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

Year at a Glance

Summary of Financial Position
(As at Dec. 31, 2016)

• Net assets (what we have
after expenses): $37.7
billion
• Pension obligations (current
and future accrued pension
benefits): $38.4 billion
• Deficiency: $637 million
• Funding status: 98% funded,
up from 97% in 2015
• Total membership: 253,862
up from 244,621 in 2015

2016

2015

Net assets available
for benefits

$37,722,943

$34,419,584

Pension obligation

$38,360,300

$35,343,000

$637,357

$923,416

(thousands)

Deficiency

Membership
Dec 31, 2016

Active 157,763

• Total participating number
of employers: 417
Retirees 61,923

Deferred 34,176

Total: 253,862 members

Membership by Sector
Health 50%

Municipalities 31%

Graeme Sgrazzutti
Firefighter Paramedic, City of Lethbridge
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Education 19%

Funding Status

Pension Payments

(% funded by year)

($ millions)

Benefits $1,071

100%

Refunds to
Members $240

80%

Administrative
Expenses $39

60%

Transfers $11
40%

Total: $1,361 million

20%
79%

79%

81%

82%

85%

93%

97%

98%

75%

0%

2008 09

10

11

12

13

14

15

16

Plan Expenses
($ millions)

Governance Expenses
(ALAPP Corp.) $2.3
Alberta Pensions
Services Corp.
(APS) $36.5

Pension Contribution
and Transfers
($ millions)

Alberta Investment
Management Corp.
(AIMCo) $174.2

Members $1,251

Total: $213 million
Transfers from
other Plans $10

Administration and governance costs: $153 per
member, up from $151 per member in 2015
• APS costs to administer pension benefits: $36.5 million
• Governance expenses for overseeing the Plan: $2.2 million
• Actuarial and audit fees $0.16 million

Employers $1,342

Total: $2,603 million

Investment Costs: $686 per member, down
from $767 in 2015
• AIMCo costs to manage Plan’s funds, including
external managers: $174.2 million
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Message from the Chair

Managing a pension plan
is really about two things:
paying pensions today
and keeping the Plan
healthy over the long
term, so we can pay
pensions tomorrow.
There is a lot of
complicated analysis that comes to the Board each year
to help provide the information we need to achieve
these outcomes, but in reality our focus never changes.
Our priority remains the members of our Plan.
LAPP is a solid, stable defined benefit pension plan that
members can count on to meet their needs, year after
year, and for many decades to come. At LAPP we
measure our success not by comparing our investment
returns to other pension plans but by comparing them
to the funding needs of LAPP and the amount of
funding and investment risk we are prepared to take in
order to meet those needs.
The money we invest belongs to our members and we
take our responsibility to them very seriously. We don’t
take on risk that is not appropriate and we are always
paying attention to the world around us, assessing
how any change in our global environment might impact
the Plan.
I am confident our members can sleep well at night
knowing they can rely on their pension plan to take a
prudent approach to managing and balancing the short
and long-term needs of the Plan, while adapting to
change in a mindful way. By providing a stable and
measured response to the challenges we may face,
successive Boards and management staff at ALAPP
Corp. have made the Local Authorities Pension Plan the
huge success that it is today. I am fortunate to chair a
Board of Trustees who care so much about this Plan
and I am proud to do so.
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In 2016, we took on some significant work in reviewing
the strategic goals of the organization, setting out a new
three-year strategic plan for LAPP that begins in 2017.
You will read more about this in the pages ahead. We
adopted new vision and mission statements for the Plan
and also developed new three-year plans for
communications and stakeholder relations. We provided
information to the Minister, as we do annually, through
an enterprise-wide risk assessment. We conducted an
asset liability study and completed another annual
actuarial valuation of the Plan.
In 2017, LAPP will turn 55 years old and has so much to
look forward to in the years ahead. Looking back five
years to its 50th Anniversary, LAPP was 82% funded,
on an accounting basis, and had a total of 224,000
members. Today the Plan is 98% funded and
membership has grown by 13% to 253,862. These
improvements are the result of a steady, measured
approach that is both responsible and responsive.
I look forward to what 2017 will bring.
In 2016, we said good bye to some valued LAPP Board
members, George Walker, Chris Good and Don Seiben
and we will miss their contributions. We were fortunate
to have Barb Burton, Steve Bradshaw and Kim Craig join
us as new trustees during the year.
I would like to pass on the Board’s thanks to CEO Chris
Brown and our small team of management staff at
ALAPP Corp. who do great work for the Board and the
Plan’s members.

Darren Sander
LAPP Chair

Message from the CEO

As you read through the
pages of this Annual
Report you will see that
2016 was a successful
year for LAPP with Plan
assets growing at a faster
rate than the cost of the
pension obligation, leaving
the Plan in an improved financial position for the year.
Assets grew by 9.6% and liabilities grew by 8.5%,
resulting in a modest improvement in the Plan’s funded
status, now at 98% on an accounting basis, compared to
97% in 2015. We will know more about our true year-end
funded status after the Board completes its actuarial
valuation, which takes into account actual Plan
experience.
Investment gains were modest for the year at 5.8%, but
they were sufficient to allow us to look forward with
optimism to the day when the Plan will be fully funded
and we can plan for the future from a position of relative
strength. Our membership continues to grow at a steady
rate, up 3.8% in 2016. We now have more than 253,000
members in the Plan and we are paying pensions to
61,923 retirees.
It has been a long steady climb out of the dark hole
where we found ourselves after the global financial crisis
hit in 2008. In that year the Plan dropped from 93%
funded to 75% funded overnight. It has taken patience,
perseverance and prudent planning to get us to where
we are today. We have now emerged to where we can
clearly see the light of day and we have a strong plan for
the future, which we approach with a renewed sense of
vigour.
In preparation for what’s ahead, we focused considerable
effort in 2016 on future planning and risk assessment to
lay some important groundwork for tomorrow. You will
read about that in the pages that follow. Operating from a
position of strength provides LAPP an opportunity to
capitalize on recent gains and rebalance short and
long-term priorities.
That does not mean abandoning the strategy that got us
here, however, which was to hold on to some of our
recent gains to protect against what could easily be a
quick downturn in the market. We are now into the ninth

year of what is typically a seven-year bull market cycle,
so we need to approach the future with eyes wide open.
At LAPP, continued success is always about balance.
We balance risk and reward, costs and benefits, assets
and liabilities; and we balance the short-term needs of
today with the long-term goals of tomorrow. Our
paramount goal is to pay lifetime pensions to all
members in the Plan and that means keeping LAPP
sustainable for decades to come. We have a strong,
stable defined benefit (DB) pension plan which still
provides all original benefits to its members and has a
healthy ratio of active to retired members at 2.5/1.
Despite all the numbers you will see in this report, what
we do is not really about numbers, it is about people. It is
about our members, who pay a significant amount of
their salary toward planning for their own retirement. At
ALAPP Corp. we understand what they are giving up by
not having that money available to help with other
expenses. It is important to us that we manage their
money wisely and reward it with a pension for life.
What we do is also about our 417 participating employers
who care enough about their employees to offer a
workplace pension. They do so at a 1% premium over
what employees pay, to help them prepare for what
comes after a lifetime of work. For LAPP, getting the
numbers right, on both sides of the balance sheet, is an
important job because of the people who pay for it. It is
gratifying to work for a Board of Trustees that never loses
sight of that, and to work with a dedicated staff that puts
members first with everything they do.
In closing, I would like to acknowledge the significant
contributions of two staff members who left ALAPP
Corp. at the close of 2016: Laurence Waring, VP
Investments, and Christa Taylor, VP Pension Policy and
Funding. In 2017, we welcomed two new members to
our small executive team, Gosia Talanczuk , VP
Investment Policy and Risk Management and Phil Rivard,
VP Pension Policy and Funding.

