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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.
Front page photo:
Berlonne Monkessi,
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City of Brooks

Photo credits: Gord Wright
Thanks to LAPP Members for allowing their photos to be used for this and other publications.

For more information on
LAPP visit www.lapp.ca.
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Alberta’s largest public
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Quinton Rowland
Public Works, Town of Oyen

Highlights

Year at a Glance

Summary of Financial Position
(As at Dec. 31, 2017)

• Net assets (what we have
after expenses): $42.7
billion
• Pension obligations (current
and future accrued pension
benefits): $37.9 billion
• Surplus: $4.84 billion
• Funding status: 113%
funded, up from 98% in
2016

2017

2016

Net assets available
for benefits

$42,728,515

$37,722,943

Pension obligation

$37,893,000

$38,360,300

$4,835,515

($637,357)

(thousands)

Surplus/(Deficit)

Membership
Dec 31, 2017

• Total membership: 259,714
up from 253,862 in 2016

Active 159,270

• Total participating number
of employers: 420

Retirees 65,089

Deferred 35,355

Total: 259,714 members

Membership by Sector
Health 51%

Municipalities 30%

Tanya Greenan
Property Tax, Utility Clerk, Town of Oyen
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Education 19%

Funding Status

Pension Payments

(% funded by year)

($ millions)

Benefits $1,181

120%

100%

Refunds to
Members $322
Administrative
Expenses $39

80%

Transfers $8
60%

Total: $1,550 million
40%

20%
79%

81%

82%

85%

93%

97%

98%

113%
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15
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79%

0%

Plan Expenses
($ millions)

Governance Expenses
(ALAPP Corp.) $2.4
Alberta Pensions
Services Corp.
(APS) $36.5

Pension Contribution
and Transfers
($ millions)

Alberta Investment
Management Corp.
(AIMCo) $233.4

Members $1,282

Total: $272.3 million
Transfers from
other Plans $9

Administration and governance costs: $150 per
member, down from $153 per member in 2016
• APS costs to administer pension benefits: $36.5 million
• Governance expenses for overseeing the Plan: $2.4 million
• Actuarial and Audit fees $0.22 million

Employers $1,373

Total: $2,664 million

Investment Costs: $899 per member, up from
$686 in 2016
•	AIMCo costs to manage plan’s funds, including external
managers: $233.4 million
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Message from the Chair

LAPP’s 55th year was a
very positive one for our
pension plan, especially
for the nearly 260,000
members of LAPP who
can rest comfortably
knowing their pension is
secure and their Plan is
strong and sustainable. It is very gratifying to be able to
report such good news on behalf of the Board of
Trustees.
Financially, we are in great shape at the end of 2017,
with LAPP showing a surplus on our balance sheet for
the first time in 20 years. We are bringing in nearly four
times as much in revenues as we are paying out for
pensions and expenses, and our membership has
grown 2.3% over last year.
It has taken some hard work and careful planning to get
here, but it was with strong confidence the Board was
able to announce in 2017, that contribution rates could
be reduced by 1% of salary for members and by 1% for
employers, beginning January 1, 2018.
This is the first reduction in contribution rates in 20
years. It will be a welcome break for our public sector
members and employers who are still facing wage
restraint and budget cuts during these tough economic
times in Alberta.
For a LAPP member earning about $60,000 a year, this
will mean a $600 reduction in payroll contributions
before taxes. While members will appreciate the extra
take home pay, the really good news is the Board was
careful to increase the security of the pension benefit at
the same time.
We did this by increasing the financial provision we
have available for dealing with any unexpected future
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risk. Security of the pension benefit remains the Board’s
primary goal.
As you read through the pages of this Annual Report you
will see that 2017 was a very busy and productive year
for the Board and our staff at ALAPP Corp. We did a
substantial review of our enterprise risk framework and
risk management processes and continue to work with
agency partners to reduce any overall risk to the Plan.
We continue to strengthen our relationships with key
stakeholders and plan sponsors and regularly report on
our goals and processes as we transparently share our
results. As a Board, we set goals, assess performance
and manage risk on an ongoing basis. We have a plan
for the long term, and we will work with ALAPP Corp.
on developing the best strategies to deliver on that plan.
The Board spent a fair amount of time in 2017, both as
a Board and with our stakeholder groups, talking about
the need for an improved governance structure for
LAPP and the issues, structures and options related to
pension reform. We await word from government on
whether it plans to allow public sector pension plans to
move out of statute and what that transition process
might look like.
My two-year term as Board chair has come to an end
and I thank my fellow Board members for all their
support during that time. I would also like to thank our
small management team at ALAPP Corp. for their hard
work and ongoing support for the Plan. Our members
can rest easy knowing their pension is secure and their
Plan is in good hands.

Darren Sander
LAPP Chair

Message from the CEO

In November 2017, the
World Bank Group
published a study detailing
why it believes Canadian
public sector pension funds
like LAPP’s are some of
the best in the world and
why they provide a model
for success that should be emulated by others.
Those of us who are part of large defined benefit (DB)
plans like LAPP are not surprised by the results of this
study, because we see the advantages every day, while
working in the pension business. What is encouraging
for us is to see that organizations like the World Bank
can help dispel the erroneous myth that DB plans are
too risky or not sustainable as a pension model for
Canada’s future.
The LAPP experience over the past 55 years has
convinced us and our members that we have the right
model and the best plan for building on its success. For
LAPP, the proof is in our results, which handily speak
for themselves. Our net assets grew by 13.3 per cent in
2017, or $5.0 billion, to $42.7 billion, and we ended the
year with a surplus of $4.8 billion.
Although it has taken planning and perseverance to get
us out of the tight spot we were in after the global
financial crisis hit nine years ago, our financial
statements show we are now 113% funded compared
to 74% funded in 2008. Looking back, we learned a lot
about what we could have done better to prepare for
those unexpected risks. We then mapped a strategic
path to recover our financial health, ensuring we
cautiously built an adequate funding cushion along the
way to sustain us against any further shocks.
The World Bank said it intends to use its study, The
Evolution of the Canadian Pension Model: Practical
Lessons for Building World-class Pension Organizations
to help strengthen retirement security in emerging
economies and to increase discussion about successful
pension models in Canada. LAPP’s investment manager,
Alberta Investment Management Company (AIMCo) was
one of the four organizations profiled in the study as an
example of the successful Canadian models.
Beyond the obvious factors of economies of scale and
pooling of risk that lend to the success of large pension

funds like ours, there are other elements of success
named in the study that are relevant preoccupations for
the Board and ALAPP Corp. throughout the operational
year. These include: strong collaboration between diverse
stakeholders and partners; robust tactical and ethical
leadership; a deliberate fiduciary focus on our members; a
strategic approach to risk and risk management; and a
strong, independent governance system.
All of these factors are the outcomes we strive for in
our annual business plans and the strategic three-year
plans on which they are built. The LAPP Board and
ALAPP Corp. have the strong singularity of purpose
referred to in the World Bank Study – we run the
organization like a business and we focus on delivering
retirement security for our plan members.
What we will not do is rest on our laurels. We have some
exciting work ahead in 2018 where we will further refine
and update our risk models and build in-house
functionality for continuous asset-liability modelling that
allows us to take a more integrated approach to
investment and funding strategies and practices.
We will work with the Board and stakeholders to make
decisions on how and whether to integrate the coming
enhancements for Canada Pension Plan (CPP), and we
will work with stakeholders to get sponsor feedback on
an updated funding strategy for LAPP.
Although we have not made any tangible progress in
2017 on our decades-long goal of getting selfgovernance for the pension plan, the Board and ALAPP
Corp. continue to try and engage the government on
this matter. We remain willing and able to cooperate on
providing resources and materials to help move the
governance issue to a successful resolution.
In the meantime, we will continue to focus on improving
integrated decision making among the various
organizations that each have partial responsibility for the
management of LAPP, with the ultimate goal of securing
positive outcomes for all LAPP members.

