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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
Corp. (ALAPP 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
Board 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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Highlights

Year at a Glance

Summary of Financial Position

• Net assets (what we have
after expenses): $34.4 billion

(thousands)

• Pension obligations (current
and future accrued pension
benefits): $35.3 billion
• Deficiency: $923 million

(As at Dec. 31, 2015)

2015

2014

Net assets available
for benefits

$34,419,584

$30,790.364

Pension obligation

$35,343,000

$33,245,000

$923,416

$2,454,636

Deficiency

• Funding status: 97% funded,
up from 93% in 2014
• Total membership: 244,621
up from 237,612 in 2014

Membership

December 31, 2015
Active 156,141

• Total participating number
of employers: 426

Retirees 58,087

Deferred 30,393

Total: 244,621 members

Membership by Sector
Health 50%

Education 19%

Benjamin Staley
Firefighter, City of Calgary
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Municipalities 31%

Funding Status

Pension Payments

(% funded by year)

($ millions)

Benefits $1,000

100%

Refunds to
Members $291

80%

Administrative
Expenses $37

60%

Transfers $17
40%

Total: $1,345 million
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Plan Expenses
($ millions)

Governance Expenses
(ALAPP Corp.) $2.3
Alberta Pensions
Services Corp.
(APS) $34.6

Pension Contribution
and Transfers
($ millions)

Alberta Investment
Management Corp.
(AIMCo) $187.7

Members $1,194

Total: $224.6 million
Transfers from
other Plans $23

Administration and governance costs: $151 per
member, up from $140 per member in 2014
• APS costs to administer the Plan: $34.6 million
• Governance expenses for overseeing the Plan: $2.1 million
• Actuarial fees $0.2 million

Employers $1,283

Total: $2,500 million

Investment Costs: $767 per member,
up from $700 in 2014
• AIMCo costs to manage plan’s funds, including
external managers: $187.7 million
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Message from the Chair

Financially, 2015 was a
very good year for the
Local Authorities Pension
Plan (LAPP). Our pension
fund grew by $3.6 billion
(11.8%) and we ended the
year almost fully funded at
97% on an accounting
basis. Even with oil prices taking a big hit and the
Canadian dollar tumbling ever lower, 2015 turned out to
be a good year for us. In fact, as far as annual financial
statements go, this one stands out as LAPP’s best
looking balance sheet in 14 years.
Also worth celebrating is the steady growth in Plan
membership (2.9%), which brings the number of LAPP
members to 244,621. LAPP paid pensions to more than
58,000 retirees last year while more than 156,000
members continue to actively contribute to the Plan.
LAPP remains, by far, the largest pension plan in Alberta
and one of the top 10 in Canada. LAPP is strong, healthy
and well positioned for many good years ahead.
Each year, the Board works with its expert management
staff at Alberta Local Authorities Pension Plan Corp.
(ALAPP Corp.) to review investment policies and goals,
establish funding requirements, set contribution rates,
manage risks to the Plan and keep members,
stakeholders and government informed about LAPP. We
work continuously to achieve our strategic goals, which
you will read more about in the pages ahead, called
Board Discussion and Analysis.
Participation in LAPP ensures that a large percentage of
Alberta seniors will have a secure workplace pension
when they retire. A LAPP pension, added to other
retirement savings and federal pension programs, will
allow LAPP seniors to enjoy their retirement years in
comfort as they make a positive contribution to the
economy instead of relying on government social
programs to get by.
As more data comes to light about the growing number
of Canadians not covered by workplace pensions, we are
grateful LAPP employers provide this benefit for their
employees. Research shows an increasing number of
seniors without a pension plan are retiring with too much
debt and inadequate savings. The value of contributing to
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a defined benefit pension like LAPP, throughout one’s
working career, is the security that comes in retirement
from receiving a pension for life.
In fact, the value of a LAPP pension cannot be
overstated, especially in years where the economy is in a
downturn. Despite volatile markets that threaten the
value of individual retirement savings or defined
contribution plans, a LAPP pension remains the same,
based on salary and years of service. This value is why
we remain committed to the Plan, ensuring that risks are
constantly monitored and managed. It is what motivates
us to keep pension contributions at a manageable level
and what focuses us on eliminating our deficit so we can
work towards reducing the cost of contributions sooner.
Sometimes we hear from young members of the Plan
about how they would rather put their pension payments
towards a car or something else they need today. On the
other hand, we always hear from retirees about how
their pension is the best investment they ever made and
how grateful they are to have it.
It is difficult for younger members to set aside money
today for something that seems so far into the future. It
helps that the employer is matching that contribution,
and paying an extra 1%, to ensure employees have a
secure pension in retirement. It is a significant
commitment from employers and employees and what
results is a predetermined, lifetime pension that provides
security no matter what the economy is like.
A LAPP pension is a benefit you can bank on and it is a
worthwhile investment at any age.
At the close of 2015, my two-year term as chair came to
an end. I want to thank fellow Board members and the
management of ALAPP Corp. for making this
responsibility such a rewarding experience. I welcome
incoming Chair, Darren Sander and look forward to
working with him and our fellow Board trustees in my
new role as vice chair.

Terry Agoto
LAPP Chair

Message from the CEO

It is gratifying to look back
on 2015 and review the
significant progress made
on strategic goals for
LAPP related to financial
security, investment
performance, plan
funding and risk
management. LAPP’s improved financial position, its
sustained operational efficiencies and its positive
outlook for the future are all the result of a tactical
approach to prudently managing our gains while
responding appropriately to risk.
Our plan is both strategic and agile. It is based on
responsible assumptions, realistic expectations and
measured discipline. It results from significant research,
targeted stress testing and rigorous environmental
analyses. Above all, our plan for LAPP is working.
LAPP’s 2015 financial statements show the Plan’s net
assets grew by 11.8% in 2015 to a new high of $34.4
billion. That includes a 7.9% return on investments by
our investment manager, AIMCo (Alberta Investment
Management Corporation) and a 3.9% increase in net
revenue from contributions. In fact, 2015 is our fourth
straight year for double-digit growth of the LAPP fund.
These gains, taken together with the estimated cost of
our future pension obligation, show the Plan is 97%
funded on an accounting basis, which is different from
the funding basis we use to set contributions rates.
(Read more on this difference below.)
It is tempting to conclude that after another year like
this one the Plan might be fully funded. However, it
would not be prudent or responsible for us to simply
assume that will happen. History has taught us how
quickly things can change for the worse and why it is
important to be prepared. Before the global financial
crisis hit in 2008, LAPP was 93% funded. By the end of
the year, we fell to 75% funded and it has taken seven
years to get us back to where we are today.
In any case, we will not know the true funded status of
the Plan until the Board completes its actuarial valuation
in July and sets contribution rates. Though the financial

statements give us an accurate picture of the asset side
of our balance sheet, for the liability side we need to
review all the economic and demographic assumptions
used to estimate the future cost of paying out pensions
for many decades to come. Then, based on a balanced
funding and investment strategy that ensures we have a
financial cushion in place to protect the Plan from
unexpected events, we establish contribution rates for
the Plan.
At the base of all our efforts and planning is a strong
commitment to a rigorous process of risk management.
In 2015 the Board began a review of its risk
management practices, which will continue through
2016 and include an updated assessment of risk
appetite and the development of tools to monitor and
communicate risk to stakeholders. Annually, the Board
completes a risk management assessment of LAPP
which it has a mandate to share with the President of
Treasury Board and Minister of Finance, who is Trustee
and Administrator of the Plan. At the suggestion of the
Auditor General of Alberta, the Minister has been
advised to develop a risk management framework that
will assess the management of risk for all public sector
plans in Alberta. We are well ahead with our own
processes and can easily refine our framework to meet
both purposes.
The close of 2015 marks the end of my first year as
President and CEO of ALAPP Corp. and it has been an
exciting year filled with valuable work and much
progress toward important goals. I am grateful for the
support of the Board and the work of our professional
management team at ALAPP Corp. I look forward to the
years ahead as we continue to serve the best interests
of Plan members while working to keep the Plan strong
and healthy many decades into the future.

