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The Local Authorities Pension Plan (LAPP) is a jointly-sponsored defined benefit pension
plan. It was established in 1962 for the employees of local authorities in Alberta. The
employers include organizations from the health care sector, cities, towns, villages,
municipal districts, colleges, school boards and other affiliated public sector entities.
LAPP Corporation is the legal trustee and administrator of the Plan and is governed by a
12-member Board of Directors, nominated by employees and employers. LAPP is registered
under the Alberta Employment Pension Plans Act (EPPA) and is now governed by new
provincial legislation passed late in 2018. The Joint Governance of Public Sector Pension
Plans Act transitioned LAPP to joint governance effective March 1, 2019.
Amendments to the Act in 2019, stipulate that LAPP Corporation is required to use two crown
corporations of government to provide investment and benefit administration as follows:

• Alberta Investment Management
Corporation (AIMCo) is responsible for
investment management services under
the direction of an investment policy
set by the LAPP Board and under an
Investment Management Agreement
signed between LAPP and AIMCo.

• Alberta Pensions Services Corporation
(APS) is responsible for benefit
administration services to LAPP Corporation
as outlined in a Pension Services
Agreement signed between LAPP and APS.

Contributions are collected from employers and employees and the money is invested in
equities, bonds and other investment vehicles. The investment income and the contributions
are used to pay pension benefits to LAPP retirees, now and in the future.
Front page photo:

Photo credits:

Joanne Shepherd
RN, Intensive Care Unit, Queen
Elizabeth II (QEII) Hospital Grande Prairie

Editor’s Note: Due to COVID-19, we do not have as many photos of our members this year and
some photos were taken in a previous year. All LAPP members are COVID heroes and we are
grateful for the work they have all done to keep us healthy and safe.

Venessa Benson and Alberta Health Services

For more information on
LAPP visit www.lapp.ca.
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Highlights

Year at a Glance*
• Net assets (what we have after
expenses): $53.6 billion
• Pension obligations (current
and future accrued pension
benefits): $48.6 billion
• Surplus: $5.0 billion

Summary of Financial Position
(As at Dec. 31, 2020)

(thousands)

2020

2019

Net assets available
for benefits

$53,599,237

$50,520,461

Pension obligation

$48,637,900

$42,607,200

$4,961,337

$7,913,261

Surplus/(Deficit)

• Funding status: 110% funded,
down from 119% in 2019
• Total membership: 275,863
up from 274,151 in 2019

Membership
Dec 31, 2020

Active 164,370

• Total participating number
of employers: 433
Deferred 35,723
*The numbers above are rounded

Pensioner 75,770

Total: 275,863 members

Membership by Sector
Health 53%

Municipalities 29%
Gregory Cummings
Chief Zone Officer, North Zone, AHS 1

Education 18%
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Funding Status

Pension Payments

(% funded by year)

($ thousands)

120%

Benefits
$1,475,744

100%

Refunds to Members
$398,751
Administrative Expenses
$40,745

80%

Transfers $15,533
60%

Total: $1,931 million
40%

20%
82%

85%

93%

97%

98%

113%

108%

119%

110%

0%

Plan Expenses
12

13

14

15

16

17

18

19

20

Year

Pension Contribution and Transfers

(Pension Contributions and Transfers In $ thousands)

Members
$1,138,475

Transfers from
other Plans
$21,348

Employers
$1,232,372

Total: $2,392 million

($ thousands)

Governance Expenses
(LAPP Corporation and
Boards) $4,700
Alberta Pensions
Services Corp.
(APS) $34,719
Alberta Investment
Management Corp.
(AIMCo) $280,956

Administration and governance costs: $148 per
member, down from $163 per member in 2019.
• APS costs to administer pension benefits: $35 million.
• Governance expenses for overseeing the Plan: $4.7 million

Investment costs: $1,018 per member, down
from $1,123 in 2019.
• AIMCo costs to manage the Plan’s funds, including external
managers: $281 million

Due to rounding errors, some charts in this
Annual Report may not add up to 100%
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Message from the Board Chair

The year 2020 was a
turbulent one for LAPP
members and their
families as everyone
struggled with the
challenges and tragic
loss brought on by
COVID-19. I know I
speak for all Board
members at LAPP when I say we are extremely
grateful to the members of our Plan for the amazing
job they continue to do to support Albertans in
hospitals, care homes, schools, colleges, and
communities during this time of great need and
tremendous uncertainty.
The challenge is not yet over but with the rollout of
the vaccine comes hope for a less troubling future
and a desired return to a world where we can safely
meet face to face with all our friends, families and
colleagues and get on with our regular routines. Our
condolences to all members and retirees who lost a
loved one during this pandemic.
The past year was also a busy one for LAPP
Corporation. It was the first full year of operation as a
jointly-sponsored pension plan with a new
governance structure that features a fiduciary
corporation (LAPP Corporation) with a board of
directors and a representative board (LAPP Sponsor
Board). It was a year full of challenges and
opportunities with positive results for the Plan.
Our work included important performance reviews
and monitoring of our key service providers, Alberta
Investment Management Corporation (AIMCo) and
Alberta Pensions Services Corporation (APS). We
worked with LAPP Corporation management to
develop and oversee strategic processes to ensure
the continued financial health and smooth operation
of the Plan. We continue to work on services
agreements with our providers that will set the
terms of our positive working relationships as we
move forward together.

4

Local Authorities Pension Plan

Two significant projects in 2020 included the
completion of an Asset-Liability Modeling (ALM)
study and monitoring LAPP’s successful Downside
Protection Strategy (DPS). The ALM study supported
the development of a new funding policy developed
by the Sponsor Board and facilitated an update of the
Plan’s Statement of Investment Policies and
Procedures (SIPP) by the Corporate Board. The DPS
significantly cushioned investment losses sustained
by AIMCo in the first quarter of the year and even
resulted in a significant investment asset for the Plan
at year end, adding $185 million to investment gains.
You will read more about these developments and
others in the Management’s Discussion and Analysis
section of this Annual Report. Working virtually
through COVID-19 presented similar challenges for
LAPP as it did for all enterprises globally, but LAPP
and all its service providers adapted extremely well
to the new reality and handily accomplished what
needed to be done.
On behalf of all Board members, I pass on our
sincere thanks to President & CEO Chris Brown and
his terrific team at LAPP Corporation who work
tirelessly to support us while continuing to ensure
the security of a lifetime pension for LAPP members
by steadily and strategically securing the long-term
sustainability of the Plan.
Mid-year, LAPP said goodbye to seven-year Board
member, Vice Chair Terry Agoto. We thank him for
his service, which included two, two-year terms as
Board Chair. Also, our thanks to Garry Sran, for his
willingness to step up as our new Vice Chair.
We wish all LAPP members and retirees a good year
going forward from here. You can rest assured that
your pension is secure and in good hands and will be
ready for you when you need it. Thank you to our
members for their ongoing trust and support.
Darren Sander
Chair, LAPP Corporation Board of Directors

Message from the CEO

After a year like 2020,
with everything
COVID-19 and a ravaged
economy had to throw
at Alberta, I am delighted
to share some good
news with LAPP
members about the
financial health of their
pension plan and its positive outlook for the future.
LAPP is strong, financially healthy and wellpositioned to deliver the pension promise to its
275,000+ members.

It was with confidence our Board filed another
annual actuarial valuation for the year ending 2019,
that would hold contribution rates steady in 2021
while further cushioning the Plan to help manage
risk. Working with the Plan’s actuaries to conduct an
asset liability modeling study, the future health of the
Plan was tested under tens of hundreds of different
scenarios of asset mix, levels of funding and using
different assumptions. The Plan came out of it
looking very sustainable into the future, with only a
small chance of needing to increase contribution
rates beyond current levels over the coming
decades.

Our members have worked tirelessly throughout the
pandemic to protect the lives and livelihoods of their
fellow Albertans. We are grateful for their dedication
and pleased they will not have to add retirement
security to their list of post-COVID concerns.

The success of a defined benefit pension like LAPP
comes from staying focused on the long-term while
doing everything you can in the short term to identify
and manage risk. Every year we increase our ability
to assess risk and ensure the proper funding and
sustainability of the Plan. With the right tools and
processes, we will have the agility to respond quickly
to changes in investment markets and adjustments
in demographics or other factors that influence our
funding strategy and keep the Plan strong and
sustainable for many years to come.

A quick look at the audited financial statements for
2020 will show that the Plan is 110% funded on an
accounting basis, with a year-end surplus of $5
billion. Unfortunately, we didn’t end the year as well
as we began it (119% funded; $7.9-billion surplus)
but we managed to land comfortably in the black at
the end of a year that challenged many investment
managers and pension plans around the globe.
You will see in the Investment Summary that
investment returns of 5.2% fell short of AIMCo’s
policy benchmark of 9.46%, reflecting challenging
results across asset classes as well as a significant
loss resulting from a failed volatility investment
strategy ($0.9 Billion). In total, investment returns
generated $2.9 billion, down from the $5.6 billion
earned last year.
Although it was an unfortunate year for many
investors, LAPP fared well partly because the
Corporation has taken a balanced approach to holding
on to the gains it has made in the past few years and
partly because it has focused on strategies to de-risk
the Plan, like the Downside Protection Strategy (DPS)
that you will read more about in these pages.

Our Corporate Directors and members of our
Sponsor Board achieved a significant amount of
important work in 2020 that you will read more about
in the Management’s Discussion and Analysis
section of this Annual Report. I pass my thanks along
to them and to the staff at LAPP Corporation for their
strong collaboration on meeting strategic goals and
their amazing dedication to our members and
employers who sponsor the Plan and appreciate the
value it provides. I look forward to the post-COVID
days ahead where we will all work together in
person again.
Chris Brown
President and Chief Executive Officer,
LAPP Corporation

2020 Annual Report

5

LAPP Corporation Board of Directors

Nominated by
Alberta Union
of Provincial
Employees (AUPE)

Nominated by
Alberta Health
Services (AHS)

Darren Sander, CHAIR, HRC, AC

Garry Sran, VICE CHAIR, AC

Nominated
by Alberta
Federation of
Labour (AFL)

Steve Bradshaw, HRC

Nominated by
Alberta Health
Services (AHS)

Tina Giesbrecht, BG

Nominated by
the Council of
Post-Secondary
Presidents of
Alberta

Nominated by
the Canadian
Union of Public
Employees
(CUPE)

Peter Marsden, AC

Nominated
by the Rural
Municipalities of
Alberta (RMA)

Soren Odegard, AC

Nominated
by the Health
Sciences
Association of
Alberta (HSAA)

Liz Thompson, HRC

Robert Bhatia, AC

Nominated
by the City of
Calgary

Maria Gagliardi, BG

Kent Hummelle, HRC

Nominated by
Alberta Health
Services (AHS)

Nominated
by the United
Nurses of Alberta
(UNA)

Nominated by
LAPP Corporation

Joanne Weninger, BG

Richard West, BG

Committee Legend
AC Audit & Risk Committee

BG Board Governance Committee

HRC Human Resources and Compensation Committee

*Note: Terry Agoto served as an Alberta Union of Provincial Employees (AUPE) nominee and Vice Chair until his term on the Board ended June 30, 2020.
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LAPP Sponsor Board Members

Appointed by
Alberta Federation
of Labour (AFL)

Gil McGowan, CHAIR

Appointed by
Alberta Health
Services (AHS)

Susan McGillivray, VICE CHAIR

Appointed
by Canadian
Union of Public
Employees
(CUPE)

Rory Gill

Appointed by
the Alberta
School Boards
Association
(ASBA)

Scott McFadyen

Appointed by
Health Sciences
Association of
Alberta (HSAA)

Appointed by
Alberta Health
Services (AHS)

Guy Smith

Kim Craig

Appointed by the
City of Edmonton

Kimberly Matheson

Aaron Neumeyer

Appointed by the
Alberta Urban
Municipalities
Association
(AUMA)

Appointed by
Alberta Health
Services (AHS)

Mike Parker

Colleen Purdy

Appointed by
Alberta Union
of Provincial
Employees
(AUPE)

Appointed by
United Nurses of
Alberta (UNA)

Heather Smith

Mike Dempsey served as an Alberta Union of Provincial Employees (AUPE) appointee until his term expired June 30, 2020.
Todd Gilchrist served as an Alberta Health Services (AHS) appointee from January to September
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Management Discussion and Analysis
Looking back on the challenges of 2020 is a good
reminder of why it is important to manage risk in
advance. For LAPP Corporation, our ever-present
tagline, “Always a LAPP Ahead!” reminds us to do
whatever we can to prepare for an uncertain future.
No one could have predicted that a pandemic would
sweep the globe in early 2020, crashing investment
markets, destabilizing economies and leaving millions of
people out of work. Certainly, LAPP Corporation did not
predict it, but we were prepared to face the challenges
because we had recently asked ourselves the question,
“What if?”.
What if something really bad were to happen? What if
markets were to crash (for whatever reason) and we
found ourselves facing another global financial crisis like
2008? The Plan had come so far since then, with
financial statements showing LAPP at 74% funded in
2008 and improving each year until 119% funded in
2019. There was no appetite for losing those gains in a
sudden market downturn which seemed imminent,
given that we were 11 years into the longest bull run in
recorded history.