Christopher Brown
President and CEO, ALAPP Corp.
2017 Annual Report
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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, BG

Nominee
for Alberta
Federation of
Labour

Nominee
for Retirees

Kenneth Balkwill, HRC

Steve Bradshaw, BG

Nominee for
Alberta Urban
Municipalities
Association

Kim Craig, AC, BG

Nominee
for Alberta
Federation of
Labour

Peter Marsden, AC, HRC

Tina Giesbrecht, BG

Susan McGillivray, HRC

Liz Thompson, HRC

Shelly Pusch, HRC

Heather Rogers, AC

Local Authorities Pension Plan

Nominee
for Alberta
Association
of Municipal
Districts and
Counties (now
called RMA)

Nominee for
United Nurses
of Alberta

Richard West, AC, BG

AC Audit Committee

Nominee for
Alberta School
Boards, Colleges
and Technical
Institutes

Nominee for
Management and
Out of Scope

Nominee for
Health Sciences
Association of
Alberta
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Barbara Burton, BG, HRC

Nominee for
Alberta Health
Services

Nominee for
Alberta Health
Services

Committee Legend

Nominee for
Alberta Health
Services

BG Board Governance Committee

John Whaley, AC

HRC Human Resources and Compensation Committee

Board Discussion
and Analysis
Ryan Dale
Powerline Technician, City of Medicine Hat

Board Discussion and Analysis

Always a LAPP Ahead
The phrase Always a LAPP Ahead is more than just a
tagline for our website or a catchy slogan for our LAPP
brand. It actually sums up everything the LAPP Board of
Trustees is doing to ensure proper management of your
pension plan. In the pension business, if you are not
Always a LAPP Ahead you are likely trailing behind.
The Board’s ultimate goal is to pay pensions to retired
members and keep the Plan sustainable over time.
There is a lot that goes into ensuring that happens every
year. It involves being ahead of the game, focusing on
future needs and having a solid plan to sensibly manage
risk along the way. In 2018, this prudent planning will
start to pay real dividends for members in the form of
reduced contribution rates and improved benefit
security for everyone.
LAPP is a strong, well-funded, defined benefit plan that
is attracting attention as a successful model for pension
plans across Canada and the around the globe. These
financial statements show that LAPP ended 2017 at
113% funded, compared to 98% funded the
previous year.
There is no doubt 2017 was a good year financially for
LAPP, but it was a very successful year by other
measures as well. It takes good planning, hard work and
a diligent focus on risk management to ensure financial
success. You will read more about all of this in the
pages ahead.

From Strategy to Performance
The foundation for success in 2017 was first laid in
2016 with the development and approval of a new
tactical plan for the Board, called LAPP Strategic Plan:
2017 – 2019. A lot of progress was made in the first
year of executing the plan which focuses on good
governance, excellence in enterprise risk management,
increased stakeholder engagement and member
communications, and support for a strong and
responsive organization.
The strategic plan provides direction to the CEO and
senior management of ALAPP Corp. and drives the
creation of annual business plan and budgets, which
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Ryan Linderman
Public Works, Town of Blairmore

identify specific actions to be taken in pursuit of Board
goals. The five strategic goals for the three-year plan are
as follows:
1. Stakeholders are directly engaged within LAPP’s
current governance framework

JULY

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
Considerable headway has been achieved in each of
these goal areas in 2017. Working to fulfill the vision
and mission of the LAPP Board of Trustees, the
management of ALAPP Corp. must also work with
agency partners and government stakeholders to
ensure there is proper oversight of the investment of
assets, the administration of pension benefits and
adequate funding of the Plan. Alberta Investment
Management Corporation (AIMCo), which invests
LAPP’s $42.7 billion fund, and Alberta Pensions
Services Corporation (APS), which provides
administration of the pension benefit for our 260,000
members, are important partners in our progress.
The success of these organizations in their day-to-day
operations directly impacts the Board’s ability to meet
its strategic and operational goals. While both AIMCo
and APS have other clients to serve in addition to LAPP,
this pension plan is the largest client of both
organizations and it is important that we work together
closely and co-operatively to ensure proper alignment.
Our government stakeholders include the President of
Treasury Board and Minister of Finance, who is the
legislated trustee and administrator of the Plan. He has
delegated many of his functions to the LAPP Board
which is responsible for setting contribution rates and
ensuring adequate funding of the Plan. The Minister is
supported in his legislative functions by staff within the
department of Treasury Board and Finance, who also
work collaboratively with ALAPP Corp.

Most popular
month to retire
(of all penions started in 2017)

From Good to Great: Governance
Two of LAPP’s five strategic goals are related to
governance. This double focus on governance is because
LAPP has a very complicated governance structure that
is urgently in need of reform to meet with best practices.
Unfortunately, LAPP’s Board cannot reform governance
without the help of the provincial government.
To that end, the Board and Plan stakeholders have been
asking government to give the Plan independence for
more than 20 years, but still no progress has been
made. As a consequence, LAPP must advance down
two governance paths at the same time, always hoping
to make progress in both directions despite the extra
effort involved.

Veronica Novakowski
Mammography Technologist
AHS, Oyen
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Patrick Thomas
Chief Administrative Officer, Crowsnest Pass

Path 1 (Strategic Goal 1) is a journey to improve
governance practices while working within the flawed
structure we currently have. This means finding better
ways to ensure we have sponsor input into Board
decision making. Good governance means decisions
about the Plan should reflect the wishes of the
sponsors who pay for it – LAPP members and their
employers. Currently they have no decision-making
authority, so the Board created a more formal structure
in 2017 to give them an opportunity to at least provide
input and advice.
Known as the Advisory Stakeholder Committee (ASC),
the new advisory body is made up of key stakeholders,
representing all three sectors of the Plan (health,
municipalities and education) and both sides of the
sponsor table (employers and members represented by
their unions and associations). The committee has met
twice to date to talk about improvements coming for the
Canadian Pension Plan (CPP). The Board sought sponsor
feedback on whether changes coming for CPP should
impact LAPP funding and benefits, and if so, how. The
committee will continue to meet when sponsor issues
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arise to advise the Board on matters of pension policy.
While sponsor input is not sponsor decision-making, it is
a step in the right direction.
Path 2 (Strategic Goal 2) is the Board’s commitment to
continue pressing for independence from government
so LAPP can finally become a jointly-sponsored,
jointly-trusteed pension plan like many other public
sector plans across Canada. LAPP’s Board and LAPP
stakeholders continued to meet with the Minister and
other government officials in 2017, looking for a
go-ahead to transition to a proper governance structure.
There needs to be more role clarity and accountability
for the various parties charged with properly managing
this $42.7 billion pension plan for the almost 260,000
members who are its beneficiaries.
The Board and ALAPP Corp. have done a good job of
managing the risks associated with the gaps in
accountability between the various parties to LAPP’s
current governance structure. Those efforts have
included reporting on those governance risks every year
in an enterprise risk report to the Minister, which has
still not resulted in any change.

Lack of reform is a serious concern for the plan
members and employers who pay for the pensions
through monthly payroll deductions, because they bear
all the financial risk while having no decision-making
authority in the Plan. The Board itself can recommend
changes to the Minister, but in the end, the provincial
government has full control and bears none of the
financial risk.
In an effort to get action on governance reform, many
union stakeholders marshalled the support of LAPP
members in 2017 to sign petitions and write letters to
the Minister and MLAs demanding independence and
self-governance for LAPP. In 2018, the Board and
stakeholders are hopeful the province will lead an
engagement process to get feedback on what a better
governance model might look like.