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

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

Nominee for
Alberta Health
Services

Darren Sander, CHAIR

Terry Agoto, VICE CHAIR, AC, HRC

Nominee
for Alberta
Federation of
Labour

Nominee
for Retirees

Nominee for
Alberta Health
Service

Steve Bradshaw, BOC

Kenneth Balkwill, HRC

Nominee for
Alberta Urban
Municipalities
Association

Kim Craig, BOC

Barbara Burton, BOC, HRC

Peter Marsden, AC, HRC

Chris Good, AC

Nominee for
Health Sciences
Association of
Alberta

Nominee for
Alberta Health
Services

Don Sieben, AC

Nominee
for Alberta
School Boards
Association

Liz Thompson, HRC

George Walker, BOC

Nominee
for Alberta
Association
of Municipal
Districts and
Counties

Nominee for
United Nurses
of Alberta

John Whaley, AC

Richard West, BOC

Committee Legend
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AC

Audit Committee

Local Authorities Pension Plan

Nominee
for Alberta
Federation of
Labour

Nominee for
Management and
Out of Scope

BOC

Board Operations Committee

HRC

Human Resources and Compensation Committee

Board Discussion
and Analysis
Allen Slagel
Utility Operator, Coaldale

Board Discussion and Analysis

The LAPP Board has an important duty to the more than
253,000 LAPP members who are beneficiaries of the
Plan. It is known as a fiduciary duty and, put simply, it is
a legal obligation for the Board to always act in the best
interest of Plan members. It means the members can
have trust and confidence that the Board will manage
and protect the Plan, invest its assets wisely, and
deliver promised pensions to members when they
retire.
The Board takes its fiduciary duty very seriously.
Everything it does, throughout the course of a year, is in
fulfillment of that role. Moreover, the Board is
committed to carrying out its duties in an open and
transparent fashion that allows all members and
stakeholders an opportunity to view and assess how
well it is meeting its fiduciary obligation. It does that, in
part, by producing this annual report and a number of
other reporting documents throughout the year.
Together, these documents tell the story of LAPP. As
you read through this Board Discussion and Analysis, it
is the Board’s hope that you will see the LAPP story for
the huge success that it is. LAPP is one of the very best
defined benefit pension plans in Canada and its
members have every reason to be proud of their Plan.

Strategic Planning
No journey is likely to succeed without a road map of
some kind. From a fiduciary perspective, it is not
enough to have a general direction in mind or an
open-ended timeline for getting there. The business of
LAPP is based on strategic planning that allows the
Board to identify goals, target deliverables, set timelines
and measure progress along the way. 2016 was the end
of a five-year planning cycle for LAPP as the 2012-2016
Strategic Plan came to a close. That made 2016 a
significant planning year for the Board as it discussed
what roadmap it would need for the next leg of LAPP’s
journey.
The first step was to review the past and discuss the
challenges and opportunities ahead. The Board did this
work at a strategic planning session in August with its
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Tayler Orban
Crosswalk painter, Machine operator
City of Lethbridge

executive management team at ALAPP Corp. The result
is a new strategic plan for the organization with
refreshed, long-term vision and mission statements.
The LAPP Strategic Plan: 2017-2019 is posted on the
Plan website for all stakeholders at www.lapp.ca.
The new vision is important to discuss here because it
reflects a broader scope of accountability for the Board
than simply pledging to pay pensions to members. It
aspires to providing a better level of service by helping
members to achieve what they want in retirement. This
means supporting members to truly understand their
pensions and to plan adequately for their needs. To that
end, the Board adopted the following vision statement:

A leading pension plan helping members
achieve their retirement dreams”
Study after study reveals that a large number of
Canadians are retiring without the income they need to
support the standard of living they had anticipated.
LAPP’s Board wants members to understand exactly
how their pension works so they can plan their
retirement in advance and ensure they have enough
income, from LAPP and other sources, to meet their
retirement dreams. Studies also show that most people
do not pay any attention to their pension until they are a
few years from retirement, when it is too late to do
anything about it. LAPP’s Board seeks to engage
members early in their careers so this doesn’t happen.
The Board also refreshed its mission statement as part
of its planning process:

Manage the Plan for members and engage
stakeholders to deliver the best possible
pensions at the best possible cost”
This mission expresses the Board’s continued
commitment to do its fiduciary duty, even within the
limitations set by its current governance framework.
With LAPP’s governance structure as it exists today, the
Board must achieve its goals and its mission with
limited control and oversight capabilities. It must instead
work with other organizations, each with its own goals
and objectives, to get done what is needed for
members. This takes patience, persistence and a
commitment to excellence in enterprise-wide risk

management. Issues with respect to governance and
risk management are addressed specifically in the
pages ahead.
In order to best achieve the aspirations set out in its
vision and mission statements, the Board agreed in
2016 to set five strategic goals to guide its activities for
the next three years:
1.

Stakeholders are directly engaged within
LAPP’s current governance framework

2.

Joint sponsorship and self-governance of the
Plan are achieved

3.

LAPP is an industry leader in enterprise risk
management

4.

Appreciation and understanding of LAPP are
increased

5.

An effective organization exists to manage the
challenges facing LAPP

Each goal is strategic because it is aimed at addressing
specific gaps that were identified by the Board when
reviewing the progress and challenges of the last
planning cycle. Objectives and strategies for success
were then identified for each of the five goals and a
decision was made to follow an annual review process
to make sure the strategic goals and objectives remain
current and adaptable to changing circumstances. The
strategic plan provides direction to ALAPP Corp. and
drives the creation of the annual business plan and
budget, which identify the specific actions to be taken
in pursuit of Board goals.

Vicki Stromsmoe
Public Health Nurse, Foremost Alberta Health Services
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Renee Dube
Utility Worker, City of Medicine Hat

Plan Financial Viability
Managing a defined benefit pension plan is a careful and
constant balancing act. It requires diligent attention to
both sides of the balance sheet with a goal of ensuring
there is enough funding set aside today to cover the
cost of pensions, today and tomorrow, for everyone
currently in the Plan. As the 2016 financial statements
show, that cost is enormous, which highlights the value
of the Plan for its members. The pension obligation
(also referred to as the pension liability) was estimated
at $38.3 billion for 2016, for government accounting
purposes. That number is an estimate only at this point,
as the true cost of the Plan at Dec. 31, 2016 will not be
known until the LAPP actuary does an actuarial
valuation based on actual 2016 experience in the Plan.
However, this accounting estimate is needed to
produce a financial statement for government that
compares Plan assets (what we own) to pension
liabilities (what we owe) and report on the financial
status of the Plan at year end. It is good news that
LAPP continued to improve its financial position in 2016
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and is now 98.3% funded on an accounting basis. This
funded ratio might vary somewhat when the actuarial
valuation is completed, however, as the estimates used
when setting Plan contribution rates will be based on
actual Plan experience and not extrapolated from
previous assumptions, as explained above.
The 2016 financial statements show that LAPP ended
2016 the closest it has been to full funding in 17 years,
despite a challenging year for investment returns. The
return on investments was 5.8% in 2016 compared to
7.9% in 2015 and 11.4% in 2014. Net assets, including
contributions and transfers, totalled $37.7 billion,
resulting overall in a reduced unfunded liability of $637
million.
Another balancing act is setting contribution rates at a
level needed to provide benefit security while also not
charging more than is reasonably necessary. As the
Plan’s unfunded liability is reduced and the true cost of
funding future pensions becomes apparent, the Board
will need to have a discussion on how to rebalance
contribution rates to reflect the elimination of that debt.

Plan Funding
In 2016, the Board filed an actuarial valuation of LAPP
at Dec. 31, 2015 and a decision was made to keep
contribution rates the same for 2017 and accelerate
the funding of the unfunded liability. Rates are also
projected to remain the same for 2018, but the Board
will have another discussion about contribution rates
in 2017, when it completes its next actuarial valuation.
Each time the Board sets rates it projects two years in
advance to allow employers and members the ability
to budget ahead. The chart below shows the rates paid
by employers and employees, with employers paying
1% more.

Contribution Rates 2017
Member Rate up to $55,300 salary

10.39 %

Member Rate over $55,300 salary

14.84 %

Employer Rate up to $55,300 salary

11.39 %

Employer Rate over $55,300 salary

15.84 %

Contribution rate volatility is one of the risks the Board
tries to manage each year, because it is difficult to plan
if rates are constantly going up and down. However, the
Board acknowledges that rates are currently at the high
end and it is committed to reducing them. The timing of
rate reductions and the potential for rate volatility will be
important considerations when making these decisions
in the near future, as will the Plan’s investment
performance.