Christopher Brown
President and CEO, ALAPP Corp.
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LAPP Board of Trustees

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

Nominee
for Alberta
School Boards
Association

George Walker, Vice Chair, BOC

Terry Agoto, Chair

Nominee for
Alberta Urban
Municipalities
Association
(AUMA)

Darren Aldous, BOC

Nominee for
Management and
Out of Scope

Nominee
for Retirees

Chris Good, AU

Kenneth Balkwill, HRC

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

Grant Howell, BOC, HRC

Nominee
for Alberta
Federation
of Labour

Nominee
for Alberta
Federation of
Labour

Neil Ketler, AU, HRC

Peter Marsden, HRC

Nominee for
Health Sciences
Association of
Alberta

Nominee for
Alberta Health
Services

Nominee for
Alberta Health
Services

Don Sieben, AU

Darren Sander, HRC

Liz Thompson, HRC

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

Nominee for
United Nurses
of Alberta

Richard West, BOC

Committee Legend
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AU

Audit Committee

Local Authorities Pension Plan

John Whaley, AU

BOC

Board Operations Committee

HRC

Human Resources and Compensation Committee

Board Discussion
and Analysis
Dave Grabski
Associate Chair, CNC Machinist Technician

Board Discussion and Analysis

Mission, Vision and Mandate
The Local Authorities Pension Plan (LAPP) is a jointlysponsored, jointly-funded defined benefit pension plan
serving employers and employees of local authorities in
Alberta. The “local authorities” are public sector
employers providing health, education and municipal
services to Albertans. Among others, these employers
include Alberta Health Services, municipalities of all
sizes, school boards, colleges and technical institutes
throughout the province.
The Plan is funded through contributions paid by
employers and employees and through the money
earned investing those funds. All of the money is pooled
into the LAPP Fund and is used to pay out pensions
when contributing employees retire. The employees,
whether working, retired or just holding on to their
deferred pension with LAPP, are all referred to as LAPP
members. On December 31, 2015, there were 244,621
LAPP members and 426 LAPP employers.
LAPP membership continues to grow steadily, a little
each year, and in 2015 it grew by 2.9%. However, as
time passes and the Plan becomes more “mature”, the
ratio of active members (those paying into the Plan) and
retired members (those withdrawing a pension)
changes as more members retire.
In 2015, the ratio of working-to-retired members
declined to 2.69:1, compared with 2.75:1 in 2014. So
while Plan membership continues to grow, the Plan is
aging and becoming more expensive to fund over time
as more people retire and start to collect a pension. This
inevitable process of aging is referred to as Plan
maturity and it presents a risk to future funding.
Terry Sulyma
Instructor, Management
JR Shaw School of Business, NAIT
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The primary goal of the LAPP Board is to pay a secure
lifetime pension benefit to members when they retire.
To that end, the Board has adopted as its mission

statement, “financially secure pensions for members at
a reasonable cost to all.” Throughout the year, with
everything it does related to investments, funding and
risk management, the Board and its management staff
at ALAPP Corp. are working to secure the pension
benefit, while keeping it affordable for employers and
members.
Over the years, as LAPP has faced a number of
economic and demographic challenges, the cost of
contribution rates has risen to an aggregate rate of
24.16% of salary (that includes employer and employee
contributions). Fortunately, that rate has not increased
since it was implemented in 2014, and the goal is to
keep it stable until we can eliminate unfunded liabilities,
re-price the cost of the Plan, and eventually reduce
future contribution rates. When the Board completed its
actuarial valuation in July 2015, it determined there
would be no need for a contribution rate increase in
2016 and probably not 2017 either.
The Board’s stated vision for LAPP is “a secure defined
benefit plan with engaged Stakeholders.” The Board
believes strongly that a defined benefit pension plan is a
superior retirement savings model because it creates
efficiencies through the pooling of investments, costs
and risks while providing members with a lifetime
benefit that does not fluctuate with investment markets.
The Board seeks constantly to engage its stakeholders
in the operation of the Plan, because those who pay
into LAPP (employers and members) bear the risk of
funding the pension promise. Under the current
governance structure, there is no official role for these
“Plan sponsors” so the Board continues to engage
stakeholders and keep them abreast of challenges and
opportunities facing the Plan, until governance changes
are realized.

Strategic Planning
The Board and ALAPP Corp management continue to
set the goals of LAPP’s annual business plan based on
the strategic priorities set out in the Board’s 2012-2016
Strategic Plan, which you can view along with other
Plan documents on the LAPP website at www.LAPP.ca.
These goals are revisited annually by the Board and
remain the focus of what we do to secure the member
benefit at a reasonable cost, while keeping the Plan
sustainable and stakeholders informed. These six areas
of strategic focus will be discussed as part of this
analysis:
• Plan financial viability
• Governance
• Risk management
• Stakeholder relations
• Investment performance
• Benefits administration
Managing a pension plan requires an ability to look well
into the future and plan for what lies ahead before you
can even be certain what is coming. It means aligning
long-term strategy with short-term goals and priorities
to ensure that steps taken today will put the Plan in a
position to meet the needs of tomorrow. It requires a lot
of review, analysis and assumption setting and it is an
important part of what we do each year to make sure
the Plan is on solid footing and prepared for the
challenges ahead.

Dallas Yanke
Parts Administrator, Cypress County
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Board Discussion and Analysis

Stephen Worobets
VESST, Emergency Medical Services, AHS

Plan Financial Viability
One of the key goals of any defined benefit pension
plan is ensuring sustainability over the long term. Paying
pensions for a lifetime means planning many decades in
advance to ensure the funds will be there when needed
to pay future pensions. One of the key ways we prepare
for that future is by conducting an actuarial valuation
every year to determine the financial position of the
Plan. In 2015 the Board began this process by
completing an environmental scan, which is something
we do annually to help set best-estimate assumptions
for the Plan.
The environmental scan provides important information
for the Board in preparation for many functions tied to
the long-term viability of the Plan, including:
• conducting the annual valuation
• setting contribution rates
• reviewing investment and funding strategies
• evaluating current and future risks,
• establishing long-term strategic priorities
• setting annual business plan goals
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The 2015 scan resulted in small adjustments to
economic and demographic assumptions used in the
actuarial valuation of the Plan at December 2014.
One of the key assumptions the Board sets during the
valuation process is to project what it believes
investments will earn in the future. This estimate goes
into setting the discount rate, which also includes a
margin to help cover the cost of any unexpected
negative experiences. The discount rate is very
important because it is used to calculate the amount of
money needed today to cover the cost of pensions in
the future. The Board lowered its discount rate to 5.50%
(from 5.75%), slightly decreased its margin, and
maintained contribution rates at 2014 levels.
Taking this balanced approach to funding the Plan, it is
currently expected the Board will be able to accelerate
its schedule for paying down the unfunded liability.
Eliminating this debt is very important to the long-term
viability of LAPP, because once the special payments
start coming off, Plan costs can be reviewed and
opportunities might arise in the future to reduce
contribution rates below current levels. When this
happens, intergenerational equity will be improved,
ensuring younger members are paying a fairer share of
the pension benefit.

The Board has adopted strategic funding objectives for
the Plan which include the goal of intergenerational
equity. The funding objectives are as follows:
1. S
 ecure Plan benefits.
2. Ensure financial stability of the Plan, including
stabilization of contribution rates whenever possible
and alignment of investment policy risk and
acceptable levels of stakeholder funding risk.
3. Ensure, to the extent possible, that each generation
of active members funds only the benefits accruing
for that generation of active members.
Looking ahead at the Board’s work plan for 2016, an
actuarial valuation will be completed as at December
2015. It will be based on a new environmental scan
(April 2016) and another set of economic and
demographic assumptions adopted by the Board (July
2016). It is worth noting here that the assumptions used
in that valuation may be different than the ones used in
this Annual Report and so will present a different
funded status for the Plan. It is a significant frustration
for stakeholders that the timing and assumption setting
of these two different reports, can present such a
different impression of how the Plan is doing at a set
point in time. Unfortunately it is a reality we live with.

Governance
It remains a key strategic priority of the Board that the
Plan be successfully transitioned to self-governance.
LAPP has been seeking independence for 20 years and
despite coming close a few times, it remains an elusive
goal. The new provincial government, elected in May
2015, has yet to reveal its position on LAPP
independence.
LAPP is tied to government because it is established
under and governed by pension legislation, the Public
Sector Pension Plans Act (PSPPA) and its regulations.
Under the legislation, the President of Treasury Board
and Minister of Finance is the Plan Trustee and

Administrator. The Minister has delegated some
responsibilities to the Board, some to ALAPP Corp. and
some to other agencies such as Alberta Investment
Management Corporation (AIMCo) and Alberta Pensions
Services Corporation (APS).
AIMCo invests the LAPP fund based on an investment
policy and guidelines set by the Board, but the Board
has no authority to ensure AIMCo meets the Board’s
expectations because AIMCo reports to the Minister.
The same applies with APS, which is responsible for
benefit administration in the Plan. Although ALAPP
Corp. and the Board monitor the work of AIMCo and
APS, only the Minister has the ability to control what
they do.
At issue for the Board are the risks created by this
governance structure and the inability of the Board and
ALAPP Corp. to ensure inter-agency risks are properly
managed and mitigated. Of equal concern is the lack of
agility the governance structure creates for the Board in
addressing risks to the Plan that require timely decisionmaking on the part of government. Also, any changes to
Plan rules or Plan provisions require a legislative
amendment, a process that can typically take months or
years to complete.
However, aside from all the risks noted above, the
Board believes the most compelling reason for
improving LAPP’s governance structure is the strongly
held belief that those who bear the risk should govern
the Plan. It is the employers and the members of LAPP
who pay for the pension benefit and they are the ones
who bear all the financial risks should problems arise.
On several occasions the government has made it clear
it does not backstop the plan. Given that, it seems to
follow that employers and member representatives
should have an official role as Plan sponsors, and should
decide together what kind of pension they want and
what they are prepared to pay for it. Currently, sponsors
have no official role and no decision-making authority in
the Plan.