Excellence in Risk Management
Risk and risk management are at the centre of all work
done by the LAPP Board and ALAPP Corp. in the
operation of the Plan. To pay pensions to members
today and for many years into the future requires that
the Plan is financially viable for generations to come. To
achieve this takes careful planning and strategic
decision-making along the way. Decisions on how to
manage the LAPP fund, how to invest it and how to
fund the pension obligation are but some of the
strategic considerations before the Board.
Managing risk is a calculated balancing act that takes
into account a number of factors that are beyond
anyone’s ability to control – factors like market volatility,
inflation, economic growth, interest rates, and political
change, to name a few. What can be done is to
carefully assess risk, fully understand it and have a plan
for managing and mitigating it. It means being mindful
of the level of risk that is worth taking to meet the
short-term and long-term goals of the Plan.
In line with LAPP’s objective to be an industry leader in
enterprise risk management (Strategic Goal 3), the
Board reviewed and strengthened its risk management
framework in 2017. This involved formulating a new risk
appetite statement, revising the risk inventory and
developing a new risk register and heat map. With all of

Carla Spampinato
Special Events Coordinator, Town of Redcliff
this focus on risk, the Board is taking an integrated
approach to managing the Plan’s funding, investments
and pension benefits, ensuring the best possible
outcomes for LAPP members.
The Board must also do what it can to manage agency
risk with key service providers (AIMCo and APS) to
ensure they are delivering solid results and quality
services while managing operations to reasonable cost
levels. Under the current governance structure, LAPP’s
Board is not able to choose its own service providers or
oversee their operations, which are substantially paid
for through the LAPP fund and other client funds.
Although these agencies and their operations have a
direct impact on the long-term sustainability of the Plan,
the Board and ALAPP Corp have no direct authority to
manage the risks they might pose.
In 2017, the Board agreed to ensure there are clear
policy guidelines and evaluation metrics established for
all key service providers to the Plan to ensure that
unnecessary risks can be eliminated and necessary
risks managed wherever possible. While some of those
processes have been in place for some time, especially
with AIMCo, there is a need for a more structured
approach with APS, as well. Now that the benefit
administrator has fully implemented its new computer
system, the Board and ALAPP Corp. will work

2017 Annual Report
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collaboratively with APS to set up a general policy
guideline for monitoring and reporting on all aspects of
administrative services provided to LAPP members.
The Board sets direction for investment policy for the
LAPP fund through a Statement of Investment Policy
and Goals (SIP&G) which is reviewed by the Board on
an annual basis. The SIP&G sets out the asset allocation
and financial risk parameters determined by the Board,
as an investor of the LAPP fund. The work of AIMCo in
carrying out this investment function is monitored by
the Board each year and assessed with the use of a
scorecard that measures performance, portfolio
construction, organization and alignment.
ALAPP Corp. is currently working with APS to develop

benchmark standards for client service and operational
measures against which to monitor progress on an
annual basis. This will include the development of a
scorecard and process similar to what is currently used
with AIMCo.

Engagement and Understanding
At a time when millions of Canadians have no
workplace pension plan, divisive political campaigns
take aim at those who do. That is an important reason
why people need to understand how defined benefit
(DB) pension plans work, why they are a superior to
other types of retirement savings plans, and why they
are worth fighting for.
To this end, it becomes increasingly important that
LAPP members recognize the value of their DB pension
plan and the advantage it provides (Strategic Goal 4).
LAPP members can estimate their pension well in
advance and can plan how much income they might
need from other sources to provide for the kind of
retirement they want.
Not all LAPP members are the same. Some will spend a
full career as a LAPP member and retire quite
comfortably without needing extra income. Others will
join the plan part way through a career or may only work
part time. These members will need income from other
sources to help with retirement. LAPP members need
to know how the Plan works and be educated about
their options.
To help meet this strategic goal, LAPP has been
developing educational resources − on paper and online
− to help members and employers learn more about the
Plan. Member feedback through surveys and focus
testing has revealed that although members highly
value their pension, some of them don’t really
understand how it works.

Evelyn Florence-Greene
Accounting Assistant, FCSS, Coaldale
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Many members believe that when they retire they will
get employer and employee contributions back with
interest and/or investment earnings, like a defined
contribution (DC) plan or RRSP. A better understanding
of how a DB plan actually works will help members
prepare adequately for their retirement well in advance
of their retirement date.

107

YEARS
Age of the oldest
LAPP retiree
(at the end of 2017, excluding
survivors/beneficiaries)
A member’s pension is based on a formula that takes
into account years of pensionable service and highest
average salary over five consecutive years. The pension
is not based on the amount paid in contributions during
one’s career and will not vary with market swings or
economic conditions.

A LAPP pension is a pension for life. It is funded partly
by employer and employee contributions, but mostly by
the investments earned on those contributions over
time. Currently, about 80 cents of every pension dollar
paid by LAPP comes from investment revenue.
DB pension plans like LAPP don’t offer “gold-plated
pensions” like some critics claim, they offer the
efficiencies that come from pooling resources and risks
over hundreds of thousands of members and billions of
dollars in assets. This pooling produces a superior
retirement funding model shared by people, over time,
who pay for it throughout their careers.
Whichever funding model is used, paying for retirement
is expensive and becoming more so as people are living
longer. The best defence members have against those
who denounce their so-called “gold-plated pension” is
that they pay for it. Currently between 10% and 12% of
their salary is set aside every paycheque to pay for their
pension. Members are investing in their future.

Larry Dye
Driver-Clerk, Shortgrass Library System
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Employers also contribute as part of the total
compensation package they provide to employees. Like
a dental plan or an insurance benefit, it is the cost of
doing business in a competitive world. They do it as part
of a recruitment and retention strategy that will become
even more important in a few short years when all the
baby boomers retire and a smaller, more competitive
work force has many employment opportunities to
choose from.

Complexity and Capacity –
Organizational Preparedness
With holdings of $42.7 billion and a membership of
almost 260,000 members, LAPP is a world-class
pension plan that serves as a model of a successful
defined benefit pension plan for other plans in Canada
and around the world. At 113% funded, LAPP retains its
full benefit formula, all of its ancillary benefits and offers
the same guaranteed cost of living allowance (COLA) it
adopted decades ago.

Deserie Michalsky
Admin Assistant, Crowsnest Pass
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At 56 years old, LAPP is still a young plan compared to
the higher levels of plan maturity facing most large DB
plans in Canada today. The ratio of working-to-retired
LAPP members is 2.4/1, meaning that for every person
drawing a pension, there are 2.4 members paying into
the plan. All pension plans mature over time, however,
and LAPP is no different.
The advantage LAPP has now is timing. The Plan is well
poised to deal with maturity risk and other risks that are
coming. LAPP’s Board has a plan to closely monitor risk,
adjust funding and investments as needed, and fund
the plan in a way most appropriate to its needs. As the
Plan grows and matures, it gains in complexity. The
Board needs to be prepared for what comes and have
the capacity to deal with the challenges ahead
(Strategic Goal 5).
The LAPP Board has a small professional support team
at ALAPP Corp. (8 people) to aid the Board in directionsetting, planning, investment policy, pension policy,
administration policy, funding strategy, contribution

setting, risk management, communications, stakeholder
relations, government relations and Board operations.
APS (LAPP’s benefit administrator) and AIMCo (its
investment manager) are larger operations each serving
other clients in addition to LAPP.
APS has 287 employees. LAPP is its largest client and
pays for 70% of its annual operating costs. AIMCo has
394 employees and invests close to $100 billion. LAPP
is AIMCo’s largest client as well, accounting for $42.7
billion of its business. All of this is member money, and
ALAPP Corp. has a critical role in helping to monitor
whether agency costs are appropriate to the level of
service and investment returns.
In meeting its goal to ensure an effective organization
exists to manage the challenges facing the Plan, ALAPP
Corp. is now building, in-house, a better capacity to do
asset-liability modelling that will allow a more timely
response to the changes that impact both sides of the
balance sheet. This supports LAPP’s plan for an
integrated approach to investments, funding and risk
management, ensuring the Plan and its members are
Always a LAPP Ahead.