In response, LAPP Corporation devised a strategy to
effectively insure the Plan against major market losses.
LAPP brought the initiative to AIMCo, requesting its
investment manager to make the necessary trades to
implement the strategy. LAPP’s downside protection
strategy, known as DPS, was well-timed. The onset of
the COVID-19 pandemic crashed the market early in the
first quarter (Q1) and AIMCo lost $5.1 billion or 10.2%
of the LAPP fund. At the same time, the DPS produced
$1.9 billion in savings, reducing the overall loss for Q1
to $3.4 billion.
Thankfully, markets rebounded over the next three
quarters, owing to large amounts of government
stimulus. AIMCo delivered a positive 5.2% return at
year-end, though underperforming the policy benchmark
return of 9.46% by 426 basis points. However, despite
the market crash, and despite AIMCo’s loss of $0.9
billion on a risky volatility trading strategy (discussed
below under “Investment Returns and VOLTS”), LAPP
ended the year 110% funded on an accounting basis,
down from 119% the previous year.
DPS was not devised as an investment strategy to
make more money for the Plan. It was created as an
“insurance policy” to protect against undue loss at a
time when LAPP and its Boards needed some reset
time following the establishment of joint governance in
2019 to: 1) re-evaluate risk appetite; 2) develop a new
funding policy; 3) review asset mix and investment
objectives; and 4) explore new strategies for de-risking
the Plan.
DPS did exactly what was intended; it helped protect
the funded status of the Plan, allowing LAPP
Corporation and the Boards to complete all of the work
on their list and remain Always a LAPP Ahead! As a
bonus, DPS even added $185 million to investment
returns when it was all wrapped up at year-end.

Risk Management
Ghulam Nabi and Ashley Hagg
Respiratory Therapist and Registered Nurse Intensive
Care Unit at the QEII Hospital - Grande Prairie
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Risk management is at the heart of everything we do at
LAPP Corporation and continues to be a major focus. A
good deal of time is spent identifying risk, analyzing it,
tracking it and developing continuous action plans to

manage and mitigate it. We manage investment risk,
funding risk, governance risk, political risk, legal risk,
fiduciary risk, administrative risk, and operational risks,
just to name a few.
Proper risk management is critical to both the long-term
sustainability of the Plan and short-term funding goals.
For example, if investment income does not meet
anticipated levels, it could result in unfunded liabilities
and the need for contribution rate hikes. If demographic
and economic assumptions are wrong, it could lead to
errors in calculating the cost of future pensions.
LAPP Corporation management is also focused on
anticipating risks associated with LAPP’s economic,
political and demographic environment. Although it is
impossible to predict everything that might be coming,
it is important to build the capacity to withstand any
shocks that cannot easily be anticipated or eliminated.
In 2020, LAPP Corporation conducted an Asset-Liability
Modeling (ALM) study that supported the Sponsor
Board in setting its funding risk appetite as part of
developing a new funding policy for the Plan. The ALM
study also informed the Corporate Board in studying the
current asset mix and risk diversification profile to
update LAPP’s Statement of Investment Policies and
Procedures (SIPP).
Thus, every year, LAPP Corporation works to
improve its management strategies, systems and
resources for dealing with risk. Another key
development in 2020 was the strategic addition to
the management team of a new VP of Finance and
Risk, with expertise in Enterprise Risk Management.
Significant work has already begun on an updated and
enhanced comprehensive enterprise-wide risk
management program.

Governance Risk
A key risk facing LAPP Corporation is the governance risk
resulting from an inability to choose its own service
providers for investing the LAPP fund and administering
pension benefits for LAPP members. Changes to
provincial pension legislation introduced in Bill 22 at the

close of 2019 mandated the use of AIMCo and APS as
key service providers, granting both Crown corporations
a perpetual monopoly on investment and benefit
administration services. This means LAPP Corporation
has no ability to choose its service providers and cannot
withdraw its business from the Crown corporations,
despite any issues over investment results or benefit
administration service quality.
The legislation also set out deadlines in 2020 for
completing a new Investment Management Agreement
(IMA) with AIMCo and a Pension Services Agreement
(PSA) with APS, to govern these mandatory business
relationships. The Government granted an extension on
negotiations for a PSA and work continues on that
agreement in 2021. AIMCo postponed negotiations
before a deal could be signed and the Minister of
Treasury Board and Finance issued a Ministerial Order
(MO) to set the terms of a legal relationship between
LAPP Corporation and AIMCo. The MO is intended as a
temporary measure until such time as LAPP Corporation
and AIMCo can come to terms on an IMA between them.
LAPP Corporation looks forward to continuing
negotiations with its key service providers, but during the
negotiations will remain focused on the fiduciary duty it
owes to the Plan, its members, and its sponsors.
Particularly because LAPP has no ability to choose its key
service providers, it is the responsibility of LAPP
Corporation to ensure its investment manager and
benefits administration services provider meet the same
high-quality standard of service our members would
expect of any provider they would choose.

Investment Returns and VOLTS
The first quarter of 2020 was an exceedingly difficult
quarter for many investors worldwide. LAPP was not
immune to the COVID-19 pandemic, which hit financial
markets hard and put an end to a decade-long bull
market. Although media attention at the time focused on
significant losses resulting from AIMCo’s volatility
trading strategy (VOLTS), investment choices for nearly
all asset classes at AIMCo also underperformed during
the first quarter.

2020 Annual Report
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The good news is markets rallied in the next three
quarters and LAPP ended the year with a net return of
$5 billion. Though the result underperformed the
benchmark and cut the Plan’s year-over-year funded
position from 119% to 110%, LAPP is still financially
healthy and can weather the COVID storm.
However, LAPP Corporation continues to get questions
and hear concerns from members, especially related to
AIMCo’s VOLTS losses, which totaled $2.1 billion
across all its clients, with LAPP incurring the largest
share. There were a number of different reports in the
media and not a lot of understanding about what the
loss meant for LAPP. Members were concerned for the
security of their pensions and wanted to know how
LAPP Corporation would manage that risk in the future.
It seems prudent, therefore, to have some discussion
on what happened.
Most important, and this was communicated
throughout the year, the VOLTS loss, though significant,
does not put anyone’s pension at risk. LAPP is strong
and well-funded and was able to take the hit. That said,
$901-million (LAPP’s share) was lost through a risky
investment scheme by AIMCo that did not align with
the Plan’s stated risk appetite. The nature of the
strategy and exposure to losses was an unwelcome
surprise for LAPP Corporation and its Board of
Directors. VOLTS was a strategy that bet on limited
volatility in the markets continuing indefinitely. When
high market volatility occurred during the market
upheaval in the early stages of the global pandemic,
VOLTS incurred significant losses before AIMCo could
close the strategy. More importantly, VOLTS’ exposure
to market volatility was misaligned with the objectives
of LAPP’s DPS, which was designed to cushion any
blow to the Plan from volatile markets.

Jacquie Sterling
Linen & Environmental Administrative
Support, AHS - Westlock
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The revelation led to many discussions with AIMCo
related to understanding how the trades could have
been allowed and why it took so long to start divesting
after the risk was first identified. Changes have since
taken place at AIMCo toward improving risk
management processes and culture, and that progress
is being monitored. LAPP Corporation expects robust
reporting on risk exposures and will continue to monitor

Janna Livingston, Cora Lynn Dallaire, Puneet Minhas
Administrative Assistants at the QEII Hospital - Grande Prairie

AIMCo’s adherence to the new culture of risk
management the AIMCo Board has put in place for its
organization. In short, LAPP Corporation will continue to
push AIMCo for better alignment with LAPP’s
objectives on behalf of its members.
As mentioned earlier, AIMCo is designated in legislation
to be the mandatory sole investment manager for
LAPP. As the Plan administrator, LAPP Corporation has
a fiduciary responsibility to ensure delivery of the
pension promise and continues to work with AIMCo to
see improved results for its members.
The working relationship between organizations is built
on a structure that requires AIMCo to invest the LAPP
fund according to a set of guidelines that reflect
diversification based on asset mix, policy weights, and
other factors. Within that framework, AIMCo is
responsible for making decisions on where and how to
invest the fund.

Funding Policy
Under the provisions of the Joint Governance of Public
Sector Pension Plans Act, LAPP’s Sponsor Board was
tasked with establishing a new funding policy for LAPP
in 2020, to meet the requirements of the Employment
Pension Plans Act.
Work on the new funding policy was completed after many
meetings full of discussion and analysis with actuaries and
investment consultants. It was done in conjunction with
work undertaken by the Corporate Board on an ALM study
for LAPP. The ALM study provided support to the Sponsor
Board in assessing and establishing its risk appetite, and on
that basis, the Sponsor Board was able to set funding and
contribution rate objectives for the Plan and agree on a
strategy for funding.
The purpose of the funding policy is to enable the sound
financial management of the Plan. It provides a rationale
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for the Sponsor Board’s funding practices and provides
guidance to LAPP Corporation as the administrator of
the Plan. The funding policy supports the formulation
of appropriate risk controls within LAPP’s SIPP,
and it establishes a transparent framework for
funding decisions.
In order of priority, the key objectives of the funding
policy are:
•

to secure Plan benefits;

•

to ensure the financial sustainability of the Plan,
including stabilization of contribution rates
whenever possible to acceptable levels of
stakeholder funding risk; and

•

to ensure, to the extent possible after the first two
objectives have been met, that each generation of
active members funds only the benefits accruing
for that generation of active members.

In outlining these objectives, the Sponsor Board
recognizes the prudence of keeping the Plan fully
funded whenever possible and has funding target
ranges to consider when setting contributions.

