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The Local Authorities Pension Plan (LAPP) is a defined benefit pension plan 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 public sector organizations.
The President of the Alberta Treasury Board and Minister of Finance is the legal trustee and
administrator of the Plan, which is governed by a 14-member Board of Trustees, nominated
by employees, employers, retirees and government. As legal Trustee, the Minister delegates
different functions of the plan as follows:
• Alberta Local Authorities Pension Plan 			
Corporation (LAPP Corp.) is responsible
for strategic guidance and Board support;

• Alberta Pensions Services Corporation
(APS) is responsible for benefit
administration; and

• Alberta Investment Management 				
Corporation (AIMCo) is responsible for 			
investment management;

• The Deputy Minister of Alberta Treasury
and Finance is responsible for LAPP’s
financial statements.

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.
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Contents
02 Highlights
04 Message from the Chair
06 Message from the CEO
08	LAPP Board of Trustees
09 Board Discussion
and Analysis
19 Investment Summary
25 Benefit Administration
29 Financial Statements

Alberta’s largest public
sector pension plan.
Jordan Bray, Arborist
Lethbridge

Highlights

Year at a glance

Summary of Financial Position
(As at Dec. 31, 2013)

• Net assets (after expenses):
$26.6 billion
• Pension obligations
(current and future
accrued pension benefits):
$31.4 billion

(thousands)		
2013

2012

Net assets available
For Benefits

$ 26,550,184

$ 22,862,497

Pension Obligation

$ 31,411,700

$ 27,839,800

Deficiency

$

$

4,861,516

4,977,303

• Deficiency: $4.86 billion
• Funding status: 85%
funded up from 82%
in 2012
• Total membership: 230,534
up from 223,643 in 2012

Membership

December 31, 2013
Active 149,404

• Total participating number
of employers: 418
Retirees 52,275

Deferred 28,855

Total: 230,534 members

Membership by Sector
Health 50%

Education 20%
Kaira Weatherall
Graffiti Remover,
Lethbridge
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Municipalities 30%

Local Authorities Pension Plan

Funding Status

Pension Payments

(% funded by year)

($ millions)

Benefits $818
100
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Refunds to
Members $255

60

Administrative
Expenses $29
Transfers $24

40

Total: $1,127 million
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Plan Expenses
($ millions)

Governance Expenses
(LAPP Corp.) $2.5
Alberta Pensions
Services Corp. (APS)
$26.9

Pension Contribution
and Transfers
($ millions)

Alberta Investment
Management Corp.
(AIMCo) $149.5

Members $998

Total: $178.9 million
Transfers from
other Plans $30

Administration and governance costs: $129 per
member, down from $136 per member in 2012
• APS costs to administer the Plan: $26.9 million
• Governance expenses for overseeing the Plan: $2.1 million

Employers $1,076

Total: $2,105 million

• Actuarial and Audit fees $0.4 million

Investment Costs: $658 per member, up from
$475 in 2012
• AIMCo costs to manage plan’s funds, including external
managers: $149.5 million
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Message from the Chair

It was a journey we started in May 2012 and we
referred to it as our “sustainability planning process.”
Satisfied LAPP was in good shape with a conservative
discount rate and a workable schedule to pay off the
unfunded liability, the Board decided it would be
prudent to engage in a forward-looking exercise to
anticipate possible, future risks to the Plan and discuss
how they might be managed.

Financially, 2013 was a successful year for LAPP, with
the fund achieving an 11.3% return on investments and
another year of improvement to the Plan’s funded ratio.
A second year of double-digit returns from our
investment manager was very welcome news for LAPP.
The year was also eventful with respect to plan
sustainability.
When 2013 began, LAPP’s Board was leading a process
to explore the best strategy for keeping the Plan strong
and healthy long into the future. By the time the year
ended, the Minister of Finance had taken over the lead
and had made his own proposal for plan design and
governance changes to LAPP.
Although the Minister agreed with the Board that LAPP
is not in an immediate financial crisis, he pointed to the
unfunded liabilities carried by all of the Alberta public
sector pension plans and said he did not believe they
would be sustainable into the future without making
some changes to plan design.
The Board had earlier identified possible risks to the Plan
and we shared a discussion of those with you in the 2012
LAPP Annual Report. We said market volatility, longevity
and plan maturity were all possible risks that could
negatively impact Plan funding. We agreed it would be
sensible to look at ways to build some flexibility into the
Plan in the event those risks or others might push
contribution rates higher than people are willing to pay.
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Not long after we started the process, the Minister
asked us to consult with members and stakeholders
on sustainability issues and report back to him by March
31, 2013. We brought our major stakeholders to the
table. Employer and union representatives from our
Stakeholder Consultation Group (SCG) joined together
as part of an ad hoc committee on sustainability and
tried to reach a consensus on whether changes were
needed and what they should be.
After seven months of meeting over extremely complex
issues of pension funding, no consensus for change
could be reached by the ad hoc committee and no
consensus was reached by the Board. The March report
went forward to the Minister with no recommendations
to change any pension plan benefits.
Instead, the Board recommended the government
strike a task force and fix the long-standing flaws in
the governance structure of LAPP. Without good
governance, we advised, there is no way to ensure Plan
sustainability and prepare appropriately for future risks.
The Minister of Finance, who is the Plan Trustee and
the Plan Administrator, then took over leadership of the
process. From then on, the LAPP Board was no longer
at the head of the process and continued its ongoing
management of the Plan.
On September 16, 2013, the Minister announced
proposed changes for LAPP that included removing
early retirement benefits on future service, replacing
guaranteed indexing at 60% of Alberta inflation with a
target indexing at 50%. He also indicated that he would
allow the Plan to move to a self-governance structure.

The Minister invited stakeholders to provide feedback
to him directly and asked stakeholders to reply by the
end of 2013. The Board did not make a submission and
was not involved in analyzing stakeholder responses.
As we prepare to send this 2013 report your way, we
now know the Minister modified his proposed changes
on February 24, 2014, and indicated that all changes will
be applied to future service only and will be effective
January 1, 2016. The changes were immediately posted
to the LAPP website so you can read about what is
proposed there.
The February 2014 announcement was then followed
by “enabling legislation” introduced in the spring
session of the Legislative Assembly. Bill 9 was written
to allow government to make plan design changes to
LAPP without first needing a recommendation from the
Board. The Bill made it to second reading and was then
referred to a legislative committee for public hearings.
The LAPP Board continues to be focused on the
ongoing management of the Plan. In the days ahead,
we will continue to provide support to employers and
members as the pension reform process unfolds and
we will prepare LAPP for whatever transition occurs in
the coming years.
My two-year term as Board Chair ended December 31,
2013 and I want to thank the Board and especially the
LAPP Corporation staff for the support during my term.

Grant Howell
LAPP Chair

Dustin Hamm, Park Maintenance
Lethbridge
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Message from the CEO

the members and 13% paid by their employers).
That’s a significant number for our members and their
employers and it was that number that set the stage
for a broader consultation on Plan sustainability and
a discussion of various risks to the Plan.

Every year when financial statements come out, there’s
a lot of discussion about numbers. Investment returns,
pension payments, liabilities and deficits are just a few
of the numbers we include in our Annual Reports. But
there is more to pensions than just numbers. There are
people.
In the case of LAPP, there are 230,534 people actually.
They are our members. They are the reason why we
are in the pension business and caring about them is
the reason we are always so focused on the numbers.
While our members will be pleased to hear we had an
11.3% return on investments this year; or that the fair
value of the Plan’s net assets increased by 16.1%; or
even that the Plan’s $4.9 billion deficit decreased by
$115 million, most of our contributing members are
really more focused on their own numbers.
Struggling with their household balance sheets and
juggling financial priorities, what members really want
to know is why so much of their monthly salary is going
toward their pension. We know this, because in 2012
they told us in a survey they had little tolerance for
contribution rates climbing too much higher.
LAPP contribution rates have increased 50% in the last
seven years and are reaching the point where they are
approaching an aggregate 25% of salary (12% paid by
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Our objective is for a sustainable LAPP that provides
a suitable lifetime benefit that is affordable for members
and employers and balances risk and reward equitably
across beneficiaries. As a result, LAPP remains
committed to a defined benefit pension plan that
incorporates an ability to manage risks on both the
asset and the liability sides of the Plan’s balance sheet.
While an investment return of 11.3% is great news,
it is not realistically sustainable over the long term and
doesn’t help us gain much ground when our pension
obligation (liability side) is continuing to grow at a faster
rate, 12.8% in 2013. The pension obligation grows to
cover the cost of one more year of added service in
the Plan for all members and with people living longer,
the pension obligation will grow significantly over time.
What this signals is that it will take more than a few
years of double-digit returns to bring contribution rates
down to where they were a few years ago.
The chart below, based on numbers from the Plan’s
2012 valuation, shows how the increase in contributions
has been driven up by special payments that have been
added to contribution rates over the years to pay for
unfunded liabilities. The special payments (shown in red)
are amortized over 15 year periods, with the first
payment scheduled to come off in 2019 and the last
payment to come off in 2027.
Assuming we earn what we expect to earn and
assuming the funded status of the plan doesn’t worsen
over that time period, contributions rates would be
reduced to represent what we call the current service
cost (shown in blue), which was 17.08% of pay at in the
last valuation.

