31, 2015

Investment income
Distribution income is recorded to the extent received.

Net realized gain (loss) on sale and settlement of investments during the year represents the difference between
sale or settlement proceeds and book value. Net changes in unrealized gains/losses on investments represents
the change in the difference between the fair and book values of investments at the beginning and end of the
year. All realized and unrealized gains/losses on investments are recorded in the statement of changes in net
assets available for benefits in the year in which they occur.

Termination refunds and transfers

When a vested Plan member ceases to be employed by the sponsor, the Plan records a liability to the member
on receipt of the signed election form requesting a refund or transfer of assets. The amount of the linbility is
determined in accordance with the actuarial calculation.

Administration expenses

Pension administration costs and professional fees are paid for by the sponsor and are accounted for as
employee benefits in the year-end financial statements of the Canadian Forces Morale and Welfare Services.

Use of estimates

The preparation of financial statements requires the sponsor to make estimates and assumptions that affect the
reported amounts of assets and liabilities, the disclosure of contingent assets and liabilities at the date of the
financial statements and the reported amounts of income and expenses during the reporting period. Actual
results could differ from those estimates, The most significant estimates relate to the determination of the fair
value of financial instruments (note 5).

Income taxes

The Plan i5 a registered pension plan as defined under the Income Tax Act (Canada}and is not subject to
income taxes in Canada.

(5}



Canadian Forces Non-Public Funds Employees Pension Plan

Notes to Financial Statements
December 31, 2015

3 Investments

Investments as at December 31 are summarized as follows,

2095 2014

Acquisition Acquisition

Market Cost Market Cost

$ $ $ $

Cash - - 1,629,616 1,629,616
Pooled funds

Short-term notes 5,504,394 5,634,143 5,164,819 5,162,378

Fixed income 110,174,511 112,918,513 109,119,845 110,783,400

Canadian Equities 49,946,333 59,632,290 48,698,609 52,659,560

Fareign Equilies 97,642,186 90,474,761 84,857,308 84,352,239

Real eslate 20,357,689 16,654,416 16,706,750 14,000,000

Total cash and investments 283,625,113 285,212,123 266,178,847 268,587,193

4 Financial risk management

The Plan’s investment portfolio is subject to a variety of financial instrument risks that could adversely affect its
cash flows, financial position and income. The Plan's financial risks are concentrated in its investiment holdings
described in the tables in note 3. These risks include credit risk, liquidity risk and market risk (including
interest rate risk, currency risk and other price risk),

The Plan’s Statement of Investment Policies and Procedures (SIPP) prescribes an asset mix policy, requires
portfolio investment diversification, sets guidelines on investment categories, and limits exposure to individual

investments and major asset classes,

The sensitivity analysis provided is hypothetical and should be used with caution as the impacts provided are
not necessarily indicative of the actual impacts that would be experienced as the Plan’s actual exposure to
market rates may change. Changes in fair value or cash flows based on a variation in a market variable cannot
be extrapolated because the relationship between the change in a market variable and the change in fair value
or cash flows may not be linear. In addition, the effect of a change in a particular market variable on fair values
or cash flows is calculated without considering interrelationships between the various market rates or
mitigating actions that would be taken by the Plan,

Credit risk

Credit risk is the risk of loss should the counterparty to a transaction default or otherwise fail to perform under
the terms of the contract. The Plan is indirectly susceptible to credit risk through its investments in pooled

funds, This risk is not directly managed by the Plan.

(6}



Canadian Forces Non-Public Funds Employees Pension Plan

Notes to Financial Statements
December 31, 2015

Liquidity risk

Liquidity risk is the risk that the Plan will not be able to meet its financial obligations as they fall due including
satisfying pension benefit payments, expenses and the ongeing requirements to satisfy its benefit obligations as
discussed in note 8, The risk the Plan would be unable to meet such obligations is managed through the Plan's
ongoing monitoring of the investment manager and in their ability to redeem units in the individual pooled
funds in which the Plan has invested. Al plan liabilities, other than pension obligations, are due and payable
within ninety {90) days.

Market risk

Market risk is the risk that the fair value or future cash flows of a financial instrument will fluctyate because of
changes in market prices. Market risk includes interest rate risk, currency risk and other price risk.

Interest rate risk

Interest rate risk is the risk that the fair value or future cash flows of the Plan's investments will fluctuate due to
changes in market interest rates. It arises from the potential variation in the iming and amount of cash flow
related to the Plan's assets and liabilities.

The Plan’s investments consistent of pooled funds which in turn invest in a diversified portfolio of assets. While
the underlying investments of the pooled funds are susceptible to interest rate risk, the risk to the Plan is
indirect in nature and is not directly managed by the Plan. The Plan has no direct exposure to interest risk.

Currency risk

Currency risk is the risk that the value of the Plan’s investments will fluctuate due to changes in foreign
exchange rates. It arises from securities that are denominaled in a currency other than the Canadian dollar,
which is the Plan’s reporting currency.