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.

To calculate how much money is needed today to cover
pension obligations in the future, the Board sets a
discount rate as part of its valuation. The discount rate
is based on the Board’s best estimate of what
investments will earn in the future with a margin added
to cover any unexpected negative experiences. Margin
is a tool used to help provide a cushion to manage
short-term fluctuations and help to keep things
balanced.
In 2016, the Board decided to lower the discount rate
again, to 5.25% from 5.50% in the previous valuation,
which slightly reduced its margin. Taking this balanced
approach to funding the Plan, it is expected the Board
can accelerate its schedule for paying down the
unfunded liability and have a discussion with
stakeholders about when it is best to gradually reduce
contribution rates and improve intergenerational equity
in the Plan.

Decisions on how to fund the plan, whether to change
contribution rates and how to keep the plan sustainable
over the long term are all discussed in the Board’s
long-term funding strategy, which is reviewed each year
at the time of completing the actuarial valuation. The
funding strategy identifies the Board’s strategic funding
objectives for the Plan to:
1.

Secure Plan benefits.

2.

Ensure financial stability of the Plan, including
stabilization of contribution rates whenever

Jeffrey Hansen
Parks Operator, Town of Coaldale
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Risk Management
Risk management underpins everything the Board does
to manage the Plan and protect its members. While
risk management is important to the long-term
sustainability of the Plan it is also important to its
short-term funding goals. One of the biggest risks in a
defined benefit pension plan is that investment income,
in any given year, may fall short of anticipated levels,
thus resulting in an unfunded liability. Another risk faced
by the Plan is undervaluing the cost of future pensions,
which is always calculated based on a number of
demographic and economic assumptions, all of which
cannot be predicted with certainty.
For the LAPP Board and management at ALAPP Corp.
this means assessing, monitoring and reviewing these
risks and others risks on a regular and ongoing basis. It
means being aware of and prepared for anticipated risks

associated with LAPP’s economic, political and
demographic environment. It also means building in
some capacity to withstand any shocks that cannot
always be anticipated or eliminated. The Board deals
with risk on an ongoing basis and has a number of tools,
processes and actions to assess the following risks:
•

Investment risk

•

Market/financial risk

•

Funding risk

•

Contribution volatility

•

Governance risk

•

Political risk

•

Partner/agency risk

•

Reputational risk

•

Fiduciary risk

•

Economic risk

•

Operational risk

•

Legal risk

The Board’s goal is to monitor, manage and mitigate
these risks, as appropriate, but it also reports annually
on these risks to the President of Treasury Board,
Minister of Finance (Minister) using a tool called the
Enterprise-Wide Risk Management Framework. The
document is a comprehensive assessment of the risks
facing LAPP and it addresses the integrated
responsibilities of all parties to the Plan, including the
Minister, who serves as the official trustee and
administrator of LAPP. The risk framework also
addresses the responsibilities and performance of the
Plan’s two key service providers: Alberta Investment
Management Corporation (AIMCo) which invests the
LAPP fund; and Alberta Pensions Services Corporation
(APS), which provides benefit administration services.

Paul Figg
Mechanic, Municipal District of Taber

12

Local Authorities Pension Plan

While there will be more discussion of these risks and
others elsewhere in this Annual Report, it is worth
noting here that a lack of governance reform remains a
key risk for the Plan. Without an improved governance
framework, the Board lacks the authority and flexibility
to quickly address other risks that arise and which
impinge on its fiduciary duty to LAPP members. An
improved governance structure for LAPP has been a
priority of the Board for longer than 20 years, yet it
remains an elusive goal.

In 2016, ALAPP Corp. prepared an environmental risk
assessment for the Board to provide information
needed to set assumptions for the valuation it would
complete later in the year. This scan is done every year
to help the Board prepare for whatever change might be
ahead by looking at a number of important factors:

is only required once every three years. This annual
practice allows ALAPP Corp. and the Board to
constantly monitor the financial health of the Plan and
respond quickly, when needed, to make adjustments
and hedge against possible future risks.

•

economic and market trends

•

changes in the pension industry

Investments

•

growth or lack of growth in the public sector

•

workforce and workplace trends

•

changing demographics

•

changing governments

The environmental scan forms the basis of a discussion
on risk appetite so the Board can make decisions on
how best to fund the Plan and keep it sustainable.
No discussion on risk is complete without
acknowledging that risk is a necessary function of
pension management and that not all risks are “bad”. In
a low-interest-rate environment like today’s, it is
necessary for the Board to take on a higher level of risk
with some investments in order to achieve return
objectives. What is important, is taking a balanced
approach to risk, understanding the nature of it, and
adopting and articulating an appropriate risk appetite.
One of the Board’s key risk management practices is to
conduct an actuarial valuation every year, even though it

In 2016, the LAPP fund grew by $3.4 billion to $37.7
billion, with investment returns accounting for most of
the growth in assets. Net investment income, after
investment expenses, totalled $2.1 billion. LAPP
generated another $1.3 billion through contributions, net
of what LAPP paid out in pension benefits, transfers and
administration expenses which accounts for the balance
of the $3.4 billion gain.
The year was a challenging one for our investment
manager, AIMCo, producing a 5.8% return on
investments for LAPP, compared with a return of $7.9%
in 2015 and 11.9% in 2014. The performance results in a
slightly negative value-add position of 15 basis points
below the Plan’s benchmark, but the performance still
increases the assets of the Plan. Assets are growing at a
faster rate than liabilities as the Plan moves close to
being fully funded. Moreover, LAPP experienced a
reduction in investment fees this year, paying 7% less
than in 2015. You can read more on fund performance in
the Investment Summary section later on in this report.

Matt Malinowski
Benefits Accounting Technician, CIty of Lethbridge
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Asset Liability Management
LAPP’s Board sets the asset mix policy for the Plan
which directs AIMCo in the types of investments it can
make. LAPP has a diversified portfolio across many
asset categories and the returns on each contribute to
the overall return on the Plan.
One of the important risks the Board manages on a
continuous basis is investment policy risk. Each year
the Board reviews its Statement of Investment Policy
and Goals (SIP&G) which, among other things, sets
out the asset mix for the Plan based on the level of
risk the Board is willing to take for an expected return
on investments.
While asset mix is part of the annual Board
discussions, a more thorough review is done once
every four or five years to determine the best asset
mix to meet the risk and return objectives of the Plan.
In 2016 the Board conducted an Asset Liability
Management study, known as the ALM, to conduct
this more thorough review.
LAPP has done several ALM studies since the
mid-1990’s. The frequency reflects both the time and

Gary Reeder
Carpenter, City of Medicine Hat
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cost of doing a study and also the view that one of the
primary outcomes of an ALM study, the asset mix,
should be focused on the long term. Doing a study
every four to five years removes the temptation to
engage in tactical asset mix calls, which may not be the
best strategy for a long-term investor like LAPP.
However, regardless of how often the study is done,
timing is a consideration as the starting point of the
study does reflect current market conditions.
In 2016 the outcome of the ALM study was to make a
few small changes to the asset mix by reallocating
weight within the Alternatives/Inflation Sensitive asset
class. The change, encompassing a move away from
real return bonds toward real estate and infrastructure,
is more cost effective at this point in time. Another
change, within Public Equities (short horizon) was to
increase weights in Emerging Markets and Small Caps,
in recognition of their potential for higher returns and
improved diversification. The changes were
incorporated in the annual review of the SIP&G, which
forms the basis of the policy that is used by AIMCo to
invest the LAPP fund.

Governance

Why is self-governance important?

The Board continues to pursue, as a high priority, its goal
to achieve self-governance for LAPP. For longer than 20
years, the Board and its stakeholders have been pressing
the provincial government to grant LAPP independence
and allow the members and employers, who pay into the
Plan, to have control of its future. This is how it is with
most public sector pension plans in Canada and how it
should be for LAPP.