Breakdown of LAPP Aggregate
Contributions (% of Salary by Year)
Current Service Cost
Unfunded Liability
Payments
25%

20%

Pension reform which targets benefit reductions on
future service only will not produce instant cost savings
for the Plan. That means expected savings will take time
and are not likely to result immediately in lower
contribution rates. Much will depend on what other
forces might drive up the cost of pension obligations or
drive down investment returns. Any number of scenarios
might arise over the next few years and we will work to
be prepared and manage those risks going forward.
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10%

5%

0

Based on these projections, many months were spent
with stakeholders in 2013 looking at options for
managing risk other than raising contribution rates
to pay for growing pension obligations. Ultimately,
discussions on LAPP sustainability ended in
government-directed pension reform, the intent of
which is to reduce the Plan’s current service cost and
eventually reward members and employers with lower
contribution rates.
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While that would be a desirable outcome and one we
would like very much to rely upon, experience has
shown us that hope is not a plan for sustainability.
So in response to the concern over contribution rates,
the Board undertook an asset liability management
study in 2012 that showed there was a 28% probability
that contribution rates would rise past 25% of pay,
based on stochastic projections over 10 years. The study
was done at a time when contribution rates were at
21.7% and they are now at 24.16%, meaning there is
an even higher probability rates will exceed 25%. In
addition, stress testing undertaken by the Board has
shown that a number of risks could potentially push
contribution rates higher, especially improvements
to life expectancy.

The good news is that if pension reform proceeds as
contemplated by Bill 9, LAPP will remain a defined
benefit pension plan that provides its members with a
lifetime pension based on the same core benefit, using
the same formula to calculate a pension based on years
of service and the highest five-year salary. Keeping an
eye on the numbers, and always watching out for the
best interests of our members, LAPP will continue to
do what is necessary to provide a valuable pension
benefit at a reasonable, sustainable cost.

Meryl Whittaker
President and CEO, LAPP Corp.
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LAPP Board of Trustees

Grant Howell, Chair

Larry Murray, Vice Chair, BOC

Nominee for
Alberta Urban
Municipalities
Association
(AUMA)

Nominee for
Management and
Out of Scope

Chris Good, AU

Kenneth Balkwill, HRC

Stephen Gould, HRC

Nominee
for Alberta
Federation
of Labour

Nominee
for Alberta
Federation
of Labour

Neil Ketler, AU

Rod Matheson, AU

Mike Mahar, Vice Chair, BOC
(From July 25, 2013 on)

Nominee for
Health Sciences
Association of
Alberta

Nominee for
Alberta Health
Services

Nominee for
Government
of Alberta

Don Sieben, BOC

Nominee
for Alberta
School Boards
Association

George Walker, HRC
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(Joined on July 25, 2013)

Nominee
for Retirees

Nominee for
Alberta Health
Services

Committee Legend

Terry Agoto, BOC

(Served to July 25, 2013)

Darren Aldous, BOC, AU

Liz Thompson, HRC

Nominee
for Alberta
Association
of Municipal
Districts and
Counties
(AAMD&C)

Nominee for
United Nurses
of Alberta

Richard West, BOC

AU

Audit Committee

Local Authorities Pension Plan

Nominee for
Alberta Union
of Provincial
Employees (AUPE)
and all unions not
included in the
Alberta Federation
of Labour

Nominee for
Alberta Union of
Provincial
Employees (AUPE)
and all unions not
included in the
Alberta Federation
of Labour

Nominee for
Council of Board
Chairs, Alberta
Association of
Public Colleges
and Technical
Institutes

BOC

Board Operations Committee

John Whaley, HRC, AU

HRC

Human Resources and Compensation Committee

Board Discussion
and Analysis
Don Foxall, Machine Operator
Lethbridge
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Board Discussion and Analysis

Sustainability Planning
The great volume of work done related to sustainability
planning in 2013 is a strong signal of how LAPP’s Board
and Management remain committed to ensuring the
Plan stays strong and secure for the benefit of its
members for many years to come.
Prior to submitting a sustainability report to the Minister
of Finance in 2013, the Board completed extensive
reviews on Plan investments, Plan funding, stochastic
modelling, asset liability matching, demographic stress
testing, Plan design costings and a number of detailed
discussions on possible future risks to the Plan and
options for dealing with those risks.
The same information was also shared with a dedicated
group of 12 employer and union stakeholders who
volunteered their time and spent months poring over
complex documentation and engaging in a principlesbased approach to exploring sustainability options.
While no consensus was reached on a set of Plan
design changes to recommend to the Minister, both
the Board and its ad hoc committee took an openminded approach to assessing a number of possible
options for improved sustainability.

Options were analyzed based on how they addressed
three main principles:
• achieving equity in risk sharing;
• addressing longevity risk; and
• creating incentives to join and stay in LAPP.
Further, the Board had already identified in 2012 that a
balanced approach to sustainability for LAPP was one
based on three critical elements:
• funding;
• investments; and
• Plan design.
We illustrated this point for members, stakeholders
and government with the adoption of LAPP’s
“sustainability stool”.
The three-legged stool was chosen because engineers
conclude that three legs provide the best support and
stability for balancing a stool on uneven ground. In the
world of defined benefit pensions, the uneven ground
is the constantly changing environment, including all
of the risks we face, known and unknown.
While discussions over Plan design took on a growing
share of the focus, the Board also explored a new
approach to its funding strategy that could provide more
transparency and be more responsive in reflecting the
increasing maturity of the Plan. In addition, we reviewed
alternate investment strategies that could be
implemented within our asset mix policy to better deal
with future risks. When Plan changes are finalized, the
Board will have to analyze the impact of these benefit
changes and revisit funding and investment strategies
in light of the new realities.
There is much work to be done to ensure the continued
strength of the Plan. Sustainability is incessant. It’s all
about how you anticipate and manage risk, over the
short-term and the long-term.

Our Changing Environment
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Pension Reform
On September 16, 2013 the Honourable Doug Horner,
President of Treasury Board and Minister of Finance,
announced a set of proposed changes to LAPP benefits
and invited all stakeholders to respond with feedback by
December 31, 2013. The changes proposed by the
Minister, who is also the Plan Trustee, included:
• removal of all early retirement subsidies for benefits
on service after 2015 (elimination of 85 factor and 3%
early retirement reduction);
• removal of the current annual fixed Cost of Living
Adjustment (COLA) at 60% of Alberta inflation,
replaced with a “target COLA” at 50% of inflation,
paid annually when Plan finances permit, for benefits
earned after 2015;
• immediate vesting – effective January 1, 2016 (instead
of waiting two years); and
• removal of 35 year service cap (members with more
than 35 years keep contributing and increase their
service credit).
The September proposal also included a plan to move
LAPP to self-governance:
• to start after Plan design changes are in place;
• employee and employer sponsor groups to be
empowered to come to agreement on a jointlysponsored pension plan; and
• sponsors agreement to be subject to a number
of constraints set out in legislation, including a cap
on total contribution rates.
Between the end of 2013 and the writing of this Annual
Report, the Minister announced his decision, based on
feedback he received, to modify his original proposal for
pension reform and announced changes to Alberta’s
public sector pension plans effective January 1, 2016.

On February 24 he announced the following changes
for LAPP benefits to apply to all pension service earned
after 2015:
• changing early retirement subsidies by,
o eliminating the 85 factor needed for an unreduced
pension (at minimum age 55) and replacing it with
a 90 factor needed for an unreduced pension
(at minimum age 60), and
o while still allowing early retirement at age 55, the
3% per year early retirement reduction would be
increased to 5% per year;
• replacing current annual fixed COLA at 60% of Alberta
inflation, with a “target COLA” at 60% of inflation, paid
annually when Plan finances permit, for benefits
earned after 2015;
• immediate vesting – effective January 1, 2016 (instead
of waiting two years); and
• removal of 35 year service cap (members with more
than 35 years keep contributing and increase their
service credit).
In addition, the Minister said government will
accommodate early retirement provisions for public
safety workers such as firefighters and paramedics
by allowing them to keep their 85-factor in exchange
for higher contribution rates.
The Minister said all benefits earned to date will be
preserved and changes will apply to future service only.
Retirees will not be impacted and their COLA will
continue to be paid under the old rules.
Plans for moving to self-governance remained the
same under the February announcement and a cap
on contribution rates is still set to go ahead after
consultation with stakeholders on how it will work.
Bill 9, written to enable all of the reforms discussed
above, was put on hold in May 2014, to be reviewed
by a standing committee of the legislature.
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Board Discussion and Analysis

Arlana Moskalyk,
Chemical Technology Instructor, NAIT

Plan Valuation
In October 2013, the LAPP Board completed its 2012
actuarial valuation and decided not to raise contribution
rates for 2015. There was a small adjustment to some
inflation rate assumptions and the Plan’s discount rate
of 5.75 per cent remained unchanged. The valuation
report was filed with the Canada Revenue Agency and
is available for viewing online.
While there is some possibility 2015 contribution rates
might need to be modified should the funded position
of the Plan vary significantly from current projections,
the next valuation, to be completed in 2014, will likely
be focused on 2016 rates.

Plan Funding
Stepping back, 2013 was a good year for the Plan’s
funding. The Plan experienced greater-than-expected
investment returns and long bond yields increased
measurably in the year.
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The Plan had an investment return of 11.3% in 2013.
In an historical context, the Plan has generated an
annualized rate of return of 7.5% since 1993 when the
separate LAPP Fund was created. Since 2000, the last
time the Plan was fully funded, the annualized return
over the 13 years has been 5.8%. What this means is
that our experience is now consistent with our current
funding discount rate of 5.75% used to price the Plan’s
liability on forward basis.
A feature of the Plan is that while there is a relatively
high turnover in Plan membership, there has also been
strong absolute growth. Since 2000, the Plan’s liability
has grown from $8.4 billion to $31.4 billion at the end
of 2013. While some of that increase is attributable to
the inherent growth of the accrued liability to the end of
2000, a significant part of it results from the incremental
13 years of service and the growth in Plan membership
from 125,000 to 230,000.
This highlights the importance of setting realistic
assumptions so service accrual is priced appropriately.
If not, there is a significant risk that at some point in the
future, LAPP would be forced to “re-price” the liability
with the consequence of creating an unacceptable level
of intergenerational transfer.