Asset-Liability Modeling (ALM) Study
LAPP typically does an ALM study once every four
years, and the last one was conducted in 2016. ALM
studies are not a legislative requirement. They are,
however, an important component of proper
governance and oversight for a defined benefit
pension plan like LAPP’s and are a useful tool for
understanding investment risk in the context of Plan
liabilities (obligations).
A key objective of an ALM study is to identify the best
risk/return profile for the asset mix of the LAPP fund,
where “best” represents the approach that maximizes
investment returns and efficiencies within the risk
tolerance levels noted in the funding policy. The most
important element of the analysis involves a projection
into the future of how the assets and liabilities could
evolve under various scenarios and what the impact
would be on key Plan metrics such as funded ratio and
contribution requirements.
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104

Years

Age of the oldest LAPP retiree
(at the end of 2020, excluding survivors/beneficiaries)

The ALM study produced a lot of useful information and
resulted in a very positive projection on the future
health of the Plan. Based on the data modelled, the
probability of total contributions (employer and member)
exceeding 20% of salary over the next 10 years is less
than 1%. That conclusion includes negative scenarios
where investment losses are also factored in, which
means the Plan has enough of a cushion today to
withstand some turbulence in the market tomorrow.
In addition to informing the funding policy, the ALM
study is conducted to set objectives for the SIPP and
helps the Corporate Board make a decision on the best
strategic asset mix for the Plan. The modelling consists
of a multi-year projection of the Plan’s financial position
under a large number of different capital market
simulations. As a result of this work, an updated SIPP,
with a new asset allocation, was approved by the
Corporate Board in early 2021.

Plan Funding
In 2020, LAPP Corporation filed an actuarial valuation of
LAPP as at December 31, 2019 and a decision was
made by the Sponsor Board to hold contribution rates
steady for 2021. Given the volatility of investment
markets brought on by the pandemic and the potential
for any unrest around the still-upcoming U.S.

presidential election, the Sponsor Board agreed not to
make any changes to rates as investment returns might
be unstable for some time.
Members will continue paying between 8.4% and
11.3% of pensionable pay, depending on their salary.
LAPP employers contribute at a rate 1% higher than
their employees. Prior to 2020, LAPP contributions have
decreased an aggregate of 2% per year, for two years
in a row, in 2018 and 2019. These decreases resulted
from cutting the employer rate by 1% and the
employee rate by 1% in each of those two years.
The Plan is required to file an actuarial valuation with the
pension and tax regulators at least once every three
years. As part of its risk management philosophy, LAPP
Corporation conducts a valuation annually to ensure it is
Always a LAPP Ahead!

Improved Communications
for Members
LAPP Corporation achieved many successes in
improved communications to members and employers.
Listening to the needs of our stakeholders, we
developed more tools and educational materials to
guide members through the stages of their pension
journey. LAPP Corporation worked together with its
benefits administrator, APS, to develop two Employer
Toolkits which are available at LAPP.ca: the Member
Onboarding Kit and the Member Retirement Kit. They
are each a collection of full-production and Fast Track
videos, checklists, and a handbook, with important links
to more important information on our award-winning
website at LAPP.ca.
APS helped us achieve a key goal in improving the
online experience of our members, completing a key
technology project to integrate the features of
mypensionplan into LAPP.ca in a new section called,
Your Pension Profile. The new section offers members
a seamless pension experience that also works great on
mobile devices. It is just what our members have been
asking for.

Members can now view and update personal pension
information, run calculations, and more, all without ever
leaving LAPP.ca. Out of the more than 6,000 responses
to our online website survey, members rated their
satisfaction with Your Pension Profile at 8/10. Since its
launch in August 2020, there have been over 218,000
unique page views of the new feature.

Other online service improvements
Members can increase their future LAPP pension by
purchasing qualifying service in LAPP through what is
called a buyback. A new online buyback tool was
launched in early 2021 to allow members to make their
buyback choices and submit documentation all online.
Since its launch, over half of the buyback elections
received are now being done online, reducing manual
administrative effort and wait times for the member
and employer.
LAPP Corporation made further enhancements to the
LAPP.ca website experience for members and added
a Myth Busters page to help dispel defined benefit
pension misinformation. The Myth Busters page
includes a series of Q&As, Myths & Facts, as well as
two full production animated videos. Overall, members
are extremely satisfied with the website.
In our August 2020 online website survey, 96.67% of
members found the website easy to read, and 96.6% of
members will return to LAPP.ca.
APS and LAPP Corporation also worked in collaboration
to support LAPP’s transition to a new governance
model. This included the addition of new forms for
members that are required under legislation and
updates to the member statements.

2020 Annual Report

13

Investment Summary

Plan Performance
Fair Value of Net Assets versus
Pension Obligation

Fair Value of Net Assets: $53.599 Billion
Pension Obligation: $48.638 Billion
Accounting Surplus: $4.961 Billion

At December 31, 2020, the fair value of the Plan’s net
assets increased by 6.1% (or $3.1 billion) to $53.6 billion.
The total pension obligation increased by 14.2% (or $6.0
billion) to $48.6 billion. The excess of Plan net assets
over pension obligation decreased in the year, resulting in
an accounting surplus of $5.0 billion (2019: $7.9 billion)
according to the audited financial statements.
As shown in the chart below, 110% of total pension
obligation was supported by net assets at the end of
2020, the drop was attributed to lowering discount
rates, the VOLTS debacle, and volatility in markets.

Huan Zhang and Michelle Turick
Respiratory Therapist and Public
Health Nurse - Grande Prairie

In 2020, inflows from investment income and
contributions totaling $5.3 billion were nearly two and a
quarter-times the outflows for benefit payments and
expenses totaling $2.2 billion.

LAPP inflows and outflows (in millions)
(per audited financial statements)

Per cent of pension obligation supported
by net assets

Income and Contributions

(for accounting, per audited financial statments)

Benefits and Expenses

120%

9,000
8,000

100%

7,000

80%

6,000
5,000

60%

4,000

40%

3,000
2,000

2019

2,211

2018

5,290

2017

2,078

2016

8,129
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0

1,944

2020

3,684

2019

1,783

2018

6,789

110%

2017

1,535

119%

2016

1,000

4,838

108%

14

113%

0%

98%

20%

2020

The chart below compares the growth in the total pension
obligation to the growth in net assets. The total pension
obligation is based on the estimated net present value of
future pension benefits paid to employees when they
retire. Retirement benefits earned by employees provide a
lifetime pension for each year of pensionable service
based on a specified percentage applied to the average
salary for the five highest consecutive years, subject to the
maximum benefit limit allowed under the Canadian
Income Tax Act. The estimated pension obligation
increases annually for each additional year of pensionable
service earned by employees. The pension obligation is an
estimate because it is based on various assumptions used
by the Plan’s actuary. For example, an estimated discount
rate is used to determine the present value of future
retirement payments. A lower estimated discount rate will
increase the total pension obligation. Similarly, a higher
estimated life expectancy will increase the pension
obligation. Net assets increase when there is positive
overall investment returns and when employee and
employer contributions exceed pension benefits paid. Net
assets decrease when there are investment losses.

Net assets compared to total pension
obligation (in millions)

In 2020, net assets increased by 6.1% while pension
obligation grew by 14.2%, a reversal to what the Plan
experienced in 2019. The turnaround attributed to
changes in discount rates for pension liabilities, the VOLTS
incident at AIMCo, and increased market volatility from the
COVID-19 pandemic.

Per cent change in net assets and
pension obligation
(for accounting, per audited financial statements)

(for accounting, per audited financial statements)
Net Assets

Kristen Davis and Kim Ford
Registered Nurse (RN) and Public
Health Nurse - Grande Prairie

% change in net assets

Pension Obligation

% change in pension obligation

55,000

16%
14%

50,000

12%
10%

45,000

8%
40,000
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6.1%

2019

14.2%

3.9%

2018

13.6%

8.2%

2017

4.1%

-1.2%

2016

13.3%

0%

8.5%

2020

2%

9.6%

48,638

2019

53,599

42,607

2018

50,520

40,999

2017

44,469

37,893

2016

42,729

38,360

30,000

4%
37,723

35,000

6%

2020
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Investment Performance
Investment Management Structure
LAPP Corporation establishes the Plan’s investment
policy documented in the Statement of Investment
Policies and Procedures (SIPP). The LAPP Corporation
Board of Directors reviews the SIPP annually. Alberta
Investment Management Corporation (AIMCo), a Crown
corporation formed on January 1, 2008, provides the
day-to-day investment services for LAPP’s entire
investment portfolio. AIMCo manages the majority of
the Plan’s investments internally through pooled
investment funds. However, for reasons such as
greater diversification, access to external expertise and
specialized knowledge, and reduced operational
complexity, AIMCo uses external managers for some
investment strategies.

Fund Performance Review

Investments: $53.5 Billion
Return on investments: 5.2 Percent
Investment income: $2.9 Billion

During the last three quarters of the year, the solid gains
were driven mainly by an incredible turnaround in public
and private equity markets and compression in credit
spreads. As of December 31, 2020, LAPP realized a
gain of just 4.6% on equity investments compared to a
gain of 18.6% on the same portfolio in 2019. Although
the fund’s absolute returns were positive in 2020,
certain strategies in the Public Equities portfolio and
revaluation of the fund’s real estate assets contributed
to AIMCo generating a negative return relative to the
Plan’s policy benchmark return. Overall, as of year-end,
the LAPP investment portfolio returned 5.20%,
underperforming the policy benchmark return of 9.46%
by 426 basis points.
The Plan’s investments’ net asset value has increased
from $50.4 billion at the beginning of the year to $53.5
billion as of December 31, 2020. The increase of $3.1
billion comprised $2.6 billion of net investment income
after investment expenses and $462 million from excess
contributions over pension benefits paid, net transfers,
and administration expenses.

Market value - investments
(in billions)

$48
$40
$32
$24
$16
$53.5

$0

$50.4

$8

$44.4

Local Authorities Pension Plan

$56

$42.7

16

$64

$37.7

After an unprecedented and volatile 2020, the Plan
posted a positive absolute return on the investment
portfolio supported by expansionary monetary and fiscal
policies implemented by governments and central
banks to prevent economic collapse due to the
COVID-19 pandemic. In the first quarter, the LAPP fund
suffered losses of 6.54% as a result of the equity
market crash and real asset revaluations. The
Downside Protection Strategy (DPS), implemented at
the beginning of February, prevented incurring
additional marked-to-market losses of 3.61%.
Eventually, equity markets recovered. The fund’s value
managed to maintain positive momentum over the last
three quarters, posting 5.3% and 2.1% in the 2nd and
3rd quarters, before finishing the year with the 5.2%
return on investments.

2016

2017

2018

2019

2020

The chart below summarizes the Plan’s investments by
currency at December 31, 2020. Approximately 35.4%
(2019: 36%) of the Plan’s investments denominated in
foreign currencies.

LAPP Investements by currency
As at December 31, 2020

Canadian Dollar
(CAD) 64.2%

United Sates
Dollar (USD)
17.8%

Euro (EUR)
4.3%
British Pound
(GBP) 2.9%
Japanese Yen
(JPY) 2.3%
Other Currencies (6.0%)

Hong Kong Dollar
(HKD) 1.4%
Chinese Yuan
(CNY) 1.1%

The fair value of investments held in a foreign currency is
sensitive to changes in exchange rates. As the Canadian
dollar strengthens against a foreign currency, as was the
case with the Canadian dollar versus both the US dollar
and the Euro in the year, the market value of investments
held in that currency will decrease. At December 31,
2020, it cost $1.28 Canadian (2019: $1.30 Canadian) to
purchase one US dollar, and $1.56 Canadian (2019: $1.46
Canadian) to purchase one Euro. In accordance with the
SIPP, AIMCo has the discretion to hedge on any nonCanadian currency exposure in the private equity, fixed
income, and infrastructure asset classes at either the
pool or security level, while public equities and foreign
real estate remain unhedged. In addition, AIMCo has the
discretion to hedge any unintended currency exposure
within each asset class.