2014 Annual Report
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The risks created by our governance structure are
addressed every year in the Enterprise-wide Risk
Management Framework we share with the Minister to
alert him about risks to the Plan. The Board has also met
with the current Minister to emphasize the need for
governance changes and we look forward to hearing if
the government supports governance changes. In the
meantime, ALAPP Corp. will continue meeting with
employer and employee stakeholders to educate them
about the current structure and possible options for
the future.
The role of ALAPP Corp. is to facilitate a process that
allows sponsors to come together and make decision
for the future of the Plan. The role of the Board is to
stay focused on the prudent management of the Plan
and prepare for transitioning the Plan to a new
structure. We refer to this process as LAPP Renewal
and we look forward to the sponsor discussions ahead.

Risk Management
A strategic priority that stands on its own, risk
management is also at the centre of everything else we
do at LAPP. It consumes a lot of our decision-making
related to the other strategic priorities discussed here
and it binds everything we do in support of the longterm sustainability of the Plan. The Board’s goal with
respect to this priority is that risks are identified,
quantified, managed and mitigated.
In meeting its fiduciary responsibility to Plan members,
the Board is tasked with managing a spectrum of risks
facing the Plan and it reports annually on those risks to
the President of Treasury Board and Minister of Finance
using a tool called the Enterprise-Wide Risk
Management Framework. The document provides a
comprehensive assessment of the risks facing LAPP
and it covers the integrated responsibilities of the Board
and the two key services providers discussed
elsewhere, AIMCo and APS.
The spectrum of risks to be managed by the Board
include, among others:
• Investment risk
• Funding risk
• Market/financial risk
• Demographic/behavioral risk
• Reputational risk
• Political risk
• Operational/administrative risk
• Legal/regulatory risk
• Governance risk

Todd Hlady
Signals, City of Calgary
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While much can be said about any of these risks,
individually or combined, it is clear that a prudent plan to
manage them is critical for the effective management of
a pension plan. It takes considerable planning,
forecasting and measurement to respond quickly and
appropriately to risk, and in those areas where a quick
response is not an option (illiquid investments for
example) a strategy must be in place to ensure risks are
balanced out elsewhere.

It is the nature of a defined benefit plan that its funded
status will fluctuate from year to year as the Plan takes
on risk to earn the revenue it needs to fund pensions.
This is especially true in an environment of low interest
rates that drive up the current cost of future pension
obligations. Using riskier assets to produce higher
long-term expected returns helps lower the cost of
providing pensions in the long term, but then LAPP has
to manage the shorter term impact of holding onto
those riskier assets.
As we identified in last year’s annual report, the
low-interest, low-growth environment we are living in
today might well be regarded as the “new normal.” This
environment poses significant risk for the Plan because
the present cost of our future pension obligation (our
liabilities) continues to grow as a result. Taking on risk
appropriately brings rewards, but it is important to know
how much risk a Plan can afford to take on and there
must be a strategy to hedge the risk in case not
everything works out as expected.
The Board believes the key to managing the Plan
properly is comprehensive risk management on an
ongoing basis. Also important is the integrated nature of
the Plan where making a decision in one area will have
risk implications somewhere else. For example, if the
Board makes a decision to change contribution rates it
would have to consider how that impacts the Plan’s
cash flow and what that means for the investment
strategy. A decision made in this regard would also
need to account for demographic issues like how
mature a plan is, i.e. “what is the ratio of active paying
members to retirees?”
One of our key risk management practices is to conduct
an actuarial evaluation every year, even though we are
only required to file a valuation once every three years.
This allows us to constantly monitor the financial health
of the Plan. We do this to keep on top of economic and
demographic changes so we are ready to respond in a
careful and timely fashion.

With a primary focus on all aspects of risk management,
the Board has been following a strategy of holding on to
recent gains and being prepared for any unexpected
adverse events. This has meant lowering the discount
rate and using margin strategically, to ensure a cushion
is available in case of a downturn, which negatively
impacts assets.
The economic environment continues to present
challenges with even lower interest rates in 2015 and a
sustained reduction in oil prices into 2016, so the future
remains uncertain. However, the good news is our 97%
funded position at December 31, 2015 shows our
approach is working. This outcome is the result of
prudent planning based on carefully balancing funding
and investment risks, and remembering that while we
cannot always predict what will happen, we can try to
prepare for it.

Stakeholder Relations
An important strategic priority for the Board is its ongoing
relationship with LAPP Stakeholders. With reference to
this, the Board has set a goal that states: “Engaged and
informed Stakeholders understand the Plan and trust its
governance”.
In addition to its five-year strategic business plan, the
Board has two five year plans written to support its goal
of engaged stakeholders. One is a Strategic
Communications Plan and the other is a Stakeholder
Relations Plan. These plans establish the Board’s goals
for interactions with stakeholders, including members,
and they form the basis of annual action plans that
identify what can be done each year to improve an
understanding of LAPP, the pension benefits it offers and
the challenges it faces.
Recent government attempts to reform public sector
plans in Alberta (2013-14) revealed that the Plan and its
benefits were not very well understood by members and
stakeholders. The Board then reaffirmed its strategy to
use all communication tools at its disposal, including this
Annual Report, to engage and inform as many people as
possible on the benefits of a LAPP pension.

2014 Annual Report
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Brian Henderson
Finance Manager, Town of Strathmore

In today’s busy world, it is a challenging goal to motivate
others to take an interest in something outside their daily
scope of interest. It is especially difficult if the topic is
pensions, which many find a complex and boring subject.
However, pensions are important and it is vital to the
survival of defined benefit plans in particular, that
members learn the value of their Plan and take an
interest in advocating for its future.
LAPP is very fortunate to have an informed group of
stakeholders who know a lot about LAPP and are willing
to keep abreast of all the information we have to share.
Known as the Stakeholder Consultation Group (SCG), this
mix of about 60 stakeholders are representatives of
unions and employee associations as well as
representatives of LAPP employers and employer
associations. The Board and ALAPP Corp. meet twice a
year to update these stakeholders on developments
relating to the Plan. We provide information
presentations and discuss investment performance, plan
funding, risk management and governance issues. We
explore stakeholder interests and issues and we discuss
the future of LAPP.
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As mentioned earlier under the Board priority on
governance, management at ALAPP Corp. will work with
many of these committed individuals on discussions
related to transitioning the Plan to self-governance. While
we wait to hear what the new government has in mind
for LAPP independence, we will educate stakeholders so
they can make decisions, on behalf of the employers and
employees they represent, about what kind of
governance model they would like for the future.
Being a multi-employer, multi-sector Plan with more than
244,000 members presents significant challenges for
communications. ALAPP Corp. has plans to improve and
expand the communication tools we use currently and
will develop new tools, in collaboration with APS, to get
out more information and respond to questions from
employers, members and retirees. Work has begun on a
redesign of the LAPP website, which should be ready to
launch in late 2016, complete with more engaging
pension tools and useful information presented in
easier-to-understand language with relevance to
members at all stages of their working careers.

Investment Performance
LAPP’s Strategic Plan sets as a priority that investment
performance be optimized within acceptable risk
tolerance levels. Investment of LAPP assets has been
delegated by the Minister to AIMCo and the Board
provides guidelines for how the money should be
invested with the development of its Statement of
Investment Policy and Goals (SIP&G). The asset allocation
policy, known as the asset mix, flows from the Plan’s
Long-Term Funding Strategy and it seeks to produce the
best investment return possible within the risk tolerance
set by the Board for the Plan.

Asset Mix
December 31, 2015
(in percent)

Diversification in the investment portfolio is an important
way for the Board to mitigate risks facing the Plan. This
results in investing in different asset classes, some more
liquid than others, with some allocations made explicitly
to mitigate specific risks like interest rate or inflation
risks.
LAPP’s financial position continues to improve, with the
Plan’s net assets increasing by 11.8% in 2015, growing
the fund to $34.4 billion. In 2015, AIMCo added value of
1.2% above the market-based policy benchmark of 6.7%
and 0.4% over a four year term. (See the chart below.)
The Board’s policy benchmark return is used to set a
performance benchmark against which to review
AIMCo’s implementation of the SIP&G.

