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The Special Forces Pension Plan (SFPP) is a defined
benefit pension plan governed in accordance with
the Public Sector Pension Plans Act and Regulations.
The President of Treasury Board and Minister of
Finance (the Minister) holds the assets of the
Plan in trust and is responsible in legislation for
the administration of the Plan and the investment
management of its assets.
The Special Forces Pension Board (the Board) has seven
members (three employer nominees, three employee nominees
and one person nominated by the Government of Alberta)
that are appointed by the Lieutenant Governor in Council. The
Board is charged with a number of legislated responsibilities,
including arranging actuarial valuations, recommending plan
rule changes, setting contribution rates based on the actuary’s
recommendations, setting contribution rates to the Indexing Fund
for post-1991 Cost-of-Living Adjustments (COLA), providing
general guidelines on plan administration and setting an
investment policy for the Plan’s assets.
The Minister has delegated the administration of the Plan to
Alberta Pensions Services Corporation (APS) and has delegated
the investment management of the Plan to Alberta Investment
Management Corporation (AIMCo).
The Auditor General of Alberta conducts an independent audit
of the financial statements of SFPP to ensure they are presented
fairly in all material aspects and that they are in accordance with
Canadian accounting standards for pension plans.
The Board also seeks expert advice in order to make fully
informed decisions. To ensure the appropriate and adequate
discharge of its legislated and fiduciary duties, the Board requests
its administrator to enter into contracts on its behalf for both
actuarial and investment consulting services.
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SFPP 2014 Highlights
QUICK FACTS FOR

2014

SFPP MEMBERSHIP
Active
4,270

NET ASSETS
(after expenses)

$2.3

$2.3 billion

PENSION
OBLIGATION
(liability)

$2.5

$2.5 billion

$191

Pensioners
2,426

6,878

Total SFPP Members

Deferred
182

6,878

ACTIVE MEMBERS (by employer)

DEFICIENCY

100%

$191 million

City of Calgary
50.1%

City of Camrose
0.7%

City of Edmonton
41.8%

City of Lacombe
0.4%

City of
Lethbridge 4.1%

Town of Taber
0.3%

FUNDING
STATUS

92%

up from 90% in 2013

92%

City of Medicine
Hat 2.6%

TOTAL
MEMBERSHIP

6,878

FUNDED STATUS
Per cent of pension obligation supported by net assets
100%

92%

90%
78%

80%

73%

73%

2011

2010

60%
40%

TOTAL NUMBER
OF RETIREES

20%

2,426

0%
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SUMMARY OF FINANCIAL POSITION

PLAN EXPENSES

($ MILLIONS)

(As at Dec. 31, 2014)

2014 ($thousands)

2013 ($thousands)

Net assets available
for benefits

Net assets available
for benefits

$2,280,974

$2,026,111

Pension obligation

Pension obligation

$2,471,973

$2,246,581

Deficiency

Deficiency

$190,999

$220,470

$0.7

Investment Expenses (SFPP) $13.1
Administrative Expenses (APS) $1.6
Total Expenses $15.4 million

$ 339

Employer Contributions
53.0%
100%

Transfer from Other Plans
0.4%

•
•

In 2014, total contributions to SFPP were $118,690 (thousands)

•

$1,909

Pension Benefits
88.4%
100%

Member Service Expenses
2.2%
In 2014, total payments from SFPP were $107,069 (thousands)

•

ADMINISTRATION
AND GOVERNANCE
COSTS

$339 per member
up from $302 in 2013

General administration costs for
Alberta Pensions Services (APS)
$1.6 million
Expenses for the SFPP Board
$120,000
Expense for actuarial and other
professional contracts $606,000

PAYMENTS FROM SFPP

Refunds to Members
9.4%

$1.6

Governance Expenses (SFPP) $0.7

CONTRIBUTIONS TO SFPP

Member Contributions
46.6%

$13.1

INVESTMENT
COSTS

$1,909 per
member

up from $1,524 per
member in 2013

Alberta Investment
Management Corporation
(AIMCo) costs to manage
Plan funds for 2014, including
external managers $13.1 million
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Message from
the Board Chair
Looking back on 2014, it is tempting to get really excited about the financial gains
we have experienced and the tremendous work we have accomplished over the
past 12 months. In that time the Special Forces Pension Plan achieved a healthy
12% return on investments which, together with contributions, grew the Plan’s net
assets by 12.6%. Our pension obligations grew at a slower rate, 10%, which helped
improve the Plan’s funded position to 92%, up from the 90% recorded in the 2013
audited financial statements. While this is just the kind of good news we love to
report, we have to temper our excitement and be careful not to raise everyone’s
expectations too much as we work our way through 2015 and beyond.
The first caution is that while we can be certain of where we sit on the asset side
of our balance sheet, we won’t really know what our pension obligation was in
2014 until we can see whether funding assumptions we made in the last actuarial
valuation line up with actual experience in the Plan. That is why the funded ratio
reported in financial statements are sometimes so different from those reported
in the valuation. The assumptions used in financial statements are simply extrapolations from estimates used previously. They are not the same assumptions we
actually use to fund the Plan.
The second reason to view our financial results with some caution is a recognition that investment returns may not hold over the longer term, particularly with
respect to the recent downturn in the energy sector and the fact that interest rates
have continued to remain low. The Board continues to be optimistic that the Plan
will steadily recover from the losses suffered as a result of the 2008 global recession, but one never knows what is around the corner.
We won’t temper our enthusiasm too much, however. We will continue to work
positively with Plan sponsors to build a strategy that allows us to hold on to our
gains while working to mitigate funding risks wherever possible. We continue to
move in the right direction.
That brings me back to discussing the tremendous work I referred to earlier when
looking back on 2014. As you read through this annual report, you will learn
about the opportunities we have had to collaborate with a variety of stakeholders
throughout the year as we plan for the future of SFPP and ensure it will be sustainable for years to come. We worked with partners from government, our investment
manager (AIMCo) and our Plan administrator (APS) to prudently manage risk in
the Plan and communicate with members, employers and the public about the
challenges that lie ahead.
We have contributed to the dialogue in Alberta around the sustainability of public
sector pension plans and have provided reports to the President of Treasury Board
and Minister of Finance on the work we are doing with our stakeholders to discuss
the economic and demographic challenges facing SFPP. Finally, we have met regularly with our hard-working sponsor group to discover what kind of Plan will meet
their needs and how they would like to see it funded and governed into the future.
We have made great headway with this committed group of representatives and
we look forward to building on that momentum going forward.
[Original signed by Roger Rosychuk]
Roger Rosychuk,
Board Chair
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Message from the
Plan Board Manager
As you will read in the 2014 Annual Report, the past year was a successful one for
the Special Forces Pension Plan despite a long period of low interest rates, which
limit investment returns and drive up the cost of providing pensions. The audited
financial statements show improvements in the Plan’s funded position over the
previous year and a steady growth in assets over the past three years.
Contribution rates remained the same in 2014 and 2015 and COLA (Cost of Living
Allowance) continues to be paid out at 30% of the increase in the Alberta Consumer Price Index (ACPI) for service after 2000 and at 60% for service up to the
end of 2000. The Board worked with its actuary in 2014 to review the funding
needs of the Plan and SFPP filed an actuarial valuation as at December 31, 2013
with the Canada Revenue Agency.
2014 was a year focused on issues related to governance and Plan sustainability
as the SFPP Board worked with its many stakeholders to provide information and
solicit feedback on the financial and demographic challenges faced by the Plan.
Like all defined benefit plans, SFPP promises a set pension benefit to all its retirees,
despite the changing cost of providing that benefit and the potential for those costs
to continue to grow over time.
Alberta Treasury Board and Finance, whose Minister is the Trustee of SFPP, asked
Alberta’s public sector pension plans in 2013 and 2014 to look at ways to address
financial sustainability and improvements to governance. The Board, which had
already being doing this work, responded as requested and continues to report to
the Minister on its progress.
The Board built on the work of an earlier stakeholder committee and established
a sponsor group to meet on issues related to governance and sustainability. The
sponsor body is made up of a representative group of employers and members
who pay into the Plan. Meetings have continued into 2015 and the staff allocated
to the Board continues to support the Board and SFPP sponsors by bringing together the information and expertise needed to do this important work and to communicate it to all stakeholders.
The Board believes strongly that those who pay for the Plan should determine how
it is governed, how it is funded and which benefits should be provided at what cost.
The Board and its staff will continue to provide oversight for the financial health
of the Plan while these important discussions continue through 2015. Retirement
security for our police members remains our first priority.
[Original signed by Liz Doughty]
Liz Doughty,
Plan Board Manager
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SFPP Board Members
SFPP BOARD ATTENDANCE
NAME
Roger Rosychuk (Chair)

2014 ATTENDANCE
Based on 8 meetings
100%

Dwayne Smith (Vice Chair)

82%

Steve Christie

44%

Jon Himmens

82%

Quinn Jacques

63%

Denis Jubinville

100%

George McLauchlan

100%

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

Left to right: Quinn Jacques, Jon Himmens, Dwayne Smith (Vice Chair), Roger Rosychuk (Chair), George McLauchlan,
Denis Jubinville, Liz Doughty (Plan Board Manager) Not Pictured: Steve Christie
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and Analysis

Board Discussion and Analysis
Strategic Planning

The work of the Board is based on an approved three-year business plan that ensures strategic priorities are identified and that
work throughout the year is linked to four core business areas
identified by the Board. These core business areas are:
1.

Plan Funding and Investments

2.

Fiscal Management

3.

Governance

4.

Communications

In addition, the Board has linked its core business areas to five key
goals for the Plan:
1.