Kathryn McLean
Executive Administrative
Support (AHS) - Westlock
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Asset Mix
LAPP’s Corporate Board sets the asset mix policy for the Plan which includes fixed income, public and private equities
(Short Horizon and Long Horizon equities) and inflation sensitive and alternative investments.

ASSET MIX
Policy
Weight

Policy
Minimum

Policy
Maximum

Actual
2020

Actual
2019

30.5

20.0

40.0

31.6

31.6

0.0

10.0

0.7

0.7

Long-term Bonds

5.0

25.0

14.2

14.1

Universe Bonds

5.0

25.0

9.7

11.0

Mortgages

0.0

10.0

3.9

4.0

Private Debt

0.0

6.0

3.1

1.8

25.0

50.0

40.2

39.6

Canadian Equity

5.0

20.0

8.3

8.0

Global Developed Equity

10.0

40.0

20.9

20.8

Emerging Market Equity

0.0

10.0

5.8

5.6

Small Cap Equity

0.0

10.0

5.2

5.2

December 31, 2020
(in percent)
Fixed Income
Short-Term and cash
Long-Term

Short-Horizon

31.5

Long Horizon - Private Equity

6.0

3.0

9.0

4.6

3.1

Inflation Sensitive/Alternatives

32.0

20.0

50.0

23.4

25.3

Real Estate

10.0

25.0

12.3

13.5

Infrastructure

5.0

25.0

9.5

9.8

Timberland

0.0

3.0

1.6

2.0

-

-

0.3

.04

100

100

Strategic Opportunities, Tactical
Allocations and Currency Hedges

100

Total
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Koren Bonokoski, Stacy Greening, Josie Tagarino
Maintenance Worker, Senior Operating Officer, Food Services Worker, North Zone
Addictions and Mental Health, Alberta Health Services - Grande Prairie

Proxy Voting
The LAPP Board recognizes proxy voting is a key
element of prudent investing and believes that thoughtful
voting contributes to optimizing the long-term value of
investments. The Board delegates the proxy voting
function to AIMCo. AIMCo outsources this delegation to
an independent adviser specializing in providing proxyrelated services to institutional investors. While AIMCo
may review and utilize the recommendations of the
service provider in making proxy voting decisions, they
are in no way obligated to follow such recommendations.

mix adjustments, the SIPP, and oversight of the SIPP’s
implementation by AIMCo.
During 2020, there were several milestones of
note impacting investment risk management of the
Plan’s fund.
•

First, the LAPP Sponsor Board approved a new
Funding Policy for the Plan. The main purposes for
the Funding Policy are to facilitate sound financial
management of the Plan, articulate the rationale
behind funding practices, provide guidance in the
formulation of appropriate risk considerations within
the Plan’s SIPP, and establish a framework for
funding decisions.

•

Second, with assistance from LAPP’s external
consultant, the Plan initiated an updated ALM study
that takes into account the priorities set out in the
Funding Policy and the Sponsor Board’s risk
tolerance; this ALM study is expected to be finalized
by mid-2021 and may influence changes to the SIPP
and asset mix.

Investment Risk Management
LAPP recognizes that it needs to assume investment risk
in its portfolio to meet the ultimate objectives of the Plan.
As such, investment risk management forms an integral
component of LAPP’s wider Enterprise Risk
Management (ERM) program and is managed through
various avenues including LAPP’s Funding Policy,
periodic Asset-Liability Modeling (ALM) studies, asset
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•

Third, LAPP continues to evolve its internal ERM
program to facilitate management responsiveness to
identified risks and refinement of risk-based
decision-making in the future.

•

Fourth, in early 2020, LAPP initiated a Downside
Protection Strategy (DPS) designed to protect the
portfolio in the event of a severe market downturn.
Such a downturn did, in fact, materialize during the
first quarter largely as a result of the COVID-19
pandemic and DPS performed as expected,
sheltering the portfolio from the worst of the
volatility. As global equity markets recovered after
the first quarter, DPS remained in place as
“insurance” until late 2020. In sum, for the entire
year, DPS was successful in providing a material, net
positive contribution to returns ($185 million) and
and defending the Plan’s funded status.

With respect to AIMCo, LAPP is required by legislation to
use the investment manager as its sole provider of
investment management services. Therefore, LAPP is
necessarily obligated to place significant reliance on
AIMCo’s risk management systems and process.
Following up on its losses from an internal volatility
trading strategy in 2020, AIMCo has acknowledged that
there is room for improvement in its internal risk
management culture and processes. As a result, the
investment manager has embarked on a number of
initiatives and detailed implementation plans in an
attempt to address the identified shortfalls in its risk
management platform. LAPP will continue to closely
monitor the progress of these new risk management
initiatives as a part of its oversight of AIMCo.

Long-term Investment Return
Expectation
For funding purposes, in 2020, the expected future
long-term investment return was 4.4% per annum.
By comparison, LAPP's actual annualized return over
the past twenty years was 6.4%. However, in the past,
the fund’s return expectations were higher due to
higher bond yields and expected returns on individual
asset classes.

20

Local Authorities Pension Plan

Marcella Friesen
Healthcare Aide, Cold Lake
Healthcare Centre - Cold Lake

Investment Results
To evaluate performance and measure the value
returned by AIMCo from its active investment
decisions such as security selection, the Plan compares
the actual investment results to its investment policy
benchmark. The benchmark return represents what the
Plan could reasonably expect to earn without active
management if it invested in the market indices in
proportion to the policy asset mix approved by the
Board. AIMCo strives to achieve more than market
returns by over or underweighting specific investments
in relation to the indices. LAPP expects AIMCo to
deliver a return of 85 basis points or 0.85% per annum,

net of fees, in excess of the policy benchmark return
over a four-year time horizon.
The table below compares the market-based policy
benchmark return to the Plan's actual return. In 2020,
AIMCo returned negative 4.3% relative to the marketbased policy benchmark of 9.5%. Last year’s negative
relative return weighed heavily on the long-term valueadd results of the investment manager. Over a four-year
period, the annualized value-add return from AIMCo was
negative 0.7% compared to the expected value-add
return of 0.85% over a 4-year annualized period. Over the
longer terms of 10 and 20 years, the investment
manager's value-add return was 0.0% and negative
0.1%, respectively.

INVESTMENT RETURNS (%) (A)
Annual Returns (%)

Year ending December 31, 2020

Annualized Returns (%)

2020

2019

2018

2017

4 Years

10 Years

20 Years

Market return (Policy benchmark)

9.5

12.5

1.0

9.0

7.9

8.3

6.6

Value added (lost) by investment manager

(4.3)

(0.6)

1.0

1.1

(0.7)

0.0

(0.1)

Total Fund Return

5.2

11.9

2.0

10.1

7.2

8.3

6.5

Actual annualized returns by year (%)
15%

10%

5%

4 Yrs*

6.5%

2020

8.3%

2019

7.2%

2018

5.2%

2017

11.9%

10.1%

2016

2.0%

5.8%

0%

10 Yrs*

20 Yrs*

The investments of LAPP diversified across many industries and asset categories. The returns at each asset category
contribute to the overall return of the Plan. The table below outlines the fair value, percent of total investments, and
annual returns of the different asset categories held, compared to the annual returns over the last three years, as well
as the returns of the relevant benchmark index.
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Table of Investment Returns December 31, 2020
Asset/Sub-asset category
Benchmark

Fair Value
(in millions)

Asset
Mix
(%)

Compound
Annualized
Annual Returns
Return
2020
2019 2018 2017
4-year
(in %)
(in %) (in %) (in %)

Fund		
$53,503.1
99.7
Policy 			
CPI			
1.0

5.2
9.5
2.2

4.5
8.9
1.7

2.0
1.0
2.1

10.1
9.0
1.7

7.2
7.9

Fixed Income
16,892.7
31.6
Fixed Income Index			

10.9
10.2

9.6
9.2

1.8
1.0

5.0
4.3

6.8
6.1

Short Term and Cash
350.1
0.7
FTSE TMX 91-Day T-Bill Index			
Universe Bonds
5,172.5
9.7
Private Mortgages
2,085.6
3.9
Private Debt and Loan
1,663.3
3.1
FTSE TMX Universe Bond Index			
Long Bonds
7,621.2
14.2
FTSE TMX Long-term Government Bond Index 		

3.8
0.9
9.9
9.4
5.9
8.7
13.0
12.1

2.0
1.6
7.8
6.0
4.4
6.9
12.8
12.2

1.6
1.4
1.9
4.7
4.0
1.4
0.9
0.5

1.0
0.6
3.3
2.5
2.3
2.5
7.6
6.5

2.1
1.1
5.7
5.6
4.1
4.8
8.4
7.7

Inflation Sensitive and Alternatives
12,501.4
23.4
Inflation sensitive and Alternative Index			

(8.4)
1.6

6.0
5.3

12.9
8.1

8.1
5.7

4.3
5.1

Real Estate
6,600.8
12.3
Combined Real Estate benchmark (1)			
Infrastructure
5,067.4
9.5
CPI + 4.5% (5 year rolling average)			
Timberland
833.2
1.6
CPI + 4.5% (5 year rolling average)			

(13.1)
(2.3)
(2.3)
6.1
(5.5)
6.1

3.8
4.6
7.7
6.2
14.2
6.2

12.4
9.5
13.8
6.2
12.4
6.2

9.1
7.0
7.9
6.0
15.7
6.0

2.6
4.6
6.6
6.1
8.9
6.1

Short Horizon
21,520.4
40.2
Short Horizon Index			

4.6
13.0

18.6 (4.8)
20.2 (3.6)

15.9
14.7

8.2
10.7

Canadian Equity
4,427.0
8.3
S&P/TSX Capped Composite Index			
Global Equity
11,178.2
20.9
MSCI World Index			
Emerging Markets
3,106.8
5.8
MSCI Emerging Markets Index			
Small Cap Equity
2,808.4
5.2
MSCI World Small Cap Index			

(1.8)
5.6
6.1
13.9
13.9
7.6
4.8
13.9

20.8
22.9
20.3
21.2
10.6
12.4
17.2
19.7

(9.7)
(8.9)
(1.7)
(0.5)
(8.2)
(6.9)
(7.2)
(6.1)

10.0
9.1
16.2
14.4
30.4
28.3
14.1
15.0

4.2
6.6
9.9
12.0
12.0
9.2
6.8
10.2

Long Horizon - Private Equity
2,436.4
4.6
CPI + 6.5% (5 year rolling average)			

36.0
8.1

4.1
8.2

11.7
8.2

0.7
8.0

12.3
8.1

Strategic Opportunities, Tactical
Allocations and Currency Hedges
152.2
-0.1
MSCI World Index			

1.4
13.9

17.0
21.2

4.6
(0.5)

8.3
14.4

6.7
12.0

Strategic Opportunities
Tactical Asset Allocations
Currency Hedges

20.3
(60.9)
n/a

20.3 (2.2)
(60.9) 60.6
n/a
n/a

5.0
38.7
n/a

4.6
(0.4)
n/a

123.0
29.2
-

-0.1
0.0
0.0

(1) Combined benchmark is 2/3 IPD Large Institutional All Property Index and 1/3 MSCI Global Region IPD Quarterly Property Index. Prior to January 9,
2018, benchmark was IPD Large Institutional All Property Index.
(2) Prior to August 1, 2015, benchmark was S&P Global Infrastructure hedged + 1%.
(3) Prior to August 1, 2015, benchmark was 50% MSCI World, 50% Real Return Bond index.
(4) Prior to January 1, 2016, benchmark was MSCI World hedged + 3%.
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Performance By Asset Class
At December 31, 2020, fixed income holdings
comprise 31.6% of the Plan’s total investments or
$16.9 billion compared to 31.6% or $15.9 billion at
December 31, 2019.

includeinvestments in Canadian and foreign real estate,
private infrastructure, and timberland. In 2020, the Plan
lost 8.4% from inflation sensitive and alternatives,
underperforming the combined benchmark return of
1.6% by 10.0%. The major detractor of returns came
from valuation write-downs in Canadian real estate
holdings impacted by the COVID-19 pandemic.