Policy
Benchmark

Policy
Minimum

Policy
Maximum

Actual
2015

Actual
2014

Fixed Income
30.5
20.0
40.0
29.0
30.1
Short-Term and cash
0.5
0.0
10.0
0.8
0.8
Long-Term						
		 Long-term Bonds
20.0
15.0
35.0
18.1
18.4
		 Universe Bonds
10.0
0.0
15.0
6.0
6.7
		 Mortgages
0.0
0.0
7.0
3.3
3.4
		 Private Debt
0.0
0.0
4.0
0.8
0.8
Short-Horizon
31.5
25.0
50.0
42.4
42.2
Canadian Equity
9.0
5.0
20.0
10.6
11.8
Global Developed Equity
16.0
10.0
40.0
25.0
23.5
Emerging Market Equity
3.5
0.0
7.0
3.5
3.7
Hedge Funds
0.0
0.0
10.0
0.0
0.0
Small Cap
3.0
0.0
6.0
3.3
3.2
Long Horizon - Private Equity
6.0
3.0
9.0
3.8
4.2
Inflation Sensitive/Alternatives
32.0
20.0
50.0
24.0
22.2
Real Estate
13.5
10.0
20.0
12.9
12.5
Real Return Bonds
5.0
0.0
10.0
4.6
3.8
Infrastructure
11.5
5.0
15.0
5.3
4.7
Timberland
2.0
0.0
5.0
1.2
1.2
Strategic Opportunities & Tactical Allocations
and Currency Overlays
0.8
1.3
Total 		

100.0 			

100.0

100.0
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Investment Returns (%) (A)
Ending December 31, 2015
2015

Annual Returns (%)
2014
2013
2012

Annualized Returns (%)
4 Years 10 Years 20 Years

Market return (Policy benchmark)

6.7

12.9

11.0

9.5

10.0

7.1

7.7

Value added (subtracted)
by investment manager

1.2

(1.5)

0.3

1.6

0.4

(0.3)

0.0

Total Fund Return

7.9

11.4

11.3

11.1

10.4

6.8

7.7

Over the past several years, LAPP has chosen an
investment asset mix markedly different from the
traditional investment policy of many other pension funds
in Canada. LAPP has a higher allocation to private
investments like timberland, real estate and infrastructure
at the expense of a lower allocation to public equities.
LAPP also maintains a significant exposure to long
bonds. The asset policy was chosen to reduce the
volatility of a traditional market portfolio and it focuses on
long-term growth to meet long-term funding objectives.
The strategy is working over the long term as expected,
but the Board continues to monitor its investment policy
and in 2016 will conduct an asset liability management
study which may or may not indicate the need for a
change in asset mix.
In addition to reviewing its SIP&G annually and
monitoring its implementation by AIMCo, the Board also
reviews investment costs, which can act as a drain on
investment results. However, investment costs need to

be looked at in the context of returns and risk. In 2015,
costs have risen by 12% although as a percentage of
assets costs are relatively unchanged from 2014 (roughly
60 basis points). The Board annually compares our costs
to other pension plans on a percentage-of-assets basis
and once adjusted for differences in investment policy,
our costs are reasonably competitive.
One significant driver in the increase in investment costs
has been the implementation of the Board’s investment
policy. As noted earlier, the policy calls for increased
allocation to private investments. Investing privately will
have higher costs than traditional market investments.
Private investments have resulted in improved risk
adjusted returns for the Plan though, which have
supported our long-term funding strategy. A second
driver in costs was significantly higher performance fees.
These fees are paid when managers exceed return
targets and the incremental return generally more than
offsets the additional fees.

Lee John May
Electrical Crew Foreman, City of Calgary
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Benefits Administration
Although the administration of the pension benefit has
been delegated by the Minister to APS, it is one of
LAPP’s strategic goals to monitor the job being done by
our service provider, ensuring LAPP members and
retirees are getting the quality service we expect for
them. The Board’s goal related to this strategic priority is
to ensure that benefit administration performance is
optimized within acceptable cost levels.
To achieve this goal, ALAPP Corp. works collaboratively
with APS to monitor its performance and to measure its
progress based on measures APS sets for itself and
reports to ALAPP Corp. and the Board. APS provides
these regular reports to ALAPP Corp. related to
performance, costs and risks and these reports are
shared with the Board. In addition, LAPP subscribes to a
third-party benchmarking firm which provides annual
reports on how APS measures up to similar pension
administrators across a number of different measures.
APS provides benefit administration for seven public
sector Plans in Alberta and two supplementary plans and
its operation is financed 100 per cent by those Plans.
LAPP is the largest of these plans and funds 65-70% of
its operation. Although APS reports annually to the Board
on its projected budget and business plan, decisions
related to funding APS operations are made by the APS
Board and the Minister, who is the single shareholder
of APS.
APS continues to work on the implementation of a
business transformation project, known as Next
Generation. The bulk of the project is expected to be
completed in 2016 and it will replace aging technology,
improve business processes and enhance service
delivery. It is projected that more processes will be
automated, making for faster turn-around times and
improved accuracy and flexibility. You can read more
about the progress being made on Next Generation in
the section of the Annual Report called Benefit
Administration.

Janet Fisher
Life Guard - Swim Instructor,
Town of Strathmore
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Retiring Trustees
LAPP says thank you and bids farewell to:

Nominee for
Alberta Urban
Municipalities
Association
(AUMA)

Darren Aldous, BOC

LAPP Facts
Average age of LAPP active members

44.81

Average age of all retirees in 2015

71

Average monthly pension paid out (Dec. 2015 )

$1,457

Average retirement age in 2015

63

Percentage increase in membership over 2014

3%

Board Attendance in 2015
Name

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

Grant Howell, HRC, BOC

Nominee
for Alberta
Federation
of Labour

Neil Ketler, AC, HRC
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2015 Attendance

T. Agoto

100%

D. Aldous

75%

K. Balkwill

87%

C. Good

100%

G. Howell

87%

N. Ketler

87%

P. Marsden

87%

D. Sander

87%

D. Sieben

87%

L. Thompson

100%

G. Walker

100%

R. West

100%

J. Whaley

62%

The calculations above are for Board meetings only and do not
include Committee meetings.

Investment
Summary
Ravi Seera
Traffic Manager, Calgary

Investment Highlights

Market Value - Investments

The chart below summarizes the Plan’s investments by
currency at December 31, 2015. Approximately 31%
(2014: 29%) of the Plan’s investments are denominated
in foreign currencies.

(in billions)
$40

LAPP Investments
by Currency

$30

69.4%

$20

15.4%
$10
$19.6

$22.8

$26.5

$30.7

$34.3

$

3.0%
2.4%
2.0%

2011

2012

2013

2014

2015

1.0%
6.8%

Actual Returns by Year (%)

Canadian Dollar (CAD)

15%

United States Dollar (USD)
Euro (EUR)
Japanese Yen (JPY)

10%

British Pound (GBP)
Hong Kong Dollar (HKD)
Other Currencies

5%
11.4%

7.9%

13

14

15

Actual Return
(*annualized)

4

Yrs*

10

Yrs*

7.7%

11.3%

12

6.8%

11.1%

2011

10.4%

6.7%
14.0%
0%

20

Yrs*

LAPP Discount Rate 5.50%

Long-term Investment Return Expectation
For funding purposes, the Board set a discount rate
of 5.5% per annum, based on an expected long-term
return of 6.3% which includes 80 bps of margin. By
comparison, LAPP’s actual return over the past 20
years is 7.7% per annum.
James Cooley
Firefighter, City of Calgary
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Table of Investment Returns
December 31, 2015								
Compound
				 Asset		Annual Returns %		
Annualized
Asset/Sub-asset category		Fair Value
Mix
2015
2014
2013
2012
Return
Benchmark		 (in millions)
(%)					
4 yr
Fund
$
34,303.6
100.0
Policy 		
		
CPI				

7.9
6.7
1.4

11.4
12.9
2.0

11.3
11.0
0.9

11.1
9.5
0.8

10.4
10.0
1.3

Fixed Income		
9,923.7
29.0
Fixed Income Index		
		

4.3
4.1

14.6
14.5

(2.8)
(5.0)

5.4
3.9

5.2
4.2

Short Term and Cash		
287.3
0.8
0.9
FTSE TMX 91-Day T-Bill Index			
0.6
Universe Bonds		
2,044.2
6.0
4.1
Private Mortgages		
1,140.7
3.3
5.1
Private Debt and Loan		
256.9
0.8
6.1
FTSE TMX Universe Bond Index				 3.5
Long Bonds		
6,194.6
18.1
4.1
FTSE TMX Long-term Government Bond Index			
4.5

1.2
0.9
9.8
9.9
7.0
8.8
18.8
17.9

1.2
1.0
0.6
0.4
n/a
(1.2)
(5.0)
(7.0)

1.2
1.0
7.5
4.7
n/a
3.6
5.3
4.0

1.1
0.9
5.4
5.0
n/a
3.6
5.5
4.5

Inflation Sensitive and Alternatives		
8,216.8
24.0
Inflation sensitive and Alternative Index				

10.6
7.8

8.3
12.5

6.6
6.9

10.5
10.9

9.0
9.2

Real Return Bonds		
1,569.4
4.6
FTSE TMX Real Return Bond Index				
Real Estate		
4,436.1
12.9
IPD Large Institutional All Property Index		
Infrastructure		
1,823.3
5.3
CPI + 4.5% (5 year rolling average)
		