The Plan is fully funded or an appropriate amortization
schedule is in place to address any unfunded liabilities
(on a going-concern basis).

2.

The return on investments is maximized while balancing
the risk and return profile of the Plan.

3.

Costs related to investments and Plan administration are
managed fairly, efficiently and effectively.

4.

The Board’s governance is clearly articulated and
thoroughly documented, and the Board works within its
mandate.

5.

Plan members, employers and other key stakeholders will
increasingly understand the structure and operations of
the Plan through exposure to ongoing communications
which will be provided by the Board in collaboration with
APS and/or external service providers.

Work has progressed toward these goals throughout 2014, as
planned, and this work will continue to be the ongoing focus of
the Board as it provides direction and oversight for the operation
of the Special Forces Pension Plan.
The Board sets guidelines for investing the SFPP fund, monitors
the performance of the fund and reviews its investment policy
guidelines in the context of the financial environment and the
funding needs of the Plan. In 2014, the Board conducted an
actuarial valuation as at December 31, 2013 and determined there
would be no need to raise contribution rates. Based on an assessment of accumulated assets and liabilities, the Board granted a
Cost of Living Allowance (COLA) again this year.

Investment Management

In 2014, SFPP experienced both gains and losses with different
investments. This is not unexpected. It provides a good illustration
of why the Board manages the Fund based on a diversified portfolio. When there are losses in one type of investment the hope is
they will be more than covered by gains made in others. To earn
money through investments it is necessary to take on risk. Deciding how much risk you are prepared to take on and being careful
to guard against too much risk, is important to the financial health
of the Plan. Considerable attention is given to picking the best
asset mix and monitoring its performance regularly.
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Board Discussion and Analysis
While the Board has an expert investment manager (AIMCo) to
invest and oversee Plan assets, it is within the guidance of a policy set by the Board called the Statement of Investment Policies
and Goals (SIP&G). The Board’s guidelines set out the level of
discretion that can be used by AIMCo when applying the broad
asset mix chosen by the Board.

Working with Agency Partners

While it is the SFPP Board that sets the strategic direction for
Plan operations and sets policies for its funding and investments, it is the Plan’s agency partners who do most of the
day-to-day work to invest the Plan fund and administer the
Plan’s services. These “agency partners” are Alberta Investment Management Corporation (AIMCo) and Alberta Pensions
Services Corporation (APS). Both of these agencies are crown
corporations of the Government of Alberta and report through
their own corporate boards to the President of Treasury
Board and Minister of Finance, who is the sole
shareholder for both corporations.
As the official Trustee and Administrator of the Plan, the Minister has
delegated responsibility for the
management and investment
of SFPP assets to AIMCo. It
is expected that AIMCo will
manage investments based on
a Statement of Investment Policies and Goals set by the SFPP
Board and the Board monitors
AIMCo’s performance and
checks that costs related to
investments are managed fairly
and efficiently.
Similarly, APS is delegated by the
Minister to provide pension services
to members, pensioners and employers and is responsible for the day-to-day
administration of SFPP. The Board receives
reports from APS about its service delivery and
costs and monitors, on an on-going basis, the costs associated with administering the Plan.
The SFPP Board works in collaboration with these partners
to ensure Plan objectives are met, monitoring performance,
reviewing reports and learning about how both corporations are
approaching their responsibilities with respect to risk management and issues of planning and performance. Under the
current governance arrangement, however, SFPP’s Board has no
authority to compel compliance with policies or performance
expectations with either agency, including no ability to hire a
different investment manager or Plan administrator. The Board
does seek expert advice from independent consultants, however, to ensure it can make fully informed decisions and discharge
its legislated and fiduciary duties with respect to actuarial,
investment and sponsor communications objectives.

The SFPP Board also works with pension staff at Alberta Treasury Board and Finance (ATBF) to ensure the Minister is fully
briefed on the work of the Board and that legislative requirements are being met. ATBF monitors the work delegated by the
Minister and oversees the performance of the organizations
listed above. The SFPP Board works collaboratively with all its
partners and appreciates the work they do.

Working with Plan Sponsors

In the pension business it is important to set our sights on
the long-term, manage through the short term and measure
success by how well we have prepared for the future. The
most important thing the Board can do is look after the benefit
security of current and future retirees. That means planning
many decades into the future to ensure pensions are paid out as
expected and are funded between now and then in a way that is
as affordable and equitable as possible. It is a difficult
balance and one that requires many important
decisions along the way. Those decisions
need to be made with the input of those
who pay into the Plan.
Our pension plan provides pension
benefits for seven municipal police services in Alberta. The SFPP
is very fortunate to have an
established group of engaged
and informed sponsors, which
include municipal and police
association representatives
who are learning as much as
they can about the economic
and demographic risks associated with defined benefit plans like
the SFPP.
These sponsors come together to
explore issues related to governance
and sustainability of SFPP; they are engaged with us in reviewing what challenges
lie ahead and discussing what can be done in the
short and medium term to prepare for the future.
Our sponsors understand the challenges that come with volatile
stock markets, low interest rates, increased longevity and Plan
maturity. They have met with the Board and its actuary to look
at possible impacts to the Plan from a sudden downturn in the
economy or various demographic changes that could impact the
level of contributions coming into the Plan.
While we address together the myriad of issues raised by financial sustainability, the Board and its sponsor group are also discussing what kind of a governance structure is best for the Plan
going forward. We are exploring different models and hope to
soon make recommendations to the Minister for a governance
framework that would exist more independent of government,
provide its own oversight of investment and administration and
work with employers and members to operate a jointly-sponsored pension plan many years into the future.
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Board Discussion and Analysis
Governance

In 2013, when the Minister asked public sector boards to provide input on a governance model for their plans, the SFPP Board
wrote in support of a new model for SFPP, based somewhat on
the principles embraced in a report commissioned years earlier by
the Alberta government. The so-called Cortex Report* adopted
the following five principles of good governance and the Board
endorsed them in a report to the Minister:
•

The functions of the sponsor and trustee must
remain separate;

•

Parties exposed to significant risk through the pension
plan must have the authority and capacity to manage
their risk exposure;

•

From the outset, parties exposed to significant risk must
have direct and active involvement in establishing the
pension deal;

•

The pension deal must provide for an alignment of
interests among affected parties; and

•

Mechanisms must exist for transparent accountability.

*Source: Cortex Applied Research Inc. Cortex Report on Establishing Effective Pension Governance
Arrangements. Toronto: Cortex Applied Research Inc., 1999.

The SFPP Board discussed these principles with sponsors in 2014
with everyone understanding the importance of a good governance structure to sustainability. It is important to have the right
people at the table, employer and member sponsors, to make
decisions. Voting rules and dispute resolution mechanisms need
to be established in advance so difficult decisions can be made if
the Plan falls on tough economic times.

Communications

Pensions are typically one of the largest and most expensive
investments people will make in their lives, yet studies have
shown that most people have very little understanding of how
their workplace pensions work or what kind of benefit they will
have when they retire. SFPP communications are aimed at helping
members understand how their pension has value and what
benefits it will provide at retirement. Our newsletters and on-line
communications to members are being redesigned to “de-mystify” pensions and to explain, in simple language, how the pension
plan is funded, what risks it faces, why benefits cost what they do
and what strategies the Board can use to mitigate risks. Knowing
it is not easy to engage people’s interests in pensions, SFPP is
looking at ways to make pensions more interesting.
It is for this reason SFPP conducted a communications benchmarking survey of members at the close of 2014. What better
way to engage our stakeholders than to ask them what they
know about their pensions and what they would like to learn
more about? We also asked how we are doing with our communications and service to members. We will use that information
to benchmark our progress in the future as we continually look
for ways to improve. We had an excellent response rate, with
32 per cent of our Plan members participating. After we have
had time to compile and analyze the data, the results will be
published online.
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Investment Summary

Investment Highlights
NET ASSETS:
$2.281 BILLION

DEFICIT:
$191 MILLION

INCOME AND CONTRIBUTIONS:
$375 MILLION

OBLIGATION:
$2.472 BILLION

BENEFITS AND EXPENSES:
$120 MILLION

Per Cent of Pension Obligation Supported by Net Assets
(per audited financial statements)
100%

92%

90%
78%

80%

73%

73%

2011

2010

60%
40%
20%
0%

2014

2013

2012

SFPP ended 2014 with 92 per cent of the total pension obligation supported by net assets compared to 90 per cent last year.