LAPP’s Discount Rate vs. 10 Year Government of Canada Bond Yields
LAPP Discount Rate
10 YR Government Canada Bond Yield

12
10
8
6
4
2

In addition to strong returns in 2013, long bond yields
finally increased with the yield on Government of
Canada 10 year bonds rising from 1.82% at the end
of 2012 to 2.72% at the end of 2013.
To fund the Plan, we consciously take on risk with the
expectation of achieving a higher rate of return than
what is generated by bonds, to reduce the long-run cost
of the Plan. This acceptance of risk is “priced” into our
discount rate. As suggested by the chart above, since
2000 the amount of risk being priced in to the Plan has
steadily increased while bond yields fell. This has
created tremendous pressure on pension plans and
has been a concern expressed by LAPP’s Board in
successive annual reports.
A gradual increase in long bond yields is important in
that it will reduce the amount of risk needed to fund
the Plan and will potentially feed into higher long-run
expected returns (directly for bonds and indirectly for
other asset classes). On the other hand, this gain will
not be without cost as, in the short term, there will be
market-to-market losses in the bond portfolio as it
adjusts to a higher yield environment.
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All in all, 2013 put the Plan in a relatively stronger
financial position. This is important as the Plan will have
to deal with the industry wide adoption of new mortality
tables. While at the margin, the new tables will probably
have a small impact on current service cost, the more
significant impact will come from the “re-pricing” of all
the accrued liability within the Plan.

Peter Friesen, Chair Electrical
Apprenticeship Program, NAIT
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Board Discussion and Analysis

Investments
Although the Plan achieved a healthy absolute return
of 11.3%, 2013 did demonstrate the challenge of
maintaining a diversified portfolio.
The year saw public equity markets generate
extraordinarily strong returns with global equity markets
as measured by the MSCI World Index up 35.3% while
the real return bond index declined 13.1%. Privately
held assets like real estate, infrastructure and
timberland generated a broader dispersion in returns
from a low of 4.2% for infrastructure to 28.4% at the
high end for timberland.
Given the tremendous dispersion in returns, it is easy
to question the Board’s policy of investing in different
asset classes. It is important to understand that
allocations made to various asset classes are often
made to mitigate specific risks like interest rate or
inflation risks. Higher interest rates and lower-thanexpected inflation may result in lower or even negative
returns to certain asset classes and produce a drag on
overall returns.
However, these same events may have an overall greater
positive impact on the Plan’s liability and funded status.
From the perspective of investment policy, it is important
that the Board maintains diversification and mitigates
risks facing the Plan to provide some resilience in the
face of potential market stresses. It is also not easy to
adjust the Plan’s level of diversification given that some
of that diversification has been achieved through privately
held investments that are less liquid.

Investment Costs
A concern to note is the increase in reported investment
expenses over the last three years. The Board has raised
this concern with the Department of Treasury Board and
Finance and with AIMCo. There are several factors at
work including changes in accounting policy for
reporting performance expenses, asset mix and the
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build out of a new organization. However, in the long
run, the growth rate of investment costs cannot exceed
the growth rate of the assets of the Plan. AIMCo has
clearly indicated an intention to remain mindful of this
principle. The impact of the above referenced factors
resulted in a meaningful increase in the total expenses
reported for 2013, as more fully set out in the table
below. We will be working with AIMCo and the
Department of Treasury Board and Finance in the
coming year to better understand and manage
LAPP investment costs.

			 2013		
AIMCo Expenses

2012		

2011

$ 115,439

$ 104,080 $ 70,2861

Performance Fees

$ 34,071

$ 22,395

Total Expenses

$ 149,510

$ 126,495

1

From 2011 Annual Report

Governance
As we have reported in prior years, an improved
governance structure for LAPP has long been on the
agenda of this Board and previous LAPP Boards. The
Board was encouraged when the Minister asked plans
to add to their sustainability review a discussion on
“how the pension system is to be governed”.
When we talk about risks to the continued sustainability
of the Plan we tend to point to longevity, Plan maturity and
market volatility; but a weak governance structure is just as
substantial a risk to LAPP’s continued sustainability. The
issue is not all about control or who is “in charge”. It is
about streamlining operations and accountabilities to
ensure LAPP can efficiently and effectively deal, in a
timely manner, with risks facing the Plan.
It is not by accident that LAPP’s sustainability stool (P. 10)
is pictured with a broken brace called governance. It is
there as a reminder that governance needs fixing now.

Storm Lafferty, Arborist, Lethbridge

LAPP responded to the Minister with a full section on
governance in its March report, including results of an
environmental scan of other large pension plans in
Canada (LAPP is the 7th largest) and a review of the
significant governance issues facing LAPP. The Board
endorsed a set of governance principles and endorsed
a proposed governance structure for LAPP to be
discussed by government and stakeholders.
In the Board’s view, the LAPP Board of Trustees should
be the legal Trustee and Administrator of LAPP (not the
Minister). The Plan Sponsors should be clearly defined;
the respective roles of the Board of Trustees and the
Sponsors should be clearly defined; and the Board of
Trustees should be responsible for management of
the Plan, including discretion in how to handle benefit
administration and investment management.
With no oversight ability for administrative and
investment decisions, LAPP is hindered in its ability to
control costs and ensure that decisions are being made
in the best interest of Plan members and in adherence
to policies and practices approved by the Board.

However, the Minister has indicated that after Plan
Sponsors are identified (by government) and once they
come together and successfully agree on a plan for
joint-sponsorship, governance changes can be made for
LAPP. As yet there is no clarity as to how that process
will unfold or how long it will take, but the LAPP Board
is hoping Plan Sponsors will consider the five principles
it endorses for effective governance, as set out in the
1999 Cortex report:
1) The functions of the sponsor and trustee must
remain separate;
2) Parties exposed to significant risk through the
pension plan must have the authority and capacity
to manage their risk exposure;
3) From the outset, parties exposed to significant risk
must have direct and active involvement in
establishing the pension deal;
4) The pension deal must provide for an alignment
of interests among affected parties; and
5) Mechanisms must exist for transparent accountability.

2013 Annual Report
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Board Discussion and Analysis

Strategic Planning
LAPP Corp. has been delegated by the Minister the
function of high-level strategic guidance of LAPP,
including establishing and implementing a strategic plan
for the Plan. Our Strategic Plan in 2013 was based on the
following six strategic priorities and goals for LAPP:
1. Plan Financial Sustainability
Goal: LAPP is financially sustainable
2. Governance
Goal: Plan governance is efficient and effective
3. Stakeholder Relations
Goal: Engaged and informed stakeholders see the
value of LAPP and remain in the Plan
4. Risk Management
Goal: Risks are identified, quantified, managed and
mitigated
5. Investment Performance
Goal: Investment performance is optimized within
acceptable risk tolerance levels
6. Benefit Administration
Goal: Benefit administration performance is
optimized within acceptable cost levels
As we move forward into 2014, the strategic priorities
and goals have been revised by the Board to reflect both
the ongoing management of the Plan and the transitional
management of issues arising with pension reform and
governance changes.

Jennifer Lesperance,
Laboratory & Diagnostic
Imaging Technologist, AHS
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Stakeholder Relations

Representation on the ad hoc committee group included:

LAPP is fortunate to have developed good relationships
with a large number of stakeholders over the last few
years and 2013 was a great year for building on those
relationships and capitalizing on opportunities to share
information about LAPP. The Board likes to be engaged
with stakeholders and received feedback on the Plan
and what can be done to make it better for members
and employers.

Employer Group

Employee Group

Alberta Health
Services

Alberta Colleges & Institutes
Faculties Association (ACIFA)

Alberta Health
Services

Alberta Federation
of Labour (AFL)

City of Edmonton

Alberta Union of Provincial
Employees (AUPE)

Through 2013 we visited with nominating bodies of the
Board doing presentations on Plan sustainability and
updating stakeholders on Plan funding and Plan
investment performance. We continue to meet twice
a year with members of our Stakeholder Consultation
Group which includes about 60 employers and employee
representatives to update them on developments and
get feedback and input on work we are doing.

City of Calgary

Canadian Union of Public
Employees (CUPE)

Edmonton Public
Schools

Health Sciences Association
of Alberta (HSAA)

EPCOR

United Nurses of Alberta (UNA)

Being a multi-employer, multi-sector plan with more
than 230,000 members has its challenges when it
comes to communicating, but we are focused on finding
ways to keep the information flowing in both directions.
In 2013 the Board sent surveys out to 418 employers
and 50 unions and associations of LAPP asking opinions
on sustainability and governance issues. LAPP also
surveyed individual members to get their opinions on
the issues and received more than 3,000 responses to
those surveys.
One group of stakeholders did the lion’s share of the
heavy lifting on sustainability conversations, and the
Board is grateful for their efforts. Members of the ad hoc
committee on sustainability met with LAPP monthly in
full-day meetings to represent the Stakeholder
Consultation Group and give LAPP’s Board a “sponsor
view” of plan design issues related to sustainability.
Because LAPP does not yet have a Sponsor body as part
of its governance structure, the Board does what it can to
seek the opinion of stakeholders and get a better idea of
how Sponsors might view various proposals.
Rieka Kostiuk,
Laboratory Assistant, AHS
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Board Discussion and Analysis

Retiring Trustees
LAPP says thank you and bids farewell to:

(Nominee of
Alberta Union
of Provincial
Employees)
Larry served on
the LAPP Board
for 5 years

(Nominee of
Alberta Health
Services)
Stephen served
on the Board for
1 year

Board Trustee Larry Murray

Board Trustee Stephen Gould

Board Attendance in 2013
Name

2013 Attendance

T. Agoto1
D. Aldous
K. Balkwill
C. Good
S. Gould
G. Howell
N. Ketler
M. Mahar

75%
100%
90%
70%
30%
100%
100%
100%

Name
R. Matheson
L. Murray2
D. Sieben
L. Thompson
G. Walker
R. West
J. Whaley

2013 Attendance
100%
100%
100%
90%
90%
90%
70%

1. Term started July 25, 2013 - OC 238/2013
2. Term expired July 25, 2013 - OC 238/2013
The calculations above are for Board meetings
only and do not include Committee meetings.
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Investment
Summary
Henry Wong, Senior Manager,
Infrastructure Support, Alberta Blue Cross
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Investment Highlights

Investment Returns (%)
Investment Returns (%)
Ending December 31, 2013

Annual Returns (%)
2012
2011
2010

2013
Market return (Policy benchmark)
Value added (subtracted)
by investment manager
Total Fund Return

Annualized Returns (%)
4 Years 10 Years 20 Years

11.3

9.5

5.2

11.5

9.4

7.5

7.5

0.0

1.6

1.5

(1.6)

0.3

(0.1)

0.0

11.3

11.1

6.7

9.9

9.7

7.4

7.5

The table above compares the Plan’s actual returns to the policy benchmark returns. Over a four year period, the value
added return from AIMCo was 0.3% per annum compared to the expected value added return of 1.0% per annum.
Over the longer term of twenty years, no value was added by the investment manager.