Summary of Fixed Income Holdings

Real Estate

Fixed Income

(by pooled investment fund)

Deposits
2%

Universe
bonds
31%

Private
debt and
loans 10%

Private
mortgages
12%

Canadian long
bonds 45%

At December 31, 2020, real estate investments
comprised 12.3% of the Plan’s total investments or
$6.6 billion compared to 13.5% or $6.8 billion the
previous year. Real estate investments provide
diversification, high cash flow, and a measure of
inflation protection. Canadian real estate exposure is
from AIMCo’s Private Real Estate Pool, which includes
a mix of office, retail, industrial and residential
properties primarily located in Ontario, Alberta, Quebec,
and British Columbia.

Canadian Real Estate by Sector
Office
24%
Industrial 21%

In 2020, the Plan's total fixed income securities gained
10.9%, 0.7% better than the combined policy
benchmark return of 10.2%.
		
Actual
Return
Fixed Income
%

Benchmark Index
Combined
Benchmark*
%

Net
Value
Added
%

One year

10.9

10.2

0.7

Four year

6.8

6.1

0.7

* The combined policy benchmark includes the FTSE TMX 91-Day
T-Bill, FTSE TMX Universe Bond Index, and FTSE TMX Long-Term All
Government Bond Index.

Inflation Sensitive and Alternative Investments
Investments in inflation sensitive and alternatives
totaling $12.5 billion, or 23.5% (2019: $12.7 billion or
25.3%) of the Plan’s total investments

Residential
18%
Funds 6%
Equity 1%

Retail 32%

Canadian Real Estate by City

Calgary 14%

Toronto
56%

Other 10%
Edmonton 9%
Vancouver 8%
Montreal 2%
Ottawa 1%
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The Plan also invests in AIMCo's Foreign Real Estate
Pool, which includes office, industrial, residential, and
retail properties in the United States, United Kingdom,
Europe and Mexico.

Foreign Real Estate by Geographic Location
USA
51%

		
Actual
Return
Real Estate
%

Mexico
2%
United
Kingdom
27%

Europe
20%

Industrial
22%

Office
32%

Residential
15%
Foreign
Equity
& Other
5%

Retail
6%
Funds 19%

Local Authorities Pension Plan

Benchmark Index
Combined
Benchmark*
%

Net
Value
Added
%

One year

(13.1)

(2.3)

(10.8)

Four year

2.6

4.6

(2.0)

* 2/3 IPD Large Institutional All Property Index, 1/3 MSCI Global Region
IPD Quarterly Property Index. Prior to January 9, 2018, IPD Large
Institutional All Property.

Infrastructure

Foreign Real Estate by Sector
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In 2020, the Plan’s actual loss from real estate
investments was 13.1%, 10.8% below the
benchmark’s loss of 2.3%. The COVID-19 pandemic
contributed to this sizeable underperformance,
negatively impacting Canadian properties in the Office
and Retail sectors.

At December 31, 2020, the Plan’s investment in
AIMCo’s Infrastructure pools comprised 9.5% of total
Plan investments or $5.0 billion, down from 9.8% or
$5.0 billion at the end of the previous year. The asset
class includes projects in transportation (e.g., toll roads,
airports, ports, and rails), power (e.g., contracted power
generation and power transmission pipelines), and
utilities (e.g., water, wastewater, and natural gas
networks).
In 2020, infrastructure investments lost 2.3%, 8.4%
below the benchmark return of 6.1%.
		
Actual
Return
Infrastructure
%

Benchmark Index
Consumer Price
Index (CPI) + 4.5%
%

Net
Value
Added
%

One year

(2.3)

6.1

(8.4)

Four year

6.6

6.1

0.5

Timberland
At December 31, 2020, the Plan’s investment in
AIMCo’s Timberland pools comprised 1.6% of total Plan
investments or $833 million, down from 1.9% or $972
million at the end of the previous year. Investments
include funds holding timber and forestry property as
well as agricultural and farmland in Canada, the United
States, Australia, New Zealand, and Latin America.
In 2020, the Timberland investments lost 5.5%, 11.6%
worse than the benchmark gain of 6.1%.
		
Actual
Return
Timberland
%

Benchmark Index
Consumer Price
Index (CPI) + 4.5%
%

Net
Value
Added
%

One year

(5.5)

6.1

(11.6)

Four year

8.9

6.1

2.8

Short Horizon Investments
In the first few weeks of 2020, the equity markets
started on a solid footing, eroded only by the sudden
surge in volatility at the end of February. The situation
deteriorated quickly when the World Health
Organization (WHO) announced the COVID-19
pandemic in the middle of March. At the same time, oil
prices collapsed as Saudi Arabia and Russia initiated a
price war, forcing a split in the OPEC+ alliance. These
unfortunate events created an unprecedented price
correction in global public equities (please see chart to
the right), resulting in close to 40% price adjustment.
Forced closure and lockdowns impacted all various
equities sectors, forcing many to pivot and adapt to new
working and social environments. During the next
several months, some industries were successful while
others were not to these recent global changes.
Thanks to massive expansionary fiscal and monetary
policies, equity markets, especially the technology
sector, experienced a strong rebound during the
summer. These gains continued as vaccine research
and implementation ramped up during the last half of

2020. By year-end, some global equities economies
returned to pre-COVID-19 levels while dealing with the
second wave of the virus and multiple lockdowns.
Short Horizon asset class includes public equity
investments in Canadian, global developed, global small
capitalization, and emerging markets. All of the Plan’s
public equity policy exposures implement actively
managed portfolios that involve active risk-taking in an
attempt to add value over their respective benchmark.
The public equities asset class portfolio underperformed
its policy benchmark by 8.36% in 2020. One of the
largest contributors to the underperformance was the
exposure to volatility trading strategies that were
subject to considerable media scrutiny over the last year
and the portfolio’s exposure to “value” factor-driven
strategies. Most of the losses occurred in the first
quarter, after which the portfolio started regaining some
of the losses.
		
Actual
Return
Public Equity
%

Benchmark Index
Combined
Benchmark*
%

Net
Value
Added
%

One year

4.6

13.0

(8.4)

Four year

8.2

10.7

(2.5)

* The combined policy benchmark includes the S&P/TSX Capped
Composite Index, MSCI World Index, MSCI Emerging Markets Index,
and MSCI World Small Cap Index.

Public Equities Fair Value
(in millions)

Small Cap Equity
$2,808
Emerging
Markets
$3,107

Canadian
Equity
$4,427

Global Equity
$11,178
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Investment Summary

Global Equity Indices - 2020

Lisa Basisty
Coordinator, Primary Care- North Zone - Westlock
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Top 10 Countries Allocation
(in per cent)

Japan 11.5
United Kingdom 7.2
Canada 3.5
Sweden 2.9
Australia 2.7
Germany 2.2
France 1.8
Switzerland 1.7
Netherlands 1.6
Other Countries 10
United States 54.9

Long Horizon Investments
LAPP’s Long Horizon investments are direct and fund
investments in private companies. This asset class
portfolio accounted for 4.6%, or $2.4 billion, of LAPP’s
fund at December 31, 2020, up from 3.1% or $1.6
billion in the previous year.
Private equities earned a 36.0% in 2020, outperforming
the benchmark of 8.1% by 27.9%.
		
Actual
Return
Private Equity
%

Benchmark Index
Consumer Price
Index (CPI) + 6.5%
%

Net
Value
Added
%

One year

36

8.1

27.9

Four year

12.3

8.1

4.2

With all the turbulence of 2020, private equity attributed
its staggering return to several sectors. In particular, the
team benefited from an opportunity invested in the
electrical equipment and parts industry.
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Benefit Administration

Janna Livingston, Cora Lynn Dallaire
Administrative Assistants, Diagnostic Imaging
Department at the QEII Hospital - Grande Prairie

Administration of LAPP Benefits

Administrative Expenses

In 2020, Alberta Pensions Services Corporation (APS)
provided pension services on behalf of LAPP Corporation.

($ thousands)

APS:
• Collected pension contributions.
• Provided pension benefit information to members,
retirees and employers.
• Calculated pensions.
• Paid out pension benefits; and
• Managed member information.

LAPP Member Services Expenses
LAPP’s share of APS’ operating and plan-specific costs
are based on cost allocation policies approved by the
President of Treasury Board and Minister of Finance.
LAPP Corporation costs include remuneration to a small
staff and the Board members.
LAPP’s share of APS’ costs was $35 million in 2020.
Based on average membership, LAPP’s per member
service expense is $148, which includes APS’ operating
costs, LAPP Corporation operating costs and GST.
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2020

2019

The benefit administrator

34,719

38,983

LAPP Corporation*

4,700

4,569

Goods and services tax and
other

1,326

1,125

Total member service expenses

40,745

44,677

Member service expenses
per member

$ 148

$163

*Includes the costs of Alberta Local Authorities Pension Plan Corp.
which was amalgamated into LAPP Corporation on March 1, 2019

LAPP Members, Pensioners and
Employers
Based on year-end totals, LAPP has 433 employers and
a total of 275,863 active and deferred members and
pensioners. In 2020, 8,341 new members joined the
Plan, 2,860 re-joined the Plan, 3,919 members retired,
8,959 members deferred funds, and 6,952 members
terminated and left the Plan.

Cost-of-Living Adjustment (COLA)
to Pensions in Pay
After a member begins receiving a pension, a cost-ofliving adjustment is applied every year there is an
increase in the Alberta Consumer Price Index (ACPI).
COLA is equal to 60% of the yearly increase of the ACPI.
As of January 1, 2020, the COLA granted to pensioners
was 1.02%. For those who retired in 2020, COLA was
prorated. The COLA granted as of January 1, 2021,
was 0.78%.

Achievements in 2020
APS achieved significant service and operational
successes while implementing pension Plan-rule
changes for LAPP Corporation, aligning operations with
Employment Pension Plans Act (EPPA) legislation as
part of joint governance, and upgrading the pension
administration systems. APS accomplished all of this
during the challenge of transitioning staff to working
from home due to provincial COVID-19 restrictions.
The following are a few highlights of the achievements
and successes in pension benefit administration in 2020:
• Significant improvements and changes were made
to member services.
• The member portal, Your Pension Profile, was
integrated into LAPP.ca, further establishing the
website as the single source of Plan information.
• Your Pension Profile now allows members and
pensioners to manage their information online,
such as updating contact information and
beneficiaries, or sending messages and documents
through the secure messaging channel.
• APS began accepting online signatures on pension
documents.
• APS transitioned to providing all one-on-one
member sessions via video meetings or phone
when COVID-19 impacted the ability to perform
in-person activities. In total, APS provided 277
member one-on-ones and 40 webinars in 2020.

• Achieved a 99.5% payout calculation accuracy rate
for the year. Exceeded the Pensions Services
Agreement targets on 18 of the 24 Key
Performance Indicators.
• Decreased the number of callers that left while on
hold (call abandon rate) from 9.0% in 2019 to 7.1%
in 2020.
• Achieved all member phone-call related service
level targets and achieved an 84.6% satisfaction
rating by Plan members.
• Ended the year with an 80% employer engagement
score. The score is comprised of the following
measurements of APS’ employer services:
employer satisfaction, employer compliance, and
employer portal.