SFPP Change in Net Assets and Pension Obligation
(per audited financial statements)

net assets

pension obligation

20%

18.7%
15.8%
12.9%

12.6%

10.8%

10%

10%
5.8%
3.8% 3.9%
0%

0%

2014

2013

2012

2011

2010

In 2014, the Plan’s net assets grew by 12.6 per cent while the total pension obligation grew by 10.0 per cent.
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Investment Summary
Table of Investment Returns(1)
December 31, 2014
Annual Returns
		
2014
2013
2012 2011
Annualized
Investment Asset
Returns 4yr %
			
(in millions) Mix (%)
%
restated
%
%			
							
Overall Actual
$2,276
100.0
Policy Return 			
Consumer Price Index			

12.0
12.2
1.8

14.5
13.3
0.9

11.6
9.3
0.8

3.0
2.2
2.9

10.2
9.2
1.6

Money market								
Short-term Fixed Income
17
0.7
FSTE TMX 91-Day T-Bill Index			

1.1
0.9

1.2
1.0

1.2
1.0

1.2
1.0

1.2
1.0

Fixed income								
Universe Bonds
161
7.1
(1)
Private Debt
33
1.5
Private Mortgages (1)
56
2.4
Bonds, Mortgages and Private Debt			
FSTE TMX Universe Bond Index			
Long-term Government Bonds
314
13.8
FSTE TMX Long-term All Government Bond Index			

9.8
7.1
10.0
9.6
8.8
18.8
17.9

0.6
0.2
0.5
(1.2)
(5.0)
(7.0)

7.5
4.4
6.6
3.6
5.3
4.0

8.2
10.9
9.3
9.7
17.1
18.8

6.5
6.3
6.4
5.1
8.6
7.9

Equities								
Canadian Equities
371
16.3
S&P/TSX Composite Index			
Foreign Equities
777
34.1
Combined (MSCI World & EM net Indexes)			
Global Small Cap Equities
68
3.0
1/3 S&P/TSX and 2/3 MSCI Small Cap			
Private Equities (1)
76
3.3
MSCI All Country World Index			

12.4
10.6
13.8
13.5
8.0
3.4
12.2
13.5

15.4
13.0
31.7
31.1
5.7
31.1

11.9
7.2
16.9
13.6
7.7
13.6

(7.9)
(8.7)
(4.4)
(5.3)
6.2
(5.3)

7.5
5.1
13.8
12.5
7.9
12.5

Inflation Sensitive								
Real Estate (1)
181
8.0
IPD Large Institutional Index			
Real Return Bonds
75
3.3
FSTE TMX Real Return Bond Index			
Infrastructure (1)
67
3.0
Combined benchmark			
Timberland (1)
37
1.6
Combined benchmark			

8.3
7.1
13.5
13.2
8.1
11.3
(2.9)
11.3

12.2
10.9
(12.5)
(0.6)
4.4
(0.6)
28.4
(0.7)

15.3
13.8
3.1
6.6
8.1
6.6
(0.4)
6.6

20.9
15.9
18.1
9.6
9.2
9.6
20.0
9.6

14.1
11.9
4.8
7.1
7.4
6.6
10.5
6.6

Strategic Opportunities and Tactical Allocations							
Strategic Opportunities
Tactical Asset Allocation

(1)

24
19

1.1
0.8

16.0
(46.7)

9.0
(5.3)

3.9
(1.6)

15.5
46.4

14.1
(7.7)

Investment returns are provided by AIMCo. Investment returns for assets classified as Level 3 in the financial statements are based on
estimates of fair value. Level 3 includes real estate, private equities, infrastructure, timberland, hedge funds and private debt. For these
investments measurement uncertainty exists because trading activity is infrequent and fair values are derived using valuation techniques
which incorporate assumptions that are based on non-observable market data.
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Investment Summary
Investment Management Services

Alberta Investment Management Corporation (AIMCo) is a
Crown corporation that manages and invests the assets of the
Plan on behalf of the Minister of Finance and the Board. AIMCo
invests SFPP’s assets for the benefit of its members, subject to
legislation and the investment policies approved by the Board.
AIMCo manages the majority of the Plan’s investments internally
through pooled investment funds. However, some investments
are managed by third party investment managers selected and
monitored by AIMCo.

Plan Performance

In 2014, the financial position of the SFPP continued to improve.
At December 31, 2014, the fair value of the Plan’s net assets
increased by 12.6 per cent (or $255 million) to $2.281 billion.
The pension obligation increased 10.0 per cent (or $225 million)
to $2.472 billion. As a result, the Plan’s deficit declined to $191
million, according to the 2014 audited financial statements.
In 2014, inflows from investment income and contributions of $375
million were more than triple outflows from benefit payments and
expenses of $120 million. Over 21 years, accumulated income and
contributions totaled $3.0 billion while accumulated pension benefit
payments and expenses totaled $1.3 billion.

SFPP Inflows and Outflows (in millions)
(per audited financial statements)
Income and Contributions

Benefits and Expenses

$600
384

375

301

$300

232
120

$0
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Investment Performance
Year in Review

SFPP Investment Returns

The growth in net assets of 12.6 per cent or $255 million was
comprised of a return on investments, net of expenses, of 12.0
per cent, or $243 million and 0.6 per cent or $12 million from
contributions in excess of pension benefits. Investment expense
increased by 29.5 per cent to $13.1 million from last year’s investment expense of $10.1 million.
The year started out strong with SFPP earning 4.7 per cent on
its investments in the first quarter and by the end of the year
returns totalled 12.0 per cent.

1st quarter
2nd quarter
3rd quarter
4th quarter

4.7%
2.8%
2.2%
1.8%

Annual 2014

12.0%

At December 31, 2014, 56.7 per cent of the Plan’s assets were invested in equities (2013: 59.0 per cent), followed by 25.5 per cent
in interest bearing securities (2013: 24.9 per cent), and 15.9 per cent in inflation sensitive and alternative investments such as real
estate, infrastructure, real return bonds and timberland (2013: 14.9 per cent). Strategic opportunities and tactical allocations made
up 1.9 per cent (2013: 1.2 per cent).
The following chart summarizes the market returns in 2014 from various indexes around the world and the return of SFPP.

Returns for Major Markets and the SFPP
(in Canadian dollars)
SFPP
MSCI EAFE Index

12.0%

3.7%

S&P 500 Index

23.9%

IPD Large
Institutional Index

7.1%

S&P/TSX
Composite Index

10.6%

F TSE TMX Long-term
Government Bond Index

17.9%

FTSE TMX Universe
Bond Index
0.0%

8.8%

5.0%

10.0%

In equity markets outside of North America, the Morgan Stanley
Capital International Index for Europe, Australasia, and the Far East
(MSCI EAFE) Index gained 3.7 per cent in 2014 in Canadian dollars
compared to a gain of 31.1 per cent in Canadian dollars in 2013.
In the United States equity market, the S&P 500 Index, which tracks
the performance of the top 500 American companies, increased
by 23.9 per cent in 2014 in Canadian dollars (13.7 per cent in U.S.
dollars) compared to 41.4 per cent in 2013 in Canadian dollars (32.4
per cent in U.S. dollars).

15.0%

20.0%

25.0%

The Canadian real estate market, represented by the IPD Large Institutional Index gained 7.1 per cent in 2014 compared to 10.9 per cent
in 2013.
In the Canadian stock market, the Standard & Poor’s Toronto Stock
Exchange (S&P/TSX) Composite Index gained 10.6 per cent in 2014,
compared to a gain of 13.0 per cent in 2013.
In the bond market, the FTSE TMX Universe Bond Index posted a gain
of 8.8 per cent in 2014 compared to a loss of 1.2 per cent in 2013. The
FTSE TMX Long-term Government Bond Index recorded a gain of 17.9
per cent in 2013, compared to a loss of 7.0 per cent in 2013.
2014 Annual Report
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Investments by Currency

At December 31, 2014, 61 per cent (2013: 59 per cent) of the Plan’s investments were denominated in Canadian currency, followed by 22
per cent (2013: 22 per cent) in U.S. currency and 17 per cent (2013: 19 per cent) in currencies outside North America. The value of the Plan’s
foreign investment portfolio is exposed to foreign currency risk (i.e. potential loss) when the value of the Canadian dollar strengthens against
other currencies. By year-end, the Canadian dollar was weaker against the U.S. dollar, meaning U.S. dollar investments were worth more
when translated into Canadian dollars. At December 31, 2014, one U.S. dollar was worth $1.16 Canadian compared to $1.06 Canadian at the
beginning of the year.

SFPP Investments by Currency

100%

Canadian Dollar (CAD)
61%

British Pound (GBP)
3%

United States Dollar (USD)
22%

Australian Dollar (AUD)
1%

Euro (EUR)
3%

Swiss Franc (CHF)
1%

Japanese Yen (JPY)
2%

Other Foreign Currencies
7%

Investment Expenses

In 2014, the overall investment expense charged by AIMCo increased by 19.6 per cent, before GST, and 29.5 per cent, after GST,
while average assets under management increased by 14.1 per cent.
Investment expenses as a percentage of net assets are provided below.
($ millions)

2014

2013

Amounts charged by AIMCo for:
Investment costs (a)

$ 9.7

$7.9

Performance based fees (a)		

2.4

2.2

GST (b)		

1.0

-

$ 13.1

$10.1

Per cent increase in investment expense, before GST		 19.6%

36.1%

Per cent increase in investment expense, after GST		29.5%

36.1%

Per cent increase in average investments under management		 14.1%

14.5%

Increase (decrease) in value of investments attributed to AIMCo		 -0.2%

1.2.%

Expenses as a per cent of each dollar earned		 5.1%

3.8%

Expenses as a per cent of each dollar invested		 0.61%

0.54%

Total investment expense

(a) Please refer to AIMCo’s financial statements for a 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 related to
external managers hired by AIMCo.
(b) Two thirds of GST paid in 2014 and two thirds of GST recorded as a receivable in prior years (2011-2013) has been determined to be unrecoverable and expenses in 2014.
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Long-term Investment Objective (Funding)

An important goal of the board is to ensure the Plan is sustainable over the long-term so that the total pension obligation to members is fully supported by net assets in the Plan. In order to achieve this, the Board sets an expectation that the actual return on
investments will exceed the required long-term average annual return of 6.1 per cent. This includes an expectation of earning 3.8 per
cent above the forecast annual rate of inflation currently assumed to be 2.3 per cent.

Asset Mix

The table below shows the long-term policy asset weight for each class of investments held in the Plan compared to the actual asset
mix for 2014 and the previous year.