Annual Returns by Year (%)
20

LAPP Investments
by Currency

15

70%

10

16%
3%

5

11

12 13

7.5%

10

7.4%

11.1%

09

9.7%

6.7%

11.3%

9.9%

07

9.6%

4.7%

06

-15.1%

14.0%

0

08

4

10

20

2%
2%
1%
5% 1%

Yrs* Yrs* Yrs*

Canadian Dollar (CAD)

-5

United States Dollar (USD)
Actual Return
(*annualized)

-10

Long-Term Expected
Return 5.75%

-15

Euro (EUR)
Japanese Yen (JPY)
British Pound (GBP)
Australian Dollar (AUD)
Swiss Franc (CHF)
Other currencies

Long-term Investment Return Expectation
For funding purposes, the Board’s actuary targets
a long-term investment return of 5.75% per annum.
By comparison, LAPP’s actual return over the past
twenty years is 7.5% per annum.

-20
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Person’s Name,
Name of Workplace

Table of Investment Returns
December 31, 2013								
Compound
				 Asset		Annual Returns %		
Annualized
Asset/Sub-asset category		 Fair Value
Mix
2013
2012
2011
2010
Return
Benchmark		(in millions)
(%)					
4 yr
Fund
$ 26,462.8
100.0
Policy 				
CPI				

11.3
11.3
0.9

11.1
9.5
0.8

6.7
5.2
2.9

9.9
11.5
2.0

9.7
9.4
1.7

Fixed Income		
7,636.4
28.9
Fixed Income Index				

(2.8)
(5.0)

5.4
3.9

13.8
15.5

11.3
10.2

6.7
5.9

Short Term and Cash		
294.3
1.1
DEX 91-Day T-Bill Index				
Universe Bonds		
1,909.7
7.2
DEX Universe Bond Index				
Long Bonds		
4,662.4
17.6
DEX Long-term Government Bond Index			
Mortgages		
770.0
3.0

1.2
1.0
0.6
(1.2)
5.0
(7.0)
0.4

1.2
1.0
7.5
3.6
5.3
4.0
4.7

1.2
1.0
8.2
9.7
17.1
18.8
10.9

1.0
0.5
9.4
6.7
12.9
12.1
10.3

1.2
0.9
6.4
4.6
7.3
6.5
6.5

Inflation Sensitive and Alternatives		
6,106.3
23.1
Inflation sensitive and Alternative Index			

6.6
7.9

10.5
10.9

17.7
13.7

10.5
11.1

11.2
10.9

Real Return Bonds		
1,037.7
3.9
DEX Real Return Bond Index				
Real Estate		
3,425.5
13.0
IPD Large Institutional Index (1 mo. lag)			
Private Income		
1,289.9
4.9
S&P Global Infrastructure (Hedged) +1%			
Timberland		
353.1
1.3
50% DEX Real Return Bond
Index and 50% MSCI World
Index (Hedged) + 1.5%				

(12.5)
(13.1)
12.3
13.0
4.2
17.7
28.4

3.1
2.9
15.4
13.8
7.7
10.9
(0.4)

18.1
18.3
20.9
15.9
9.0
0.7
20.0

11.0
11.1
12.2
11.2
4.1
10.6
7.2

4.3
4.1
15.1
13.4
6.2
9.8
13.2

8.0

11.0

8.2

9.9

9.3

Short Horizon		
11,446.2
43.2
Short Horizon Index				

27.3
24.8

15.3
11.6

(4.5)
(6.1)

9.7
11.7

11.4
9.9

Canadian Equity		
3,207.7
12.1
15.2
S&P/TSX Index				
13.0
Global Equity 		
6,180.4
23.3
36.4
MSCI World Index				
35.3
Emerging Markets		
1,103.6
4.2
5.4
MSCI Emerging Markets Index			
4.0
Small Cap Equity		
954.5
3.6
41.9
1/3 S&P/TSX Small Capped Index
plus 2/3 MSCI World Index				 29.3

12.1
8.2
17.6
13.2
17.0
15.7
1.5

(8.1)
(10.7)
(2.9)
(3.4)
(18.7)
(16.6)
n/a

17.8
22.0
5.8
6.9
14.4
13.0
n/a

8.8
7.4
13.3
12.2
3.5
3.2
n/a

1.8

n/a

n/a

n/a

Long Horizon - Private Equity		
1,273.8
4.8
Long Horizon Index MSCI World Hedged C$ +3%				

2.0

12.8

4.6

7.7

6.7

33.4

18.9

(2.6)

17.1

16.0
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LAPP Investment Summary

Investment Management Structure

Asset Mix

Alberta Investment Management Corporation (AIMCo)
provides the day-to-day investment services for LAPP’s
investment portfolio. AIMCo invests LAPP’s assets for
the benefit of its members, in accordance with the Board
of Trustees’ Statement of Investment Policy and Goals
(SIP&G). 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 to reduce operational complexity, AIMCo uses
external managers for some investments.

LAPP’s Board sets the asset mix policy for the Plan
which includes fixed income securities, equities (short
and long horizon) and inflation sensitive/alternative
investments.

Asset Mix
December 31, 2013
(in percent)

The table below compares the target policy asset mix
benchmark and minimum and maximum ranges,
effective for 2013, with the actual asset mix at
December 31, 2013 and 2012.

Policy
Benchmark

Policy
Minimum

Policy
Maximum

Actual
2013

Actual
2012

Fixed Income
30.5
20.0
50.0
28.9
30.2
Short-Term and cash
0.5
0.0
10.0
1.1
1.0
Long-Term						
		 Long-term Bonds
20.0
15.0
35.0
17.6
18.9
		 Universe Bonds
10.0
0.0
15.0
7.2
6.8
		 Mortgages
0.0
0.0
7.0
3.0
3.5
Short-Horizon
31.5
25.0
50.0
43.2
40.5
Canadian Equity
9.0
5.0
20.0
12.1
12.2
Global Developed Equity
16.0
10.0
40.0
23.3
22.0
Emerging Market Equity
3.5
0.0
7.0
4.2
3.4
Hedge Funds
0.0
0.0
10.0
0.0
0.0
Small Cap
3.0
0.0
6.0
3.6
2.9
Long Horizon - Private Equity
6.0
3.0
9.0
4.8
4.7
Inflation Sensitive/Alternatives
32.0
20.0
50.0
23.1
24.6
Real Estate
13.5
10.0
20.0
13.0
13.7
Real Return Bonds
5.0
0.0
10.0
3.9
4.6
Private Income (Infrastructure & Private Debt)
11.5
5.0
15.0
4.9
5.2
Timberland
2.0
0.0
5.0
1.3
1.1
Total 		
100.0 			
100.0
100.0
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Proxy Voting

Investment Returns

The LAPP Board considers proxy voting to be a key
element of responsible investing and that thoughtful
voting is a contributor to optimizing the long term value
of investments. The Board entrusts the proxy voting
function to AIMCo. Research and proxy voting have
been outsourced by AIMCo to an independent advisor
that specializes in providing proxy-related services to
institutional investors. While AIMCo may review and
utilize the recommendations of the research provider in
making proxy voting decisions, they are in no way
obligated to follow such recommendations.

In 2013 investments increased in value to $26.5 billion
from $22.8 billion at the beginning of the year. The
increase of almost $3.7 billion or 16.1%, was comprised
of investment income, after investment expenses of
$2.7 billion (or 11.3%) and 0.9 billion (or 4.8%) from
excess contributions over pension benefits, transfers
and administration expenses.

Market value - investments
(in billions)

Risk Management System
The LAPP Board accepts that in order to meet the return
objectives of the Plan, it must take on risk in the assets
in which the Plan invests. The Plan invests in a diverse
set of asset types to help improve the likelihood of
achieving the desired results for a given level of risk.

$24

Investment risk management is a central thesis for
AIMCo. AIMCo seeks to measure and monitor both
historic and possible future risks, allocating risk as a
scarce resource to the most promising investment
opportunities. AIMCo maintains a quantitative
investment risk system designed to operate across all
asset classes and a variety of risk types such as market
risk, currency risk, and concentration risk.

$16

$12

$8

$4

$15.6

$13.5

$15.4

$17.6

$19.6

$22.8

$26.5

0

$14.6

As the ultimate risk to a pension plan is not being able to
meet pension obligations, the Board monitors the risk of
the Plan’s liabilities in relation to the investment assets.
AIMCo models the risk of both assets and theoretical
liabilities and reports to the LAPP Board quarterly. The
Board has established a series of limits on the risks to
the Plan’s funded status within our investment policies
which are measured and monitored on this basis.