Looking Ahead
In 2021, APS is focusing on reliability, innovation, and
people and culture. This focus will have a positive
impact on the support provided to LAPP Corporation to
care for members, retirees and employers. Significant
service improvements, projects and initiatives in 2021
include the following:
• Finalization of the amended Pension Services
Agreement.
• Implementing the changes necessary to transition
and be compliant with the Employment Pensions
Plan Act (EPPA).
• Creation of a shared strategic roadmap between
APS and LAPP Corporation, to align our
organizations’ strategic objectives.
• Continued focus on maintaining a competitive CEM
total service score and cost per member measure.
• Initiating projects to enhance the member
experience, Member Services Center (MSC)
efficiency and online services.
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Financial Statements
Year Ended December 31, 2020

Brian Morrison
Transit Operator, City of Red Deer

Independent Auditor’s Report

To the LAPP Corporation Board of Directors
Report on the Financial Statements
Opinion
I have audited the financial statements of the Local Authorities Pension Plan, which comprise the statement of
financial position as at December 31, 2020, and the statements of changes in net assets available for benefits, and
changes in pension obligation for the year then ended, and notes to the financial statements, including a summary of
significant accounting policies.
In my opinion, the accompanying financial statements present fairly, in all material respects, the financial position of
the Local Authorities Pension Plan as at December 31, 2020, and the changes in net assets available for benefits and
changes in its pension obligations for the year then ended in accordance with Canadian accounting standards for
pension plans.

Basis for opinion
I conducted my audit in accordance with Canadian generally accepted auditing standards. My responsibilities under
those standards are further described in the Auditor’s Responsibilities for the Audit of the Financial Statements
section of my report. I am independent of the Local Authorities Pension Plan in accordance with the ethical
requirements that are relevant to my audit of the financial statements in Canada, and I have fulfilled my other ethical
responsibilities in accordance with these requirements. I believe that the audit evidence I have obtained is sufficient
and appropriate to provide a basis for my opinion.

Other information
Management is responsible for the other information. The other information comprises the information included in
the Annual Report, but does not include the financial statements and my auditor’s report thereon. The Annual Report
is expected to be made available to me after the date of this auditor’s report.
My opinion on the financial statements does not cover the other information and I do not express any form of
assurance conclusion thereon.
In connection with my audit of the financial statements, my responsibility is to read the other information identified
above and, in doing so, consider whether the other information is materially inconsistent with the financial
statements or my knowledge obtained in the audit, or otherwise appears to be materially misstated.
If, based on the work I will perform on this other information, I conclude that there is a material misstatement of this
other information, I am required to communicate the matter to those charged with governance.
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Responsibilities of management and those charged with governance for the financial statements
Management is responsible for the preparation and fair presentation of the financial statements in accordance with
Canadian accounting standards for pension plans, and for such internal control as management determines is
necessary to enable the preparation of the financial statements that are free from material misstatement, whether
due to fraud or error.
In preparing the financial statements, management is responsible for assessing the Local Authorities Pension Plan’s
ability to continue as a going concern, disclosing, as applicable, matters related to going concern and using the going
concern basis of accounting unless an intention exists to liquidate or to cease operations, or there is no realistic
alternative but to do so.
Those charged with governance are responsible for overseeing the Local Authorities Pension Plan’s financial
reporting process.

Auditor’s responsibilities for the audit of the financial statements
My objectives are to obtain reasonable assurance about whether the financial statements as a whole are free from
material misstatement, whether due to fraud or error, and to issue an auditor’s report that includes my opinion.
Reasonable assurance is a high level of assurance, but is not a guarantee that an audit conducted in accordance with
Canadian generally accepted auditing standards will always detect a material misstatement when it exists.
Misstatements can arise from fraud or error and are considered material if, individually or in the aggregate, they
could reasonably be expected to influence the economic decisions of users taken on the basis of these financial
statements.
As part of an audit in accordance with Canadian generally accepted auditing standards, I exercise professional
judgment and maintain professional skepticism throughout the audit. I also:
• Identify and assess the risks of material misstatement of the financial statements, whether due to
fraud or error, design and perform audit procedures responsive to those risks, and obtain audit
evidence that is sufficient and appropriate to provide a basis for my opinion. The risk of not detecting a
material misstatement resulting from fraud is higher than for one resulting from error, as fraud may
involve collusion, forgery, intentional omissions, misrepresentations, or the override of internal control.
• Obtain an understanding of internal control relevant to the audit 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 Local Authorities Pension Plan’s internal control.
• Evaluate the appropriateness of accounting policies used and the reasonableness of accounting
estimates and related disclosures made by management.
• Conclude on the appropriateness of management’s use of the going concern basis of accounting and,
based on the audit evidence obtained, whether a material uncertainty exists related to events or
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conditions that may cast significant doubt on the Local Authorities Pension Plan’s ability to continue as
a going concern. If I conclude that a material uncertainty exists, I am required to draw attention in my
auditor’s report to the related disclosures in the financial statements or, if such disclosures are
inadequate, to modify my opinion. My conclusions are based on the audit evidence obtained up to the
date of my auditor’s report. However, future events or conditions may cause the Local Authorities
Pension Plan to cease to continue as a going concern.
• Evaluate the overall presentation, structure and content of the financial statements, including the
disclosures, and whether the financial statements represent the underlying transactions and events in
a manner that achieves fair presentation.
I communicate with those charged with governance regarding, among other matters, the planned scope and timing
of the audit and significant audit findings, including any significant deficiencies in internal control that I identify during
my audit.

[Original signed by W. Doug Wylie FCPA, FCMA, ICD.D]

Auditor General
May 20, 2021
Edmonton, Alberta
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Statement of Changes in Net Assets Available for Benefits
Year ended December 31, 2020
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Notes to the Financial Statements
Year ended December 31, 2020 (All dollar amounts in thousands, except per member data)

NOTE 1

SUMMARY DESCRIPTION OF THE PLAN
The following description of the Local Authorities Pension Plan (the Plan) is a summary only.
For a complete description of the Plan’s benefits and obligations, reference should be made to
the Plan text document. Unless otherwise stated, all terms that are not defined below have the
meaning ascribed to them in the Plan. Should anything in Note 1 or the financial statements
conflict with the plan rules and applicable legislation, those plan rules and applicable legislation
shall apply.
a)

GENERAL
The Plan is a defined benefit pension plan for eligible employees of the Plan’s participating
employers. These include cities, towns, villages, municipal districts, hospitals, school divisions,
school districts, colleges, technical institutes and certain commissions, foundations, agencies,
libraries, corporations, associations and societies. The Plan is a registered pension plan
(registration number 0216556) as defined under the Income Tax Act. As a registered pension
plan, investment income earned by the Plan is not subject to income taxes. All monthly pension
payments paid by the Plan represent taxable income for the recipients.
As of March 1, 2019, the Plan also became registered as a jointly sponsored plan under the
Employment Pension Plans Act (Alberta) (EPPA). Other provincial legislation having application
to the Plan includes the Joint Governance of Public Sector Pension Plans Act (Joint Governance
Act) and the Exemption (Public Sector Pension) Regulation AR 3/2019 and the Employment
Pensions Plans Regulation AR 154/2014 (EPPR).
The specific pension benefit administration services required by the Plan are provided
exclusively by Alberta Pensions Services Corporation (the “benefit administrator”) a provincial
Crown corporation, pursuant to a Pension Services Agreement with the LAPP Corporation.
These services include the collection and recording of contributions, calculating and paying
benefits and communicating to plan members and employers in respect of benefit
administration matters.
The Alberta Investment Management Corporation (“AIMCo”), also referred to as the
“investment manager” throughout this document, is a Crown corporation of Alberta and the
exclusive investment manager to the Plan. AIMCo provides investment management services to
the Plan under the authority of the Alberta Investment Management Corporations Act, Chapter
A-26.5, and pursuant to an Investment Management Agreement with LAPP Corporation.
Effective January 1, 2021, the Investment Management Agreement was replaced by Ministerial
Order.
The Plan is governed collectively by the LAPP Sponsor Board and by LAPP Corporation. The
LAPP Sponsor Board has certain statutory functions with respect to the Plan under the Joint
Governance Act, including the defining of the Plan’s benefit and eligibility provisions as
documented within the plan text, setting contribution rates, and establishing a funding policy.
As of March 1, 2019, LAPP Corporation, also referred to as management throughout this
document, is the administrator of the Plan for all purposes of the EPPA and the trustee of the
pension fund of the Plan. Prior to March 1, 2019, the President of Treasury Board and Minister of
Finance (the Minister) was the administrator and legal trustee of the Plan.

b)

PLAN FUNDING
The Plan is subject to the jointly sponsored plan funding rules of the EPPA and is exempted
from the EPPA’s solvency funding requirements. Current service costs and any actuarial
deficiencies are funded by employers and employees at contribution rates, which, together with
investment earnings, are expected to provide for the payment of all benefits payable under the
Plan. For employees the contribution rates in effect at December 31, 2020, were 8.39% (2019:
8.39%) of pensionable earnings up to Canada Pension Plan’s Year’s Maximum Pensionable
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Earnings (YMPE) and 12.84% (2019: 12.84%) of pensionable earnings over the YMPE. For
employers, the contribution rates in effect at December 31, 2020, were 9.39% (2019: 9.39%) of
pensionable earnings up to the YMPE and 13.84% (2019: 13.84%) of pensionable earnings over
the YMPE. Pensionable earnings are subject to an upper limit (the salary cap) to ensure the
pension accrual is not greater than the maximum pension benefit limit allowed under the
Income Tax Act. In 2020, the YMPE was $58,700 (2019: $57,400) and the salary cap was $172,221
(2019: $168,498). In addition, the Plan has implemented a new test that employers must perform
to ensure member’s contributions do not exceed the employee contribution limit.
The contribution rates were reviewed by the LAPP Sponsor Board in 2019 and, as a result,
contribution rates did not change for the fiscal 2020 year. Contribution rates are to be reviewed
at least once every three years based on recommendations of the Plan’s actuary.
c)

RETIREMENT BENEFITS
A member is vested for a retirement benefit when they have at least two years of membership
or pensionable service, or immediately if they are a participant in the Plan on or after attaining
age 65. Effective from January 1, 2022, vesting for new members will be immediate upon
commencement of participation.
The Plan provides for a pension based on a formula that considers a vested member’s
pensionable salary and years of pensionable service. The pensionable salary used is referred to
as the member’s highest average salary and is calculated by taking the average of the five
consecutive years where the member’s pensionable salary was the highest. The years of
pensionable service used include the total years of pensionable service a member has
accumulated in the Plan up to a maximum of 35 years. The member’s highest average salary up
to the average YMPE over the same period (matching average YMPE) is multiplied by 1.4% for
each year of pensionable service. The member’s highest average salary above the matching
average YMPE, if any, is multiplied by 2.0% for each year of pensionable service. The two
amounts are added together to calculate the member’s annual unreduced pension. Unreduced
pensions are payable to members at retirement who either have attained age 65 or have
attained at least age 55 with the sum of their age and years of pensionable service equaling at
least 85. Vested members may retire and collect a pension as early as age 55 with their
pensions being reduced if the sum of their age and years of pensionable service is less than 85.

d) DISABILITY PENSIONS
Unreduced pensions may be payable to vested members who are totally disabled and retire
early. Reduced pensions may also be payable to vested members who are partially disabled and
retire early.
e)