Building strong relationships
As a large Plan with many members, LAPP has a lot of
key stakeholders who are very important to the Plan.
There are 420 employers who participate in LAPP and
there are dozens of unions and associations
representing employees who are LAPP members. It
has always been a priority for the Board to develop and
maintain an ongoing transparent relationship with
LAPP stakeholders.
These stakeholders are also Plan sponsors because
they represent the cheque-writers of the Plan –
employers and members. Although the current
governance structure does not recognize an official role
for Plan sponsors, the Board wants to ensure
stakeholders are educated on pension and funding
issues, so they are able to provide feedback and have
input in Board decisions. Once self-governance moves
ahead, many of our stakeholders will be ready to have a
say in plan governance because they have been
involved for many years.

The Board’s key stakeholders include a group of about
60 representatives from the employer and union sides
of our table called the Stakeholder Consultation Group
(SCG). These people meet with us twice a year to hear
updates on the Plan, discuss matters of importance and
educate themselves on issues related to funding,
investments, pension benefits and governance.
The Board and ALAPP Corp. present pertinent
information and host discussion groups to explore
stakeholder interests and issues focused in areas
important to the future of LAPP. In 2017, a lot of
discussion focused on the issues and work to be
addressed if the government could be convinced to
move ahead with independence and joint-governance
for LAPP. Different governance models were explored,
best practices were shared, and the political risks
resulting from inaction by government continue to be an
ongoing discussion.
The Board has also given stakeholders another
opportunity to provide feedback as Plan sponsors with
the creation of the Advisory Stakeholder Committee
(ASC), a standing committee of the Board. As explained
in previous pages, the Board will call on the committee to
provide feedback for sponsor issues related to pension
benefits and funding strategy on an as-needed basis.

Matt van der Sloot
Regional Coordinator Summer Games, Cypress County

2017 Annual Report

15

Board Discussion and Analysis

Communications and
Improved Understanding
Attempts by a previous government to reform public
sector pension plans about five years ago created a lot
of confusion for members and stakeholders, which
revealed the Plan and its benefits were not very well
understood. Since then, the Board has had a deliberate
strategy to use all communication tools at its disposal,
including this Annual Report, to engage and inform as
many people as possible on the benefits and workings
of a LAPP pension.
In today’s hectic world, it is a challenging goal to
motivate others to take an interest in pensions, a topic
many find complex and boring. Recognizing that, ALAPP
Corp. has invested a lot of time and energy in improving
communications and making the topic of pensions more
friendly and accessible. LAPP continued to win awards
for its new website through 2017 and will soon be
adding other features to make the information more
helpful and engaging.

website (www.LAPP.ca) have all been focused on
explaining benefits, retirement options and eligible
buybacks so members can make the most of their
pension throughout their career.

Strong, Sustainable and Secure
All in all, 2017 was a banner year for LAPP because it
was the first time in 20 years the Plan recorded a
surplus on its audited financial statements. It was also
significant because when the Board was able to
complete its actuarial valuation in 2017 (for the 2016
year-end) it was also able to reduce contribution rates
for the first time in 20 years.
As a result, starting in 2018, members and employers
will each pay 1% less in payroll deductions. This will

There are online calculators to help members estimate
and plan different retirement options and checklists to
help with the retirement process once a member gets
there. The website at www.lapp.ca provides every bit of
information a member needs to understand and make
the most of his or her pension. It also provides contact
information in case a member needs any assistance.
Being a multi-employer, multi-sector Plan with nearly
260,000 members, presents significant challenges for
communications, but LAPP will continue to innovate
and develop tools and information to ensure members
are Always a LAPP Ahead. Videos planned for the site
will help introduce LAPP’s pension mascot, Ben E. Fit,
who is a “fiscally fit”, marathon runner who knows the
importance of staying a LAPP ahead and being ready to
cross the finish line to a well-planned, well-deserved
retirement.
The LAPP Board understands that to help members live
their retirement dreams, it needs to be easy for them to
understand their benefits and investigate other sources
of income, if needed, and prepare for the future they
want. Communication materials, newsletters and a new
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Shaz Kahn
Community Peace Officer – City of Brooks

result in a $600 savings for the average LAPP member
and the equivalent savings for employers for every
LAPP member they sponsor. Although this rate
decrease bodes well for the future, the Board will not
make any decisions on future contribution rates without
undertaking the careful analysis that is always done
when making funding decisions.
The Board conducts an actuarial valuation once every
year to ensure the Plan is adequately funded to meet its
pension obligations and to ensure that it has made
adequate funding provision for future risks the Plan
might face. This year the Board was able to reduce

rates as well as strengthen benefit security, which is
very important . It does this by improving its capacity for
dealing with future risks, like market volatility or a
sudden downturn in the economy, by building margin.
In 2018, the Board will be conducting a review of its
long-term funding strategy in addition to doing another
actuarial valuation. After that work is done, the Board
will have a better sense of where contribution rates will
be in the future as well as the ongoing funded-status of
the Plan. It is the Board’s ultimate goal to reduce
contributions further and this review will help provide
information on how soon that might happen.

LAPP Member Demographic
Active Members
Under 30

Retired Members

7.57%

0.00%

30-39

24.45%

0.00%

40-49

26.24%

0.01%*

50-59

28.29%

3.37%

60-69

13.00%

41.02%

70-79

0.45%

38.75%

80-89

0.00%

14.02%

90-99

0.00%

2.74%

100 +

0.00%

0.08%
* Disability pensions
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Board Discussion and Analysis

Retiring Trustees

Board Attendance in 2017

LAPP says thank you and bids farewell to:

Name

Nominee
for Alberta
Association
of Municipal
Districts and
Counties

John Whaley, AC

Committee Legend
AC

Audit Committee

2017 Attendance

T. Agoto

100%

K. Balkwill

77%

S. Bradshaw

100%

B. Burton1

100%

K. Craig

100%

T. Giesbrecht2

100%

P. Marsden

88%

S. McGillivray3

66%

S. Pusch

77%

H. Rogers

77%

D. Sander

88%

L. Thompson

100%

R. West

100%

J. Whaley

88%

The calculations above are for Board meetings only and do not include
Committee meetings.
1
2
3

Term ended July 31, 2017
Term began October 4, 2017
Term began October 4, 2017

Cynthia Chisholm
Family Liaison, FCSS,
Barons, Eureaka & Coaldale
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Investment
Summary
Dillan Schneider
Powerline Technician, City of Medicine Hat

Investment Summary
Highlights

Market Value - Investments

INVESTMENT PERFORMANCE

(in billions)

Investment Management Structure

$50

Alberta Investment Management Corporation
(AIMCo), a Crown corporation formed on January
1, 2008, 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.

$40

$30

$20

$10
$26.5

$30.7

$34.3

$37.7

$42.7

$

2013

2014

2015

2016

2017

Investments: $42.7 billion
Return on investments: 10.1%

Actual Returns by Year (%)

Investment income: $4.14 billion

15%

Investment expenses: $233 million

Market Review
10%

Following the surprise United States election
results and the inauguration of the new President
in late 2016, markets in the 1st quarter of 2017
continued their bull run and LAPP earned 3.0% on
its investments.