There are many reasons for pursuing governance reform
but the most important reason is that without an
improved governance structure, LAPP is unable to
address some of the most serious risks facing the Plan.
Here are some of the key risks that make up what we
refer to as our “governance risk”:

After the Plan’s unfunded liability was eliminated in 1998,
the province changed the legislation governing LAPP and
absolved itself of any further financial responsibility for
the Plan. In turn, self-governance was promised but
never delivered. Under current legislation, employers and
employees who pay into the Plan bear all the financial
risk and have no final say on how to manage that risk or
the ability to respond quickly if changes are necessary to
do so.
In May 2015, a new government was elected in Alberta
and the Board held renewed hope that its continued
request for self-governance would finally yield results.
Unfortunately, despite repeated requests that LAPP be
allowed to move forward in a collaborative process to
improve governance for LAPP, there is still no progress to
report.
The Board has been very patient and respectful over the
years, while trying to get government’s attention on this
and other important matters. LAPP will continue the
same collaborative approach, but in renewing its
governance goal as part of the new strategic plan
(2017-2019), the Board will work diligently to enlist the
support of sponsors, key stakeholders and LAPP
members to advocate on behalf of self-governance for
the Plan.

Political risk
– a new government could change the Plan
at any time
– key decisions can be based on politics/ideology
instead of best practice
– business defined by “election cycle”
– business delayed by cabinet shuffles
– progress subject to by other government priorities
Inertia
- inability to make necessary change
- lack of timely decision-making
- bureaucratic processes
- critical issues remain unresolved
Cost control
- no accountability/control over administration costs
- no accountability/control over investment costs
- suboptimal oversight
Lack of authority
- those who pay have no say (members and
employers pay)
- government does not backstop the Plan
- government has full control and bears none
of the risk
- fragmented decision-making
It is the nature of a defined benefit pension plan, one
where future benefits are “defined” in advance, that
decisions need to be made quickly along the way to
ensure the Plan is properly funded, costs are
appropriately managed and risks are commensurate with
returns.
The successful long-term term sustainability of the Plan
is directly linked to true joint sponsorship with responsive
and co-ordinated decision-making processes.

Danny Doherty
Arena Maintenance Technician, City of Lethbridge
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Communications
Enhanced and improved communications were an
important focus of the Board in 2016 and will continue to
be a key success factor in achieving strategic goals over
the next few years. While it has always been a challenge
to interest Plan members in their pensions, it has become
increasingly apparent that it is a challenge that needs to
be overcome.
Academic research and newspaper headlines both reveal
alarming stories of a generation approaching retirement
unprepared for what’s ahead, burdened with debt and
facing the prospect of working years longer than planned.
There are a number of reasons for this situation, not the
least of which are problems with financial literacy,
procrastination and the fact that retirement can be very,
very expensive.
LAPP members have an advantage over many Canadians
who do not have a workplace plan and they have the extra
advantage of having a defined benefit plan that allows
them to estimate how much of a pension they will have
at retirement. LAPP pays a pension for life. No matter
how long LAPP members live, they will not outlive their
pensions. Knowing that, and having some idea of the kind
of lifestyle they want in retirement, LAPP members can
make plans to set aside other savings, if necessary, and
be fully prepared for their retirement. This is what the
Board means when it says our members are “Always a
LAPP Ahead.” This advantage comes at a price, as both
employers and members contribute significant amounts
to the Plan.
However, not all LAPP members are created equal. Some
will be with the Plan for many years and may not need
other retirement savings, others may have started later in
life and might need other savings as well. What matters is
that members understand the value of their pension and
are educated about their options. It is no longer enough to
provide employees with a pension. They need to
understand it, too.

New LAPP Website
That need to better educate has been a priority focus of
the Board in 2016 and the result is a vastly improved Plan
website that provides members with all the information
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they need to know in simple, easy to understand
language that is accessible, friendly and fun.
The website is built on a theme that sees work life and
retirement planning as a marathon race to be run, with
checkpoints along the way to the finish line, which is
retirement. The Plan website, www.LAPP.ca, introduces
members to the Plan’s new mascot, Ben E. Fit, who acts
as a mentor to members, helping them to stay “fiscally
fit” and on the inside track all the way to their “Victory
LAPP” and the prize trophy of a pension for life.

Always a LAPP Ahead

Ben E. Fit
(a.k.a. Benny Fit)

The website was developed with members in mind.
Feedback received from surveys and focus-group testing
ensured members had a say in its development and will
continue to have a say in its improvements. The site
launched in January 2017 to rave reviews, with an online
survey revealing that 95% approved of the site and 98%
said they found it easy to read. Further developments will
be added in 2017 and the year will
focus on getting members and
stakeholders to spend some time
visiting the site and learning about
the value of their pension.
ALAPP Corp. owes a big thanks to
the talented and creative team of
technology and communications
staff at Alberta Pensions Services,
who worked side by side with ALAPP Corp. for many
months to bring the vision of the new website to life. We
predict Benny Fit will become a You-Tube celebrity in no
time, as LAPP explores new ways to teach people about
their defined benefit pensions.

Stakeholder Relations
One of the biggest priorities for the Board is to continue
an ongoing interactive dialogue with stakeholders as often
as possible. Given the long-term goal of the Board, to
improve governance and achieve an official role for Plan
sponsors, every opportunity we have to seek feedback
and input from sponsors is important to the Board and
management at ALAPP Corp.
It is the people and organizations who pay for the Plan
through contributions, the members and the employers,
who we refer to as our Plan sponsors. Our stakeholders
are their spokespersons – the representatives of the 417
employers and dozens of unions and associations who
care about the 250,000+ members of our Plan. LAPP is
lucky to have a solid group of these stakeholders who
come together from across the province twice a year to
meet with the Board as members of the LAPP
Stakeholder Consultation Group, or SCG. This group of
about 60 people have been actively engaged in learning
more and more about the Plan over the past decade and
are a great discussion forum for LAPP.
Recognizing the value that has come from interacting with
this dedicated group of individuals, the Board is looking to
formalize the relationship a little more in 2017 by forming
a smaller advisory body for LAPP to call on when sponsor
input to a decision is needed. This will be a focus of 2017
as the Board pursues its strategic goal to engage
stakeholders in a “better” governance framework until it
achieves the “best” model of governance – an
independent, jointly-sponsored Plan that has a place at the
table for sponsors who bear the risks and pay for the Plan.

Benefit Administration
Alberta Pensions Services Corporation (APS) is a crown
corporation of the government of Alberta and one of the
key service providers for LAPP. APS administers the
pension benefit for LAPP, its biggest client, as well as a
few other public sector plans in Alberta. APS has been
delegated its responsibilities by government and is
responsible for paying pensions to members, helping
members keep their benefits up to date and working with

employers to ensure member information is accurate, as
well as many other important functions.
APS had a very busy and successful year in 2016 by fully
implementing a technology transformation that has
improved the automation of many services, resulting in
enhanced service to pension clients and improved
delivery times for pension transactions. This was a project
that has been a few years in the making and should
revolutionize the work that APS does, a lot of which used
to be done manually.
LAPP’s share of the APS annual budget, operating and
capital, is about 70%, being that LAPP is the largest client
by membership size. Although LAPP has no authority over
setting the APS budget, it does monitor the spending and
the work of APS, on behalf of the LAPP members, who
are paying for this service.
One of LAPP’s strategic goals is 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. ALAPP Corp.
works collaboratively with APS to monitor its performance
and to measure its progress based on measures APS sets
for itself.
APS provides 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 thirdparty benchmarking firm which provides annual reports on
how APS measures up to similar pension administrators
across a number of different measures. APS rates well
on many measures, including cost efficiency, with some
room for improvement in other areas. You can read more
about APS in the section of the Annual Report called
Benefit Administration.
The Board and ALAPP Corp. continue to work
collaboratively with both of its key service providers and
with the Minister’s staff in Alberta Treasury Board and
Finance to provide members with a pension plan that is
stable, sustainable and will meet needs for years to come.
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Retiring Trustees

LAPP Facts

LAPP says thank you and bids farewell to:

45.5

Average age of all retirees in 2016

71.8

Average yearly pension paid out (Gross)

$ 21,129

Average retirement age in 2016

62.3

Percentage increase in membership over 2015 3.8%

Nominee for
Management and
Out of Scope

Chris Good, AC

Average age of LAPP active members

Board Attendance in 2016
Name

Nominee for
Alberta Health
Services

Don Sieben, AC

2016 Attendance

T. Agoto

100%

K. Balkwill

85%

S. Bradshaw

71%

B. Burton

100%

K. Craig

100%

C. Good

100%

P. Marsden

100%

D. Sander

85%

D. Sieben

100%

L. Thompson

85%

G. Walker

85%

R. West

100%

J. Whaley

85%

1

2

Nominee
for Alberta
School Boards
Association

George Walker, BOC

Committee Legend
AC Audit Committee
BOC Board Operations Committee
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The calculations above are for Board meetings only and do not include
Committee meetings.
1

Resigned from the Board March 11, 2016

2

Resigned from the Board November 18, 2016

Investment
Summary
Mollie Habke
HR Manager, Town of Coldale, with Gord, Coaldale Birds of Prey Centre

Investment Summary
Highlights

Market Value - Investments

INVESTMENT PERFORMANCE

(in billions)

Investment Management Structure

$40

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.