5.8
Timberland		
388.0
1.2
CPI + 4.5% (5 year rolling average)				
					

3.0
2.8
10.3
8.0
19.9
20.7
7.6
10.0

13.5
13.2
8.5
7.1
7.3
17.7
(2.9)
13.7

(12.5)
(13.1)
12.3
10.9
4.2
10.9
28.4
8.0

3.1
2.9
15.4
13.8
7.7
13.6
(0.4)
11.0

1.3
1.0
11.6
9.9
9.6
7.5
10.7

Short Horizon		
14,550.4
42.4
Short Horizon Index				

11.2
8.2

12.7
12.2

27.3
24.8

15.3
11.6

16.4
14.0

Canadian Equity		
3,639.6
10.6
(7.4)
12.4
S&P/TSX Capped Composite Index			
(8.3)
10.6
Global Equity 		
8,587.7
25.0
21.8
13.4
MSCI World Index			 18.9
14.4
Emerging Markets		
1,196.7
3.5
6.2
10.4
MSCI Emerging Markets Index			
2.0
6.6
Small Cap Equity		
1,126.4
3.3
13.6
9.8
1/3 S&P/TSX Small Capped Index 				
7.7
6.6
plus 2/3 MSCI Small Cap Index		
			

15.2
13.0
36.4
35.3
5.4
4.0
41.9
29.3

12.1
8.2
17.6
13.2
17.0
15.7
1.5
1.8

7.7
5.5
22.0
20.1
9.6
7.0
n/a
n/a

Long Horizon - Private Equity		
1,322.2
3.8
Long Horizon Index -				
MSCI World Hedged C$ +3%			

(9.4)
4.8

7.3
13.7

2.0
33.4

12.8
18.9

2.4
17.3

Strategic Opportunities and Tactical Allocations
and Currency Hedges		
290.5

0.8

n/a

n/a

n/a

n/a

n/a

Strategic Opportunities		
252.5
Tactical Asset Allocations		
86.7
Currency Hedges		 (48.7)

0.7
0.2
-0.1

42.8
49.7
n/a

16.0
(46.7)
n/a

9.0
(5.3)
n/a

3.9
(1.6)
n/a

20.3
(7.2)
n/a
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Kaylene Hallett
Planning and Development,
Cypress County

Investment Management Structure
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.
AIMCo is one of Canada’s largest and most diversified
institutional investment managers with more than $90
billion of assets under management. LAPP’s $34.3 billion
fund represents approximately 40% of AIMCo’s
business.
The Crown Corporation is also responsible for the
investments of 25 other pension, endowment and
government funds in Alberta, including the Alberta
Heritage Savings Trust Fund.

Investments: $34.3 Billion
Return on investments: 7.9 Percent
Investment income: $2.662 Billion
Investment expenses: $188 Million

Market Review
The year started out strong with LAPP earning 6.2% on its
investments in the 1st quarter. In the 2nd and 3rd quarters
LAPP’s investments lost 1.0% and 1.8% respectively.
Investment markets reacted negatively to declining oil and
commodity prices, concerns over slow growth in China
and the global economy, uncertain U.S. Federal Reserve
interest rate policy and the ongoing debt crisis in Greece.
In the 4th quarter, LAPP earned 4.5% on its investments
bringing the total year-to-date return to 7.9%. The Plan
recognized significant gains from translation of foreign
investments into Canadian dollars and from increases in
value of infrastructure investments.
The real estate market performed well in 2015. The IPD
Large Institutional All Property Index increased by 8.0% in
2015 compared to 7.1% in 2014.
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In 2015, investors continued to search for incremental
yields in a low interest environment. The Canadian
long-term government bond market represented by the
FTSE TMX Long-term Government Bond Index gained
4.5% in 2015 compared to 17.9% in 2014.
By the end of 2015, the S&P/TSX Capped Composite
Index posted a loss of 8.3% down from a gain of 10.6%
in 2014.

$6,000

$4,000

$2,000
5,162

2014

1,533

5,629

2013

1,389

4,964

2012

1,277

4,304

2011

1,104

$0

2,922

Outside of North America, the MSCI EAFE Index posted a
gain of 19.0% in Canadian dollars compared to a gain of
3.7% in Canadian dollars in 2014. At December 31, 2015,
one Euro was worth $1.50 Canadian compared to $1.40
Canadian at the beginning of the year.

(in millions) (per audited financial statements)

945

In the United States, the S&P 500 finished the 2015 year
with a return of 21.6% in Canadian dollars (1.4% in U.S.
dollars) compared to a gain of 23.9% in Canadian dollars
(13.7% in U.S. dollars) in 2014. The return from
investments denominated in the U.S. dollar was higher
when translated into Canadian dollars due to a weaker
Canadian dollar against the U.S. dollar by the end of 2015.
At December 31, 2015, one U.S. dollar was worth $1.38
Canadian compared to $1.16 Canadian at the beginning of
the year.

LAPP Inflows and Outflows

2015

Income and Contributions
Benefits and Expenses

In 2015, inflows from investment income and contributions
totaling $5.162 billion were more than three times
outflows for benefit payments and expenses totaling
$1.533 billion.

Peter Thompson
Peace Officer, City of Brooks
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Lana Harney, Hedy
Stor-Rank & Wendy Sarchuk
Handibus Operators,
Town of Strathmore

Investment Results
To evaluate performance and measure the value returned
by our investment managers from their active
investment decisions such as security selection, the Plan
compares the actual investment results to its investment
policy benchmark. The benchmark return represents
what the Plan could reasonably expect to earn without
active management if it invested in the market indices in
proportion to the policy asset mix approved by the Board.

of investments. The Board entrusts the proxy voting
function to AIMCo. Research and proxy voting have been
outsourced by AIMCo to an independent adviser 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, it is in no way obligated
to follow such recommendations.

AIMCo strives to earn more than market returns by over
or underweighting specific investments in relation to the
indices. AIMCo is expected to deliver a return of 100
basis points or 1% per annum, net of fees, in excess of
the policy benchmark over a four-year time horizon.

Investment Expenses

In 2015, AIMCo added value of 1.2% above the marketbased policy benchmark of 6.7%. Over a four year
period, the value return from AIMCo was 0.4% per
annum compared to the expected value return of 1.0%
per annum. Over the longer terms of ten and twenty
years, the value return by the investment manager was
negative 0.3% and 0.0% respectively. (See chart P. 16
– Investment Returns)

Proxy Voting
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
24

Local Authorities Pension Plan

(in millions)
		

2015

2014

Amounts charged by AIMCo for:			
Investment costs
$138.5
$123.5
Performance based fees
44.3
28.5
Investment expense before GST

182.8

152.0

4.9

14.3

Total investment
expense including GST

$187.7

$166.3

Increase in investment
expense before GST

20.2%

1.7%

Increase in average investments
under management

13.7%

16.1%

Increase (decrease) in value of
investments attributed to AIMCo

1.2%

-1.5%

Investment expense as a percent of each:
Dollar earned
7.1%

5.1%

GST

Dollar invested

0.6%

0.6%

Benefit
Administration
Ingrid VanVelzen
Admin Assistant, J R Shaw School of Business, NAIT

Benefit Administration

Jace Taylor
Emergency Communications Officer, City of Calgary

Administration of LAPP Benefits

LAPP Member Services Expenses

Alberta Pensions Services Corporation (APS) provides

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

valued pensions services (as directed under a Pension
Services Agreement with the President of the Treasury
Board and Minister of Finance) on behalf of Local
Authorities Pension Plan (LAPP) members, pensioners,
employers and plan governors.
Services include:
• Contributions management
• Some member, retiree and employer information
management

LAPP’s share of APS’ costs were almost $35 million in
2015. Based on average membership, LAPP’s per
member service expense is $151 which includes APS’
operating costs, ALAPP Corp. operating costs and other
professional fees.

• Member, retiree and employer communications
• Benefit calculations
• Benefit disbursements
• Policy implementation
• Compliance, regulatory and plan financial reporting

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

2015		 2014

$ 34,599 $ 30,913

Alberta Local Authorities
Pension Plan Corporation
(ALAPP Corp.)		

2,085		

2,083

Actuarial fees		

252		

219

Total member service expenses		 36,936		 33,215
Member service expenses
per member
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$

151 $

140

Contributions to LAPP
In 2015, total contributions to LAPP were $2,500 (millions)

Member
Contributions 48%
Transfers from
Other Plans 1%

Employer
Contributions 51%

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, 2015 the COLA granted to retirees was
1.56 per cent. For those who retired during 2015, this
COLA was prorated. The COLA granted as of January 1,
2016 was 0.72 per cent.