Asset Class

LT Policy
Benchmark

Policy Range
Minimum
Maximum

Actual
2014

2013

		

%

%

%

%

%

Money market

1

0

10

0.7

1.1

24			

24.8

23.8

Universe bonds				

7.1

9.7

Private debt				

1.5

-

Private mortgages				

2.4

2.1

Universe bonds, mortgages, private debt

11.0

11.8

Fixed income

8

4

19

Long government bonds
16
12
22
13.8
					
Equities		
50			

12.0		
56.7 59.0

Canadian

14

8

18

16.3

18.0

Global developed

24

10

48

30.0

33.3

Emerging markets

4

0

8

4.1

4.0

Global small cap

3

0

6

3.0

-

Private equity
5
0
8
				
Inflation sensitive
25			

3.3

3.7		

15.9

14.9

Real return bonds

5

2

10

3.3

1.8

Real estate

10

7

13

8.0

6.7

Infrastructure				

3.0

4.5

Timberland				

1.6

1.9

11

4.6

6.4		

-

1.9

1.2

100.0

100.0

Infrastructure and timberland
10
3
				
Strategic opportunities and tactical allocations
Grand Total

100			

Money market includes investments that have a low absolute
volatility with cash benchmarks. Fixed income includes universe
bonds, long bonds, mortgages and private debt which have
a high correlation to the interest rate risk associated with the
Plan’s pension obligation. Equities include ownership in both
publicly traded and private enterprises, in Canada and outside
Canada, that provide long-term growth to meet the funding
requirements of the Plan’s pension obligation.

Inflation sensitive investments include any publicly traded or privately held investment that provides inflation based returns that
are positively correlated with the inflation risk of the Plan’s liability including, but not exclusive to, investments in real estate,
infrastructure, real return bonds and timberland. The Board has
given AIMCo the authority to invest in certain strategic opportunities that are outside the asset classes listed above.
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Investment Summary
Investment Results in Relation to the Benchmarks

The performance of AIMCo is reviewed against policy benchmarks to measure the effectiveness of its decisions. Performance is
reviewed quarterly, with an emphasis on four-year returns. According to the Plan’s SIP&G, the Board expects that the investments
held by the Plan will return approximately 100 basis points, or 1.0 per cent per annum, above the policy benchmark return over the
long-term.
The table below shows the value added return (loss) from the investment manager in each of the past four years along with the
annualized returns over four years, ten years and twenty years.

Investment Returns (%)
Ending December 31, 2014

Annual Returns (%)
Annualized Returns (%)
2014
2013
2012
2011
4 Years
10 Years
20 Years
							
Actual return

12.0

14.5

11.6

3.0

10.2

7.1

8.0

Policy benchmark return

12.2

13.3

9.3

2.2

9.2

6.9

7.9

Value added return

(0.2)

1.2

2.3

0.8

1.0

0.2

0.1

Proxy Voting

The 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 Plan entrusts the proxy voting function to AIMCo, its primary service provider. Research
and proxy voting have been outsourced by AIMCo to an independent adviser that specializes in providing proxy-related services to
institutional investors. While AIMCo may review and utilize the recommendations of the research provider in making proxy voting
decisions, they are in no way obligated to follow such recommendations.
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Benefit Administration
Alberta Pensions Services Corporation (APS) acts as the pension
administrator for SFPP as directed under a Pension Services Agreement with the President of Treasury Board and Minister of Finance.
In carrying out its mandate it provides the following services:
•

Contributions management

•

Member, pensioner and employer
information management

•

Communications related to current pension benefits

•

Benefit calculations

•

Benefit disbursements

•

Policy development and implementation

•

Compliance, regulatory and Plan financial reporting

SFPP Members, Pensioners and Employers

Based on year-end totals, SFPP has seven employers and a total of
6,878 active and deferred members and pensioners. In 2014, 234
members joined the Plan, two re-joined the Plan, 106 members
retired, 40 members deferred funds and 59 members terminated
and left the Plan.

SFPP Member Services Expenses

SFPP’s share of APS operating and plan-specific costs are based
on cost allocation policies approved by the President of Treasury
Board and Minister of Finance. SFPP costs includes remuneration
to Board members.
SFPP’s share of APS costs were almost $2,332,000 in 2014.
Based on average membership, SFPP’s per member service expense is $339 which includes APS operating costs, Board operating costs and actuarial fees.

Member Services Expenses
($thousands)
2014

2013

General administration costs

1,974

1,842

Actuarial fees

358

165

Total member service expenses

2,332

2,007

Member services expenses per member

339

302

Cost-of-Living Adjustment (COLA) to
Pensions in Pay
As at January 1, 2014, the Board approved post-2000 COLA to
pensions in pay and deferred pensions at 30% (the full target
amount) of the increase in the Alberta Consumer Price Index
(ACPI). For service up to the end of 2000, COLA is guaranteed at
60% of ACPI.
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Benefit Administration

APS focused on the following initiatives in 2014 to further enhance services to our valued SFPP clients:
•

Updated the online pension estimators to give SFPP
members a rough estimate of what their pension payments might be under new plan rules.

•

Completed the successful implementation of the
first phase of our Next Generation business transformation project and migrated pensioners to the new
COMPASS system.

•

Successfully paid SFPP pensioners every month for
the last four months of 2014 through the new pension
payroll system.

•

•

Introduced a new Fraud Risk Management Program and
switched providers for our compliance hotline to allow
for anonymous online reporting that better tracks and
records issues.
Broadened our long-standing ethics policy, creating
a new Whistleblower Policy that makes it easier for
employees and the public to report on concerns, further
enhancing our commitment to accountability.

APS Intentions for 2015:
•

Introduce mypensionplan.ca for pensioners, providing
SFPP retirees the convenience of an online service.
Retirees can view their monthly pension payments and
deductions, see when their next payment is, change
their personal information (address, banking, beneficiaries) and access and print their T4A slips. Pensioners
can also provide documents through a new secure
email service, eliminating the need to post, fax or deliver information in person.

•

Introduce a refreshed mypensionplan.ca for
SFPP members.

•

Provide all SFPP members a new member identifier
number that they can use from membership through
to retirement to access their member and pensioner
information online, over the phone and in person.

•

Provide employers with a new portal that gives them
greater control of their information and increased flexibility and choice of data submission formats.

•

Complete the implementation of the full new
financial processes.

•

Provided more proactive communication between APS
and our members.

•

Progress toward the 2016 completion of the Next Generation business transformation system.

•

Achieved a client satisfaction rate of 86 per cent from
all pension plans served for the second year in a row –
once again surpassing the 82 per cent target.

•

Enrich remote employer information sessions.

•

Continue to align the APS organization for current and
future business needs.

•

Introduced educational webinars to more some clients
on topics such as retirement options and how to increase benefits.

•

Provide leadership development necessary to respond
to changes in the strategic environment.

•

Provided more member-counselling sessions

•

Completed 1,203 SFPP member transactions, 11 per
cent less than in 2013.

•

Ongoing promotion of mypensionplan.ca, a
secure website for members to access their
pension information.
As of December 31, 2014, SFPP had 223 new 		
members registered on mypensionplan.ca and 1,474 		
members registered in total.
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Independent
Auditor’s
Management Employees
PensionReport
Plan
To the President of Treasury Board and Minister of Finance
Independent
Auditor’s
Report
and the Special Forces
Pension
Board
Report on the Financial Statements

To the President of Treasury Board and Minister of Finance

I have audited the accompanying financial statements of the Special Forces Pension Plan, which
Report
on the Financial
Statements
comprise
the statement
of financial
position as at December 31, 2014, and the statements of changes
in net assets
available
for
benefits
and
changes
in pension
obligation
for the
year then
ended,
and a
I have audited the accompanying financial
statements
of the
Management
Employees
Pension
Plan,
summary
of
significant
accounting
policies
and
other
explanatory
information.
which comprise the statement of financial position as at December 31, 2013, and the statements of
changes in net assets available for benefits and changes in pension obligation for the year then ended,

Management’s
Responsibility
the Financial
and a summary
of significantfor
accounting
policiesStatements
and other explanatory information.

material misstatement, whether due to fraud or error .

Auditor’s Responsibility

Auditor’s Responsibility

My responsibility is to express an opinion on these financial statements based on my audit. I conducted
to express
an opinion
on these
financial
statements
based onThose
my audit.
I conducted
my auditMy
in responsibility
accordanceiswith
Canadian
generally
accepted
auditing
standards.
standards
require
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
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.
about whether the financial statements are free from material misstatement.

Other Information

An auditAn
involves
performing
procedures
to obtain
audit
aboutthe
theamounts
amounts
disclosures
audit involves
performing
procedures
to obtain
auditevidence
evidence about
andand
disclosures
in the financial
statements.
The procedures
selected
auditor’sjudgment,
judgment,
including
in the financial
statements.
The procedures
selecteddepend
dependon
on the auditor’s
including
the the
assessment
of the of
risks
of material
misstatement
thefinancial
financial statements,
statements, whether
duedue
to fraud
or or
assessment
of the risks
material
misstatement
ofofthe
whether
to fraud
In making
risk assessments,
auditor
considers internal
internal control
to the
entity’s
error. In error .
making
those those
risk assessments,
thethe
auditor
considers
controlrelevant
relevant
to the
entity’s
preparation
fair presentation
of the
financial
statementsin
in order
order to
procedures
that that
are are
preparation
and fairand
presentation
of the
financial
statements
todesign
designaudit
audit
procedures
appropriate in the circumstances, but not for the purpose of expressing an opinion on the effectiveness of
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
the entity’s
An auditof also
includes
evaluating
appropriateness
of as
accounting
usedinternal
and the control.
reasonableness
accounting
estimates
madethe
by management,
as well
evaluating policies
the
used and
the
reasonableness
of
accounting
estimates
made
by
management,
as
well
as
evaluating the
overall presentation of the financial statements.
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

I believeaudit
thatopinion .
the audit evidence I have obtained is sufficient and appropriate to provide a basis for my
audit opinion.
Opinion

