2016
ANNUAL REPORT

CEO & CHAIR MESSAGE
WE ARE VERY PLEASED TO PROVIDE
YOU WITH THE 2016 ANNUAL REPORT
FOR THE NOVA SCOTIA PUBLIC
SERVICE LONG TERM DISABILIT Y
PL AN TRUST FUND ( THE PL AN ).
Our people are a key part of our culture, and 2016 brought a
year of staffing changes at the Plan office. In January, Charles

OUR PEOPLE ARE A
KEY PART OF OUR
CULTURE.

Bruce left the role of CEO after 13 years of service. On behalf
of the Plan Sponsors, Trustees current and past, and our
staff we would like to thank Chuck for his dedication and
commitment over the years and wish him success in his new
position. Anna MacIsaac, Director of Benefits Administration
and Operations, stepped in while the search for the CEO
replacement occurred. On July 1st, Anna accepted the role of
CEO, and in late December Theresa Williams completed the
team by accepting the vacant Director’s role.
There were also changes on the Board this year. We marked the

WE REMAIN COMMIT TED
TO OUR PL AN
MEMBERS TO PROVIDE
A COMPETITIVE AND
SUSTAINABLE LTD PL AN
AND TO OUR SPONSORS
AND STAKEHOLDERS.

departure of Trustee Peter Urbanc; we would like to thank him
for his contributions over the years. We welcomed Geoff Piers,
Director of Workforce Planning, Performance, and Operations
for the Nova Scotia Health Authority, and Shannon York,
Manager of Derivatives and Quantitative Evaluation with the
Province of Nova Scotia Department of Finance and Treasury
Board. During the year, the Trustees attended the following
educational events: Canadian Health and Wellness Innovations,
Canadian Employee Benefits Conference and Canadian Public
Sector Pensions and Benefits Conference.
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CEO & CHAIR MESSAGE
We remain committed to our Plan members to provide a competitive and sustainable LTD Plan, and to our
Sponsors and stakeholders to provide full accountability, transparency and responsible use of resources.
We would like to thank our Plan Sponsors, Board of Trustees, Plan staff, and service providers, as we would
not be successful without their ongoing hard work and dedication to the Plan.
Yours respectfully,

Linda Power

Anna MacIsaac

Chair of the Board of Trustees

Chief Executive Officer
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BOARD OF TRUSTEES
THE PROVINCE OF NOVA SCOTIA AND THE NOVA SCOTIA
GOV ERNMENT AND GENER AL EMPLOYEES UNION ES TABLISHED
THE NOVA SCOTIA PUBLIC SERVICE LONG TERM DISABILIT Y PL AN
TRUS T FUND IN 1985.
The legal basis for the Trust is an Agreement and Declaration of Trust. The Agreement provides for the appointment
of eleven trustees.
Five (5) members are appointed by the NSGEU (the Union), one (1) of whom is designated by the Canadian Union of
Public Employees (CUPE). Five (5) members are appointed by the Province of Nova Scotia (the Employer) through the
Lieutenant Governor in Council, one (1) of whom is designated by the Nova Scotia Health Authority. The Union and
Employer jointly appoint an independent Chair.