5%
5.8%

10.1%

15

16

17

A
 ctual Return
(*annualized)

7.2%

7.9%

14

6.6%

11.4%

13

8.8%

11.3%
0%

4

10

20

Yrs* Yrs* Yrs*

LAPP Discount Rate 5.3%

Global market returns slowed down in the 2nd and
3rd quarters. The Bank of Canada and US Federal
Reserve System increased interest rates, leading to
negative returns in the bond markets. The Canadian
dollar started to gain strength against the US dollar,
impacting the returns on US equities when
converted to Canadian dollars. LAPP earned 2nd and
3rd quarter returns of 1.5% and 0.5%, respectively.
In the 4th quarter, LAPP earned 4.8% on its
investments and finished with a year-to-date return
to 10.1%.
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Table of Investment Returns
December 31, 2017
Asset/Sub-asset category
Benchmark
Fund

Fair value
(in millions)

Asset
Mix
(%)

2017

2016

2015

2014

Compound
Annualized
Return 4 yr

$42,719.1

100.0

10.1

5.8

7.9

11.4

8.8

9.0

6.0

6.7

12.9

8.6

2.1

1.2

1.4

2.0

1.7

5.0

2.6

4.3

14.6

6.5

4.3

1.5

4.1

14.5

6.0

1.0

0.9

0.9

1.2

1.0

0.6

0.5

0.6

0.9

0.7

Policy
CPI
Fixed Income

13,905.0

32.6

275.6

0.6

Fixed Income Index
Short Term and Cash
FTSE TMX 91-Day T-Bill Index

Annual Returns %

Universe Bonds

5,801.4

13.6

3.3

3.3

4.1

9.8

5.1

Private Mortgages

1,353.2

3.2

2.5

1.9

5.1

9.9

4.8

299.5

0.7

2.3

4.4

6.1

7.0

5.0

2.5

1.7

3.5

8.8

4.1

7.6

2.4

4.1

18.8

8.1

6.5

1.3

4.5

17.9

7.4

8.1

5.2

10.6

8.3

7.4

5.7

5.2

7.8

12.5

7.2

1.3

3.4

3.0

13.5

5.2

0.7

2.9

2.8

13.2

4.8

9.1

4.3

10.3

8.5

7.6

7.0

5.8

8.0

7.1

7.0

7.9

7.8

19.9

7.3

8.5

6.0

5.7

5.8

20.7

9.4

10.0

7.6

(2.9)

7.2

Private Debt and Loan
FTSE TMX Universe Bond Index
Long Bonds

6,175.3

14.5

9,269.3

21.7

551.7

1.3

FTSE TMX Long-term Government Bond Index
Inflation Sensitive and Alternatives
Inflation sensitive and Alternative Index
Real Return Bonds
FTSE TMX Real Return Bond Index
Real Estate

5,144.2

12.0

IPD Large Institutional All Property Index
Infrastructure

3,069.3

7.2

CPI + 4.5% (5 year rolling average)
Timberland

504.1

1.2

15.7
6.0

5.7

10.0

13.7

8.8

18,158.0

42.5

15.9

9.3

11.2

12.7

12.2

14.7

9.6

8.2

12.2

11.1

3,668.2

8.6

10.0

19.8

(7.4)

12.4

8.2

9.1

21.1

(8.3)

10.6

7.6

16.2

4.8

21.8

13.4

13.9

14.4

3.8

18.9

14.4

12.7

30.4

8.7

6.2

10.4

13.5

28.3

7.3

2.0

6.6

10.6

14.1

12.1

13.6

9.8

12.4

CPI + 4.5% (5 year rolling average)
Short Horizon
Short Horizon Index
Canadian Equity
S&P/TSX Capped Composite Index
Global Equity

9,897.6

23.2

MSCI World Index
Emerging Markets

2,457.2

5.7

MSCI Emerging Markets Index
Small Cap Equity

2,135.0

5.0

1,087.9

2.5

MSCI World Small Cap Index
Long Horizon - Private Equity
CPI + 6.5% (5 year rolling average)

15.0

18.5

7.7

6.6

11.8

0.7

(2.2)

(9.4)

7.3

2.4

8.0

7.7

4.8

13.7

8.5

Strategic Opportunities, Tactical Allocations and
Currency Hedges

298.9

0.7

8.3

n/a

n/a

n/a

9.2

Strategic Opportunities

260.4

0.6

5.0

(3.2)

42.8

16.0

15.5

Tactical Asset Allocations

38.4

0.1

38.7

13.1

49.7

(46.7)

5.8

Currency Hedges

0.1

0.0

n/a

n/a

n/a

n/a

n/a
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LAPP Investment Summary

Jaime McIntosh
Tourism Marketing Specialist
– City of Brooks

Investment Results
To evaluate performance and measure the value
returned by LAPP’s 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.

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, they are in no way
obligated to follow such recommendations.

Investment Expenses
Investment expenses as a percentage of net
assets are provided in the chart below:
2017

2016

$ 179.7
44.2

$ 152.3
16.4

223.9
9.5

168.7
5.4

Total investment
expense including GST

$ 233.4

$ 174.1

Increase (decrease) in investment
expense before GST

32.7%

(7.7%)

in millions
Amounts charged by AIMCo for:
Investment costs
Performance based fees

In 2017, AIMCo added value of 1.1% from the marketbased policy benchmark of 9.0%. Over a four-year
period, the value return from AIMCo was 0.2% 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
(0.4)% and 0.0% respectively.

Investment expense before GST
GST

Increase in averge investments
under management

11.7%

10.8%

Proxy Voting

Increase (decrease) in value of
investments attributed to AIMCo

1.1%

(0.2%)

5.7%
0.6%

7.8%
0.5%

The LAPP Board considers proxy voting to be a key
element of responsible investing and that thoughtful
voting is a contributor to optimizing the long-term value
of investments. The Board entrusts the proxy voting
function to AIMCo. Research and proxy voting have been
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Investment expense as a
percent of each:
Dollar earned
Dollar invested

Benefit
Administration
Kim Uhersky
Document Management Clerk, Municipality of Crowsnest Pass

Benefit Administration

Logan Grant
Community Peace Officer, City of Brooks

Administration of LAPP Benefits
Alberta Pensions Services Corporation (APS) provides
pension services (as directed under a Pension Services
Agreement with the President of the Treasury Board
and Minister of Finance) on behalf of Local Authorities
Pension Plan (LAPP).
Services include:
• Contributions management
•	Member, pensioner and employer information
management
• Member, pensioner and employer communications
• Benefit calculations

48

YEARS
Longest LAPP
pension in pay
(at the end of 2017, excluding
survivors/beneficiaries)

• Benefit disbursements
• Policy development and implementation

LAPP Member Services Expenses

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 some other
public sector pension plans in Alberta. It pays pensions
to members, operates a call centre for Plan members
and provides on-on-one and group counseling to
members about their pensions when needed.

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 a small staff and the Board members.
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LAPP’s share of APS’ costs were $36 million in 2017.
Based on average membership, LAPP’s per member
service expense is $150 which includes APS’ operating
costs, ALAPP Corp. operating costs and other
professional fees.

Member Service Expenses
2017

2016

Alberta Pensions Services
Corporation (APS)

36,482

36,466

Alberta Local Authorities
Pension Plan Corporation
(ALAPP Corp.)

2,350

2,182

218

165

Total member service expenses

39,050

38,813

Member service expenses
per member

$ 150

$ 153

($ thousands)

Actuarial Fees

LAPP Members, Pensioners
and Employers
Based on year-end totals, LAPP has 420 employers
and a total of 259,714 active and deferred members
and pensioners. In 2017, 10,820 members joined the
Plan, 3,338 re-joined the Plan, 4,701 members retired,
9,513 members deferred funds, and 4,736 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-ofliving 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, 2017, the COLA granted to pensioners
was 0.78 per cent. For those who retired during 2017,
this COLA was prorated.

Jeremy Sillito
Aquatics Supervisor – City of Books

21.74
YEARS

Average years of
pensionable service
(for active members who retired in 2017)

2017 Annual Report

25

Benefit Administration

Activities in 2017
APS focused on the following activities in 2017 to
further enhance services to our valued LAPP members:
• In August 2017, Darwin Bozek was appointed as
APS’ new President and Chief Executive Officer.
• Based on the redesign and content rewrite for the
LAPP website that went live in January 2017, APS
and ALAPP Corp. received three awards for pension
communications and website redesign work.
• With changes to the mypensionplan online portal for
active and deferred members in 2016, registrations
for LAPP members increased by 51% over the
previous year with a total of 65,873 registered
members.
• With the introduction of secure e-mail for both
pensioners and members in 2016, the use of this
mode of communication has been increasing. In
2017, there were 61,880 secure emails, up from
24,970 in 2016.
• APS received 8 awards in 2017 for work on the Next
Generation technology project as well as
improvements in the Member Services Centre.

Lee Tucker
Recreation Director, Oyen
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These awards were received from organizations such
as International Association of Business
Communicators, Project Management Institute of
Northern Alberta, Benefits Canada and International
Customer Management Institute.