OpinionIn my opinion, the financial statements present fairly, in all material respects, the financial position of the

Management Employees Pension Plan as at December 31, 2013, and changes in its net assets available

In my opinion,
the and
financial
statements
present
fairly,forinthe
allyear
material
respects,
the financial
for benefits
changes
in its pension
obligation
then ended
in accordance
with position
Canadianof
the Special
Forcesstandards
Pensionfor
Plan
as atplans .
December 31, 2014, and changes in its net assets available for
accounting
pension
benefits and changes in its pension obligation for the year then ended in accordance with Canadian
accounting
standards
forMerwan
pension
[Original
signed by
N.plans.
Saher, FCA]
Auditor General

[Original signed by Merwan N. Saher, FCA]
April 16, 2014

Auditor General
Edmonton, Alberta
April 20, 2015
2013 Management Employees Pension Plan Annual Report
Edmonton,
Alberta
552
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Management
is responsible
for the preparation
and fair
presentation of these financial statements in
Management’s
Responsibility
for the Financial
Statements
accordance with Canadian accounting standards for pension plans, and for such internal control as
Management is responsible for the preparation and fair presentation of these financial statements in
management
determines is necessary to enable the preparation of financial statements that are free from
accordance with Canadian accounting standards for pension plans, and for such internal control as
materialmanagement
misstatement,
whetheris due
to fraud
or error.
determines
necessary
to enable
the preparation of financial statements that are free from
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of Financial Position
Statement of FinancialStatement
Position
As at December 31, 2014
($ thousands)

>>> Table SFPP 01sna.pdf Here <<<
Net Assets Available for Benefits
Assets
Investments (Note 3)
Contributions receivable
Employers
Employees
Province of Alberta
Accounts receivable
Total Assets

2014

$

Liabilities
Accounts payable
Liability for investment purchases
Total Liabilities

2013

2,276,016

$

2,019,975

2,418
2,238
411
828
2,281,911

2,450
2,278
373
1,455
2,026,531

619
318
937

420
420

Net assets available for benefits

$

2,280,974

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

$

2,471,973 $
(190,999)

2,246,581
(220,470)

Pension obligation and deficit

$

2,280,974

2,026,111

$

$

2,026,111

The accompanying notes are part of these financial statements.
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2010-11 AFE Annual Report
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Statement of Changes in Net Assets Available for Benefits

Statement of Changes in Net Assets
Year ended December 31, 2014
Available for Benefits

($ thousands)

2014
Plan Fund Indexing Fund
Increase in assets
Contributions (Note 7)
Investment income (Note 8)
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

$

112,711
249,173
361,884

$

5,979
7,196
13,175

2013
Total

Total
$

118,690
256,369
375,059

$

115,277
269,014
384,291

104,737
12,794
2,332
119,863
242,021

333
333
12,842

104,737
13,127
2,332
120,196
254,863

95,371
110
10,134
2,007
107,622
276,669

1,970,109

56,002

2,026,111

1,749,442

68,844

$ 2,280,974

$ 2,026,111

$ 2,212,130

$

The accompanying notes are part of these financial statements.
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Statement of Changes in Pension Obligation

Statement of Changes in Pension Obligation
Year ended December 31, 2014

($ thousands)

>>> Table SFPP_03soclab.pdf Here <<<
Pre-1992

2014
Post-1991

2013
Total

Total

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

$

Decrease in pension obligation
Benefits, transfers and interest
Net experience gains (Note 5c)

Net increase (decrease) in pension obligation
Pension obligation at beginning of year
Pension obligation at end of year (Note 5)

$

53,999
-

$

98,956
72,640

$

152,955
72,640

$

141,851
79,243

31,596
85,595

108,037
279,633

139,633
365,228

(125,471)
95,623

60,330
12,560
72,890

46,356
20,590
66,946

106,686
33,150
139,836

97,336
97,336

12,705

212,687

225,392

(1,713)

805,950

1,440,631

2,246,581

2,248,294

818,655

$ 1,653,318

$ 2,471,973

$ 2,246,581

The accompanying notes are part of these financial statements.

AR14-15_c1si_SFPP_tables.xlsx / 03socpo

Printed to PDF on: 3/30/2015
2014 Annual Report

29

Financial Statements

Notes to the Financial Statements
Year ended December 31, 2014

(All dollar amounts in thousands, except per member data
and remuneration of board members)
NOTE 1

SUMMARY DESCRIPTION OF THE PLAN
The following description of the Special Forces 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 Special Forces
Pension Plan Alberta Regulation 369/93, 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 police officers employed by
participating employers in Alberta. The Plan is a registered pension plan as defined in the
Income Tax Act. The Plan’s registration number is 0584375. The President of Treasury
Board and Minister of Finance is the legal trustee for the Plan and Alberta Treasury Board
and Finance is management of the Plan. The Plan is governed by the Special Forces
Pension Board (the Board). 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 recommending amendments to the Plan rules.
b) PLAN FUNDING

Plan Fund
Contributions and investment earnings are expected to fund all benefits payable under the
Plan from the Plan Fund. The Board, in consultation with the Plan’s actuary, reviews the
contribution rates at least once every three years. The last actuarial valuation for funding
purposes was prepared as at December 31, 2013.
The unfunded liability for service prior to December 31, 1991 is being financed by
additional contributions from the Province of Alberta, employers and employees. Additional
contributions are payable until December 31, 2036 unless the unfunded liability has been
previously eliminated. The rates in effect at December 31, 2014 were 1.25% of pensionable
salary for the Province of Alberta, and 0.75% each for employers and employees.
Employees and employers are responsible for fully funding service after 1991. The current
service contribution rates for employers are 1.1% higher than the rates of employees.
The contribution rates in effect at December 31, 2014 for current service and post-1991
actuarial deficiency were 13.05% of pensionable salary for employers and 11.95% for
employees. Of this, contribution rates towards current service were 10.26% of pensionable
salary for employers and 9.16% for employees. Contributions towards the post-1991
actuarial deficiency were 2.79% of pensionable salary each for both employers and
employees.
The total contribution rates in effect at December 31, 2014 were 14.55% of pensionable
salary for employers and 13.45% for employees and includes contributions towards COLA
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of 0.75% each (refer to the Indexing Fund below) and the pre-1992 unfunded liability of
0.75% each.
Indexing Fund
Benefit payment increases for post-1991 COLA (see Note 1i) are funded by contributions to
another fund called the Indexing Fund from employers and employees and earnings from
investments. The rates in effect at December 31, 2014 were 0.75% of pensionable salary
each for employers and employees. COLA rates and benefits are set by the Board. Subject
to the Employment Pension Plans Act, the Indexing Fund may receive surpluses of the
Plan Fund respecting service after 1991.
c)

RETIREMENT BENEFITS

The Plan provides for a pension of 1.4% for each year of pensionable service based on
the average salary of the highest five consecutive years up to the average YMPE over the
same five consecutive year period and 2.0% on the salary above YMPE, subject to the
maximum pension benefit limit allowed under the Income Tax Act. For members who retire
before age 65, the pension will include a bridge benefit. This bridge is provided up to age
65, The bridge benefit is 0.6% for each year of pensionable service based on the average
of the highest five consecutive years up to the YMPE.
The pension is payable for the member’s lifetime with a guarantee that the pension
payment will not cease until a minimum of 60 monthly payments have been made. For
a member who has a pension partner at retirement, the pension plan provides that the
pension will continue in the amount of 65% to the surviving pension partner for their
remaining lifetime.
d) DISABILITY BENEFITS

Pensions may be payable to members who become totally disabled and retire early with at
least five years of service. Reduced pensions may be payable to members who become
partially disabled and retire early with at least five years of service. Individuals who became
members after June 30, 2007 and had no pensionable service prior to July 1, 2007 are not
entitled to disability benefits.
e) DEATH BENEFITS

Benefits are payable on the death of a member before retirement. If the member had at
least five years of service and there is a pension partner or dependent minor child, benefits
may take the form of a survivor pension, or a lump sum payment. If the member has less
than five years of service, the pension partner or beneficiary is entitled to receive death
benefits in the form of a lump sum payment, and with respect to pre-1992 service there are
additional benefits for dependent minor children.
f)

TERMINATION BENEFITS, REFUNDS AND TRANSFERS

Members who terminate with at least five years of pensionable service and who are not
immediately entitled to a pension may receive a refund of their contributions and interest on
service prior to 1992 and the commuted value of their pension for service after 1991, with
the commuted value being subject to locking-in provisions. Any optional service purchased
wholly by the member is not included in the commuted value and is paid as contributions
with interest. If the remaining member contributions fund more than 50% of the benefit, that
excess is paid as a cash refund. Alternatively, they may elect to receive a deferred pension.
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NOTE 1

SUMMARY DESCRIPTION OF THE PLAN

CONTINUED

Members who terminate with less than five years of pensionable service receive a refund
of contributions and interest. The refunds are accounted for as benefit payments on the
statement of changes in net assets available for benefits.
g) GUARANTEE

As long as there remains an unfunded liability for pre-1992 service, payment of all benefits
arising from service before 1992 is guaranteed by the Province of Alberta. (Section 9.1(c) of
the Public Sector Pension Plans Act Schedule 4).
h) OPTIONAL SERVICE AND TRANSFERS

All optional service purchases are to be cost-neutral to the Plan.
Reciprocal agreements provide that transferred-in service be on an actuarial reserve basis
and transfers-out receive the greater of commuted value for all service, or all contributions
made by the member to the Plan.
i)

COST-OF-LIVING ADJUSTMENTS (COLA)