Payments from LAPP
In 2015, total payments from LAPP were $ 1,345 (millions)

Refunds to
Members 22%
Transfers to
Other Plans 1%
Member Service
Expenses 3%
Pension Benefits 74%

LAPP Members, Retirees
and Employers
Based on year-end totals, LAPP has 426 employers and
a total of 244,621 active and deferred members and
Retirees. In 2015, 15,251 members joined the Plan,
1,943 re-joined the Plan, 4,203 members retired, 5,383
members deferred funds, and 6,913 members
terminated and left the Plan.
Tammy Hack
Transit Operator, City of Medicine Hat
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Activities in 2015
APS focused on the following activities in 2015 to further
enhance services to LAPP members.
• Introduced an on-line portal for retirees in March
providing LAPP retirees the convenience of an online
service. Retirees can view their monthly pension
payments and deductions, see when their next
payment is, change their personal information
(address, banking, beneficiaries) and access and print
their T4A slips. Pensioners can also provide documents
through a new secure email service, eliminating the
need to post, fax or deliver information in person.
• In October APS introduced “preliminary pension
payments” for members that have provided all the
necessary information to start their pension but need
to wait for employer information to finalize the pension.
The goal is to make the first payment within 30 days of
the pension commencement date and this was done
68% of the time in the last quarter of 2015 compared
to 28% in 2014.
• In September a new telephony system was
implemented which includes a professionally narrated
self-service menu which can be accessed 24/7, virtual
queueing which tells members the expected wait
times and allows them to opt for a callback rather than
remaining on hold and enhanced caller data to allow
APS to manage the call volumes better all at a
significantly lower cost to the plan members.
• Completed 94,014 LAPP member transactions, 9 per
cent fewer than in 2014.
• Ongoing promotion of mypensionplan.ca, a secure
website for members and pensioners to access their
pension information:
o As of December 31, LAPP had 10,434 new active
members registered on mypensionplan.ca and
64,305 members registered in total which is 34%
of the LAPP membership.
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• Continued more proactive communication between APS
and LAPP members leading to a 14 per cent decrease in
member incoming calls, going from 87,230 calls in 2014
to 74,736 in 2015.
• Achieved a client satisfaction score of 86 per cent for
the third year in a row – surpassing the APS target of
78 per cent.
• Provided 1,192 member-counselling sessions, including
640 in-house and 83 group counselling sessions.

Looking Ahead
In 2016, APS plans to:
• Complete the transformation from the “Next Generation”
project to the implementation of the new business
transformation “Compass” system which will result in
faster and more efficient benefit administration.
• Introduce a new on-line retirement wizard that will allow
members to apply for their pension virtually.
• Introduce a corporate goal to pay pensions within 30 days
of the member’s pension commencement date at least
75% of the time.
• Redesign and refresh the LAPP website for LAPP
members including direct access to “mypensionplan”.
• Provide all LAPP members a new member identifier
number that they can use from membership through to
retirement to access their member and pensioner
information online, over the phone, and in person.
• Provide employers with a new portal that gives them
greater control of their information and increased flexibility
and choice of data submission formats.
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Financial Statements
Year Ended December 31, 2015
Cheryl Bear Chief
Utility Clerk, Town of Strathmore

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, 2015, 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, 2015, 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 FCPA, FCA]
Auditor General
April 18, 2016
Edmonton, Alberta
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Statement of Financial Position
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As at December 31, 2015
Statement of Financial Position
($ thousands)
2015

2014

$34,303,557

$30,706,727

44,795
41,331
62,956
34,452,639

43,381
40,014
29,225
30,819,347

7,007
26,048
33,055

21,986
6,997
28,983

Net assets available for benefits

$ 34,419,584

$ 30,790,364

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

$35,343,000 $33,245,000
(923,416)
(2,454,636)

Pension obligation and deficit

$ 34,419,584

Net assets available for benefits
Assets
Investments (Note 3)
Contributions receivable
Employers
Employees
Accounts receivable
Total Assets
Liabilities
Accounts payable
Liability for investment purchases and expenses
Total Liabilities

$30,790,364

The accompanying notes are part of these financial statements.
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Statement of Changes in Net Assets Available for Benefits
Year ended December 31, 2015

Statements of Changes in Net Assets Available For Benefits
($ 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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2015

2014

$ 2,476,749
2,662,194
23,007
5,161,950

$ 2,372,753
3,238,702
17,617
5,629,072

1,290,744
17,355
187,695
36,936
1,532,730

1,171,417
17,976
166,284
33,215
1,388,892

3,629,220

4,240,180

30,790,364

26,550,184

$ 34,419,584

$ 30,790,364
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Statement of Changes in Pension Obligation
Year ended December 31, 2015
Statements of Changes in Pension Obligation

($ thousands)

Increase in pension obligation
Interest accrued on opening pension obligation
Benefits earned
Decrease in pension obligation
Net decrease due to actuarial assumption changes (Note 5a)
Net experience gains (Note 5b)
Benefits, transfers and interest
Net increase in pension obligation
Pension obligation at beginning of year
Pension obligation at end of year (Note 5)

2015

2014

$ 2,027,700
1,715,600
3,743,300

$ 1,948,300
1,609,500
3,557,800

53,000
270,000
1,322,300
1,645,300
2,098,000

117,000
401,100
1,206,400
1,724,500
1,833,300

33,245,000

31,411,700

$ 35,343,000

$ 33,245,000

The accompanying notes are part of these financial statements.
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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’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. (ALAPP 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, 2015 were 10.39% (2014: 10.39%) of pensionable earnings up to
the Canada Pension Plan’s Year’s Maximum Pensionable Earnings (YMPE) and 14.84%
(2014: 14.84%) of the excess for employees, and 11.39% (2014: 11.39%) of pensionable
earnings up to the YMPE and 15.84% (2014: 15.84%) of the excess for employers.
Contributions are made on pensionable earnings subject to the limit allowed under the
Income Tax Act. In 2015, this limit was $157,025 (2014: $154,250).
The contribution rates were reviewed by the Board in 2015 and, as a result, contribution
rates did not change effective January 1, 2016. Rates are to be reviewed at least once
every three years based on recommendations of the Plan’s actuary.
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
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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.
f)

TERMINATION BENEFITS AND REFUNDS TO MEMBERS

Members who terminate with at least two years of membership or pensionable service
and who are not immediately entitled to a pension may receive the commuted value for
all years of membership, with the commuted value being subject to locking-in provisions.
Any optional service purchased wholly by the member is not included in the commuted
value and is paid as contributions with interest. If the remaining member contributions
fund more than 50% of the benefit, that excess is paid as a cash refund. 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 benefit payments on the statement of changes in net assets available for
benefits.
g) OPTIONAL SERVICE AND 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. The increase is
prorated for pensions that became payable within the year.
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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 by Ministerial Order 16/2014, being the Establishment and Maintenance of Pooled
Funds, pursuant to the Financial Administration Act of Alberta, Chapter F-12, Section 45, and the
Alberta Investment Management Corporation Act of Alberta, Chapter A-26.5, Section 15 and 20.
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.
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 pool 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.
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c)

INVESTMENT INCOME

(a) Investment income is recorded on an accrual basis.
(b) Investment income is reported in the statement of changes in net assets available for benefits
and in Note 8 and includes the following items recorded in the Plan’s accounts:
i.

Income distributions from the pools, based on the Plan’s pro-rata share of total units
issued by the pools, and

ii.

Changes in fair value of units including realized gains and losses on disposal of units and
unrealized gains and losses on units determined on an average cost basis.

d) INVESTMENT EXPENSES

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

VALUATION OF PENSION OBLIGATION

The value of the pension obligation and changes therein during the year are based on an actuarial
valuation prepared by an independent firm of actuaries. The valuation is 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 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.
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NOTE 2

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES...

CONTINUED

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 invests the Plan’s assets in accordance with the Statement of Investment
Policies and Guidelines (SIP&G) approved by the Plan’s board. The fair value of the pool
PDF
named:
Annual
Report
units
is based on the Plan’s share of 2010-11
the netAFE
asset
value
of the pooled fund. The pools have
AR10-11_c1si_LAPP_05inv.pdf SubSection: Other Information Supplementary Information
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, within the ranges
INVESTMENTS
Note 3
approved for each asset class (see Note 4).
($ thousands)
Fair Value Hierarchy
Level 1
Level 2

Asset class

(a)

Level 3

2015

2014

Fair Value

Fair Value

Fixed income
Deposits and short-term
securities
Bonds, mortgages and
private debt
Inflation sensitive and
alternatives
Real estate
Real return bonds
Infrastructure
Timberland
Short horizon
Canadian equities
Global developed equities
Emerging market equities
Small cap equity
Long horizon
Private equities
Strategic, tactical and
currency investments *
Total investments

$

-

$

287,315

$

-

$

287,315

$

258,823

-

8,238,805
8,526,120

1,397,593
1,397,593

9,636,398
9,923,713

8,995,543
9,254,366

-

1,569,427
1,569,427

4,436,088
1,823,319
387,967
6,647,374

4,436,088
1,569,427
1,823,319
387,967
8,216,801

3,832,167
1,180,597
1,451,537
353,399
6,817,700

2,978,508
5,061,860
1,167,186
1,126,390
10,333,944

661,110
966,097
29,465
1,656,672

2,559,713
2,559,713

3,639,618
8,587,670
1,196,651
1,126,390
14,550,329

3,630,079
7,221,083
1,131,091
991,494
12,973,747

-

-

1,322,212

1,322,212

1,277,251

-

38,049

252,453

290,502

383,663

$ 10,333,944

$ 11,790,268

$ 12,179,345

$ 34,303,557

$ 30,706,727

* This asset class is not listed separately in the SIP&G as it relates to strategic investments and currency
overlays made on an opportunistic and discretionary basis (see Note 4).
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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 totaling $10,333,944 (2014: $9,170,658).