Looking Ahead:
In 2018, APS plans to:
• Continue the optimization of the Compass pension
administration system, which will lead to faster and
more efficient pension benefit administration.
• Aim to launch the new on-line retirement wizard
called PensionEase that will allow members to apply
for their retirement online.
• Continue to make paying pensions within 30 days of
the member’s pension commencement date a
priority, once all member information is received.
• Focus on cyber security by establishing a cybersecurity framework and implementing a managed
security services model.
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Financial Statements
Year Ended December 31, 2017
Jordan Hoffman
Agriculture Fieldman, Municipal District of Acadia Valley

Independent Auditor’s Report
To the President of Treasury Board, 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, 2017, 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, 2017, 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, 2018
Edmonton, Alberta
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PDF named:
AR10-11_c1si_LAPP_01sna.pdf

Statement of Financial Position

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

As
at December
31, 2017
Statement
of Financial
Position
($ thousands)
2017

2016

$42,719,090

$37,699,945

33,159
31,069
35,274
42,818,592

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

75,077
15,000
90,077

49,883
39,099
88,982

Net assets available for benefits

$ 42,728,515

$ 37,722,943

Pension obligation and surplus or deficit
Pension obligation (Note 5)
Surplus (Deficit) (Note 6)

$37,893,000
4,835,515

$38,360,300
(637,357)

Pension obligation and surplus or deficit

$ 42,728,515

$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

The accompanying notes are part of these financial statements.
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PDF named:
AR10-11_c1si_LAPP_02socna.pdf

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

Statement of Changes in Net Assets Available for Benefits
Statements
of Changes
in Net Assets Available For Benefits
Year
ended December
31, 2017

($ 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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2017

2016

$ 2,654,790
4,124,529
9,178
6,788,497

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

1,502,853
7,635
233,387
39,050
1,782,925

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

5,005,572

3,303,359

37,722,943

34,419,584

$ 42,728,515

$ 37,722,943

PDF named:
AR10-11_c1si_LAPP_03soclab.pdf

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

Statement of Changes in Pension Obligation
Year
ended December
Statements
of Changes31,
in 2017
Pension Obligation
($ thousands)

Increase in pension obligation
Interest accrued on opening pension obligation
Benefits earned
Net transfers
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 (decrease) increase in pension obligation
Pension obligation at beginning of year
Pension obligation at end of year (Note 5)

2017

2016

$ 2,160,000
1,825,200
1,500
3,986,700

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

2,831,200
78,700
1,544,100
4,454,000
(467,300)

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

38,360,300

35,343,000

$ 37,893,000

$ 38,360,300

The accompanying notes are part of these financial statements.
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Notes to the Financial Statements
Year ended December 31, 2017 (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 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 for purposes of these financial statements. 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.
a)

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, 2017 were 10.39% (2016: 10.39%) of pensionable earnings up to
the Canada Pension Plan’s Year’s Maximum Pensionable Earnings (YMPE) and 14.84%
(2016: 14.84%) of pensionable earnings over the YMPE for employees, and 11.39%
(2016: 11.39%) of pensionable earnings up to the YMPE and 15.84% (2016 15.84%) of
pensionable earnings over the YMPE 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 2017, the pensionable earnings
limit was $162,312 (2016: $160,970).
The contribution rates were reviewed by the Board in 2017 and, as a result, contribution
rates were reduced effective January 1, 2018. The contribution rates in effect from January
1, 2018 are 9.39% of pensionable earnings up to the YMPE and 13.84% of pensionable
earnings over the YMPE for employees, and 10.39% of pensionable earnings up to the
YMPE and 14.84% of pensionable earnings over the YMPE for employers. Rates are to be
reviewed at least once every three years based on recommendations of the Plan’s actuary.
a)

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
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the same five consecutive year period and 2.0% on the average salary over the average
YMPE, up to the average salary cap for the same period. The maximum pensionable
service that can be credited 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.
a)

DISABILITY PENSIONS

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.
a)

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.
a)

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 Purchased 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.
a)

PURCHASED SERVICE AND TRANSFERS

All Purchased 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.
a)

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.
a)

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.
a)

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), a Crown
corporation within the Ministry of Treasury Board and Finance, controls the creation of the
pools and the management and administration of the pools including security selection.
Accordingly, the Plan does not report the financial instruments of the pools on its statement
of financial position.
The Plan becomes exposed to the financial risks and rewards associated with the
underlying financial instruments in a pool when it purchases units issued by the pools and
loses its exposure to those financial risks and rewards when it sells its units. The Plan
reports its share of the financial risks in Note 4.
The fair value of units held by the Plan is derived from the fair value of the underlying
financial instruments held by the pools as determined by AIMCo (see Note 3b). Investments
in units are recorded in the Plan’s accounts. The underlying financial instruments are
recorded in the accounts of the pools. The pools have a market-based unit value that is
used to distribute income to the pool participants and to value purchases and sales of the
pool units. The pools include various financial instruments such as bonds, equities, real
estate, derivatives, investment receivables and payables and cash.
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The Plan’s cut-off policy for valuation of investments, investment income and investment
performance is based on valuations confirmed by AIMCo on the fourth business day
following the year end. Differences in valuation estimates provided to Alberta Treasury
Board and Finance after the year end cut-off date are reviewed by management.
Differences considered immaterial by management are included in investment income in
the following period.
Investments in 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.
a)

INVESTMENT INCOME

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

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.
a)

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, the results of which are then 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 noneconomic assumptions.
a)

MEASUREMENT UNCERTAINTY

In preparing these financial statements, estimates and assumptions are used in
circumstances where the actual values are unknown. Uncertainty in the determination
of the amount at which an item is recognized in the financial statements is known as
measurement uncertainty. Such uncertainty exists when there is a variance between
the recognized amount and another reasonably possible amount, as there is whenever
estimates are used.
Measurement uncertainty exists in the valuation of the Plan’s pension obligation, private
investments, hedge funds, real estate and timberland investments. Uncertainty arises
because:
i) the Plan’s actual experience may differ, perhaps significantly, from assumptions used in
the extrapolation of the Plan’s pension obligation, and
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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.
a)

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

2017

2016

Fair Value

Fair Value

Fixed income
Deposits and short-term
securities

$

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

-

$

275,619

$

-

$

275,619

$

470,535

-

11,976,659
12,252,278

1,652,696
1,652,696

13,629,355
13,904,974

10,580,889
11,051,424

-

551,659
551,659

5,144,234
3,069,267
504,126
8,717,627

5,144,234
551,659
3,069,267
504,126
9,269,286

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

2,793,383
7,033,092
1,871,281
2,135,009
13,832,765

213,947
781,302
143,153
1,138,402

660,873
2,083,250
442,717
3,186,840

3,668,203
9,897,644
2,457,151
2,135,009
18,158,007

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

-

-

1,087,897

1,087,897

1,088,988

-

38,518

260,408

298,926

303,706

$ 13,832,765

$ 13,980,857

$ 14,905,468

$ 42,719,090

$ 37,699,945

* 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 $13,832,765 (2016: $11,442,974).
• Level 2 - fair value is estimated using valuation techniques that make use of marketobservable inputs other than quoted market prices. This level includes debt securities
and derivative contracts not traded on a public exchange totaling $13,980,857 (2016:
$13,130,020). 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 $14,905,468 (2016: $13,126,951).
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INVESTMENTS

Note 3

* Reconciliation of Level 3 Fair Value Measurements
INVESTMENTS

NOTE 3

CONTINUED

Reconciliation of Level 3 Fair Value Measurement
($ thousands)
2017

2016

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

$ 13,126,951 $ 12,179,345
958,265
646,166
4,606,931
2,314,456
(3,786,679)
(2,013,016)