Pensions payable by the Plan Fund for pre-1992 service 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.
For post-1991 service, the Board is responsible for setting COLA based on funds available
in the Indexing Fund (see Note 15). COLA at 60% has been granted on service up to
December 31, 2000. Effective January 1, 2014, COLA at 30% (January 2013: 30%) of
the Alberta Consumer Price Index was applied to the portion of Plan pensions in pay, and
deferred pensions, relating to pensionable service after December 31, 2000.
NOTE 2

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES AND REPORTING PRACTICES
a) BASIS OF PRESENTATION

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

Investments are recorded at fair value. As disclosed in Note 3, the Plan’s investments
consist primarily of direct ownership in units of pooled investment funds (“the pools”).
The pools are established by Ministerial Order 16/2014, being the Establishment and
Maintenance of Pooled Funds, pursuant to the Financial Administration Act of Alberta,
Chapter F-12, Section 45, and the Alberta Investment Management Corporation Act of
Alberta, Chapter A-26.5, Section 15 and 20. Participants in pools include government and
non-government funds and plans.
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Contracts to buy and sell financial instruments in the pools are between the Province
of Alberta and the third party to the contracts. Participants in the pools are not party to
the contracts and have no control over the management of the pool and the selection
of securities in the pool. Alberta Investment Management Corporation (AIMCo) controls
the creation of the pools and the management and administration of the pools including
security selection. Accordingly, the Plan does not report the financial instruments of the
pools on its statement of financial position.
The Plan becomes exposed to the financial risks and rewards associated with the
underlying financial instruments in a pool when it purchases units issued by the pools and
loses its exposure to those financial risks and rewards when it sells its units. The Plan
reports its share of the financial risks in Note 4.
The fair value of units held by the Plan is derived from the fair value of the underlying
financial instruments held by the pools as determined by AIMCo (see Note 3b). Investments
in units are recorded in the Plan’s accounts. The underlying financial instruments are
recorded in the accounts of the pools. The pools have a market-based unit value that is
used to distribute income to the pool participants and to value purchases and sales of the
pool units. The pools include various financial instruments such as bonds, equities, real
estate, derivatives, investment receivables and payables and cash.
The Plan’s cut-off policy for valuation of investments, investment income and investment
performance is based on valuations confirmed by AIMCo on the fourth business day
following the year end. Differences in valuation estimates provided to Alberta Treasury
Board and Finance after the year end cut-off date are reviewed by management.
Differences considered immaterial by management are included in investment income in
the following period.
Investments in units are recorded in the Plan’s accounts on a trade date basis.
All purchases and sales of the pool units are in Canadian dollars.
Fair value is the amount of consideration agreed upon in an arm’s length transaction
between knowledgeable, willing parties who are under no compulsion to act.
c) INVESTMENT INCOME

(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.

ii.	

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

d) INVESTMENT EXPENSES

Investment expenses include all amounts, including transaction costs, charged to the Plan
by AIMCo (see Note 11). Investment expenses are recorded on an accrual basis.
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e) VALUATION OF PENSION OBLIGATION

The value of the pension obligation and changes therein during the year are based on an
actuarial valuation prepared by an independent firm of actuaries. The valuation is made
every three years and results from the most recent valuation are extrapolated, on an annual
basis, to year-end. The valuation uses the projected benefit method pro-rated on service
and management’s best estimate, as at the valuation and extrapolation date, of various
economic and non-economic assumptions.
f)

MEASUREMENT UNCERTAINTY

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

the Plan’s actual experience may differ, perhaps significantly, from assumptions used
in the extrapolation of the Plan’s pension obligation, and

ii)

the estimated fair values of the Plan’s private investments, hedge funds, real estate
and timberland investments may differ significantly from the values that would have
been used had a ready market existed for these investments.

While best estimates have been used in the valuation of the Plan’s pension obligation,
private investments, hedge funds, real estate and timberland investments, management
considers that it is possible, based on existing knowledge, that changes in future conditions
in the short term could require a material change in the recognized amounts.
Differences between actual results and expectations in the Plan’s pension obligation
are disclosed as assumption or other changes and net experience gains or losses in the
statement of changes in pension obligation in the year when actual results are known.
Differences between the estimated fair values and the amount ultimately realized for
investments are included in net investment income in the year when the ultimate realizable
values are known.
g) INCOME TAXES

The Plan is a registered pension plan, as defined by the Income Tax Act (Canada) and,
accordingly, is not subject to income taxes.

34

Special Forces Pension Plan

Financial Statements
NOTE 3

INVESTMENTS

The Plan’s investments are managed at the asset class level for purposes of evaluating the
Plan’s risk exposure and investment performance against approved benchmarks based on
fair value. AIMCo invests the Plan’s assets in accordance with the Statement of Investment
Policies and Guidelines (SIP&G) approved by the Plan’s board. The fair value of the pool
PDF named:
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units is based on the Plan’s share of the net asset
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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, withinNote
the ranges
INVESTMENTS
3
approved for each asset class (see Note 4).
($ thousands)
(a)

Fair Value Hierarchy
Level 1
Level 2
Level 3

Asset class
Interest-bearing securities
Cash and short-term securities
Bonds, mortgages and private
debt and loans

Equities
Canadian
Global developed
Private
Emerging markets
Global small cap equity
Inflation sensitive
Real estate
Infrastructure
Real return bonds
Timberland
Strategic opportunities and
tactical allocations *
Total investments

$

-

$

16,807

$

-

2014
Fair Value

2013
Fair Value

$

$

16,807

21,575

-

476,034
492,841

88,648
88,648

564,682
581,489

480,867
502,442

273,708
406,238
84,208
67,603
831,757

97,084
88,876
10,368
196,328

187,594
75,685
263,279

370,792
682,708
75,685
94,576
67,603
1,291,364

363,297
671,344
75,214
81,762
1,191,617

-

74,996
74,996

181,072
67,151
37,465
285,688

181,072
67,151
74,996
37,465
360,684

135,966
91,594
35,292
37,434
300,286

-

18,682

23,797

42,479

25,630

$ 831,757

$ 782,847

$ 661,412

$ 2,276,016

$ 2,019,975

* This asset class is not listed in the SIP&G as it relates to investments made on an opportunistic 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 totalling $831,757 (2013: $730,861).
●● Level 2 - fair value is estimated using valuation techniques that make use of
market-observable inputs other than quoted market prices. This level includes
debt securities and derivative contracts not traded on a public exchange totalling
$782,847 (2013: $806,927). 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.
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●● Level 3 - fair value is estimated using inputs based on non-observable market data.
This level includes private mortgages, hedge funds, private equities andNote
inflation
INVESTMENTS
3
sensitive investments totalling $661,412 (2013: $482,187).
* Reconciliation of Level 3 Fair Value Measurements
Reconciliation of Level 3 Fair Value Measurements:
($ thousands)
Balance, beginning of year
Investment income
Purchases of Level 3 pooled fund units
Sale of Level 3 pooled fund units

2014
2013
$ 482,187 $ 403,437
43,911
58,052
202,235
82,826
(66,921)
(62,128)

Balance, end of year

$ 661,412

$ 482,187

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:
●● Interest-bearing securities: 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.
●● Equities: 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. 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.
●● Inflation sensitive: The estimated fair value of private real estate investments is
reported at the most recent appraised value, net of any liabilities against the real
property. Real estate properties are appraised annually by qualified external real
estate appraisers. Appraisers use a combination of methods to determine fair value
including replacement cost, direct comparison, direct capitalization of earnings and
the discounted cash flows. The fair value of timberland investments is appraised
annually by independent third party evaluators. Infrastructure investments are
valued similar to private equity investments.
●● Strategic opportunities and tactical allocations: The estimated fair value of
infrastructure investments held in emerging market countries is estimated by
managers or general partners of private equity funds and joint ventures. For
tactical asset allocations, investments in derivative contracts provides overweight
or underweight exposure to global equity and bond markets, including emerging
markets.
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●● Foreign currency: Foreign currency transactions in pools are translated into
Canadian dollars using average rates of exchange. At year end, the fair value of
investments in other assets and liabilities denominated in a foreign currency are
translated at the year-end exchange rates.
●● Derivative contracts: The carrying value of derivative contracts in a favourable
and unfavourable position is recorded at fair value and is included in the fair value
of pooled investment funds (see Note 4f). The estimated fair value of equity and
bond index swaps is based on changes in the appropriate market-based index net
of accrued floating rate interest. Interest rate swaps and cross-currency interest rate
swaps are valued based on discounted cash flows using current market yields and
exchange rates. Credit default swaps are valued based on discounted cash flows
using current market yields and calculated default probabilities. Forward foreign
exchange contracts and futures contracts are valued based on quoted market
prices. Options to enter into interest rate swap contracts are valued based on
discounted cash flows using current market yields and volatility parameters which
measure changes in the underlying swap. Warrants and rights are valued at the
year-end closing sale price or the average of the latest bid and ask prices quoted by
an independent securities valuation company.
NOTE 4

INVESTMENT RISK MANAGEMENT
The Plan is exposed to financial risks associated with the underlying securities held in the
pooled investment funds created and managed by AIMCo. These financial risks include
credit risk, market risk and liquidity risk. Credit risk relates to the possibility that a loss may
occur from the failure of another party to perform according to the terms of a contract.
Market risk is comprised of currency risk, interest rate risk and price risk. Liquidity risk is the
risk the Plan will not be able to meet its obligations as they fall due.
The investment policies and procedures of the Plan are clearly outlined in the SIP&G
approved by the Board. The purpose of the SIP&G is to ensure the Plan is invested and
managed in a prudent manner in accordance with current, accepted governance practices
incorporating an appropriate level of risk. The Board manages the Plan’s return-risk 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
RISKofMANAGEMENT
Note 4
acceptable level
risk, the Board has established the following asset mix policy ranges:
Asset Class
Interest-bearing securities
Money market (cash and short-term
securities)
Fixed income (bonds and mortgages)
Equities
Inflation sensitive
Strategic opportunities and tactical
allocations