●● Level 2 - fair value is estimated using valuation techniques that make use of
market-observable inputs other than quoted market prices. This level includes
debt securities and derivative contracts not traded on a public exchange totaling
$11,790,268 (2014: $11,401,148). For these investments, fair value is either derived
PDF named:
2010-11 AFE Annual Rep
from a number of prices that are provided by independent pricingSubSection:
sources or
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Other
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AR10-11_c1si_LAPP_06level3VM.pdf
pricing models that use observable market data such as swap curves and credit
spreads.

INVESTMENTS
3
●● Level 3 - fair value is estimated using inputs based on Note
non-observable
market data.

This level includes private mortgages, hedge funds, private equities and inflation
* Reconciliation
Level 3 Fairtotaling
Value Measurements
sensitiveofinvestments
$12,179,345 (2014: $10,134,921).
Reconciliation of Level 3 Fair Value Measurement
($ thousands)
2015

2014

Balance, beginning of year
Investment income *
Purchases of Level 3 pooled fund units
Sale of Level 3 pooled fund units

$ 10,134,921 $ 8,708,792
1,440,772
711,949
1,635,058
1,572,871
(1,031,406)
(858,691)

Balance, end of year

$ 12,179,345

$ 10,134,921

* Investment income includes unrealized gains of $923,303 (2014: $125,607).

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:
●● Fixed income: Public interest-bearing securities are valued at the year-end closing
sale price or the average of the latest bid and ask prices quoted by an independent
securities valuation company. Private mortgages are valued based on the net
present value of future cash flows. Cash flows are discounted using appropriate
interest rate premiums over similar Government of Canada benchmark bonds
trading in the market. Private debt and loans is valued similar to private mortgages.
●● Inflation sensitive and alternatives: The estimated fair value of private real
estate investments is reported at the most recent appraised value, net of any
liabilities against the real property. Real estate properties are appraised 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 discounted cash flows. The fair value of
timberland investments is appraised annually by independent third party evaluators.
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.
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NOTE 3

INVESTMENTS

CONTINUED

●● 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.
●● Strategic, tactical and currency investments: The estimated fair value of
infrastructure investments held in emerging market countries is estimated by managers
or general partners of private equity funds and joint ventures. For tactical asset
allocations, investments in derivative contracts provides overweight or underweight
exposure to global equity and bond markets, including emerging markets. Currency
investments consist of directly held currency forward and spot contracts.
●● Foreign currency: Foreign currency transactions in pools are translated into Canadian
dollars using average rates of exchange. At year end, the fair value of investments in
other assets and liabilities denominated in a foreign currency are translated at the yearend 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.
note 4

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
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designated
as emerging markets. Forward foreign exchange contracts may be used to manage
PDF named:
currency
exposure
in connection
with securities purchased in a foreign currency (see Note 4b).
06note4.pdf
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,
INVESTMENT
RISK MANAGEMENT
Note 4
the Board
has established
the following asset mix policy ranges:
Asset Class
Fixed income
Inflation sensitive and alternatives
Short horizon
Long horizon
Strategic, tactical and
currency investments

Target Asset
Policy Mix
20 - 40%
20 - 50%
25 - 50%
3 - 9%
(a)

Actual Asset Mix
2015
($ thousands)

2014
($ thousands)

%

%

$ 9,923,713
8,216,801
14,550,329
1,322,212

29.0
24.0
42.4
3.8

$ 9,254,366
6,817,700
12,973,747
1,277,251

30.1
22.2
42.2
4.2

290,502

0.8

383,663

1.3

$34,303,557

100.0

$30,706,727

100.0

(a) In accordance with the SIP&G, AIMCo may invest up to 3% of the fair value of the Plan's investments in
strategic opportunities that are outside of the asset classes listed above. AIMCo may, at its discretion, use
currency overlays limited to a notional amount of 3% of the Plan's assets.

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
PDF named:
2011-12 AFE A
investments
reported in Note 3 is directly or indirectly impacted by credit risk to some degree. The
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majority
of investments 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
INVESTMENT
RISK MANAGEMENT
December 31, 2015:

Note 4a

2015

2014

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

ii)

91.0%
0.0%
9.0%

90.5%
0.2%
9.3%

100.0%

100.0%

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
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NOTE 4

INVESTMENT RISK MANAGEMENT

CONTINUED

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, 2015, the Plan’s share of securities loaned under this program is $1,515
million (2014: $1,992 million) and collateral held totals $1,606 million (2014: $2,105 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.
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 30.6% of the
Plan’s investments, or $10,506 million, are denominated in currencies other than the Canadian
dollar, with the largest foreign currency exposure being to the US dollar (15.4%) and the euro
(3.0%).
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the value of the Canadian dollar increased by 10% against
all other
currencies,
all other Information
variables are held constant, the potential loss to the Plan would be approximately 3.1% of total
investments (2014: 2.9%).
INVESTMENT RISK MANAGEMENT
Note 4b
The following table summarizes the Plan’s exposure to foreign currency investments held in the
pools at December 31, 2015:

($ millions)
2015

2014

Currency

Fair Value Sensitivity Fair Value Sensitivity

U.S. dollar
Euro
Japanese yen
British pound
Hong Kong dollar
Other foreign currencies (below 1%)

$

Total foreign currency investments

$ 10,506

5,270
1,027
838
690
353
2,328

$

(527) $
(103)
(84)
(69)
(35)
(233)

4,808
610
505
609
313
1,954

$

(481)
(61)
(51)
(61)
(31)
(195)

$ (1,051) $

8,799

$

(880)

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
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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 3.8% of total
investments (2014: 3.5%).
d) Price Risk

Price risk relates to the possibility that pool units will change in value due to future fluctuations
in market prices of equities held in the pools caused by factors specific to an individual equity
investment or other factors affecting all equities traded in the market. The Plan is exposed to price
risk associated with the underlying equity investments held in pools managed by 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 in fair value to the Plan would be
approximately 5.1% of total investments (2014: 5.3%).
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 accrued pension benefits obligation and exposure
toPDF
netnamed:
payables to counterparties (Note 4f).
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Use of Derivative Financial Instruments in Pooled Investment Funds

The Plan has indirect exposure to derivative financial instruments through its investment in units
CONTRACTS
NOTE
4d
ofDERIVATIVE
the pools. AIMCo
uses derivative financial instruments to cost effectively gain
access
to equity
markets in the pools, manage asset exposure within the pools, enhance pool returns and manage
interest rate risk, foreign currency risk and credit risk in the pools.
Plan's Indirect Share
($ thousands)
By counterparty

Number of
counterparties

2015

2014

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

31
20

$

144,638 $
(419,663)

114,224
(103,863)

Net fair value of derivative contracts

51

$

(275,025) $

10,361

(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 $144,638 (2014: $114,224) were to default at once.

(ii)

Cash settlements: Receivables or payables with counterparties are usually settled in cash every three months.

(iii)

Contract notional amounts: The fair value of receivables (receive leg) and payables (pay leg) and 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 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.
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DERIVATIVE CONTRACTS
NOTE 4

NOTE 4e

INVESTMENT RISK MANAGEMENT

CONTINUED
Plan's Indirect Share
($ thousands)
2015
2014

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

note 5

$

(6,391) $
(229,752)
(49,468)
10,586

93,634
(68,973)
(18,118)
3,818

$

(275,025) $

10,361

(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, 2015 deposits in futures contracts margin accounts totalled $80,147 (2014: $208,195) and
deposits as collateral for derivative contracts totalled $24,160 (2014: $31,696).

PENSION OBLIGATION
a)

ACTUARIAL VALUATION AND EXTRAPOLATION ASSUMPTIONS

An actuarial valuation of the Plan was carried out as at December 31, 2014 by Mercer (Canada)
Limited and results were then extrapolated to December 31, 2015.
The actuarial assumptions used in determining the value of the pension obligation of $35,343,000
(2014: $33,245,000) 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
PDFand
named:
2010-11
AFE Annual
retirement rates. The primary economic assumptions include the
discount
rate, Report
inflation rate
SubSection: Other Information Supplementary Information
AR10-11_c1si_LAPP_09lab.pdf
and salary escalation rate. The discount rate is based on the average from a consistent modeled
investment return, net of investment expenses, and an additive for diversification and rebalancing.
It does not assume a return for active management beyond the passive benchmark.