$30

$20

$10
$22.8

$26.5

$30.7

$34.3

$37.7

$

2012

2013

2014

2015

2016

Investments: $37.7 billion

Actual Returns by Year (%)

Return on investments: 5.8 %

15%

Investment income: $2.2 billion
Investment expenses: $174 million

10%

Market Review
5%
7.9%

5.8%

14

15

16

Actual Return
(*annualized)

7.1%

11.4%

13

6.4%

11.3%

12

10.4%

11.1%
0%

4

10

20

Yrs* Yrs* Yrs*

LAPP Discount Rate 5.25%

Long-term Investment Return Expectation
For funding purposes, the LAPP Board reduced
the expected future long-term investment return
for LAPP to 5.25% per annum, down 0.25% from
5.50% per annum. By comparison, LAPP’s actual
return over the past twenty years is 7.1% per
annum.
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The year started out weak, with LAPP losing 0.9% on its
investments in the 1st quarter. A stronger Canadian dollar
in the early part of the year contributed to the negative
returns on foreign investments. Investment markets
recovered and the Canadian dollar weakened slightly in the
2nd and 3rd quarters, resulting in LAPP’s investments
gaining 2.7% and 3.6% respectively. Following decisions
by OPEC to cut oil production (which pushed oil prices
higher) and the US Federal Reserve to increase interest
rates, bond yields increased, resulting in negative fixed
income returns, lowering the Plans overall returns going
into the end of the year. In the 4th quarter, LAPP earned
0.4% on its investments bringing the total year-to-date
return to 5.8%.

Table of Investment Returns
December 31, 2016								
Compound
				 Asset		Annual Returns %		
Annualized
Asset/Sub-asset category		 Fair Value
Mix
2016
2015
2014
2013
Return
Benchmark		 (in millions)
(%)					
4 yr
Fund
$
37,699.9
100.0
Policy 		
		
CPI				

5.8
6.0
1.2

7.9
6.7
1.4

11.4
12.9
2.0

11.3
11.0
0.9

9.1
9.1
1.4

Fixed Income		
11,051.4
29.3
Fixed Income Index		
		

2.6
1.5

4.3
4.1

14.6
14.5

(2.8)
(5.0)

4.5
3.6

Short Term and Cash		
470.5
1.3
0.9
FTSE TMX 91-Day T-Bill Index			
0.5
Universe Bonds		
2,315.5
6.1
3.3
Private Mortgages		
1,095.7
2.9
1.9
Private Debt and Loan		
233.5
0.6
4.4
FTSE TMX Universe Bond Index				 1.7
Long Bonds		
6,936.2
18.4
2.4
FTSE TMX Long-term Government Bond Index			
1.3

0.9
0.6
4.1
5.1
6.1
3.5
4.1
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)

1.0
0.8
4.4
4.3
n/a
3.1
4.8
3.8

5.2
5.2

10.6
7.8

8.3
12.5

6.6
6.9

7.0
7.5

3.4
2.9
4.3
5.8
7.8
5.7
10.0
5.7

3.0
2.8
10.3
8.0
19.9
5.8
7.6
10.0

13.5
13.2
8.5
7.1
7.3
20.7
(2.9)
13.7

(12.5)
(13.1)
12.3
10.9
4.2
17.7
28.4
8.0

1.4
1.0
8.3
7.9
7.5
12.3
10.0
9.3

9.3
9.6

11.2
8.2

12.7
12.2

27.3
24.8

14.9
13.5

Canadian Equity		
4,193.1
11.1
19.8
S&P/TSX Capped Composite Index			
21.1
Global Equity 		
9,294.9
24.7
4.8
MSCI World Index			
3.8
Emerging Markets		
1,297.1
3.4
8.7
MSCI Emerging Markets Index			
7.3
Small Cap Equity		
1,270.5
3.4
12.1
Index		
		 18.5

(7.4)
(8.3)
21.8
18.9
6.2
2.0
13.6
7.7

12.4
10.6
13.4
14.4
10.4
6.6
9.8
6.6

15.2
13.0
36.4
35.3
5.4
4.0
41.9
29.3

9.5
8.5
18.5
17.6
7.6
5.0
18.7
15.2

Long Horizon - Private Equity		
1,089.0
2.9
CPI + 6.5% (5 year rolling average)				
			
Strategic Opportunities and Tactical Allocations
and Currency Hedges		
303.7
0.8

(2.2)
7.7

(9.4)
4.8

7.3
13.7

2.0
33.4

(1.7)
14.4

n/a

n/a

n/a

n/a

n/a

Strategic Opportunities		
Tactical Asset Allocations		
Currency Hedges		

(3.2)
13.1
n/a

42.8
49.7
n/a

16.0
(46.7)
n/a

9.0
(5.3)
n/a

16.6
(3.9)
n/a

Inflation Sensitive and Alternatives		
9,200.2
24.4
Inflation sensitive and Alternative Index			
Real Return Bonds		
1,743.2
4.6
FTSE TMX Real Return Bond Index				
Real Estate		
4,710.7
12.5
IPD Large Institutional All Property Index		
Infrastructure		
2,320.5
6.2
CPI + 4.5% (5 year rolling average)
		
Timberland		
425.8
1.1
CPI + 4.5% (5 year rolling average)				
					
Short Horizon		
16,055.6
42.6
Short Horizon Index				

271.7
31.5
0.5

0.7
0.1
0.0
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LAPP Investment Summary

Gary Gettman
Deputy Fire Chief
Town of Coaldale

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.
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.
In 2016, AIMCo lost value of 0.2% from the marketbased policy benchmark of 6.0%. Over a four year
period, the value return from AIMCo was 0.0% 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
0.3% and 0.0% respectively.

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
of investments. The Board entrusts the proxy voting
function to AIMCo. Research and proxy voting have
22
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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.

Investment Expenses

Investment expenses as a percentage of net
assets are provided in the chart below:
(in millions)

2016

2015

Amounts charged by AIMCo for:			
Investment costs
$ 152.3
$138.5
Performance based fees
16.4
44.3
Investment expense before GST

168.7

182.8

5.4

4.9

Total investment
expense including GST

$174.1

$187.7

(Decrease) Increase in investment
expense before GST

(7.7%)

20.2%

Increase in average investments
under management

10.8%

13.7%

(Decrease) Increase in value of
investments attributed to AIMCo

(0.2%)

1.2%

7.8%

7.1%

0.5%

0.6%

GST

Investment expense as a
percent of each:
Dollar earned
Dollar invested

Benefit
Administration
Chad Eggerbrecht
Machine Operator, Cemetery, Lethbridge

Benefit Administration

Alysha Smith
Arts and Culture Co-ordinator, Coaldale

Administration of LAPP Benefits

LAPP Member Services Expenses

Alberta Pensions Services Corporation (APS) provides
pension services as directed under a Pension Services
Agreement with the President of Treasury Board and
Minister of Finance (the Minister), on behalf of the Local
Authorities Pension Plan (LAPP)

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 Corporation (ALAPP
Corp.) costs include remuneration to senior officials and
the Board members.