DEATH BENEFITS
Death benefits are payable on the death of a member.
If a member is vested, dies prior to commencing to receive a pension, and has a surviving
pension partner, the surviving pension partner may choose to receive either a survivor pension
or a lump sum payment. For a beneficiary other than a pension partner, or where a member is
not vested, a lump sum payment will be made.
If a member is vested and dies after commencing to receive a pension, the death benefit will
depend on the pension option selected at retirement and can include a lifetime pension payable
to a surviving pension partner, or a monthly pension or lump-sum benefit payable to the
specified beneficiary(ies) or estate based on any remaining guaranteed period.

f)

TERMINATION BENEFITS AND REFUNDS TO MEMBERS
Vested members who cease active participation in the Plan before their 55th birthday may
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choose to withdraw their funds from the Plan and receive a lump sum payment equal to the
commuted value of their pension with the commuted value being subject to the EPPA’s
“locking-in” provisions. Any service purchased by the member on an elective basis that was
wholly funded by the member is not included in the commuted value and is instead refunded as
contributions with interest. Any excess is paid as a cash refund if the remaining member
contributions fund more than 50% of the commuted value. Effective from January 1, 2022,
refunds will be provided if member contributions fund more than 100% of the commuted value.
Alternatively, to a transfer of their entitlement from the Plan, the vested members may elect to
receive a deferred pension. Members who are not vested when they terminate receive a refund
of the employee paid portion of their contributions with interest. These payments are included
as benefit payments on the statement of changes in net assets available for benefits.
g)

PURCHASED SERVICE AND TRANSFERS
The Plan allows for the purchase of certain eligible periods of service and for the transfer of
entitlements into the Plan under various transfer agreements with other pension plans. The cost
to recognize service transferred into the Plan under a transfer agreement is the actuarial present
value of the benefits that will be credited as a result of the transfer.

h)

COST-OF-LIVING- ADJUSTMENTS
Pensions payable are increased each year on January 1st by an amount equal to 60% of the
average increase in the Alberta Consumer Price Index. The increase is based on the increase
during the twelve-month period ending on October 31 in the previous year. The increase is
prorated for pensions that became payable within the previous year.

NOTE 2

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES AND REPORTING PRACTICES
a)

BASIS OF PRESENTATION
These financial statements are prepared on the going concern basis in accordance with
Canadian Accounting Standards for pension plans. The Plan has elected to apply International
Financial Reporting Standards (IFRS) for accounting policies that do not relate to its investment
portfolio or pension obligation. The statements provide information about the net assets
available in the Plan to meet future benefit payments and are prepared to assist Plan members
and others in reviewing the activities of the Plan for the year.

b)

VALUATION OF INVESTMENTS
Fair value is the amount of consideration agreed upon in an arm’s length transaction between
knowledgeable, willing parties who are under no compulsion to act. Investments are recorded at
fair value. As disclosed in Note 3, the Plan’s investments consist primarily of direct ownership in
units of pooled investment funds (“the pools”). The pools are established by Ministerial Order
16/2014, being the Establishment and Maintenance of Pooled Funds, pursuant to the Financial
Administration Act (Alberta), and the Alberta Investment Management Corporation Act (Alberta).
Participants in pools include government and non-government funds and pension plans.
Participants in the pools are not party to the contracts and have no control over the management
of the pool and the selection of securities in the pool. The Plan’s investment manager controls the
creation of the pools and the management and administration of the pools, including security
selection. Accordingly, the Plan does not report the financial instruments of the pools on its
statement of financial position.
The Plan becomes exposed to the financial risks and rewards associated with the underlying
financial instruments in a pool when the investment manager purchases units issued and loses its
exposure to those financial risks and rewards when it sells its units. The Plan reports its share of
the investment risks in Note 4.
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The fair value of units held by the Plan is derived from the fair value of the underlying financial
instruments held by the pools as determined by the investment manager (see Note 3b).
Investments in units are recorded in the Plan’s accounts. The underlying financial instruments are
recorded in the accounts of the pools on a trade date basis. The pools have a market-based unit
value that is used to distribute income to the pool participants and to value purchases and sales of
the pool units. The pools include various financial instruments such as bonds, equities, real estate,
derivatives, investment receivables and payables and cash.
All purchases and sales of the pool units are in Canadian dollars.
c)

INVESTMENT INCOME
(a) Investment income is recorded on an accrual basis
(b) Investment income is reported in the statement of changes in net assets available for
benefits and in Note 8 and includes the following items recorded in the Plan’s accounts:
i. Income distributions from the pools, based on the Plan’s pro-rata share of total units
issued by the pools; and
ii. Changes in fair value of units, including realized gains and losses on disposal of units and
unrealized gains and losses on units determined on an average cost basis.

d)

INVESTMENT EXPENSES
Investment expenses include all amounts incurred by the Plan to earn investment income (see
Note 11). Investment expenses are recorded on an accrual basis. Transaction costs are
expensed as they are incurred.

e)

VALUATION OF PENSION OBLIGATION
The value of the pension obligation and changes therein during the year are based on an
actuarial valuation prepared by an independent firm of actuaries. The valuation is completed at
the beginning of the year, the results of which are then extrapolated to year-end. The valuation
uses the projected benefit method pro-rated on service and LAPP Corporation’s best estimate,
as at the measurement date, of various economic and non-economic assumptions.

f)

MEASUREMENT UNCERTAINTY
In preparing these financial statements, estimates and assumptions are used in circumstances
where the actual values are unknown. Uncertainty in the determination of the amount at which
an item is recognized in the financial statements is known as measurement uncertainty. Such
uncertainty exists when there is a variance between the recognized amount and another
reasonably possible amount, as there is whenever estimates are used.
Measurement uncertainty exists in the valuation of the Plan’s pension obligation, private
investments, hedge funds, real estate and timberland investments. Uncertainty arises because:
i. the Plan’s actual experience may differ, perhaps significantly, from assumptions used in
the extrapolation of the Plan’s pension obligation, and
ii. the estimated fair values of the Plan’s private investments, hedge funds, real estate and
timberland investments may differ significantly from the values that would have been
used had a ready market existed for these investments.
iii. a global pandemic was declared on March 11, 2020, and global financial markets and
world economies have experienced significant volatility due to the pandemic. Given the
pandemic’s duration and varying levels of response and recovery of economies across
the globe, increased economic uncertainty remains and will continue for the duration of
the pandemic.
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While best estimates have been used in the valuation of the Plan’s pension obligation, private
investments, hedge funds, real estate and timberland investments, it is possible, based on
existing knowledge, that changes in future conditions in the short term could require a material
change in the recognized amounts.
Differences between actual results and expectations in the Plan’s pension obligation are disclosed
as an assumption or other changes and net experience gains or losses in the statement of
changes in pension obligation in the year when actual results are known.
Differences between the estimated fair values and the amount ultimately realized for investments
are included in net investment income in the year when the ultimate realizable values are known.
NOTE 3

INVESTMENTS
The Plan’s investments are managed at the asset class level for purposes of evaluating the Plan’s
risk exposure and investment performance against approved benchmarks based on fair value.
The investment manager invests the Plan’s assets in accordance with the Statement of Investment
Policies and Procedures (SIPP) approved by the Board of LAPP Corporation.
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a) Fair Value Hierarchy: The quality and reliability of information used to estimate the fair value
of investments are classified according to the following fair value hierarchy, with level 1 being
the highest quality and reliability.
• Level 1 - fair value is based on quoted prices in an active market. Although the pools may
ultimately hold publicly traded listed equity investments, the pool units themselves are not
listed in an active market and, therefore, cannot be classified as Level 1 for fair value
hierarchy purposes. Pool units classified by the Plan as Level 2 may contain investments that
might otherwise be classified as Level 1.
• Level 2 - fair value is estimated using valuation techniques that make use of marketobservable inputs other than quoted market prices. This level includes pool units that hold
public equities, debt securities and derivative contracts totaling $34,377,951 (2019:
$32,666,866).
• Level 3 - fair value is estimated using inputs based on non-observable market data. This level
includes pool units that hold private mortgages, hedge funds, private equities and inflationsensitive investments totaling $19,125,065 (2019: $17,751,654)

b) Valuation of financial instruments recorded by the investment manager in the pools
The methods used to determine the fair value of investments recorded in the pools are
explained in the following paragraphs:

42

•

Fixed income: Public interest-bearing securities are valued at the year-end closing sale price
or the average of the latest bid and ask prices quoted by an independent securities valuation
company. Private mortgages are valued based on the net present value of future cash flows.
Cash flows are discounted using appropriate interest rate premiums over similar
Government of Canada benchmark bonds trading in the market. Private debt and loans are
valued similarly to private mortgages.

•

Inflation sensitive and alternatives: The estimated fair value of private real estate
investments is reported at the most recent appraised value, net of any liabilities against the
real property. Real estate properties are appraised at least annually by qualified external real
estate appraisers. Appraisers use a combination of methods to determine a fair value,
including replacement cost, direct comparison, direct capitalization of earnings and
discounted cash flows. The fair value of timberland investments is appraised at least
annually by independent third-party evaluators. Infrastructure investments are valued,
similarly to private equity investments
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NOTE 4

•

Short horizon: Public equities are valued at the year-end closing sale price or the average of
the latest bid and ask prices quoted by an independent securities valuation company. The
fair value of hedge fund investments is estimated by external managers.

•

Long horizon: The fair value of private equities is estimated by managers or general partners
of private equity funds, pools and limited partnerships. Valuation techniques include a
combination of the market approach using prices or earnings multiples of comparable
investments or companies, the income approach considering discounted or capitalized
future cash flows, and the cost approach.

•

Tactical and currency investments: For tactical asset allocations, investments in derivative
contracts provide overweight or underweight exposure to global equity and bond markets,
including emerging markets. Currency investments consist of directly held currency forward
and spot contracts.

•

Foreign currency: Foreign currency transactions in pools are translated into Canadian dollars
using average rates of exchange. At year-end, the fair value of investments in other assets
and liabilities denominated in a foreign currency are translated at the year-end exchange
rates.

•

Derivative contracts: The carrying value of derivative contracts in a favourable and
unfavourable position is recorded at fair value and is included in the fair value of pooled
investment funds (see Note 4f). The estimated fair value of equity and bond index swaps is
based on changes in the appropriate market-based index net of accrued floating rate interest.
Interest rate swaps and cross-currency interest rate swaps are valued based on discounted
cash flows using current market yields and exchange rates. Credit default swaps are valued
based on discounted cash flows using current market yields and calculated default
probabilities. Forward foreign exchange contracts are valued based on difference between
contractual foreign exchange rates and foreign exchange forward rates. Future contracts are
valued based on quoted market prices. Options to enter into interest rate swap contracts are
valued based on discounted cash flows using current market yields and volatility
parameters, which measure changes in the underlying swap. Warrants and rights are valued
at the year-end closing sale price or the average of the latest bid and ask prices quoted by an
independent securities valuation company.

INVESTMENT RISK MANAGEMENT
The Plan is exposed to financial risks associated with the underlying securities held in the pools
created and managed by the investment manager. These financial risks include credit risk,
market risk and liquidity risk. Credit risk is a probable risk of loss resulting from the borrower
failing to repay a loan or meet contractual obligations. Market risk is comprised of currency risk,
interest rate risk and price risk. Liquidity risk is the risk the Plan will not be able to meet its
obligations as they fall due. Another type of liquidity risk affecting the Plan’s fund is the risk
that, for a certain period of time, a given financial asset cannot be traded quickly enough
without impacting its market price.
The investment policies and procedures of the Plan are clearly outlined in the SIPP. The purpose
of the SIPP is to ensure the Plan is invested and managed in a prudent manner in accordance
with current, accepted governance practices incorporating an appropriate level of risk. The SIPP
manages the Plan’s return-risk trade-off through asset class diversification, target ranges on
each asset class, diversification within each asset class, quality constraints on fixed income
instruments and restrictions on amounts exposed to countries designated as emerging markets.
Forward foreign exchange contracts may be used to manage currency exposure in connection
with securities purchased in a foreign currency (see Note 4b).