Top (from left to right): Cynthia Yazbek, Employer Trustee; Corinne Carey, Union Trustee; Linda Power, Chair; Mike
MacIsaac, Union Trustee; Darren McPhee, Union Trustee; Cathy Rankin, Employer Trustee; Geoff Piers, Employer
Trustee; Grant Vaughan, Union Trustee
Bottom (from left to right): Shannon York, Employer Trustee; Paul Hagen, Union Trustee; Geoffrey Gatien,
Employer Trustee
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ACTUARIAL
VALUATION REPORT
THE NOVA SCOTIA PUBLIC SERVICE LONG TERM DISABILIT Y PL AN
TRUST FUND APPOINTED THE FIRM MORNEAU SHEPELL FOR
ACTUARIAL SERVICES.
Funding Position
The Plan’s liabilities are calculated using an actuarial valuation which provides an estimate of the value of the Plan’s
commitment to its beneficiaries. The most recent actuarial valuation was completed as at December 31, 2016 by
Morneau Shepell, the firm appointed by the Board of Trustees to provide the Plan’s actuarial services. The 2016
valuation estimated the liabilities for the Plan to be $83.0 million. This figure includes both active in-force claims
as of the valuation date and an allowance for claims incurred before the valuation date but not yet reported or
adjudicated. It also includes a provision for future administrative expenses on claims incurred as of the valuation
date. The market value of the assets in the Plan at December 31, 2016 was $154.0 million, resulting in a funding
margin of $71.0 million and a funded ratio of 186%.
The estimated cost to provide ad hoc indexing to qualifying claims in payment at the end of 2017 and 2018 is
$1.9 million. If this ad hoc indexing is approved, the funding margin of the Plan is reduced to $69.1 million and
the funded ratio to 181%.
The Plan continues to have a strong funding position. Since the last full actuarial valuation as at December 31, 2014,
the Plan’s funding margin has improved by $3.4 million (excluding the $1.9 million estimated cost of ad hoc indexing
for 2017 and 2018). The main factors contributing to this improvement are:
• Investment returns greater than assumed coupled with the Plan’s initial funding margin: $6.1 million
• Experience gains on claims incurred as of the last valuation: $7.9 million
• New claim costs in excess of premiums for 2015 and 2016: ($10.6) million
The Plan’s investments earned approximately 3.7% per annum over the past two years versus the 3.0% per annum
rate of return assumed in the 2014 valuation. In addition, the Plan had a significant funding margin as at December
31, 2014 ($67.6 million) on which to earn additional investment income. Taken together, these two items contributed
$6.1 million to the Plan’s funding position.
The Plan also enjoyed a gain on claims incurred as at December 31, 2014 of $7.9 million due to a combination of
factors. The main contributors were: better than expected claim termination experience ($1.7 million), lower than
expected net benefit amounts ($1.5 million), and less claims than provided for in the incurred but not reported
liability from the last valuation ($4.1 million).
On the other hand, experience on claims incurred since the last valuation has detracted from the Plan’s funding
position. In particular, the estimated cost of new long-term disability claims (including associated administration
expenses) has exceeded the premiums (including EI rebates) collected since the previous valuation. This gap
between premium revenue and claim costs has reduced the Plan’s funding position by $10.6 million.
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ACTUARIAL
VALUATION REPORT
Going forward, current premium levels are expected to be below the best estimate range for the cost of new
disability claims including associated administrative expenses. Given the Plan’s significant funding margin, this is not
a cause for immediate concern. However, Plan staff continue to monitor emerging experience to ensure the balance
between new disability costs and premiums is manageable for the Plan.
In addition to the Plan’s current funding position and the adequacy of current premium levels, the Board of Trustees
review certain other metrics as part of its Risk Oversight function. In particular, the Board assesses the adequacy of
the Plan’s funding level and the match between Plan assets and liabilities at each full actuarial valuation.
In terms of assessing the Plan’s funding level, the Board supplements the regular funded ratio with two additional
measures. The first measure is to compare the funding levels to targets established in the Minimum Continuing
Capital and Surplus Requirements (“MCCSR”) for insurance companies operating in Canada. The MCCSR is used by
the Office of the Superintendent of Financial Institutions (OSFI) in its mandate to review the continuing viability of
insurance companies in Canada. The MCCSR standard establishes target surplus requirements based on the amount
and nature of both the benefits promised and the assets held to secure the commitment. As at December 31, 2016,
the minimum target surplus requirement for the Plan according to MCCSR calculations is $20.7 million.
The second measure used to assess the adequacy of the Plan’s funding level is to compare its funding margin to
a plan-specific target contingency reserve. This target is meant to constitute a reasonable, prudent contingency
reserve for the Plan based on the major risks for the Plan beyond investment risk (which is largely mitigated through
the use of a liability-hedging portfolio). It includes the risk of deteriorating experience on both in-force and new
disability claims. The focus of the contingency reserve is to preserve the stability of Plan benefits and premiums.
In particular, a fully funded contingency reserve should be able to withstand reasonably adverse experience for
up to five years without premium or benefit changes being required to maintain the Plan’s fully funded status. In
comparing the Plan’s funding levels to its target contingency reserve, the Plan’s funding margin is adjusted to reflect
the relationship between premium revenue and expected new claim costs through an adjustment to Plan assets (i.e.
premium levels greater than the expected costs of new claims would result in a positive asset adjustment while the
opposite case would result in a negative asset adjustment). As at December 31, 2016 the Plan’s target contingency
reserve is $47.0 million, and its adjusted funding margin is $64.0 million.
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ACTUARIAL
VALUATION REPORT
The following table shows the funding position of the Plan for the last five years along with the additional funding
adequacy measures monitored by the Board. Please note that the MCCSR and target contingency reserve figures are
only calculated for those years where a full actuarial valuation was performed.