The Plan is exposed to indirect currency risk to the extent that the pooled funds invest in financial instruments
that are denominated in a currency other than the Canadian dollar.

Other price risk

Price risk is the risk that the fair value or future cash flows of financial instruments will fluctuate as a result of
changes in market prices, other than those arising from foreign exchange risk or interest rate risk. The
investments of the Plan are directly exposed to other price risk arising from changes in the unit prices of the
pocled funds. I these unit prices were to increase or decrease by 1%, with all other variables being held
constant, the impact on the net assets available for benefits would be approximately $2,645,473 (2014 -

52,645,473).

(n



Canadian Forces Non-Public Funds Employees Pension Plan

Notes to Financial Statements
December 31, 2015

5 Fair value measurement

The following is a summary of the methods used to determine the fair value of the Plan's financial instruments
and an analysis of those instruments that are measured at fair value using the hierarchy set forth in the
Appendix to CPA Canada Handbook - Accounting Section 4600. The hierarchy prioritizes the inputs to fair
value measurement, placing the highest priority on unadjusted quoted prices in active markets for identical
assets or liabilities (Level 1) and the lowest priority to inputs not based on observable market data (Level 3).

‘The three levels of the fair value hierarchy are:

* Level 1- unadjusted quoted prices in active markets for identical assets or liabilities;
* Level 2 - inputs that are observable for the assets or liabilities either directly or indirectly; and
* Level 3 - inputs for assets or liabilities that are not based on observable market data.

Pooled funds are classified as Level 2.
6 Due from Canadian Forces Central Fund (CFCF)

The amount due from CFCF of $4,600,639 (2014 - $2,638,895) represents amounts held in trust. CFCF
operates under the authority of the Chief of the Defence Staff (CDS) in its Non-Public Property (NPP) capacity.
Responsibility for directing the affairs of CFCF rests with the Director General Morale and Welfare Services as

delegated by the CDS.
7 Plan expenses payable
Included in plan expenses payable are accrued bridge benefits payable to terminated members of the plan

between 2007 and 2013 of $332,000. Additional payments will be made for the years 1999 to 2007 for
terminated metnbers, this amount is not yet determinable and has not been accrued.

8 Actuarial value of acerued pension benefits
Accrued pension benefits is the actuarially determined present value amount required to satisfy all future
pension obligations for active and retired plan members at the statement date. An actuarial valuation of the

Plan was made as at December 31, 2015 by Mercer (Canada) Limited, the Plan's actuaries.

The significant assumptions used are:
o life expectancy of participants as per the 2014 Canadian Pensioners Mortality Table;

s  5.9% interest rate; and
«  3.25% salary escalation rate.

(8)



Canadian Forces Non-Public Funds Employees Pension Plan

Notes to Financial Statements
December 31, 2015

The purpose of the aforementioned actuarial valuation is to determine the value of the Accrued Pension
Benefits as at December 31, 2015 for financial statement purposes. Based on the year-end valuation of the
Accrued Pension Benefits in the amount of $229,948,000 the Plan is in a surplus position at December 31, 2015
of $57,605,713. In addition, the Plan was actuarially valued at December 31, 2015 on a going concern basis as
well as on the solvency basis.

Under the going concern basis, this valuation compares the relationship between the value of the Plan's assats
and the present value of the expected future benefit cash flows in respect of accrued service, assuming the Plan
will be maintained indefinitely. Under this scenario, the valuation resulted in a surplus of $57.0 million.

Conversely, under the hypothetical solvency (or wind up) basis, the Plan is assumed to be wound up and settled
on the valuation date, assuming benefits are settled in accordance with the existing taxation rules and under
circumstances producing the maximum wind up liabilities on the valuation date. This valuation resulted in a
deficit of $48.2 million.

These valuations are utilized to assess monthly and annual employer contributions. The Plan is required to have
its next actuarial valuation performed as at December 31, 2016.

9 Capital management

Management of the Plan defines capital as the net assets available for benefits, The Plan’s objective when
managing its capita) is to safeguard its ability to continue as a going concern in order to maintain adequate
assets to support development of the investment activities of the Plan and to ensure adequate assets to fund
future benefit payments. The Flan’s policy is to invest in a diversified portfolio of investments, based on criteria
established in the STPP which assists in the management of capital and mitigation of risk.

Management monitors capital on the basis of the value of net assets available for benefits in relation to the
pension obligation for funding purposes. In accordance with the requirements of the Pension Benefits
Standards Act, the pension obligation is updated every three years or more frequently if required through an
actuarial valuation process. The results of the most recent valuation have been disclosed in note 8. There has
been no change in the policies with respect to management of capital in the current year.

As at December 31, 2015, all contributions that were required by that date have been remitted to the Plan.

(9)