Actual Asset Mix
Long-term
Policy Weight December 31, 2014 December 31, 2013
($ thousands) % ($ thousands) %

1%
24%
50%
25%
(a)

$

16,807
564,682
1,291,364
360,684

0 .7
24 .8
56 .7
15 .9

42,479
$2,276,016

$

21,575
480,867
1,191,617
300,286

1 .1
23 .8
59 .0
14 .9

1 .9

25,630

1 .2

100 .0

$2,019,975

100 .0

a) In accordance with the SIP&G, AIMCo may invest up to 5% of the fair value of the Plan’s investments in
strategic opportunities that are outside of the asset classes listed above.

a) Credit Risk

i)

Debt securities

The Plan is indirectly exposed to credit risk associated with the underlying debt securities
held in the pools managed by AIMCo. Counterparty credit risk is the risk of loss arising
from the failure of a counterparty to fully honour its financial obligations. The credit quality
of financial assets is generally assessed by reference to external credit ratings. Credit risk
can also lead to losses when issuers and debtors are downgraded by credit rating agencies
usually leading to a fall in the fair value of the counterparty’s obligations. Credit risk
exposure for financial instruments is measured by the positive fair value of the contractual
obligations with counterparties. The fair value of all investments reported in Note 3 is
directly
or indirectly impacted by credit risk to some
degree.
majority
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The table below summarizes these debt securities by counterparty credit rating at
INVESTMENT RISK MANAGEMENT
Note 4
December 31, 2014:
Credit rating
Investment Grade (AAA to BBB-)
Speculative Grade (BB+ or lower)
Unrated

ii)

2014

2013

90.1%
0.2%
9.7%

89.5%
0.4%
10.1%

100.0%

100.0%

Counterparty default risk - derivative contracts

The Plan’s maximum credit risk in respect of derivative financial instruments is the fair
value of all contracts with counterparties in a favourable position (see Note 4f). The Plan
can only transact with counterparties to derivative contracts with a credit rating of A+ or

38

Special Forces Pension Plan

Financial Statements
higher by at least two recognized ratings agencies. Provisions are in place to either transfer
or terminate existing contracts when the counterparty has their credit rating downgraded.
The exposure to credit risk on derivatives is reduced by entering into master netting
agreements and collateral agreements with counterparties. To the extent that any
unfavourable contracts with the counterparty are not settled, they reduce the Plan’s net
exposure in respect of favourable contracts with the same counterparty.
iii)

Security lending risk

To generate additional income, the pools participate in a securities-lending program. Under
this program, the custodian may lend investments held in the pools to eligible third parties
for short periods. At December 31, 2014, the Plan’s share of securities loaned under
this program is $135 million (2013: $107 million) and collateral held totals $143 million
(2013: $113 million). Securities borrowers are required to provide the collateral to assure
the performance of redelivery obligations. Collateral may take the form of cash, other
investments or a bank-issued letter of credit. All collateralization, by the borrower, must be
in excess of 100% of investments loaned.
b) Foreign Currency Risk

The Plan is exposed to foreign currency risk associated with the underlying securities held
in the pools that are denominated in currencies other than the Canadian dollar. Foreign
currency risk is the risk that the fair value or future cash flows of a financial instrument will
fluctuate because of changes in foreign exchange rates. The fair values of investments
denominated in foreign currencies are translated into Canadian dollars using the reporting
date exchange rate. As a result, fluctuations in the relative value of the Canadian dollar
against these foreign currencies can result in a positive or negative effect on the fair
value of investments. Approximately 39% of the Plan’s investments, or $880 million, are
denominated in currencies other than the Canadian dollar, with the largest foreign currency
exposure being to the US dollar (22%) and the Euro (3%).
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other variables are held constant, the potential loss to the Plan would be approximately
3.9% (2013: 4.1%).

TheINVESTMENT
following tableRISK
summarizes
the Plan’s exposure to foreign currency investments
MANAGEMENT
Noteheld
4 in
pooled investment funds at December 31, 2014:

Currency

($ millions)
2014
2013
Fair Value Sensitivity Fair Value Sensitivity

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

$

490
66
53
61
24
25
161

$

(49) $
(7)
(5)
(6)
(2)
(3)
(16)

453
90
52
56
26
25
134

$

(45)
(9)
(5)
(6)
(3)
(3)
(13)

Total foreign currency investments

$

880

$

(88) $

836

$

(84)
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c) Interest Rate Risk

The Plan is exposed to interest rate risk associated with the underlying interest-bearing
securities held in the pools managed by AIMCo. Interest rate risk relates to the possibility
that the investments will change in value due to future fluctuations in market interest rates.
In general, investment returns from bonds and mortgages are sensitive to changes in the
level of interest rates, with longer term interest bearing securities being more sensitive
to interest rate changes than shorter-term bonds. If interest rates increased by 1%, and
all other variables are held constant, the potential loss in fair value to the Plan would be
approximately 2.9% (2013: 2.4%).
d) Price Risk

Price risk relates to the possibility that equity investments will change in value due to future
fluctuations in market prices caused by factors specific to an individual equity investment
or other factors affecting all equities traded in the market. The Plan is exposed to price
risk associated with the underlying equity investments held in pools managed by AIMCo.
If equity market indices (S&P/TSX, S&P500, S&P1500 and MSCI ACWI and their sectors)
declined by 10%, and all other variables are held constant, the potential loss to the Plan
would be approximately 6.4% (2013: 5.8%). Changes in fair value of investments are
recognized in the statement of changes in net assets available for benefits.
e) Liquidity Risk

Liquidity risk is the risk that the Plan will encounter difficulty in meeting obligations
associated with its financial liabilities. Liquidity requirements of the Plan are met through
income generated from investments, employee and employer contributions, and by
investing in pools that hold publicly traded liquid assets traded in an active market that are
easily sold and converted to cash. These sources of cash are used to pay pension benefits
and operating expenses, purchase new investments, settle derivative transactions with
counterparties and margin calls on futures contracts. The Plan’s future liabilities include the
accrued pension benefits obligation and exposure to net payables to counterparties
(Note 4f).
f)
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Use of Derivative Financial Instruments in Pooled Investment Funds

The Plan has indirect exposure to derivative financial instruments through its investment in
DERIVATIVE
CONTRACTS
NOTE 4
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

2014

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

34
14

$

Net fair value of derivative contracts

48

$

Special Forces Pension Plan

2013

11,087 $
(5,964)
5,123

$

26,125
(13,435)
12,690
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(i)

(ii)
(iii)

Current credit exposure: The current credit exposure is limited to the amount of loss that would occur if all
counterparties
at once.
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Cash settlements: Receivables or payables with counterparties are
usually settled
cash everySupplementary
three months. Information
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 4
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)
2014
2013
$

$

8,224 $
(2,188)
(1,158)
245
5,123

$

15,031
(2,632)
439
(148)
12,690

(i)

Structured equity replication derivatives: Equity index swaps are structured to receive income from
counterparties based on the performance of a specified market-based equity index, security or basket of equity
securities applied to a notional amount in exchange for floating rate interest paid to the counterparty. Floating
rate notes are held in equity pools to provide floating rate interest to support the pay leg of the equity index
swap. Rights, warrants, futures and options are also included as structured equity replication derivatives.

(ii)

Foreign currency derivatives: Foreign currency derivatives include contractual agreements to exchange
specified currencies at an agreed upon exchange rate and on an agreed settlement date in the future.

(iii)

Interest rate derivatives: Interest rate derivatives exchange interest rate cash flows (fixed to floating or floating
to fixed) based on a notional amount. Interest rate derivatives primarily include interest rate swaps and cross
currency interest rate swaps, futures contracts and options.

(iv)

Credit risk derivatives: Credit risk derivatives include credit default swaps allowing the pools to buy and sell
protection on credit risk inherent in a bond. A premium is paid or received, based on a notional amount in
exchange for a contingent payment should a defined credit event occur with respect to the underlying security.

(v)

Deposits: At December 31, 2014 deposits in futures contracts margin accounts totalled $16,605 (2013:
$12,801) and deposits as collateral for derivative contracts totalled $2,392 (2013: $3,961).