$20
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LAPP Investment Summary

Investment Expenses

Top Five
Real
Estate
Holdings
Total
Fixed
Income
Investments
As at December 31, 2013

In 2013, the overall investment expense charged by AIMCo
increased by 43.7% (or $45.5 million) while average assets
under management increased by 16.1% (or $3.424 billion).
Investment expenses as a percentage of net assets are
provided below:

Property

Location

Sector

Yorkdale Shopping Centre
Square One Shopping Centre
Scarborough Town Centre
Eighth Avenue Place
Bow Valley Square

Toronto, Ontario
Mississauga, Ontario
Toronto, Ontario
Calgary, Alberta
Calgary, Alberta

Retail
Retail
Retail
Office
Office

(In millions)			

2013		

2012

Investment expense charged by AIMCo		
$ 149.5
$ 104.0
Increase in investment expense		
43.7%
48.1%
Increase in average investments under management			
16.1%		 13.8%
Increase in value of investments attributed to AIMCo			
0.0%		 1.6%
Investment expense as a percent of each:			
Dollar earned			
5.2%		 4.5%
Dollar invested 			
0.61%		
0.49%

Trish Liboiron, Executive Assistant,
External Relations, NAIT
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Benefit
Administration
Brittany Favad, Individual Products Travel Sales,
Alberta Blue Cross
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Benefit Administration

Lorne Pretzlaw, Engineering Technologist
Bow River Irrigation District

Administration of LAPP

LAPP Member Services Expenses

Alberta Pensions Services Corporation (APS) provides
valued pensions services (as directed under a Pension
Services Agreement with the President of Treasury
Board and Minister of Finance) on behalf of Local
Authorities Pension Plan (LAPP) members, pensioners,
employers and plan governors. Services include:

LAPP’s share of APS operating and plan-specific costs
is based on cost allocation policies approved by the
President of Treasury Board and Minister of Finance.
Alberta Local Authorities Pension Plan Corporation
(LAPP Corp.) costs include remuneration to senior
officials and the Board members.

• Contributions management
• Member, pensioner and employer
information management
• Member, pensioner and employer communications
• Benefit calculations
• Benefit disbursements
• Policy development and implementation
• Compliance, regulatory and plan financial reporting

LAPP’s share of APS costs were almost $27 million
in 2013. Based on average membership, LAPP’s per
member service expense is $129, which includes
APS operating costs, LAPP Corp. operating costs
and actuarial fees.

Member Service Expenses
($ thousands)		
Alberta Pensions Services
Corporation (APS)

2013		 2012

$ 26,918 $ 27,225

Alberta Local Authorities
Pension Plan Corporation
(LAPP Corp.)		

2,074		

2,086

Actuarial fees		

387		

492

Audit fees		

-		

61

Total member service expenses		 29,379		 29,864
Member service expenses
per member
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$

129 $

136

Contributions to LAPP ($2,105 million)

2013 Contributions to LAPP
Member
Contributions 47%
Transfers from
Other Plans 2%

Cost-of-Living Adjustment (COLA)
to Pensions in Pay
After a member begins to receive a pension, a cost-of-living
adjustment is applied every year there is an increase in the
Alberta Consumer Price Index (ACPI). COLA is equal to 60
per cent of the yearly increase of the ACPI.
As of January 1, 2013 the COLA granted to pensioners
was 0.96 per cent. For those who retired during 2012, this
COLA was prorated depending on the month of retirement.

Employer
Contributions 51%

Payments from LAPP ($1,127 million)

2013 Payments from LAPP
Refunds to
Members 23%
Transfers to
Other Plans 2%
Member Service
Expenses 2%
Pension Benefits 73%

LAPP Members, Pensioners
and Employers
Based on year-end totals, LAPP has 418 employers and
a total of 230,534 active and deferred members and
pensioners. In 2013, 14,170 members joined the Plan,
2,263 re-joined the Plan, 4,145 members retired, 5,543
members deferred funds, and 6,977 members
terminated and left the Plan.

Katlynn Verwoerd,
Laboratory & Diagnostic
Imaging Technologist, AHS
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Benefit Administration

Activities in 2013

The Year Ahead

APS focused on the several initiatives in 2013 to further
enhance services to our valued LAPP clients.

In 2014, APS plans to:

• Streamlined some operational processes and took
steps to ensure continued risk-managed, efficient
and effective pension services to all of our clients
and stakeholders
• Launched a series of educational webinars for clients
with plans to continue in 2014
• Completed an external review of our records
management program to ensure member information
continues to be stored and handled in an effective way
• Completed more than 131,000 member transactions for
all the plans we serve -- three per cent more than in 2012
and an average of more than 500 transactions per day
• Ongoing promotion of mypensionplan, a secure
website for members to access their pension
information:
o As of December 31, LAPP had 11,681 new
members registered on mypensionplan and
53,298 members registered in total

• Implement the first of three phases of the Next
Generation business transformation system. The new
pension payroll system will provide even better client
service to the growing number of pensioners
• Respond to questions from members about new
pension plan changes that may go into effect
January 1, 2016
• Introduce mypensionplan.ca for pensioners, a new,
convenient online service for pensioners giving them
the ability to update their personal information, change
beneficiaries, view the specifics of their pension plan,
and provide documents through secure email
• Update the online pension estimators to give LAPP
members a rough estimate of what their pension
payments might be under new plan rules

• Continued to prepare for the 2014 implementation
of the first phase of Next Generation, a multi-year,
multi-system business transformation project that will
efficiently and effectively help us meet changes in
service demand by:
o Simplifying processes – streamlining to add value
and clarity for the Corporation and our valued
clients, improving the quality and consistency
of the pension experience
o Simplifying policies – reducing complexity and
looking for opportunities to improve understanding
for members, employers and staff
o Simplifying systems – upgrading and unifying the
application systems needed to successfully
deliver on our mandate to plan boards, members,
pensioners and employers
• Met all of our Next Generation project milestones on
time and on budget
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Scot Packham,
Feature Parks Caretaker,
Lethbridge
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Financial Statements
Year Ended December 31, 2013
Ken Henderson, Transit Operator, Edmonton

Independent Auditor’s Report
To the President of Treasury Board and Minister of Finance
and the Local Authorities Pension Plan Board of Trustees

Report on the Financial Statements
I have audited the accompanying financial statements of the Local Authorities Pension Plan, which comprise the statement
of financial position as at December 31, 2013, and the statements of changes in net assets available for benefits and
changes in pension obligation for the year then ended, and a summary of significant accounting policies and other
explanatory information.
Management’s Responsibility for the Financial Statements
Management is responsible for the preparation and fair presentation of these financial statements in accordance with
Canadian accounting standards for pension plans, and for such internal control as management determines is necessary
to enable the preparation of financial statements that are free from material misstatement, whether due to fraud or error.
Auditor’s Responsibility
My responsibility is to express an opinion on these financial statements based on my audit. I conducted my audit in
accordance with Canadian generally accepted auditing standards. Those standards require that I comply with ethical
requirements and plan and perform the audit to obtain reasonable assurance about whether the financial statements
are free from material misstatement.
An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the financial
statements. The procedures selected depend on the auditor’s judgment, including the assessment of the risks of material
misstatement of the financial statements, whether due to fraud or error. In making those risk assessments, the auditor
considers internal control relevant to the entity’s preparation and fair presentation of the financial statements in order
to design audit procedures that are appropriate in the circumstances, but not for the purpose of expressing an opinion
on the effectiveness of the entity’s internal control. An audit also includes evaluating the appropriateness of accounting
policies used and the reasonableness of accounting estimates made by management, as well as evaluating the overall
presentation of the financial statements.
I believe that the audit evidence I have obtained is sufficient and appropriate to provide a basis for my audit opinion.
Opinion
In my opinion, the financial statements present fairly, in all material respects, the financial position of the Local Authorities
Pension Plan as at December 31, 2013, and changes in its net assets available for benefits and changes in its pension
obligation for the year then ended in accordance with Canadian accounting standards for pension plans.

[Original signed by Merwan N. Saher, FCA]
Auditor General
April 16, 2014
Edmonton, Alberta
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LAPP Financial Statements
PDF named:
AR10-11_c1si_LAPP_01sna.pdf
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Statement of Financial Position

Statement
of Financial
Position
As at December
31, 2013

($ thousands)
2013

2012

$26,462,783

$22,799,744

37,192
34,040
30,343
26,564,358

35,026
31,860
16,274
22,882,904

Liabilities
Accounts payable
Accrued investment expenses
Total Liabilities

14,155
19
14,174

20,407
20,407

Net assets available for benefits

$ 26,550,184

$ 22,862,497

Pension obligation and deficit
Pension obligation (Note 5)
Deficit (Note 6)

$31,411,700 $27,839,800
(4,861,516)
(4,977,303)

Pension obligation and deficit

$ 26,550,184

Net assets available for benefits
Assets
Investments (Note 3)
Contributions receivable
Employers
Employees
Accounts receivable
Total Assets

$22,862,497

The accompanying notes are part of these financial statements.
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PDF named:
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Statement of Changes in Net Assets Available for Benefits

Statements
of Changes in Net Assets Available For Benefits
As at December 31, 2013

($ thousands)
Increase in assets
Contributions (Note 7)
Investment income (Note 8)
Transfers from other plans
Decrease in assets
Benefit payments (Note 10)
Transfers to other plans
Investment expenses (Note 11)
Administrative expenses (Note 12)

Increase in net assets
Net assets available for benefits at beginning of year
Net assets available for benefits at end of year

The accompanying notes are part of these financial statements.
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2013

2012

$ 2,074,795
2,859,591
29,724
4,964,110

$ 1,905,758
2,319,365
79,401
4,304,524

1,073,227
24,307
149,510
29,379
1,276,423

944,308
26,585
104,080
29,864
1,104,837

3,687,687

3,199,687

22,862,497

19,662,810

$ 26,550,184

$ 22,862,497

PDF named:
AR10-11_c1si_LAPP_03soclab.pdf
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Statement of Changes in Pension Obligation