FUNDING POSITION FOR THE LAST FIVE YEARS

Source: Morneau Shepell
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ACTUARIAL
VALUATION REPORT
At December 31, 2016 the Plan had a funded ratio of 186%, an MCCSR ratio of 343%, and a contingency reserve
ratio of 136%. A basic level of security is provided by a funded ratio of at least 100% (i.e. current claims are fully
funded). A funded ratio of less than 100% indicates potential security concerns for current claims. An MCCSR ratio of
100% indicates that the Plan can withstand a short-term deterioration in claim costs and related factors similar to
requirements that would be imposed on private sector insurers; this provides an additional level of security for the
operations of the Plan compared to the regular funded ratio. The contingency reserve ratio is a target specific to the
Plan’s internal policy and is based on an analysis of the Plan’s major risks and operations. A contingency reserve ratio
of 100% indicates that, even in relatively adverse conditions, the Plan should be able to maintain the basic benefit
security of a funded ratio of 100% or more without increasing premiums or reducing benefits for a period of at least
5 years. As illustrated in the preceding table, the Plan is presently well funded under all measures considered.
In addition to assessing the adequacy of its funding level, the Board of Trustees also review the Plan’s exposure to
asset-liability mismatch risk. In particular, it compares projected benefit payments from the Plan to expected cash
inflows from the Plan’s liability-hedging portfolio. By maintaining a good alignment between asset cash inflows
and projected benefit payment outflows, the Plan can significantly reduce its interest rate risk. Projections from the
current valuation show a good match between expected future benefit payments and expected asset cash flows
from a fully-funded liability-hedging portfolio (130% of Plan liabilities).
Going forward, the Plan is considering a number of initiatives related to measuring and responding to the Plan’s
funded position. A thorough review of the assumptions and methods used to estimate the Plan’s benefit liabilities
is intended prior to the next actuarial valuation. In addition, a review of the Plan’s funding targets and approach
is planned. This will include an evaluation of both the appropriate level of contingency reserves for the Plan and
actions to be considered when the Plan’s funding margin is outside its target range. Care will be taken to ensure that
the Plan’s valuation basis, funding approach and funding targets are consistent with one another and with the rules
governing Health and Welfare Plans.
In summary, the Plan is currently financially sound and well able to meet the commitments made to existing
disability claimants. At the same time, current premium levels are expected to be below the best estimate range
for the cost of new disability claims including associated administrative expenses. Given the Plan’s strong funding
position, this is not a cause for immediate concern. The Board will continue to monitor and respond to emerging
Plan risks going forward. The actuarial valuation is performed every two years; accordingly, the next formal actuarial
valuation of the Plan is scheduled for December 31, 2018.
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CLAIMS
ADMINISTRATION –
LONG TERM DISABILITY
THE PL AN PROVIDES LTD BENEFITS TO NOVA SCOTIA PUBLIC
SECTOR EMPLOYEES WHO BECOME DISABLED FROM WORK DUE
TO ILLNESS OR INJURY.
The Trustees of the Plan have outsourced the LTD Claims Administration to Manulife Financial.
The Plan office is in continual communication with Manulife, ensuring agreed upon service standards and
expectations are met. Working closely with Manulife and with the individual needs of Plan members and employers
in mind, disability claims management practices are developed in conjunction with current industry best practices.
Results in 2016, particularly around return to work, are reflective of the collaboration and commitment between
employers, their employees, and Manulife.
Using proven claims management strategies, it is the goal of the Plan to provide an LTD Plan that meets the needs
of today while also planning for the future.

LTD CLAIMS FOR THE PAST FIVE YEARS

Source: Manulife Financial
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CLAIMS
ADMINISTRATION –
LONG TERM DISABILITY
LTD CLAIMS DISTRIBUTION BY EMPLOYER AS AT DECEMBER 31, 2016

*All District Health Authorities prior to 2015
Source: Manulife Financial

LTD CLAIMS ACTIVITY FOR 2016

*Claim balances are accurate as of the end of the business day
Source: Manulife Financial
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CLAIMS
ADMINISTRATION –
LONG TERM DISABILITY
LTD CLAIMS RESOLVE FOR A NUMBER OF REASONS AS AT DECEMBER 31, 2016

*Disabled from own-occupation, but not any occupation
Source: Manulife Financial

Overall, the total claims resolved were down in 2016. It is important to note that this was driven by a significant
decrease in 2016 of closures because of retirement/benefit expiry, and deaths, as compared to 2015. In 2016, there
was an encouraging increase in return to work closures.
The Plan has limited to no control with regard to when claims close because of retirement/benefit expiry and
death. However, the increase in return to work is reflective of the Plan’s commitment to rehabilitation. Manulife
case managers and rehabilitation specialists have worked collaboratively and successfully with Plan members and
employers to assist Plan members with return to work.