PENSION OBLIGATION

Note 5 a

The major assumptions used for accounting purposes were:
2015

Discount rate
Inflation rate
Salary escalation rate*

>>>> TABLE: LAPP_09LAB <<<<

Mortality rate

5.60
2.00
3.00

AR15-16_c1si_LAPP_tables / 10note4e
Local Authorities Pension Plan

2014
5.80
2.25
3.50

2014 Canadian Pension
Mortality Table (Public Sector)
with a LAPP specific multiplier

* In addition to age specific merit and promotion increase assumptions.
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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, 2015 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 2016.
b) NET EXPERIENCE GAINS (LOSSES)

Net experience gains of $270,000 (2014: $401,100) arose from differences between the
actuarial assumptions used in the 2014 valuation and 2015 extrapolation for reporting
compared to actual results.
c)

SENSITIVITY OF CHANGES IN MAJOR ASSUMPTIONS

The Plan’s future experience will differ, perhaps significantly, from the assumptions
PDF named:
2010-11 AFE Annual Report
used in the actuarial valuation and extrapolation. Any differences between the actuarial
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assumptions and future experience will emerge as gains or losses in future valuations and
will affect the financial position of the Plan.
SENSITIVITY
CHANGESofINthe
MAJOR
ASSUMPTIONS
The
following isOF
a summary
sensitivities
of the Plan’s deficiency and current service
Note
5c
cost
to changes
in assumptions used in the actuarial extrapolation at December 31, 2015:
($ 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
Current
Service Cost
as a % of
Pensionable
Earnings (1)

Increase
in Plan
Deficiency
$

1.0

2,261,200

0.8

1.0

1,502,400

1.3

(1.0)

5,359,500

3.1

PDF named:
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extrapolation was 16.93%.

NOTE 6

Deficit
DEFICIT

Note 6

($ thousands)
2015
Deficit at beginning of year
Increase in net assets available for benefits
Net increase in pension obligation
Deficit at end of year

2014

$ (2,454,636) $ (4,861,516)
3,629,220
4,240,180
(2,098,000)
(1,833,300)
$ (923,416) $ (2,454,636)
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Year ended December 31, 2015 (All dollar amounts in thousands, except per member data)

NOTE 7

CONTRIBUTIONS
Note 7
CONTRIBUTIONS
($ thousands)

Current and optional service
Employers
Employees
PDF named:
AR11-12_c1si_LAPP_16note9.pdf
Past service
Employers
Employees

2015

2014

$ 1,271,283
1,169,738

$ 1,218,973
1,123,282

11,654
24,074
$ 2,476,749

8,373
22,125
$ 2,372,753

2011-12 AFE An
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INVESTMENT INCOME

Note 8

NOTE 8

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

INVESTMENT INCOME

The following is a summary of the Plan’s investment income (loss) by asset class:
($ thousands)
Change in
2015

AR15-16_c1si_LAPP_14cont.pdf
Fixed Income
Inflation sensitive and alternatives
Real estate
Real return bonds
Infrastructure
Timberland
Short horizon
Canadian equities
Foreign equities
Long horizon
Private equities
Strategic, tactical and
currency investments

$

Income
390,316

Fair Value
$
32,230

$

Total
422,546

201,689
46,924
31,074
6,888
286,575

228,041
(10,309)
278,125
22,763
518,620

429,730
36,615
309,199
29,651
805,195

65,420
1,418,757
1,484,177

(365,327)
436,981
71,654

(299,907)
1,855,738
1,555,831

2014
Total
$ 1,195,584
321,472
140,715
85,956
(8,504)
539,639
403,083
1,116,314
1,519,397

49,671

45,212

94,883

143,016

124,269

(340,530)

(216,261)

(158,934)

$ 2,335,008

$

327,186

$ 2,662,194

$ 3,238,702

The change in fair value includes realized and unrealized gains and losses on pool
units and currency hedges. Realized and unrealized gains and losses on pool units total
$170,575 and $523,690 respectively (2014: $136,742 and $695,662 respectively). Realized
and unrealized gains and losses on currency hedges total $(380,077) and $12,998
respectively (2014: $(43,081) and $(50,730) respectively).
Income earned in pooled investment funds is distributed to the Plan daily based on the
Plan’s pro rata share of units issued by the pool. Income earned by the pools is determined
on an accrual basis and includes interest, dividends, security lending income, realized
gains and losses on sale of securities determined on an average cost basis, income and
expense on derivative contracts and writedowns of securities held in pools which are
indicative of a loss in value that is other than temporary.
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NOTE 9

INVESTMENT RETURNS, CHANGE IN NET ASSETS AND PENSION OBLIGATION
The following is a summary of investment returns (losses), and the annual change in net
assets compared to the annual change in the pension obligation and the per cent of
pension obligation supported by net assets:
2015
Increase in net assets attributed to:
Investment income
Policy benchmark return on investments
Value added (lost) by AIMCo
Total return on investments

(a)

(b)

Other sources
(c)
Per cent change in net assets
Per cent change in pension obligation

(c)

Per cent of pension obligation supported by
net assets
(a)

2014

2013
in per cent

2012

2011

6.7
1.2

12.9
(1.5)

11.0
0.3

9.5
1.6

5.2
1.5

7.9

11.4

11.3

11.1

6.7

3.9

4.6

4.8

5.2

4.5

11.8

16.0

16.1

16.3

11.2

6.3

5.8

12.8

14.6

8.9

97

93

85

82

81

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: 9.1%), ten years is
6.8% (PBR: 7.1%) and twenty years is 7.7% (PBR: 7.7%). The Plan’s actuary estimates the long-term net
investment return on assets for funding purposes to be 5.50% (2014: 5.75%).

(b)
sources includes employee and employer contributions and transfers from other
plans,
netAnnual
of benefit
PDFOther
named:
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(c)

The percentage change in net assets and the pension obligation is based on the amounts reported on the
statement of changes in net assets available for benefits and the statement of changes in pension obligation.

BENEFIT PAYMENTS
NOTE 10

Note 10

BENEFIT PAYMENTS
>>>>_c1si_LAPP_15ben.pdf Here <<<<
Retirement benefits
Disability benefits
Termination benefits
Death benefits

($ thousands)
2015
2014
$

923,324
8,294
290,712
68,414
$ 1,290,744

$

826,538
9,420
284,855
50,604
$ 1,171,417
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INVESTMENT EXPENSES
NOTE 11

Note 11

INVESTMENT EXPENSE
($ thousands)
2015
2014

Amounts charged by AIMCo for:
Investment costs

(a)

Performance based fees
GST

(a)

$

138,449

(b)

$

123,485

44,250

28,451

4,944
187,643

14,296
166,232

52

52

Amounts charged by Treasury Board and Finance for:
Investment accounting and Plan reporting
Total investment expenses
Increase in expenses

(a)

$

187,695

$

166,284

12.9%

11.2%

13.7%

16.1%

Increase (decrease) in value of investments attributed to AIMCo

1.2%

-1.5%

Investment expense as a per cent of:
Dollar earned
Dollar invested
Investment expenses per member

7.1%
0.6%
767 $

Increase in average investments under management

$

5.1%
0.6%
700

Please refer to AIMCo’s financial statements for a more detailed breakdown of the types of expenses incurred
by AIMCo. Amounts recovered by AIMCo for investment costs include those costs that are primarily nonperformance related including external management fees, external administration costs, employee salaries
and incentive benefits and overhead costs. Amounts recovered by AIMCo for performance based fees relate to
external managers hired by AIMCo.
PDF named:
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(a)

(b)

Includes 67% of GST paid during the year. In 2014 GST also includes 67% of GST recorded as a receivable in
prior years (2011-2013) which was determined to be unrecoverable and was expensed in the year.

ADMINISTRATIVE EXPENSES
NOTE 12

Note 12

ADMINISTRATIVE EXPENSES
($ thousands)

>>>> TABLE: _LAPP_17admin.pdf <<<<
General administration costs and process improvement costs
Alberta Pensions Services Corporation (APS)
Alberta Local Authorities Pension Plan Corp. (ALAPP Corp.)
Actuarial fees
Member service expenses per member

2015
$

$

34,599
2,085
252
36,936
151

2014
$

$

30,913
2,083
219
33,215
140

General administration costs and process improvement costs, including the Board costs
AR15-16_c1si_LAPP_19admin.pdf
were paid to APS and ALAPP 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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BOARD REMUNERATION

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

2015

Base
Salary
(a)

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

NOTE 13

$

Other Cash
Benefits

Other NonCash Benefits

$

$

(b)

-

-

2014
Total

(c)

$

Total

80

-

80

$

18
100

238

60

58

356

154 (e)

149
148
154

55
26
26

7
37
39

211
211
219

229 (f)
194
205

(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 six months in 2014.

(f)

This position assumed the position of Interim CEO for six months in 2014.

TOTAL PLAN EXPENSES
Total Plan expenses of investment expenses per Note 11 and member service expenses
per Note 12 are $224,631 (2014: $199,499) or $918 (2014: $840) per member and 0.65%
(2014: 0.65%) of net assets under administration.

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 $34,713,500 at December 31, 2015
(2014: $30,418,700).
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NOTE 14

CAPITAL

CONTINUED

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
totaling 7.08% of pensionable earnings shared equally between employers and employees
until December 31, 2028. The special payments have been included in the rates in effect at
December 31, 2015 (see Note 1b).
NOTE 15

COMPARATIVE FIGURES
Comparative figures have been reclassified to be consistent with 2015 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, ALAPP Corp., AIMCo and the Plan’s
actuary, and after consultation with the Board.
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For more information on
LAPP visit www.lapp.ca.
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