Statements
of Changes
Pension Obligation
Year ended December
31,in2013

($ thousands)

Increase in pension obligation
Interest accrued on opening pension obligation
Benefits earned
Net increase due to actuarial assumption changes (Note 5a)
Net experience losses (gains) (Note 5b)

2013

2012

$ 1,704,700
1,546,400
1,415,000
4,700
4,670,800

$ 1,582,900
1,384,200
1,492,500
(3,800)
4,455,800

Decrease in pension obligation
Benefits, transfers and interest

1,098,900

918,200

Net increase in pension obligation

3,571,900

3,537,600

27,839,800

24,302,200

$ 31,411,700

$ 27,839,800

Pension obligation at beginning of year
Pension obligation at end of year (Note 5)

The accompanying notes are part of these financial statements.
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Notes to the Financial Statements
Year ended December 31, 2013 (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, reference should be made to the Public Sector Pension Plans Act,
Revised Statutes of Alberta 2000, Chapter P-41, and the Local Authorities Pension Plan Alberta Regulation
366/93, as amended. Unless otherwise stated, all terms that are not defined below have the meaning
prescribed to them in the Plan. Should anything in Note 1 or the financial statements conflict with the
legislation, the legislation shall apply.
a) GENERAL
The Plan is a contributory defined benefit pension plan for eligible employees of local authorities and
approved public bodies. 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 as defined in the
Income Tax Act. The Plan’s registration number is 0216556. The Alberta President of Treasury Board
and Minister of Finance is the legal trustee of the Plan and Alberta Treasury Board and Finance is
management of the Plan. The Local Authorities Pension Plan Board of Trustees (the Board) has
certain statutory functions with respect to the Plan, including but not limited to setting general policy
guidelines on investment and management of the Plan Fund’s assets and administration of the Plan,
setting contribution rates, conducting actuarial valuations and making recommendations for Plan rule
amendments. The Alberta Local Authorities Pension Plan Corp. (LAPP Corp.) supports the Board’s
functions and provides high level strategic guidance to the Plan.
b) PLAN FUNDING
Current service costs and the Plan’s actuarial deficiency (see Note 14) are funded by employers and
employees at contribution rates which together with investment earnings are expected to provide for
all benefits payable under the Plan. The contribution rates in effect at December 31, 2013 were 9.43%
(2012: 8.91%) of pensionable earnings up to the Canada Pension Plan’s Year’s Maximum Pensionable
Earnings (YMPE) and 13.47% (2012: 12.74%) of the excess for employees, and 10.43% (2012: 9.91%)
of pensionable earnings up to the YMPE and 14.47% (2012: 13.74%) of the excess for employers.
The contribution rates were reviewed by the Board in 2013 and are to be reviewed at least once every
three years based on recommendations of the Plan’s actuary. As a result of that review, the contribution
rates have increased at January 1, 2014 as follows: 10.39% of pensionable salary up to the YMPE and
14.84% of the excess for employees, and 11.39% of pensionable salary up to the YMPE and 15.84%
of the excess for employers.
c) RETIREMENT BENEFITS
The Plan provides for a pension of 1.4% for each year of pensionable service based on the average
salary of the highest five consecutive years up to the average YMPE over the same five consecutive
year period and 2.0% on the excess, subject to the maximum pension benefit limit allowed under the
Income Tax Act. The maximum pensionable service allowable under the Plan is 35 years. Unreduced
pensions are payable to members at retirement who have attained age 65, or have attained age 55 and
the sum of their age and years of pensionable service equals at least 85. Reduced pensions are payable
to members at age 55 or older retiring early with a minimum of two years of pensionable service.
d) DISABILITY BENEFITS
Pensions may be payable to members who become totally disabled and retire early with at least two
years of pensionable service. Reduced pensions may be payable to members who become partially
disabled and retire early with at least two years of pensionable service.
e) DEATH BENEFITS
Death benefits are payable on the death of a member. If the member has at least two years of pensionable
service and a surviving pension partner, the surviving pension partner may choose to receive a survivor
pension. For a beneficiary other than a pension partner, or where pensionable service is less than two
years, a lump sum payment will be made.
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f) TERMINATION BENEFITS AND REFUNDS TO MEMBERS
Members who terminate with at least two years of membership and who are not immediately entitled
to a pension may receive the commuted value for all years of membership, contributions paid in respect
of optional service with interest, plus excess contributions if applicable, with the commuted value being
subject to lock-in provisions. Alternatively, they may elect to receive a deferred pension. Members who
terminate with fewer than two years of membership receive a refund of their contributions and interest.
These payments are included as refunds to members on the statement of changes in net assets
available for benefits.
g) OPTIONAL SERVICE AND RECIPROCAL TRANSFERS
All optional service purchases are to be cost-neutral to the Plan. The actuarial present value of pension
entitlements is paid when service is transferred out of the Plan under a transfer agreement. The cost to
recognize service transferred into the Plan under a transfer agreement is the actuarial present value
of the benefits that will be created 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 increase
in the Alberta Consumer Price Index. The increase is based on the increase during the twelve-month
period ending on October 31st in 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
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 under
Part 5 of the Financial Administration Act of Alberta. Participants in pools include government and
non-government funds and plans.
Contracts to buy and sell financial instruments in the pools are between the Province of Alberta and
the third party to the contracts. 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. Alberta Investment
Management Corporation (AIMCo) 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 it purchases units issued by the pools and loses its exposure to those financial
risks and rewards when it sells its units. The Plan reports its share of the financial risks in Note 4.
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 AIMCo (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. 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.
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The Plan’s cut-off policy for valuation of investments, investment income and investment performance
is based on valuations confirmed by AIMCo on the fourth business day following the year end. Differences
in valuation estimates provided to Alberta Treasury Board and Finance after the year end cut-off date are
reviewed by management. Differences considered immaterial by management are included in investment
income in the following period.
Investments in units are recorded in the Plan’s accounts on a trade date basis.
All purchases and sales of the pool units are in Canadian dollars.
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.
c)	investment INCOME
Investment income includes the following:
i) Income distributions from the pools are recorded in the Plan’s accounts and included in investment
income on the statement of changes in net assets (see Note 8). Income distributions are based on
the Plan’s pro-rata share of total units issued by the pools.
ii) Realized gains and losses on disposal of units and unrealized gains and losses on units are recorded
in the Plan’s accounts and included in investment income on the statement of changes in net assets.
Realized gains and losses on disposal of units are determined on an average cost basis.
iii) Investment income is recorded on an accrual basis.
d) INVESTMENT EXPENSES
Investment expenses include all amounts, including transaction costs, charged to the Plan by AIMCo
(see Note 11). Investment expenses are recorded on an accrual basis.
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 made at the beginning of the
year and results from the most recent valuation are extrapolated to year-end. The valuation uses the
projected benefit method pro-rated on service and management’s best estimate, as at the valuation
and extrapolation 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.
While best estimates have been used in the valuation of the Plan’s pension obligation, private
investments, hedge funds, real estate and timberland investments, management considers that it is
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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
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.
g) Income taxes
The Plan is a registered pension plan, as defined by the Income Tax Act (Canada) and, accordingly, is
not subject to income taxes.

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. AIMCo
PDF
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Statement
Investment
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approved by the Plan’s board. The fair value of the pool units is based on the Plan’s share of the net
asset value of the pooled fund. The pools have a market based unit value that is used to allocate income
to participants of the pool and to value purchases and sales of pool units. AIMCo is delegated authority
to
independently purchase and sell securities in the pools and Plan, and units of the pools,Note
within 3the
INVESTMENTS
ranges approved for each asset class (see Note 4).
($ thousands)
Fair Value Hierarchy
Level 1
Level 2

Asset class

(a)

Level 3

2013
Fair Value

2012
Fair Value

Fixed income
Deposits and short-term
securities
Bonds and mortgages
Inflation sensitive and
alternatives
Real estate
Real return bonds
Infrastructure and private
debt and loans
Timberland
Short horizon
Canadian equities
Global developed equities
Emerging market equities
Small cap equity

$

-

$

294,323
6,572,083
6,866,406

$

770,027
770,027

$

294,323
7,342,110
7,636,433

$

222,281
6,674,942
6,897,223

-

1,037,710

3,425,524
-

3,425,524
1,037,710

3,133,105
1,049,122

-

1,037,710

1,289,947
353,111
5,068,582

1,289,947
353,111
6,106,292

1,172,205
252,507
5,606,939

2,002,089
3,374,094
837,532
954,486
7,168,201

1,205,660
1,361,711
114,303
2,681,674

1,444,600
151,749
1,596,349

3,207,749
6,180,405
1,103,584
954,486
11,446,224

2,766,788
5,021,697
765,034
670,092
9,223,611

Long horizon
Private equities

-

-

1,273,834

1,273,834

1,071,971

Total investments

$ 7,168,201

$ 10,585,790

$ 8,708,792

$ 26,462,783

$ 22,799,744
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a) Fair Value Hierarchy: The quality and reliability of information used to estimate the fair value of
investments is 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. This level includes publicly
traded listed equity investments totalling $7,168,201 (2012: $5,956,501).

•

Level 2 - fair value is estimated using valuation techniques that make use of market-observable

PDFinputs
named:other than quoted market prices. This level includes debt securities and derivative contracts
2010-11 AFE
SubSection: Other Information Supplementa
AR10-11_c1si_LAPP_06level3VM.pdf

not traded on a public exchange totalling $10,585,790 (2012: $9,345,741). For these investments,
fair value is either derived from a number of prices that are provided by independent pricing sources
or from pricing models that use observable market data such as swap curves and credit spreads.