Balance, end of year

$ 14,905,468

$ 13,126,951

* Investment income includes unrealized losses of $410,156 (2016: $387,314).
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 are valued similar to private equities.
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 yearend exchange rates.
• Derivative contracts: The carrying value of derivative contracts in a favourable and
unfavourable position is recorded at fair value and is included in the fair value of pooled
investment funds (see Note 4f). The estimated fair value of equity and bond index swaps
is based on changes in the appropriate market-based index net of accrued floating
rate interest. Interest rate swaps and cross-currency interest rate swaps are valued
based on discounted cash flows using current market yields and exchange rates. Credit
default swaps are valued based on discounted cash flows using current market yields
and calculated default probabilities. Forward foreign exchange contracts and futures
contracts are valued based on quoted market prices. Options to enter into interest rate
swap contracts are valued based on discounted cash flows using current market yields
and volatility parameters which measure changes in the underlying swap. Warrants and
rights are valued at the year-end closing sale price or the average of the latest bid and
ask prices quoted by an independent securities valuation company.
NOTE 4

INVESTMENT RISK MANAGEMENT
The Plan is exposed to financial risks associated with the underlying securities held in the
pools 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 tradeoff 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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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
INVESTMENT RISK MANAGEMENT
Note 4
acceptable level of risk, the Board has established the following asset mix policy ranges:
Asset Class
Fixed income
Inflation sensitive and alternatives
Short horizon
Long horizon
Strategic, tactical and
currency investments

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

Actual Asset Mix
2017
($ thousands)

%

2016
($ thousands)

%

$13,904,974
9,269,286
18,158,007
1,087,897

32.6
21.7
42.5
2.5

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

29.3
24.4
42.6
2.9

298,926

0.7

303,706

0.8

$42,719,090

100.0

$37,699,945

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 its 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. The credit
rating of a debt security may be impacted by the overall credit rating of the counterparty,
the seniority of the debt issue, bond covenants, maturity distribution and other factors.
Credit risk can also lead to losses when issuers and debtors are downgraded by credit
rating agencies usually leading to a fall in the fair value of the counterparty’s obligations.
Credit risk exposure for financial instruments is measured by the positive fair value of
the contractual obligations with counterparties. The fair value of all investments reported
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investments in debt securities have credit ratings considered to be investment grade.
The table below summarizes the Plan’s investments in debt securities by credit rating at
INVESTMENT
RISK MANAGEMENT
Note 4a
December 31, 2017:
ii) Counterparty default risk - derivative contracts
Credit rating
Investment Grade (AAA to BBB-)
Speculative Grade (BB+ or lower)
Unrated

2017

2016

87.6%
0.2%
12.2%

90.8%
0.0%
9.2%

100.0%

100.0%

The Plan is exposed to counterparty credit risk associated with the derivative contracts held
in the pools. The maximum credit risk in respect of derivative financial instruments is the
fair value of all contracts with counterparties in a favourable position (see Note 4f). AIMCo
is responsible for selecting and monitoring derivative counterparties on behalf of the Plan.
AIMCo monitors counterparty risk exposures and actively seeks to mitigate counterparty
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risk by requiring that counterparties collateralize mark-to-market gains for the Plan.
Provisions are in place to allow for termination of the contract should there be a material
downgrade in a counterparty’s credit rating. The exposure to credit risk on derivatives
is reduced by entering into master netting agreements and collateral agreements with
counterparties. To the extent that any unfavourable contracts with the counterparty are not
settled, they reduce the Plan’s net exposure in respect of favourable contracts with the
same counterparty.
iii)

Security lending risk

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, 2017, the Plan’s share of securities loaned
under this program is $5,556,675 (2016: $4,373,975) and collateral held totals $5,992,058
(2016: $4,633,352). 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 33% (2016: 29%) of the Plan’s investments, or $14,303,578
(2016: $11,045,087), are denominated in currencies other than the Canadian dollar, with
the largest foreign currency exposure being to the US dollar, 16% (2016: 16%) and the
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If the value of the Canadian dollar increased by 10% against all other currencies, and all
other variables are held constant, the potential loss to the Plan would be approximately
3.3%
of total investments
(2016: 2.9%).
INVESTMENT
RISK MANAGEMENT
Note 4b

The following table summarizes the Plan’s exposure to foreign currency investments held in
the pools at December 31, 2017:
($ thousands)

Currency (a)

2017
Fair Value

2016

Sensitivity

Fair Value

U.S. dollar
Euro
Japanese yen
British pound
Hong Kong dollar
South Korean won
Other foreign currency

$ 6,872,683
1,485,262
1,104,334
869,569
624,426
428,209
2,919,095

$

(687,268) $ 5,894,661
(148,526)
1,103,537
(110,433)
858,556
(86,957)
619,024
(62,443)
319,973
(42,821)
224,173
(291,910)
2,025,163

Total foreign currency investments

$ 14,303,578

$ (1,430,358) $ 11,045,087

Sensitivity
$

(589,466)
(110,354)
(85,856)
(61,902)
(31,997)
(22,417)
(202,517)

$ (1,104,509)

(a) Information on specific currencies is disclosed when the current year fair value is greater than 1% of the
Plan's net assets.
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NOTE 4

INVESTMENT RISK MANAGEMENT
c)

CONTINUED

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 3.5% of total investments (2016: 3.8%).
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 5.2% of total investments
(2016: 5.3%).
e)

Liquidity Risk

Liquidity risk is the risk that the Plan will encounter difficulty in meeting obligations
associated with its financial liabilities. Liquidity requirements of the Plan are met through
income generated from investments, employee and employer contributions, and by
investing in pools that hold publicly traded liquid assets traded in an active market that are
easily sold and converted to cash. Units in pools that hold private investments like real
estate, timberland,infrastructure and private equities are less easily converted to cash since
the underlying securities are illiquid because they take more time to sell. 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
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f)

Use of Derivative Financial Instruments in Pooled Investment Funds

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

2017

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

65
11

$

Net fair value of derivative contracts

76

$

Local Authorities Pension Plan

2016

515,478 $
(230,830)
284,648

$

194,786
(81,153)
113,633

(i)

(ii)
(iii)

Current credit exposure: The current credit exposure is limited to the amount of loss that would occur if all
counterparties to contracts in a net favourable position totaling $515,478 (2016: $194,786) were to default at
PDF
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Cash settlements: Receivables or payables with counterparties are usually settled in cash every three months.
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
DERIVATIVE
NOTE
4e
amount
specified in CONTRACTS
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.

Types of derivatives used in pools
Structured equity replication derivatives
Foreign currency derivatives
Interest rate derivatives
Credit risk derivatives
Net fair value of derivative contracts

NOTE 5

Plan's Indirect Share
($ thousands)
2017
2016
$

99,141
64,693
108,235
12,579

$

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

$

284,648

$

113,633

(i)

Structured equity replication derivatives: Equity derivatives 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
derivatives. 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, 2017 deposits in futures contracts margin accounts totalled $47,239
(2016: $81,967) and deposits as collateral for derivative contracts totalled $1,384 (2016: $9,816).

PENSION OBLIGATION
a)

ACTUARIAL VALUATION AND EXTRAPOLATION ASSUMPTIONS

An actuarial valuation of the Plan was carried out as at December 31, 2016 by Mercer
(Canada) Limited and results were then extrapolated to December 31, 2017.
The actuarial assumptions used in determining the value of the pension obligation of
$37,893,000 (2016: $38,360,300) 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 primary economic assumptions
include the discount rate, inflation rate and salary escalation rate. The discount rate is
based on the average from a consistent modeled investment return, net of investment
expenses, and an additive for diversification and rebalancing. It does not assume a return
for active management beyond the passive benchmark.
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NOTE 5

SubSection: Other Information Supplementary Information

PENSION
OBLIGATION
PENSION
OBLIGATION

CONTINUED
Note
5a

The major assumptions used for accounting purposes were:
2017
Discount rate
Inflation rate
Salary escalation rate*

%

6.00
2.00
3.00

Mortality rate

2016
5.50
2.00
3.00

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

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

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, 2017 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 2018.
b)

NET
EXPERIENCE GAINS
AR17-18_c1si_LAPP_11po.pdf

Net experience gains of $78,700 (2016: $95,800) arose from differences between the
actuarial assumptions used in the 2016 valuation and 2017 extrapolation for reporting
compared to actual results.
c)