Services include:
• Contributions management
• Member, pensioner and employer information
management
• Communications on the pension benefit

LAPP’s share of APS’ costs were $36 million in 2016.
Based on average membership, LAPP’s per member
service expense is $153 which includes APS’ operating
costs, ALAPP Corp. operating costs and other professional
fees.

• Benefit calculations
• Benefit disbursements
• Policy development and implementation
APS is a Crown corporation of the Alberta Government
and the Minister is the single shareholder. APS is
governed by its own Corporate Board of Directors and
provides benefit administration services to other public
sector plans in Alberta. It pays pensions to members,
operates a call centre for Plan members and provides
one-on-one and group counseling to members about their
pensions when needed.
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Member Service Expenses
($ thousands)		
Alberta Pensions Services
Corporation (APS)

2016		 2015

$ 36,466 $ 34,599

Alberta Local Authorities
Pension Plan Corporation
(ALAPP Corp.)		

2,182		

2,085

Actuarial fees		

165		

252

Total member service expenses		 38,813		 36,936
Member service expenses
per member

$

153 $

151

LAPP Members, Pensioners
and Employers
Based on year-end totals, LAPP has 417 employers and
a total of 253,862 active and deferred members and
pensioners. In 2016, 10,753 members joined the Plan,
2,510 re-joined the Plan, 3,490 members retired, 4,348
members deferred funds, and 4,155 members
terminated and left the Plan.

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, 2016 the COLA granted to pensioners
was 0.72 per cent. For those who retired during 2016, this
COLA was prorated. The COLA granted as of January 1,
2017 was 0.78 per cent.

Contributions to LAPP
In 2016, total contributions to LAPP were
almost $ 2,603 (millions)

Member
Contributions 48%
Transfers from
Other Plans 0%
Employer
Contributions 52%

Payments from LAPP
In 2016, total payments from LAPP were $ 1,361 (millions)

Refunds to
Members 17%
Transfers to
Other Plans 1%
Member Service
Expenses 3%
Pension Benefits 79%

Bronwyn Jesse
Payroll HR Manager, City of Lethbridge

2016 Annual Report

25

Benefit Administration

Activities in 2016
APS focused on the following activities in 2016 to further
enhance services to our valued LAPP clients:
• APS staff worked with ALAPP management to launch
a new award-winning website for LAPP members,
which provides a clear understanding of LAPP benefits
and uses simple words and brightly colored graphics to
explain the value of a LAPP pension to members. The
website is at www.lapp.ca
• In May, APS went live with its new pension
administration system which is called Compass. This
system automated many processes which were
previously done manually and also has a workflow
distribution centre embedded in it for tracking and staff
assignments.
• The Compass implementation also provided LAPP
employers with a new portal meant to offer greater
control of their information and increased flexibility and
choice of data submission formats.
• APS introduced a new and enhanced mypensionplan
website for active members in May with almost tens
of thousands of LAPP members already registering.
• The new portal provides a more robust pension
estimator which has seen more than 120,000 pension
estimates done to date.

Jared Boucher
Firefighter Paramedic, City of Lethbridge
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• Mypensionplan includes the ability to exchange
documents by secure e-mail for both pensioners and
members.
• Usage to date shows this secure form of
communications is very appreciated by members, who
previously had to mail or fax their information.
• Created an on-line retirement wizard named Pension
Ease that will be piloted in 2017.
• Introduced an outbound team to proactively walk
members through the retirement process.

Looking Ahead
In 2017, APS plans to:
• Complete the transition to the new Compass system
which will guide our valued LAPP clients to faster and
more efficient benefit administration.
• Go live with a new on-line retirement wizard that will
allow members to apply for their pension virtually.
• Continue to monitor the corporate goal to pay pensions
within 30 days of the member’s pension
commencement date at least 77% of the time.
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Financial Statements
Year Ended December 31, 2016
Vic Kaminski
Leadhand Powerlineman, City of Lethbridge

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, 2016, 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, 2016, 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 20, 2017
Edmonton, Alberta
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Statement of Financial Position

2010-11 AFE Annual Report
SubSection: Other Information Supplementary Information

As at December 31, 2016
Statement of Financial Position
($ thousands)
2016

2015

$37,699,945

$34,303,557

20,017
18,927
36,536
36,500
37,811,925

44,795
41,331
26,049
36,907
34,452,639

49,883
39,099
88,982

7,007
26,048
33,055

net assets available for benefits

$ 37,722,943

$ 34,419,584

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

$38,360,300 $35,343,000
(637,357)
(923,416)

Pension obligation and deficit

$ 37,722,943

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

$34,419,584

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, 2016

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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2016

2015

$ 2,592,882
2,235,919
9,642
4,838,443

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

1,311,067
11,047
174,157
38,813
1,535,084

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

3,303,359

3,629,220

34,419,584

30,790,364

$ 37,722,943

$ 34,419,584

PDF named:
AR10-11_c1si_LAPP_03soclab.pdf
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Statement of Changes in Pension Obligation
Year ended December 31, 2016
Statements of Changes in Pension Obligation

($ thousands)

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

2016

2015

$ 2,027,700
1,733,200
701,300
4,462,200

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

95,800
1,349,100
1,444,900
3,017,300

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

35,343,000

33,245,000

$ 38,360,300

$ 35,343,000

The accompanying notes are part of these financial statements.
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Notes to the Financial Statements
Year ended December 31, 2016 (All dollar amounts in thousands, except per member data)

note 1

SUMMARY DESCRIPTION OF THE PLAN
The following description of the Local Authorities Pension Plan (the Plan) is a summary
only. For a complete description of the Plan, reference should be made to the Public
Sector Pension Plans Act, Revised Statutes of Alberta 2000, Chapter P-41, and the Local
Authorities Pension Plan Alberta Regulation 366/93, as amended. Unless otherwise
stated, all terms that are not defined below have the meaning prescribed to them in the
Plan. Should anything in Note 1 or the financial statements conflict with the legislation, the
legislation shall apply.
a)

GENERAL

The Plan is a contributory defined benefit pension plan for eligible employees of local
authorities and approved public bodies. These include cities, towns, villages, municipal
districts, hospitals, school divisions, school districts, colleges, technical institutes and
certain commissions, foundations, agencies, libraries, corporations, associations and
societies. The Plan is a registered pension plan as defined in the Income Tax Act. The
Plan’s registration number is 0216556. The Alberta President of Treasury Board, 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, 2016 were 10.39% (2015: 10.39%) of pensionable earnings up to
the Canada Pension Plan’s Year’s Maximum Pensionable Earnings (YMPE) and 14.84%
(2015: 14.84%) of the excess for employees, and 11.39% (2015: 11.39%) of pensionable
earnings up to the YMPE and 15.84% (2015: 15.84%) of the excess for employers.
Pensionable earnings is subject to a limit ( the salary cap) to ensure the pension accrual is
not greater than the maximum pension benefit limit allowed under the Income Tax Act. In
2016, the pensionable earnings limit was $160,970 (2015: $157,025).
The contribution rates were reviewed by the Board in 2016 and, as a result, contribution
rates did not change effective January 1, 2017. 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, up to the average salary cap
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for the same period. The maximum pensionable service allowable under the Plan is 35
years. Unreduced pensions are payable to members at retirement who have attained age
65, or have attained age 55 and the sum of their age and years of pensionable service
equals at least 85. Reduced pensions are payable to members at age 55 or older retiring
early with a minimum of two years of membership or pensionable service.
d) DISABILITY BENEFITS

Pensions may be payable to members who become totally disabled and retire early with at
least two years of membership or pensionable service. Reduced pensions may be payable
to members who become partially disabled and retire early with at least two years of
membership or pensionable service.
e)

DEATH BENEFITS

Death benefits are payable on the death of a member. If the member has at least two
years of membership or 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 membership or 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 or pensionable service 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) FUTURE CHANGES IN ACCOUNTING POLICY

In July 2014 the International Accounting Standard Board issued the accounting standard IFRS
9 – Financial Instruments (effective for annual periods beginning on or after January 1, 2018)
to replace International Accounting Standard (IAS) 39 – Financial Instruments: Recognition
and Measurement and establishes principles for the financial reporting of financial assets and
financial liabilities that will present relevant and useful information to users of financial statements.
Management is currently assessing the impact of this standard on the financial statements.
c)

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
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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.
d) 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:

e)

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.