LTD REHABILITATION RESOLUTION PERCENTAGES AS AT DECEMBER 31, 2016

Source: Manulife Financial
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CLAIMS
ADMINISTRATION –
LONG TERM DISABILITY
DISTRIBUTION OF ALL LTD CLAIMS BY THE TOP FIVE DIAGNOSES AS AT DECEMBER 31, 2016
Compared to 2015, 2014, and Manulife’s client base.

*The Top Five Diagnoses account for under 80% of all approved LTD claims
Source: Manulife Financial

TOP FIVE DIAGNOSES FOR CLAIMS APPROVED IN THE YEAR 2016

Source: Manulife Financial
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INVESTMENT
MANAGER REPORT
SINCE 2013, BEUTEL GOODMAN SERVES THE PL AN AS
OUR INVESTMENT MANAGER.
Beutel, Goodman & Company Ltd. (BG) achieved positive performance results for NSPS LTD, with relative
outperformance for both strategies for the year ending December 31, 2016.

Balanced Portfolio
The Beutel Goodman balanced portfolio achieved a positive return in the one year ending December 31, 2016,
and outperformed its blended performance benchmark. The Fund’s fixed income, U.S. and international equity
components all outperformed their respective indices over the year.
The Canadian equity component of the Fund underperformed the return of the S&P/TSX Composite Index slightly
for the year. In spite of being underweight the two top performing sectors, Materials and Energy, sector allocation
added value primarily due to a lack of exposure to Health Care. Stock selection in Energy was the largest detractor
to performance. A lack of exposure to the overvalued pipelines earlier in the period detracted. Selection in Materials
detracted, primarily due to a lack of exposure to gold and precious metals in the first half of the year and an
overweight exposure to the fertilizers.
The portfolio’s U.S. component outperformed significantly over the period, primarily due to stock selection, but with
positive effects from sector allocation as well. The largest contribution to stock selection came from Industrials.
Selection in Health Care also added value as holdings in Baxter, Baxalta, Merck & Co and Johnson & Johnson all
had double digit returns over the period, significantly outperforming the negative return of the sector. Selection in
Energy added value due to the Fund’s single holding in the sector, Halliburton.
The international component produced a positive return, significantly outperforming the negative return of the
benchmark. Stock selection in Consumer Staples was the largest contributor to performance over the period,
primarily due to Familymart, the Japanese convenience store operator. In Industrials the largest contribution came
from Konecranes, the Finnish industrial crane manufacturer, which added significant value after announcing and
receiving unconditional approval from the U.S. and conditional approval from the European Union to acquire Terex’s
Materials Handling and Port Solutions business. Positive stock selection in Health Care was due to the Fund’s holding
in Merck KGaA, the German health care and specialty chemical company, which added significant value on a string of
solid quarterly results.
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INVESTMENT
MANAGER REPORT
The fixed income component added value over the period. Credit strategy added value as the corporate sector strongly
outperformed both the provincial and federal sectors. The Fund considerably overweighed corporate during the year.
In addition, corporate security selections contributed positively, as Energy and Infrastructure, where we have most of
our credit exposure, were among the top performing corporate sectors during the year. Negative effects came from the
Fund’s mix of provincial ownership and slightly negative contributions from duration and curve positioning.