2020 Annual Report

43

Notes to the Financial Statements
Year ended December 31, 2020 (All dollar amounts in thousands, except per member data)

Actuarial liabilities of the Plan are primarily affected by the long-term real rate of return
expected to be earned on investments. In order to earn the best possible return at an acceptable
level of risk, the SIPP has established the following asset mix policy ranges:

a)

Credit Risk
i) Debt securities
The Plan is indirectly exposed to credit risk associated with the underlying debt securities held
in the pools managed by the investment manager. Counterparty credit risk is the risk of loss
arising from the failure of a counterparty to fully honour its financial obligations. The credit
quality of financial assets is generally assessed by reference to external credit ratings. The credit
rating of a debt security may be impacted by the overall credit rating of the counterparty, the
seniority of the debt issue, bond covenants, maturity distribution and other factors.
Credit risk can also lead to losses when issuers and debtors are downgraded by credit rating
agencies, usually leading to a fall in the fair value of the counterparty’s obligations. Credit risk
exposure for financial instruments is measured by the positive fair value of the contractual
obligations with counterparties. The fair value of all investments reported in Note 3 is directly or
indirectly impacted by credit risk to some degree. The majority of investments in debt securities
have credit ratings considered to be investment grade. Unrated debt securities consist primarily
of mortgages and private debt placements.
The table below summarizes the Plan’s investments in debt securities by credit rating at
December 31:
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ii) Counterparty default risk - derivative contracts
The Plan is exposed to counterparty credit risk associated with the derivative contracts held in
the pools. The maximum credit risk in respect of derivative financial instruments is the fair value
of all contracts with counterparties in a favourable position (see Note 4f). The investment
manager is responsible for selecting and monitoring derivative counterparties on behalf of the
Plan. The investment manager monitors counterparty risk exposures and actively seeks to
mitigate counterparty risk by requiring that counterparties collateralize mark-to-market gains for
the Plan.
Provisions are in place to allow for termination of the contract should there be a material
downgrade in a counterparty’s credit rating. The exposure to credit risk on derivatives is
reduced by entering into master netting agreements and collateral agreements with
counterparties. To the extent that any unfavourable contracts with the counterparty are not
settled, they reduce the Plan’s net exposure in respect of favourable contracts with the same
counterparty.
iii) Security lending risk
The pools participate in a securities-lending program to generate additional investment returns
under this program; the custodian may lend investments held in the pools to eligible third parties
for short periods. At December 31, 2020, the Plan’s share of securities loaned under this program
is $773,125 (2019: $1,854,190) and collateral held totals $822,538 (2019: $1,972,945). Securities
borrowers are required to provide the collateral to assure the performance of redelivery
obligations. Collateral may take the form of cash and other investments. All collateralization, by
the borrower, must be in excess of 100% of investments loaned.
b)

Foreign Currency Risk
The Plan is exposed to foreign currency risk associated with the underlying securities held in the
pools that are denominated in currencies other than the Canadian dollar. Foreign currency risk
is the risk that the fair value or future cash flows of a financial instrument will fluctuate because
of changes in foreign exchange rates. The fair values of investments denominated in foreign
currencies are translated into Canadian dollars using the reporting date exchange rate. As a
result, fluctuations in the relative value of the Canadian dollar against these foreign currencies
can result in a positive or negative effect on the fair value of investments. Approximately 36%
(2019: 36%) of the Plan’s investments, or $19,157,263 are denominated in currencies other than
the Canadian dollar, with the largest foreign currency exposure being to the US dollar, 18%
(2019: 17%) and the Euro, 4% (2019: 4%).
If the value of the Canadian dollar increased by 10% against all other currencies, and all other
variables are held constant, the potential loss to the Plan would be approximately 3.6% of total
investments (2019: 3.6%).
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The following table summarizes the Plan’s exposure to foreign currency investments held in the
pools at December 31:

c)

Interest Rate Risk
The Plan is exposed to interest rate risk associated with the underlying interest-bearing
securities held in the pools managed by the investment manager. Interest rate risk relates to the
possibility that the investments will change in value due to future fluctuations in market interest
rates. In general, investment returns from bonds and mortgages are sensitive to changes in the
level of interest rates, with longer-term interest-bearing securities being more sensitive to
interest rate changes than shorter-term bonds. If interest rates increased by 1%, and all other
variables are held constant, the potential loss in fair value to the Plan would be approximately
3.0% of total investments (2019: 3.2%).

d)

Price Risk
Price risk relates to the possibility that pool units will change in fair value due to future
fluctuations in market prices of equities held in the pools caused by factors specific to an
individual equity investment or other factors affecting all equities traded in the market.
The Plan is exposed to price risk associated with the underlying equity investments held in
pools managed by the investment manager. If benchmark equity market indices and their
sectors declined by 10%, and all other variables are held constant, the potential loss in fair value
to the Plan would be approximately 4.3% of total investments (2019: 5.1%).

e)

Liquidity Risk
Liquidity risk is the risk that the Plan will encounter difficulty in meeting obligations associated
with its financial liabilities. Liquidity requirements of the Plan are met through income
generated from investments, employee and employer contributions, and by investing in pools
that hold publicly traded liquid assets traded in an active market that are easily sold and
converted to cash. The Plan’s future liabilities include the accrued pension benefits obligation
and exposure to net payables to counterparties (Note 4f).

f)

Use of Derivative Financial Instruments in Pooled Investment Funds
The Plan has indirect exposure to derivative financial instruments through its investment in units
of the pools. The investment manager uses derivative financial instruments to cost-effectively
gain access to equity markets in the pools, manage asset exposure within the pools, enhance pool
returns and manage interest rate risk, foreign currency risk and credit risk in the pools.
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NOTE 5

PENSION OBLIGATION
a)

ACTUARIAL VALUATION AND EXTRAPOLATION ASSUMPTIONS
An actuarial valuation of the Plan was carried out as at December 31, 2019, by the Plan actuary
and results were then extrapolated to December 31, 2020.
The actuarial assumptions used in determining the value of the pension obligation of
$48,637,900 (2019: $42,607,200) reflect management’s best estimates, as at the measurement
date, of future events and involve both economic and non-economic assumptions. The noneconomic assumptions include considerations such as mortality as well as withdrawal and
retirement rates. The primary economic assumptions include the discount rate, inflation rate
and salary escalation rate. The discount rate is determined by taking the Plan-specific asset
allocation and applying expected long-term asset returns determined by independently
developed investment models, less expected Plan investment expenses, and an additive for
diversification and rebalancing. It does not assume a return for active management beyond the
passive benchmark.
The major economic assumptions used for accounting purposes were:

Net loss due to actuarial assumption changes of $4,548,300 (2019: $380,400) primarily results
from decreases in the discount rate.
LAPP Corporation’s policy is to have an actuarial valuation of the Plan carried out every year. As
a result, an actuarial valuation of the Plan as at December 31, 2020, will be carried out
subsequent to the completion of these financial statements. Any differences between the
actuarial valuation results and extrapolation results, as reported in these financial statements,
will affect the financial position of the Plan and will be accounted for as experience gains or
losses in 2021.
b)

NET EXPERIENCE GAINS
Net experience loss of $308,700 (2019: net experience gains of $416,800) arose from actual
experience deviating from expected.

c)

PLAN PROVISION CHANGES
Net gains of $1,156,000 reported in 2020 primarily reflect the present value of changing the 50%
contribution testing to 100% effective January 1, 2022, changing the interest on contribution to
the funding investment return assumption effective January 1, 2022, changing the vesting
requirement to immediate vesting effective January 1, 2022, and eliminating the refunding of
Wholly Member-Funded Contributions effective January 1, 2022.
Net gains of $954,400 in 2019 are primarily due to changes in Plan provisions that resulted from
changes in legislation during the year. The primary change adopted the going concern
assumptions in calculating commuted values effective April 1, 2020.
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d)

SENSITIVITY OF CHANGES IN MAJOR ASSUMPTIONS
The Plan’s future experience will differ, perhaps significantly, from the assumptions used in the
actuarial valuation and extrapolation. Any differences between the actuarial assumptions and
future experience will emerge as gains or losses in future valuations and will affect the financial
position of the Plan.
The following is a summary of the sensitivities of the Plan’s deficiency and current service cost
to changes in assumptions used in the actuarial extrapolation at December 31, 2020:

NOTE 6

SURPLUS

NOTE 7

CONTRIBUTIONS
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NOTE 8

INVESTMENT INCOME

The change in fair value includes realized and unrealized gains and losses on pool units and
derivatives. Realized and unrealized gains and losses on pool units total $250,645 and $(248,408)
respectively (2019: $217,940 and $2,460,459 respectively).
Realized and unrealized gains and losses on derivatives total $117,820 and $177 respectively
(2019: $1,314 and $(3,968) respectively).
Income earned in pooled investment funds is distributed to the Plan daily based on the Plan’s
pro-rata share of units issued by the pool. Income earned by the pools is determined on an
accrual basis and includes interest, dividends, security lending income, realized gains and
losses on the sale of securities determined on an average cost basis and income and expense
on derivative contracts. Interest income earned on Consolidated Cash Investment Trust Fund
(CCITF) balance is included in income.
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NOTE 9

INVESTMENT RETURNS, CHANGE IN NET ASSETS AND PENSION OBLIGATION
The following is a summary of investment returns (losses), and the annual change in net assets
compared to the annual change in the pension obligation and the per cent of pension obligation
supported by net assets:

NOTE 10

BENEFIT PAYMENTS
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NOTE 11

INVESTMENT EXPENSES

NOTE 12

ADMINISTRATIVE EXPENSES

Pension administration and process improvement costs were paid to the benefit administrator
and LAPP Corporation on a cost-recovery basis.
The Plan’s share of the benefit administrator’s operating and plan specific costs were based on
cost allocation methodology included in a Pension Services Agreement between the benefit
administrator and LAPP Corporation.
Goods and service tax reflects the amount not eligible for rebate under the Excise Tax Act.
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NOTE 13

PLAN EXPENSES
Total Plan expenses of investment expenses per Note 11 and member service expenses per
Note 12 are $321,701 (2019: $352,597) or $1,166 (2019: $1,286) per member and 0.60% (2019:
0.70%) of net assets under administration.

NOTE 14

CAPITAL
The Plan defines its capital as the funded status. The actuarial surplus or deficit is determined
by an actuarial funding valuation performed, at a minimum, every three years. The objective is
to ensure that the Plan is fully funded over the long term through the management of
investments, contribution rates and benefits. Investments, the use of derivatives and leverage
are based on an asset mix and risk policies and procedures that are designed to enable the Plan
to meet or exceed its long-term funding requirement within an acceptable level of risk,
consistent with the Plan’s SIPP approved by the Board.
The Plan’s asset values are determined on the fair value basis for accounting purposes.
However, for funding valuation purposes, asset values are adjusted for fluctuations in fair
values to moderate the effect of market volatility on the Plan’s funded status. Actuarial asset
value for funding valuation purposes amounted to $53,053,100 at December 31, 2020 (2019:
$49,198,900).

NOTE 15

RESPONSIBILITY OF FINANCIAL STATEMENTS
These financial statements were approved by the Board of Directors of LAPP Corporation based
on information provided by LAPP Corporation, the benefit administrator, investment manager
and actuary.

Always a LAPP Ahead!