INVESTMENTS

•

Note 3

Level 3 - fair value is estimated using inputs based on non-observable market data. This level
includes private mortgages, hedge funds, private equities and inflation sensitive investments
* Reconciliation
of Level
3 Fair
Value Measurements
totalling $8,708,792
(2012:
$7,497,502).

* Reconciliation of Level 3 Fair Value Measurement
($ thousands)
Balance, beginning of year
Investment income
Purchases of Level 3 pooled fund units
Sale of Level 3 pooled fund units

2013
2012
$ 7,497,502 $ 6,628,491
1,034,533
860,985
1,140,537
985,348
(963,780)
(977,322)

Balance, end of year

$ 8,708,792

$ 7,497,502

b) Valuation of Financial Instruments recorded by AIMCo in the Pools
The methods used to determine the fair value of investments recorded in the pools is explained in the
following paragraphs:
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•

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.

•

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 annually by qualified external real estate appraisers. Appraisers
use a combination of methods to determine fair value including replacement cost, direct comparison, direct capitalization of earnings and the discounted cash flows. The fair value of timberland
investments is appraised annually by independent third party evaluators. Private debt and loans is
valued similar to private mortgages. Infrastructure investments are valued similar to private equity
investments.

•

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 methods may encompass a broad
range of approaches. The cost approach is used to value companies without either profits or cash
flows. Established private companies are valued using the fair market value approach reflecting
conventional valuation methods including discounted cash flows and earnings multiple analysis.
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NOTE 4

•

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 and futures 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 pooled
investment funds created and managed by AIMCo. These financial risks include credit risk, market
risk and liquidity risk. Credit risk relates to the possibility that a loss may occur from the failure of
another party to perform according to the terms of a contract. 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.
The investment policies and procedures of the Plan are clearly outlined in the SIP&G approved by the
Board. The purpose of the SIP&G 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 Board 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
PDF
named:
securities purchased06note4.pdf
in a foreign currency (see Note 4b).
AR12-13_c1si_LAPP_
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
Board
has established
the following asset mix policy ranges:
INVESTMENT
RISK MANAGEMENT
Note 4

Asset Class
Fixed income
Inflation sensitive and alternatives
Short horizon
Long horizon

Target Asset
Policy Mix
20 - 50%
20 - 50%
25 - 50%
3 - 9%

Actual Asset Mix
December 31, 2013
December 31, 2012
($ thousands)
%
($ thousands)
%
$ 7,636,433
6,106,292
11,446,224
1,273,834

28.9
23.1
43.2
4.8

$ 6,897,223
5,606,939
9,223,611
1,071,971

30.2
24.6
40.5
4.7

$26,462,783

100.0

$22,799,744

100.0
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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 AIMCo. 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. 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
PDF
named:
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directly or indirectly impacted by credit risk to some degree. The majority
of investments
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in debt securities are with counterparties with credit ratings considered to be investment grade.
The table below summarizes these debt securities by counterparty credit rating at December
31, 2013:
INVESTMENT
RISK MANAGEMENT
Note 4

Credit rating
Investment Grade (AAA to BBB-)
Speculative Grade (BB+ or lower)
Unrated

2013

2012

90%
0%
10%

88%
2%
10%

100%

100%

ii) Counterparty default risk - derivative contracts
The Plan’s 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 Plan can only transact with
counterparties to derivative contracts with a credit rating of A+ or higher by at least two recognized
ratings agencies. Provisions are in place to either transfer or terminate existing contracts when the
counterparty has their credit rating downgraded. 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
To generate additional income, the pools participate in a securities-lending program. Under this
program, the custodian may lend investments held in the pools to eligible third parties for short
periods. At December 31, 2013, the Plan’s share of securities loaned under this program is $1,558
million and collateral held totals $1,641 million. Securities borrowers are required to provide the
collateral to assure the performance of redelivery obligations. Collateral may take the form of cash,
other investments or a bank-issued letter of credit. All collateralization, by the borrower, must be in
excess of 100% of investments loaned.
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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 30% of the Plan’s investments, or $7,830 million, are denominated
in currencies other than the Canadian dollar, with the largest foreign currency exposure being to the
US dollar (16%) and the Euro (3%).
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are held constant, the potential loss to the Plan would be approximately 3.0% (2012: 2.6%).

The following table summarizes the Plan’s exposure to foreign currency investments held in pooled
Note 4
investment funds at December 31, 2013:

INVESTMENT RISK MANAGEMENT

Currency

($ millions)
2013
2012
Fair Value Sensitivity Fair Value Sensitivity

U.S. dollar
Euro
British pound
Japanese yen
Swiss franc
Australian dollar
Other foreign currencies

$

4,181
806
524
492
218
199
1,410

$

(418) $
(81)
(52)
(49)
(22)
(20)
(141)

3,149
711
403
376
141
203
1,018

$

(315)
(71)
(40)
(38)
(14)
(20)
(102)

Total foreign currency investments

$

7,830

$

(783) $

6,001

$

(600)

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 AIMCo. 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 3.2% (2012: 3.6%).
d) Price Risk
Price risk relates to the possibility that equity investments will change in value due to future fluctuations
in market prices 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 AIMCo. If equity market indices (S&P/TSX, S&P500,
S&P1500 and MSCI ACWI and their sectors) declined by 10%, and all other variables are held
constant, the potential loss to the Plan would be approximately 4.9% (2012: 5.5%). Changes in fair
value of investments are recognized in the statement of changes in net assets available for benefits.
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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. These sources of cash are used to
pay pension benefits and operating expenses, purchase new investments, settle derivative transactions
with counterparties and margin calls on futures contracts. The Plan’s future liabilities include the
PDF named:
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accrued pension benefits obligation and exposure to net payables to counterparties (Note 4f).
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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

DERIVATIVE
CONTRACTS
4 markets in
pools. AIMCo uses
derivative financial instruments to cost effectively gain access NOTE
to equity
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.
Plan's Indirect Share
($ thousands)
By counterparty

Number of
counterparties

2013

Contracts in favourable position (current
credit exposure)
Contracts in unfavourable position

27
18

$

Net fair value of derivative contracts

45

$

2012

243,621 $
(121,566)
122,055

$

174,094
(49,343)
124,751

i) Current credit exposure: The current credit exposure is limited to the amount of loss that would
occur if all counterparties to contracts in a favourable position totaling $243,621 (2012: $174,094)
were to default at once.
ii) Cash settlements: Receivables or payables with counterparties are usually settled in cash every
three months.
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the exchange of cash flows with counterparties in pooled funds are based on a rate or price applied
to a notional amount specified in the derivative contract. The notional amount itself is not invested,
received or exchanged with the counterparty and is not indicative of the credit risk associated with
DERIVATIVE CONTRACTS
NOTE 4
the contract. Notional amounts are not assets or liabilities and do not change the asset mix
reported in Note 3. Accordingly, there is no accounting policy for their recognition in the statement
of financial position.

Types of derivatives used in pools
Structured equity replication derivatives
Foreign currency derivatives
Interest rate derivatives
Credit risk derivatives
Net fair value of derivative contracts
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Plan's Indirect Share
($ thousands)
2013
2012
$

169,827 $
(51,989)
5,366
(1,149)

135,329
(16,806)
8,842
(2,614)

$

122,055

124,751

$

i) Structured equity replication derivatives: Equity index swaps are structured to receive income from
counterparties based on the performance of a specified market-based equity index, security or basket
of equity securities applied to a notional amount in exchange for floating rate interest paid to the
counterparty. Floating rate notes are held in equity pools to provide floating rate interest to support
the pay leg of the equity index swap. Rights, warrants, futures and options are also included as
structured equity replication derivatives.
ii) Foreign currency derivatives: Foreign currency derivatives include contractual agreements to
exchange specified currencies at an agreed upon exchange rate and on an agreed settlement
date in the future.
iii) Interest rate derivatives: Interest rate derivatives exchange interest rate cash flows (fixed to floating
or floating to fixed) based on a notional amount. Interest rate derivatives primarily include interest
rate swaps and cross currency interest rate swaps, futures contracts and options.
iv) Credit risk derivatives: Credit risk derivatives include credit default swaps allowing the pools to buy
and sell protection on credit risk inherent in a bond. A premium is paid or received, based on a notional
amount in exchange for a contingent payment should a defined credit event occur with respect to
the underlying security.
v) Deposits: At December 31, 2013 deposits in futures contracts margin accounts totalled $123,611
(2012: $38,859) and deposits as collateral for derivative contracts totalled $52,157 (2012: $Nil).

NOTE 5	pension obligation
a) Actuarial Valuation And Extrapolation Assumptions
An actuarial valuation of the Plan was carried out as at December 31, 2012 by Mercer (Canada)
Limited and results were then extrapolated to December 31, 2013.
The actuarial assumptions used in determining the value of the pension obligation of $31,411,700 (2012:
$27,839,800) reflect management’s best estimate, as at the valuation and extrapolation date, of future
economic events and involve both economic and non-economic assumptions. The non-economic
assumptions include considerations such as mortality as well as withdrawal and retirement rates. The
primary
salary escalation
The
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investment
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expenses, and an additive for diversification and rebalancing. It does not assume a return for active
management beyond the passive benchmark.
The major assumptions
used for accounting purposes were:
PENSION
OBLIGATION

Note 5 a
2013

2012
%

Discount rate
Inflation rate
Salary escalation rate*

5.90
2.25
3.50

5.80
2.25
3.50

Mortality rate**
* In addition to age specific merit and promotion increase assumptions.
** Mortality rate used for 2013 is the 2014 Canadian Pension Mortality Table (Public Sector)
and for 2012 was the Uninsured Pensioner 1994 table projected generationally.
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The Board’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, 2013 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 gains or losses in 2014.
b) NET EXPERIENCE Losses (GAINS)
Experience losses of $4,700 (2012: gains of $3,800) arose from differences between the actuarial
assumptions used in the 2012 valuation and 2013 extrapolation for reporting compared to actual results.
c) SENSITIVITY OF CHANGES IN MAJOR ASSUMPTIONS
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The Plan’s future experience will differ, perhaps significantly,
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.
SENSITIVITY
CHANGES
ASSUMPTIONS
The
following isOF
a summary
of IN
theMAJOR
sensitivities
of the Plan’s deficiency and current service cost to
Note
5
c
changes in assumptions used in the actuarial extrapolation at December 31, 2013:
($ thousands)
Changes
in
Assumptions
%

Inflation rate increase holding discount
rate and salary escalation assumptions constant
Salary escalation rate increase holding inflation
rate and discount rate assumptions constant
Discount rate decrease holding inflation rate
and salary escalation assumptions constant

Increase
in Plan
Deficiency
$

Increase in
Current
Service Cost
as a % of
Pensionable
Earnings (1)

1.0

2,373,800

1.2

1.0

1,300,100

1.4

(1.0)

5,380,200

3.8

PDF
named:
2010-11 AFE Annual Report
(1)
The current service cost as a percentage of pensionable earnings as determined by the December 31, 2013
SubSection: Other Information Supplementary Information
AR10-11_c1si_LAPP_04scd.pdf
extrapolation was 16.97%.