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.
f)

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.
g) MEASUREMENT UNCERTAINTY

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.
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NOTE 2

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES...

CONTINUED

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.
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.
h) 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
units is based on the Plan’s share of the net asset value of the pooled fund. The pools have
a market based unit value that is used to allocate income to participants of the pool and
to value purchases and sales of pool units. AIMCo is delegated authority to independently
purchase and sell securities in the pools and Plan, and units of the pools, within the ranges
approved for each asset class (see Note 4).
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InVeSTMenTS

Note 3
($ thousands)
Fair Value Hierarchy
Level 1
Level 2

Asset class

(a)

Level 3

2016

2015

Fair Value

Fair Value

Fixed income
Deposits and short-term
securities

$

Bonds, mortgages and
private debt

$

470,535

$

-

$

470,535

$

287,315

-

9,251,700
9,722,235

1,329,189
1,329,189

10,580,889
11,051,424

9,636,398
9,923,713

-

1,743,228
1,743,228

4,710,660
2,320,542
425,824
7,457,026

4,710,660
1,743,228
2,320,542
425,824
9,200,254

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

3,814,107
5,104,322
1,254,056
1,270,489
11,442,974

345,602
1,243,923
43,054
1,632,579

33,362
2,946,658
2,980,020

4,193,071
9,294,903
1,297,110
1,270,489
16,055,573

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

-

-

1,088,988

1,088,988

1,322,212

-

31,978

271,728

303,706

290,502

$ 11,442,974

$ 13,130,020

$ 13,126,951

$ 37,699,945

$ 34,303,557

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

-

* 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).

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 $11,442,974 (2015: $10,333,944).
●● 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
$13,130,020 (2015: $11,790,268). For these investments, fair value is either derived
from a number of prices that are provided by independent pricing sources or from
pricing models that use observable market data such as swap curves and credit
spreads.
●● Level 3 - fair value is estimated using inputs based on non-observable market data.
This level includes private mortgages, hedge funds, private equities and inflation
sensitive investments totaling $13,126,951 (2015: $12,179,345).
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InVeSTMenTS
NOTE 3

note 3

* Reconciliation of Level 3 Fair Value Measurements
INVESTMENTS

CONTINUED

Reconciliation of Level 3 Fair Value Measurement
($ thousands)
2016

2015

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

$ 12,179,345 $ 10,134,921
646,166
1,440,772
2,314,456
1,635,058
(2,013,016)
(1,031,406)

Balance, end of year

$ 13,126,951

$ 12,179,345

* Investment income includes unrealized (loss) gains of $(387,314) (2015: $923,303).

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.
●● 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.
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●● Foreign currency: Foreign currency transactions in pools are translated into Canadian
dollars using average rates of exchange. At year end, the fair value of investments in other
assets and liabilities denominated in a foreign currency are translated at the year-end
exchange rates.
●● Derivative contracts: The carrying value of derivative contracts in a favourable and
unfavourable position is recorded at fair value and is included in the fair value of pooled
investment funds (see Note 4f). The estimated fair value of equity and bond index swaps
is based on changes in the appropriate market-based index net of accrued floating rate
interest. Interest rate swaps and cross-currency interest rate swaps are valued based
on discounted cash flows using current market yields and exchange rates. Credit default
swaps are valued based on discounted cash flows using current market yields and
calculated default probabilities. Forward foreign exchange contracts and futures contracts
are valued based on quoted market prices. Options to enter into interest rate swap
contracts are valued based on discounted cash flows using current market yields and
volatility parameters which measure changes in the underlying swap. Warrants and rights
are valued at the year-end closing sale price or the average of the latest bid and ask prices
quoted by an independent securities valuation company.
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 designated
as emerging markets. Forward foreign exchange contracts may be used to manage currency
exposure in connection with securities purchased in a foreign currency (see Note 4b).
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NOTE 4
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Actuarial liabilities of the Plan are primarily affected by the long-term real rate of return expected to
be earned on investments. In order to earn the best possible return at an acceptable level of risk,
the Board has established the following asset mix policy ranges:
InVeSTMenT RISK MAnAGeMenT

Asset Class
Fixed income
Inflation sensitive and alternatives
Short horizon
Long horizon
Strategic, tactical and
currency investments

note 4

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

Actual Asset Mix
2016
($ thousands)

%

2015
($ thousands)

%

$11,051,424
9,200,254
16,055,573
1,088,988

29.3
24.4
42.6
2.9

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

29.0
24.0
42.4
3.8

303,706

0.8

290,502

0.8

$37,699,945

100.0

$34,303,557

100.0

(a)

(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 their discretion,
invest the funds in currency overlays.

a) Credit Risk

i)

Debt securities

The Plan is indirectly exposed to credit risk associated with the underlying debt securities held in
the pools managed by AIMCo. Counterparty credit risk is the risk of loss arising from the failure
of a counterparty to fully honour its financial obligations. The credit quality of financial assets is
generally assessed by reference to external credit ratings. Credit risk can also lead to losses when
issuers and debtors are downgraded by credit rating agencies usually leading to a fall in the fair
value of the counterparty’s obligations. Credit risk exposure for financial instruments is measured
by the positive fair value of the contractual obligations with counterparties. The fair value of all
investments
reported in Note 3 is directly or indirectly impacted by credit risk to some degree. The2011-12 AFE
PDF
named:
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SubSection:
Information
majority of investments in debt securities are with counterparties with credit
ratings Other
considered
to Supplementa
be investment grade.
The table below summarizes these debt securities by counterparty credit rating at
InVeSTMenT RISK MAnAGeMenT
note 4a
December 31, 2016:
Credit rating
Investment Grade (AAA to BBB-)
Speculative Grade (BB+ or lower)
Unrated

ii)

2016

2015

90.8%
0.0%
9.2%

91.0%
0.0%
9.0%

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 to credit risk on
derivatives is reduced by entering into master netting agreements and collateral agreements with
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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, 2016, the Plan’s share of securities loaned under this program
is $4,373,975 (2015: $1,514,646) and collateral held totals $4,633,352 (2015: $1,605,618).
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 29.3%
(2015: 30.6%) of the Plan’s investments, or $11,045,087 (2015: $10,506,353), are denominated in
currencies other than the Canadian dollar, with the largest foreign currency exposure being to the
US dollar, 15.7% (2015: 15.4%) and the Euro, 2.9% (2015: 3.0%).
Annual Report
IfPDF
thenamed:
value of the Canadian dollar increased by 10% against all other currencies, 2011-12
and all AFE
other
AR11-12_c1si_LAPP_09note4b.pdf
SubSection: Other Information Supplementary Information
variables are held constant, the potential loss to the Plan would be approximately 2.9% of total
investments (2015: 3.1%).
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MAnAGeMenT
note
4b
The
following table
summarizes
the Plan’s exposure
to foreign
currency investments held in the
pools at December 31, 2016:
($ thousands)
2016
Currency

c)

Fair Value

2015

Sensitivity

Fair Value

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

$ 5,894,661
1,103,537
858,556
619,024
2,569,309

$

(589,466) $ 5,269,554
(110,354)
1,027,267
(85,856)
837,532
(61,902)
689,519
(256,931)
2,682,481

Total foreign currency investments

$ 11,045,087

$ (1,104,509) $ 10,506,353

Sensitivity
$

(526,955)
(102,727)
(83,753)
(68,952)
(268,248)

$ (1,050,635)

Interest Rate Risk

The Plan is exposed to interest rate risk associated with the underlying interest-bearing
securities held in the pools managed by AIMCo. Interest rate risk relates to the possibility
that the investments will change in value due to future fluctuations in market interest rates. In
general, investment returns from bonds and mortgages are sensitive to changes in the level of
interest rates, with longer term interest-bearing securities being more sensitive to interest rate
changes than shorter-term bonds. If interest rates increased by 1%, and all other variables are
held constant, the potential loss in fair value to the Plan would be approximately 3.8% of total
investments (2015: 3.8%).
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NOTE 4

INVESTMENT RISK MANAGEMENT

CONTINUED

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 5.3% of total investments (2015: 5.1%).
e)

Liquidity Risk

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

f)
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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 of
the
pools. AIMCo
uses derivative financial instruments to cost effectively gain
access
to equity
DeRIVATIVe
COnTRACTS
nOTe
4d
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
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Number of
counterparties

2016

2015

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

45
11

$

194,786 $
(81,153)

144,638
(419,663)

net fair value of derivative contracts

56

$

113,633

(275,025)

$

(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 $194,786 (2015: $144,638) 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.