SENSITIVITY OF CHANGES IN MAJOR ASSUMPTIONS

The
PDFPlan’s
named:future experience will differ, perhaps significantly, from the assumptions
2010-11 AFE Annual Report
used
in the actuarial valuation and extrapolation.
Any differences
between
the actuarial
SubSection:
Other Information
Supplementary
Information
AR10-11_c1si_LAPP_10n7c.pdf
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
5
c
cost to changes in assumptions used in the actuarial extrapolation at December 31, 2017:
($ thousands)
Changes
in
Assumptions
%

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

Increase
in Plan
Deficiency
$

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

1.0

2,776,115

0.8

1.0

1,815,015

1.4

(1.0)

5,882,915

3.2

(1)
The current service cost as a percentage of pensionable earnings as determined by the December 31, 2017
extrapolation was 15.83%.
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Deficit
NOTE 6

Note 6

SURPLUS (DEFICIT)

($ thousands)

PDF named:

Deficit
at beginning of year
AR10-11_c1si_LAPP_11cont.pdf
Increase in net assets available for benefits
Net decrease (increase) in pension obligation
Surplus
(Deficit) at end of year
CONTRIBUTIONS

2017
2016
2010-11 AFE Annual Report

$ (637,357)
$
(923,416)
SubSection: Other Information
Supplementary
Information
5,005,572
467,300
$ 4,835,515

3,303,359
(3,017,300)
$
(637,357)

Note 7

NOTE 7

CONTRIBUTIONS

($ thousands)

2017
Current service
PDF named:
Employers
AR11-12_c1si_LAPP_16note9.pdf
Employees
Past service
Employers INCOME
INVESTMENT
NoteEmployees
8

NOTE 8

2016

2011-12 AFE An

$ 1,364,992
$ 1,330,104
SubSection:
Other Information Supplementary
1,258,264
1,227,828
7,689
23,845
$ 2,654,790

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

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

INVESTMENT INCOME

The following is a summary of the Plan’s investment income (loss) by asset class:
($ thousands)
Check
TRUE
Change in
2017

AR17-18_c1si_LAPP_14cont.pdfIncome

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

$

576,412

Fair Value
$
65,332

298,414
93,271
233,898
43,248
668,831

165,142
(97,630)
(11,956)
28,530
84,086

159,032
1,964,160
2,123,192

225,944
310,513
536,457

$

Total
641,744
463,556
(4,359)
221,942
71,778
752,917

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

230

46,140

45,800

(21,721)

24,079

582,346

Total
274,046

693,160
774,294
1,467,454

(81,808)

$

$

384,976
2,274,673
2,659,649

127,948

$ 3,542,183

2016

$ 4,124,529

(3,276)
$ 2,235,919

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
$724,974 and $(141,882) respectively (2016: $121,732 and $(535,286) respectively).
Realized and unrealized gains and losses on currency hedges total $(344) and $(402)
respectively (2016: $(54,929) and $49,183 respectively).
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NOTE 8

INVESTMENT INCOME

CONTINUED

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:
2017
Increase in net assets attributed to:
Investment income
Policy benchmark return on investments
Value (lost) added by AIMCo
Time weighted rate of return, at fair value
(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)

2016

2015
in per cent

2014

2013

9.0
1.1

6.0
(0.2)

6.7
1.2

12.9
(1.5)

11.0
0.3

10.1

5.8

7.9

11.4

11.3

3.2

3.8

3.9

4.6

4.8

13.3

9.6

11.8

16.0

16.1

(1.2)

8.5

6.3

5.8

12.8

113

98

97

93

85

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 9.3% (PBR: 9.1%), ten years is
6.6% (PBR: 7.0%) and twenty years is 7.2% (PBR: 7.2%). The actuarial funding valuation of the Plan as at
December 31, 2017 includes an estimate of the long-term net investment return on assets, less a margin for
adverse deviation, of 5.30% (2016: 5.25%).
PDF
named:
2011-12 AFE Annual Report
(b) Other sources includes employee and employer contributions and transfers from other plans, net of benefit
SubSection: Other Information Supplementary Information
AR11-12_c1si_LAPP_13ben.pdf
payments, transfers to other plans and administration expenses.
(a)

(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

BENEFIT PAYMENTS
Retirement benefits
Disability pensions
Termination benefits
Death benefits
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Note 10

($ thousands)
2017
2016
$ 1,094,749
8,542
321,585
77,977
$ 1,502,853

$ 1,005,634
8,315
240,330
56,788
$ 1,311,067

PDF named:
AR11-12_c1si_LAPP_19note12.pdf

2011-12 AFE A
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INVESTMENT EXPENSES
NOTE 11

Note 11

INVESTMENT EXPENSES
($ thousands)
2017
2016

Amounts charged by AIMCo for:
Investment costs

(a)

Performance based fees
GST

$

(a)

(b)

179,655

$

152,257

44,212

16,432

9,468
233,335

5,416
174,105

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

(a)

52
$

52

233,387

$

174,157

34.0%

(7.2%)

11.7%

10.8%

Increase (decrease) in value of investments attributed to AIMCo

1.1%

(0.2%)

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

5.7%
0.6%
899 $

Increase in average investments under management

$

7.8%
0.5%
686

Investment expenses are charged by AIMCo on a cost-recovery basis. 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 non-performance related including external
management fees, external administration costs, employee salaries and incentive benefits and overhead
costs. Amounts recovered by AIMCo for performance based fees relate to external managers hired by AIMCo.
PDF named:
2010-11 AFE Annual Report
The per cent increase (decrease) in investment costs
and performance
based fees
is 32.7% (2016:
(7.7%)).
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(a)

(b)

GST includes $2,156 (2016: $nil) which was recorded as a receivable in prior years but determined to be
unrecoverable and was expensed in the year.

ADMINISTRATIVE EXPENSES
NOTE 12

Note 12

ADMINISTRATIVE EXPENSES
($ thousands)
2017
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

$

$

36,482
2,350
218
39,050
150

2016
$

$

36,466
2,182
165
38,813
153

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.
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AR10-11_c1si_LAPP_15mse2.pdf
ADMINISTRATIVE
EXPENSES

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.

BOARD REMUNERATION

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

2017

(a)

Corporation Board Chair
Corporation Board Members
(excluding Chair)
President & Chief
Executive Officer
Vice-Presidents:
Investment Policy & Risk Mgmt
Pension Policy & Funding (e)
Stakeholder Relations
& Communications

NOTE 13

$

(d)

2016

Other Cash Other NonBenefits
Cash Benefits

Base
Salary

(b)

-

$

Total

(c)

-

$

$

Total

81

-

81

$

68

248

68

60

376

377

148
160
157

25
31
29

32
38
36

205
229
222

215
222
231

(a)

Base salary includes regular base pay.

(b)

Other cash benefits include incentive pay, lump sum payments, vacation payouts and car allowance honoraria.
Board members only receive remuneration pay. Remuneration is paid in accordance with the fee structure
approved by the Minister of Finance.

(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)

Base salary is from actual start date, and does not encompass an entire year of base pay. In 2016, the position
was a .8 FTE and is now a full time FTE.

(e)

For 11 months salary in 2017.

TOTAL PLAN EXPENSES
Total Plan expenses of investment expenses per Note 11 and member service expenses
per Note 12 are $272,437 (2016: $212,970 ) or $1,049 (2016: $839) per member and
0.64% (2016: 0.56%) 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.
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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 $41,048,800 at December 31, 2017
(2016: $37,684,400).
In accordance with the Public Sector Pension Plans Act, the actuarial deficiency as
determined by actuarial funding valuations is being funded by special payments in 2017
totaling 6.49% of pensionable earnings shared equally between employers and employees.
A declining schedule of equally shared special payments applies until December 31, 2031.
The first reduction takes effect on January 1, 2018, at which point the special payments will
be 4.61% of pensionable earnings. The special payments have been included in the rates
in effect at December 31, 2017 (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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