BG BALANCED PORTFOLIO AS AT DECEMBER 31, 2016

Source: Beutel Goodman

Liability Hedging Portfolio
Despite a rough start to the year, positive economic data and bank stimulus served to reverse the early year trends
until the markets were caught off guard by the results of the British referendum on membership in the European
Union. The market’s response to Brexit was immediate: stock prices, bond yields, oil prices, and both the euro and
the pound fell dramatically, while the gold price rose and the U.S. dollar appreciated. Some relative calm returned
to the market as it became clear that it will be a long path for Great Britain to exit the European Union. The market
was once again caught off guard in November, however, when Donald Trump won the U.S. presidential election.
The markets embraced Trump’s promises of massive debt-financed infrastructure spending and tax cuts, believing
that these campaign promises would lead the U.S. economy out of economic malaise with strong growth and higher
inflation. Bond yields increased rapidly in the days following the election. Stock markets and the U.S. dollar were
also strong post-election.
In the Canadian market, a continued recovery in the oil price was a main story. After the Brexit vote, oil prices came
under pressure, but the Energy sector was able to hold on to a good portion of its gains. A major catalyst for gains
later in the period was an agreement by OPEC to cut production. Oil prices rose after the agreement was announced
on November 30th, to end the year just below $54.
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INVESTMENT
MANAGER REPORT
For the year end 2016, the liability hedging portfolio outperformed the benchmark, the FTSE TMX Canada Bond
Universe Index. Credit strategy added value as the corporate sector strongly outperformed both the provincial
and federal sectors. The Fund considerably overweighed corporate during the year. In addition, corporate security
selections contributed positively, as Energy and Infrastructure, where we have most of our credit exposure, were
among the top performing corporate sectors during the year. Negative effects came from the Fund’s mix of provincial
ownership and slightly negative contributions from duration and yield curve positioning.

BG LIABILITY HEDGING PORTFOLIO AS AT DECEMBER 31, 2016

Source: Beutel Goodman
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PERFORMANCE ANALYTICS
& CUSTODIAL SERVICES
BNY MELLON ASSET SERVICING PROVIDES PERFORMANCE
MEASUREMENT SERVICES; AND CIBC MELLON GLOBAL SECURIT Y
SERVICES PROVIDES CUSTODIAL AND ACCOUNTING SERVICES.
2016 will be remembered as a year when politics had a major influence on investment performance. We also
experienced a 45% rise in oil prices and a substantial strengthening of the U.S. dollar.
The Canadian dollar traded in an 11 cent range against the U.S. dollar in 2016, buffeted by volatility in oil prices and
changing expectations about central bank policy. The Bank of Canada held its benchmark interest rate at 0.5% as it
sees the stronger world economy continuing to face “undiminished” uncertainty.
The S&P/TSX Composite Index achieved a 21.8% positive performance throughout most of the year 2016.
The S&P/TSX 60 Index posted a robust return of 21.36%, and the S&P/TSX Small Cap Index returned a healthy
38.48% and outperformed large cap stocks.
Canadian value stocks outperformed growth stocks in the fourth quarter of 2016 and for the year.
The FTSE TMX Canada High Yield Bond Index provided the strongest bond performance, returning 16.93% for
the year ending 2016. Long term bonds outperformed bonds with other durations for the year to date period.
U.S. equities advanced in the fourth quarter of 2016, driven by the presidential election and the Federal Reserve
(Fed) raising interest rates by 0.25%.
U.S. mid small cap Russell 2000 Index recorded their strongest return in 2016 of 17.11%. The Russell Value indices
outperformed the Russell Growth indices for all capitalization tiers for the year 2016.
The Emerging Market Latin America region was the strongest performer in 2016, returning 26.87%.
Internationally, value stocks outperformed growth stocks.

RETURNS AS AT DECEMBER 31, 2016

*NSPS LTD Balanced Fund Benchmark consists of: 5% FTSE TMX 91 day T-Bill Index, 40% FTSE TMX Bond Universe
Index, 30% S&P/TSX Capped Composite Index, 12% S&P 500 Total Return Index, 13% MSCI EAFE Index
Source: BNY Mellon
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PERFORMANCE ANALYTICS
& CUSTODIAL SERVICES
RETURNS AS AT DECEMBER 31, 2016

* NSPS LTD Liability Benchmark consists of: 90% FTSE TMX Bond Universe Index, 10% FTSE TMX 91 day T-Bill Index
Source: BNY Mellon

In 2016, the Plan investments posted a positive return of 4.84%. Compared to other Canadian institutional
investment plans, in 2016 the Plan ranked in the third quartile of the BNY Mellon Canadian Master Trust Universe.

LOOKING FORWARD
THANK YOU FOR TAKING THE TIME TO REVIEW THE 2016 ANNUAL
REPORT FOR THE NOVA SCOTIA PUBLIC SERVICE LONG TERM
DISABILIT Y PL AN TRUST FUND. YOUR COMMENTS ARE WELCOME.
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