Local Authorities Pension Plan
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DeRIVATIVe COnTRACTS

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 4e

Plan's Indirect Share
($ thousands)
2016
2015
$

91,979 $
18,664
(10,652)
13,642

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

$

113,633

(275,025)

$

(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, 2016 deposits in futures contracts margin accounts totalled $81,967
(2015: $80,147) and deposits as collateral for derivative contracts totalled $9,816 (2015: $24,160).

(vi)

note 5

PENSION OBLIGATION
a)

ACTUARIAL VALUATION AND EXTRAPOLATION ASSUMPTIONS

An actuarial valuation of the Plan was carried out as at December 31, 2015 by Mercer
(Canada) Limited and results were then extrapolated to December 31, 2016.
The actuarial assumptions used in determining the value of the pension obligation of
$38,360,300 (2015: $35,343,000) reflect management’s best estimate, as at the valuation
and extrapolation date, of future economic events and involve both economic and noneconomic assumptions. The non-economic assumptions include considerations such as
mortality as well as withdrawal and retirement rates. The primary2010-11
economic
assumptions
PDF named:
AFE Annual
Report
include the discount rate, inflation rate and
salary escalation
rate.Supplementary
The discount
rate is
SubSection:
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AR10-11_c1si_LAPP_09lab.pdf
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:
Discount rate
Inflation rate
Salary escalation rate*
Mortality rate

AR16-17_c1si_LAPP_tables / 10note4e

2016
5.50
2.00
3.00

%

2015
5.60
2.00
3.00

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

Printed to PDF on: 1/20/2017 / 11:47 AM

* In addition to age specific merit and promotion increase assumptions.
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NOTE 5

PENSION OBLIGATION

CONTINUED

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, 2016 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 2017.
b) NET EXPERIENCE GAINS

Net experience gains of $95,800 (2015: $270,000) arose from differences between the
actuarial assumptions used in the 2015 valuation and 2016 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
SubSection: Other Information Supplementary Information
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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, 2016:
($ 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
(1)

Increase
in Plan
Deficiency
$

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

1.0

2,452,300

0.9

1.0

1,646,000

1.5

(1.0)

5,832,300

3.3

The current service cost as a percentage of pensionable earnings as determined by the December 31, 2016
extrapolation was 17.21%.
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Deficit

Note 6

DEFICIT
($ thousands)
2016

Deficit at beginning of year
Increase
in net assets available for benefits
PDF named:
Net
increase in pension obligation
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Deficit at end of year

NOTE 7

2015

$

(923,416) $ (2,454,636)
3,303,359
3,629,220
2010-11 AFE Annual
Report
(3,017,300)
(2,098,000)
SubSection: Other Information
Supplementary
Information
$ (637,357) $
(923,416)

COnTRIBUTIOnS
note 7

CONTRIBUTIONS

($ thousands)

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

2015

$ 1,330,104
1,227,828

$ 1,271,283
1,169,738

11,405
23,545
$ 2,592,882

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

2011-12 AFE
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InVeSTMenT InCOMe

note 8

NOTE 8

2016

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

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

($ thousands)
Change in
2016

AR16-17_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
$
711,614

2015

Fair Value
$ (437,568) $

Total
274,046

(86,030)
(44,261)
(153,902)
49,120
(235,073)

224,331
58,071
173,879
41,184
497,465

252,718
874,688
1,127,406

440,442
(100,394)
340,048

693,160
774,294
1,467,454

89,515

(89,285)

230

(5,854)

2,578

310,361
102,332
327,781
(7,936)
732,538

$ 2,655,219

AR16-17_c1si_LAPP_tables.xlsx / 13deficit

TRUE

$

(3,276)

(419,300) $ 2,235,919

$

Total
422,546
429,730
36,615
309,199
29,651
805,195
(299,907)
1,855,738
1,555,831
94,883
(216,261)

$ 2,662,194
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NOTE 8

INVESTMENT INCOME	

CONTINUED

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
$121,732 and $(535,286) respectively (2015: $170,575 and $523,690 respectively).
Realized and unrealized gains and losses on currency hedges total $(54,929) and $49,183
respectively (2015: $(380,077) and $12,998 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.
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:
2016
Increase in net assets attributed to:
Investment income
Policy benchmark return on investments
Value (lost) added 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)

2015

2014
in per cent

2013

2012

6.0
(0.2)

6.7
1.2

12.9
(1.5)

11.0
0.3

9.5
1.6

5.8

7.9

11.4

11.3

11.1

3.8

3.9

4.6

4.8

5.2

9.6

11.8

16.0

16.1

16.3

8.5

6.3

5.8

12.8

14.6

98

97

93

85

82

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 9.5% (PBR: 9.2%), ten years is
6.1% (PBR: 6.4%) and twenty years is 7.1% (PBR: 7.1%). The actuarial funding valuation of the Plan as at
December 31, 2016 includes an estimate of the long-term net investment return on assets, less a margin for
adverse deviation, of 5.25% (2015: 5.50%).

(b) Other
PDF
named:
2011-12
AFE
Report
sources includes employee and employer contributions and transfers from other
plans,
netAnnual
of benefit
AR11-12_c1si_PSPP_13ben.pdf
payments, transfers to other plans and administrationSubSection:
expenses. Other Information Supplementary Information
(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
($ thousands)
2016
2015
Retirement benefits
Disability benefits
Termination benefits
Death benefits
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$ 1,005,634
8,315
240,330
56,788
$ 1,311,067

$

923,324
8,294
290,712
68,414
$ 1,290,744
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InVeSTMenT eXPenSeS
NOTE 11

note 11

INVESTMENT EXPENSE
($ thousands)
2016
2015

Amounts charged by AIMCo for:
Investment costs

(a)

Performance based fees
GST

$

(a)

152,257

$

138,449

16,432

44,250

5,416
174,105

4,944
187,643

52

52

Amounts charged by Treasury Board and Finance for:
Investment accounting and Plan reporting
Total investment expenses
(Decrease) increase in expenses

(a)

$

174,157

$

187,695

(7.2%)

12.9%

Increase in average investments under management

10.8%

13.7%

(Decrease) increase in value of investments attributed to AIMCo

(0.2%)

1.2%

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

7.8%
0.5%
686 $

$

7.1%
0.6%
767

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 nonrelated including external management fees, external administration costs,
employee
salaries
PDFperformance
named:
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external managers hired by AIMCo.
(a)

The per cent (decrease) increase in investment costs and performance based fees is (7.7%) (2015: 20.2%).

ADMInISTRATIVe eXPenSeS

NOTE 12

note 12
ADMINISTRATIVE
EXPENSES

($ thousands)
2016
General administration costs and process improvement costs
Alberta Pensions Services Corporation (APS)
Alberta Local Authorities Pension Plan Corporation (ALAPP Corp.)
Actuarial fees
Member service expenses per member

$

$

36,466
2,182
165
38,813
153

2015
$

$

34,599
2,085
252
36,936
151

General
administration costs and process improvement costs, including the Board costs
AR16-17_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, Minister of Finance.
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ADMINISTRATIVE EXPENSES

CONTINUED

BOARD ReMUneRATIOn

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

2016

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)

-

-

2015
Total

(c)

$

Total

68

-

68

$

80

248

62

67

377

356

153
152
158

55
31
30

7
39
43

215
222
231

211
211
219

(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, Minister of
Finance.

TOTAL PLAN EXPENSES
Total Plan expenses of investment expenses per Note 11 and member service expenses
per Note 12 are $212,970 (2015: $224,631 ) or $839 (2015: $918) per member and 0.56%
(2015: 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 $37,684,400 at December 31, 2016
(2015: $34,713,500).
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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 7.39% 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, 2016 (see Note 1b).
NOTE 15

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.

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