Deficit
NOTE 6	deficit

Note 6

($ thousands)
2013
Deficit at beginning of year
Increase in net assets available for benefits
Net increase in pension obligation
Deficit at end of year
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2012

$ (4,977,303) $ (4,639,390)
3,687,687
3,199,687
(3,571,900)
(3,537,600)
$ (4,861,516) $ (4,977,303)

PDF named:
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CONTRIBUTIONS
Note 7
CONTRIBUTIONS
($ thousands)

2013
Current and optional service
Employers
Contribution from Alberta Health Services
Employees
Past service
Employers
Employees

(a)

PDF named:
AR11-12_c1si_LAPP_16note9.pdf

2012

$ 1,067,794
975,876

$

959,937
44,980
873,287

8,273
22,852
$ 2,074,795

7,308
20,246
$ 1,905,758

2011-12 AFE
SubSection: Other Information Supplementa

a)
This was a one INCOME
time, additional contribution, that relates to the transfer of employees from Public
INVESTMENT
Service Pension Plan to Local Authorities Pension Plan.
Note 8

NOTE 8

The following is a summary
of the Plan’s investment income
INVESTMENT
income
AR13-14_c1si_LAPP_12n8cont.pdf

by asset class:

The following is a summary of the Plan’s investment income (loss) by asset class:

Fixed Income
Inflation sensitive and alternatives
Real estate
Real return bonds
Infrastructure and private debt and loans
Timberland
Short horizon
Canadian equities
Foreign equities
Long horizon
Private equities

($ thousands)
2013
2012
$ (180,719) $ 356,338
398,590
(132,541)
109,690
85,217
460,956

433,059
32,397
85,971
1,964
553,391

432,385
2,082,166
2,514,551

306,506
987,507
1,294,013

64,803
$ 2,859,591

115,623
$ 2,319,365

Investment income includes realized gains and losses from disposal of pool units, unrealized gains
and losses on units and income distributions from the pools.
Income distributions from the pools is based on income earned by the pools determined on an accrual
basis which includes interest, dividends, security lending income, realized gains and losses on sale of
securities held by the pools, realized foreign exchange gains and losses, writedowns of securities held
in the pools and income and expense earned on derivative contracts. Realized gains and losses are
determined on an average cost basis. Impairment charges related to the writedown of securities held
in the pools are indicative of a loss in value that is other than temporary.
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Notes to the Financial Statements
Year ended December 31, 2013 (All dollar amounts in thousands, except per member data)

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:

2013
Increase in net assets attributed to:
Investment income
Policy benchmark return on investments
Value added return (loss) by investment manager
Total return on investments

(a)

(b)

Other sources
Per cent change in net assets

(c)

Per cent change in pension obligation

(c)

Per cent of pension obligation supported by
net assets

2012

2011
in per cent

2010

2009

11.3
-

9.5
1.6

5.2
1.5

11.5
(1.6)

11.1
(1.5)

11.3

11.1

6.7

9.9

9.6

4.8

5.2

4.5

5.2

4.1

16.1

16.3

11.2

15.1

13.7

12.8

14.6

8.9

15.3

8.0

85

82

81

79

79

a) All investment returns are provided by AIMCo and are net of investment expenses. The annualized
total return and policy benchmark return (PBR) on investments over five years is 9.7% (PBR: 9.7%),
ten years is 7.4% (PBR: 7.5%) and twenty years is 7.5% (PBR: 7.5%). The total return reported for
2012 was revised by AIMCo to conform to valuation changes made by AIMCo subsequent to the
completion of the 2012 financial statements. The total return in 2012 increased by 0.3% from 10.8%
to 11.1% attributed to an increase in the value added return by the investment manager.
b) Other sources includes employee and employer contributions and transfers from other plans, net
of benefit payments, transfers to other plans and administration expenses.
The percentage change in net assets and the pension obligation is based
on the
reported
PDF c)
named:
2011-12
AFEamounts
Annual Report
on the statement of changes in net assetsSubSection:
available for
benefits
and the
statement of
changes in
Other
Information
Supplementary
Information
AR11-12_c1si_PSPP_13ben.pdf
pension obligation.

BENEFIT PAYMENTS

NOTE 10

Note 10

BENEFIT payments
($ thousands)
2013
2012
Retirement benefits
Disability benefits
Termination benefits
Death benefits
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$

747,264
10,091
254,975
60,897
$ 1,073,227

$

$

674,643
9,809
209,502
50,354
944,308

PDF named:
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INVESTMENT EXPENSES

NOTE 11

Note 11

INVESTMENT expenses

($ thousands)
2013
2012

Amount charged by:
AIMCo

(a)

Alberta Treasury Board and Finance

(b)

Total investment expenses

$

149,458

$

104,028

52
$

149,510

Increase in expenses

52
$

104,080

43.65%

48.08%

Increase in average investments under management

16.1%

13.8%

Investment expense as a percent of:
Dollar earned
Dollar invested

5.23%
0.61%

4.49%
0.49%

Average fair value of investments

$24,631,264

$21,207,448

Investment expenses per member

$

$

658

475

a) For investment management services. Please refer to AIMCo’s financial statements for a detailed
breakdown of expenses. In 2013, investment expenses include external performance fees of
$34,071. In 2012 and prior years, external performance fees were netted2010-11
against AFE
investment
PDF named:
Annual Report
income. External performance fees for 2012 totalled
$22,395.
SubSection:
Other Information Supplementary Information
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b) For investment accounting and Plan reporting services.

ADMINISTRATIVE EXPENSES

Note 12

Note 12

Administrative EXPENSES
($ thousands)
2013
General administration costs and process improvement costs
Alberta Pensions Services Corporation (APS)
Alberta Local Authorities Pension Plan Corporation (LAPP Corp.)
Actuarial fees
Audit fees
Member service expenses per member

$

$

26,918
2,074
387
29,379
129

2012
$

$

27,225
2,086
492
61
29,864
136

General administration costs and process improvement costs, including the Board costs were paid to
APSAR13-14_c1si_LAPP_17admin.pdf
and LAPP Corp. on a cost-recovery basis.
The Plan’s share of APS’s operating and plan specific costs were based on cost allocation policies
approved by the President of Treasury Board and Minister of Finance.
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MEMBER SERVICE EXPENSES

LAPP
Corp.
Note
13 costs include remuneration to senior officials and the Board members as follows:
($ thousands)

2013

Base
Salary
(a)

Corporation Board Chair (d)
Corporation Board Members
(excluding Chair) (d)
President & Chief
Executive Officer
Vice-Presidents:
Investments
Pension Policy and Funding
Stakeholder Relations

$

(e)

Other Cash
Benefits

Other NonCash Benefits

$

$

(b)

-

34
96

2012
Total

(c)

-

$

Total

34
96

$

40
117

214

51

61

326

318

141
130
137

49
22
23

7
30
34

197
182
194

194
99
189

a) Base salary includes regular base pay.
b) Other cash benefits include incentive pay, lump sum payments, vacation payouts and car
allowance honoraria.
c) Other non-cash benefits include the Corporation’s share of all employees’ benefits and contributions
or payments made on their behalf including pension, health care, dental coverage, professional
memberships and group life insurance.
d) Remuneration paid for the services of the Chair and 13 board members is classified under Board
meeting fees and is paid in accordance with the fee structure approved by the President of Treasury
Board and Minister of Finance.
e) This position was vacant for five months in 2012.

NOTE 13

TOTAL PLAN EXPENSES
Total Plan expenses of investment expenses per Note 11 and member service expenses per Note
12 are $178,889 (2012: $133,944) or $787 (2012: $612) per member and 0.67% (2012: 0.59%) of
net assets under administration.
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NOTE 14

Capital
The Plan defines its capital as the funded status. In accordance with the Public Sector Pension Plans Act,
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 SIP&G 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 $25,101,400 at December 31, 2013 (2012: $22,975,200).
In accordance with the Public Sector Pension Plans Act, the actuarial deficiency as determined by
actuarial funding valuations is being funded by special payments currently totalling 7.40% of pensionable
earnings shared equally between employers and employees until December 31, 2026. The special
payments have been included in the rates in effect at December 31, 2013 (see Note 1b).

NOTE 15

COMPARATIVE FIGURES
Comparative figures have been reclassified to be consistent with 2013 presentation.

NOTE 16

RESPONSIBILITY FOR FINANCIAL STATEMENTS
These financial statements were approved by the Deputy Minister of Treasury Board and Finance, based
on information provided by APS, LAPP Corp., AIMCo and the Plan’s actuary, and after consultation with
the Board.
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