PENSION OBLIGATION
a) ACTUARIAL VALUATION AND EXTRAPOLATION ASSUMPTIONS

An actuarial valuation of the Plan was carried out as at December 31, 2013 by Mercer
(Canada) Limited and was then extrapolated to December 31, 2014.
The actuarial assumptions used in determining the value of the liability for accrued benefits
of $2,471,973 (2013: $2,246,581) 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.
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ItLIABILITY
does not assume
a return for active
management beyond the passive benchmark.
FOR ACCRUED
BENEFITS
Note 5a
The major assumptions used for accounting purposes were:
2014

2013
%

Discount rate
Inflation rate
Salary escalation rate*

6 .30
2 .25
3 .50

Mortality rate

6 .70
2 .25
3 .50

2014 Canadian Pension
Mortality Table (Public Sector)

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

An actuarial valuation of the Plan as at December 31, 2016 will be carried out. Any
differences between the actuarial valuation results and extrapolation results as reported in
these financial statements will affect the financial position of the Plan and will be accounted
for as gains or losses in 2017.
b) SENSITIVITY OF CHANGES IN MAJOR ASSUMPTIONS
PDF
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used in the actuarial valuation and extrapolation. Any differences between the actuarial
assumptions and future experience will emerge as gains or losses in future valuations and
will affect the financial position of the Plan.
SENSITIVITY OF CHANGES IN MAJOR ASSUMPTIONS
Note 5c
The following is a summary of the sensitivities of the Plan’s deficiency and current service
cost to changes in assumptions used in the actuarial extrapolation at December 31, 2014:
($ 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 .0

145,654

0 .8

1 .0

98,105

2 .3

(1 .0)

415,157

5 .5

* The current service cost as a % of pensionable earnings as determined by the
December 31, 2014 extrapolation is 19.93%.
** Contributions to the Indexing Fund are fixed and are not affected by assumed inflation.
c) NET EXPERIENCE GAINS

Net experience gains of $ 33,150 (2013: $nil) reflect the results of the valuation as at
December 31, 2013 extrapolated to December 31, 2014.
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DEFICIT

In accordance with the requirements of the Public Sector Pension Plans Act, a separate
Deficit
Note 6

accounting is required of the pension obligation and deficiency with respect to service that
was recognized as pensionable as at December 31, 1991.
($ thousands)

Pre-1992

2014
Post-1991

2013
Total

Total

Deficit at beginning of year
Increase in Plan Fund net assets
PDF named:
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Increase in Indexing Fund net assets
Net (increase) decrease in pension obligation

$ (207,714) $ (12,756) $ (220,470) $ (498,852)

Deficit
at end
of yearavailable
Plan net
assets

$ (199,339) $

for benefits

Plan opening net assets available for benefits
Increase in Plan net assets available
for benefits
Plan closing
net assets available for benefits
PDF named:

2010-11 AFE Annual Report
220,941
242,021
264,737
SubSection: Other Information Supplementary Information

21,080
(12,705)

Pre-1992
$ 598,236

12,842
(212,687)

12,842
(225,392)

8,340

11,932
1,713

$ (190,999) $ Note
(220,470)
6

($ thousands)
2014
Post-1991
Total
$ 1,427,875 $ 2,026,111

21,080

233,783

$ 619,316

$ 1,661,658

2013
Total
$ 1,749,442

254,863

276,669

$ 2,280,974
2,026,111
2010-11$AFE
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This Plan deficiency is for accounting purposes and may differ from the Plan Fund
deficiency for funding purposes (Note 16).
CONTRIBUTIONS
Note 7

NOTE 7

CONTRIBUTIONS
($ thousands)

2014
Current service
Employers
Employees
Unfunded liability
Employers
Employees
Province of Alberta
Past service
Employers
Employees
Transfers from other plans

$

$

AR14-15_c1si_SFPP_tables / 13deficit

41,076
36,690

2013
$

40,014
35,793

16,922
16,922
5,001

16,507
16,507
4,877

173
1,564
342

204
1,138
237

118,690

$

115,277
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INVESTMENT INCOME
NOTE 8

Note 8
INVESTMENT
INCOME

The
is aa summary
summaryofofthe
the
Plan’s
investment
income
(loss)
by asset class:
Thefollowing
following is
Plan’s
investment
income
by asset
class:

Interest-bearing securities
Equities
Canadian
Foreign
Private

$

Income
34,043

($ thousands)
Change in
2014
Fair Value
Total
$
39,545 $
73,588

39,837
115,869
11,247
166,953

Inflation Sensitive
Real estate
Real return bonds
Infrastructure
Timberland

3,472
(5,746)
(1,367)
(3,641)

6,909
2,312
762
(968)
9,015

Strategic opportunities and tactical
allocations

205,420

43,309
110,123
9,880
163,312

6,967
2,426
4,709
66
14,168

(4,591)
$

50,949

48,971
194,369
6,620
249,960

13,876
4,738
5,471
(902)
23,183

877
$

$

2013
Total
(9,332)

15,788
(5,022)
7,043
9,034
26,843

(3,714)
$

256,369

1,543
$

269,014

The change in fair value includes realized gains and losses on disposal of pool units
totaling $38,637 and unrealized gains on pool units totalling $12,312.
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:
2014
Increase (decrease) in net assets attributed to:
Investment income
Policy benchmark return on investments
Value added return (loss) by investment manager
Total return on investments (a)
Other sources (b)
Per cent change in net assets

(c)

Per cent change in pension obligation

(c)

Per cent of pension obligation supported by
net assets

AR14-15_c1si_SFPP_tables / 16note8
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2013

2012
2011
in per cent

2010

12 .2
(0 .2)
12.0
0 .6

13 .3
1 .2
14.5
1 .3

9 .3
2 .3
11.6
1 .3

2 .2
0 .8
3.0
0 .8

10 .5
(0 .3)
10.2
0 .6

12.6

15.8

12.9

3.8

10.8

5.8

3.9

18.7

78

73

73

10.0
92

90
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Financial Statements
(a)

All investment returns are provided by AIMCo and are net of investment expenses. The annualized total
return and policy benchmark return (PBR) on investments over five years is 10.2% (PBR: 9.5%), ten years
is 7.1% (PBR: 6.9%) and twenty years is 8.0% (PBR: 7.9%). The benchmark return reported for 2013 has
been restated to conform with changes made by AIMCo subsequent to the completion of the 2013 financial
statements. As a result the benchmark return changed from 13.4% to 13.3%.

(b)

Other sources includes employee and employer contributions and transfers from other plans, net of benefit
payments, transfers to other plans and administration expenses.

(c)

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

BENEFIT PAYMENTS
NOTE 10

Note 10

BENEFIT PAYMENTS
($ thousands)

2014
Retirement benefits
Disability benefits
Termination benefits
PDF named:
Death benefits

$

AR11-12_c1si_PSPP_13nii2.pdf

2013

93,212 $
87,912
341
371
10,075
5,098
2011-12 AFE Annual Report
1,109
1,990
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$

104,737

$

95,371

INVESTMENT EXPENSES
NOTE 11

Note 11

INVESTMENT EXPENSES
($ thousands)

Amount charged by AIMCo for:
(a)
Investment costs
(a)
Performance based fees
(b)
GST

2014
$

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

(a)

$

Investment expense as a percent of:
Dollar earned
Dollar invested

(a)

9,628
2,399
1,022
13,049

$

$

78

Increase in average investments under management

Investment expenses per member

2013

$

13,127

7,880
2,176
10,056
78

$

10,134

29.5%

36.1%

14.1%

14.5%

5.1%
0.6%

3.8%
0.5%

1,909

$

1,524

Please refer to AIMCo’s financial statements for a more detailed breakdown of the types of expenses incurred
by AIMCo. Amounts recovered by AIMCo for investment costs include those costs that are primarily nonperformance related including external management fees, external administration costs, employee salaries
and incentive benefits and overhead costs. Amounts recovered by AIMCo for performance based fees relate to
external managers hired by AIMCo.
The per cent increase in investment costs and performance based fees is 19.6% (2013: 36.1%).

(b)

Two-thirds of GST paid in 2014 and two-thirds of GST recorded as a receivable in prior years (2011-2013) has
been determined to be unrecoverable and expensed in 2014.
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ADMINISTRATIVE EXPENSES

ADMINSTRATIVE
Note 12
General
administrationEXPENSES
costs including Plan board costs were paid to Alberta Pensions
($ thousands)

General administration costs
Board costs
Actuarial fees
Other professional fees

$

2014
1,606
120
358
248
2,332

$

2013
1,563
117
165
162
2,007

$

339

$

302

$

Member service expenses per member

$

Services Corporation (APS) on a cost-recovery basis.
The Plan’s share of the APS’s operating and plan specific costs was based on cost
allocation policies approved by the President of Treasury Board and Minister of Finance.
NOTE 13

TOTAL PLAN EXPENSES
Total Plan expenses of investment expenses per Note 11 and member service expenses
per Note 12 are $15,459 (2013: $12,141) or $2,248 (2013: $1,826) per member and 0.68%
(2013:
0.60%) of net assets under administration.
PDF named:
2010-11 AFE Annual Report
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REMUNERATION OF BOARD MEMBERS
Remuneration
paid to OF
or on
behalf ofMEMBERS
the Board members, as approved by the Lieutenant
REMUNERATION
BOARD
Note 14
Governor in Council, is as follows:
Chair

Remuneration rates effective April 1, 2009
Up to 4 hours
4 to 8 hours
Over 8 hours

$

219
383
601

Members

$

2014
The following amounts were paid:
Remuneration
Chair
Members
Travel, training and conference expenses
Chair
Members

NOTE 15

$

23,902
31,393
4,493
32,186

164
290
427
2013

$

15,678
32,991
6,034
44,964

TRANSFER FROM THE INDEXING FUND TO THE PLAN FUND
If the Board has set a COLA increase and the conditions have been met under the Public
Sector Pension Plans Act (i.e. plan’s actuary has certified that the indexing fund contains
enough assets to cover the increase) the Minister shall on, the recommendation of the
Board, transfer from the Indexing Fund to the Plan Fund the amount certified by the Plan’s
actuary to cover the cost-of-living increases for post-1991 service. For 2014 there was no
transfer (2013: nil)
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NOTE 16

CAPITAL
The Plan defines its capital as the funded status. In accordance with the Public Sector
Pension Plans Act, the actuarial surplus or deficit is determined by an actuarial funding
valuation performed, at a minimum, every three years. The objective is to ensure that
the Plan is fully funded over the long term through the management of investments,
contribution rates and benefits. Investments, the use of derivatives and leverage are based
on an asset mix and risk policies and procedures that are designed to enable the Plan
to meet or exceed its long-term funding requirement within an acceptable level of risk,
consistent with the Plan’s SIP&G approved by the Board.
The Plan’s asset values are determined on the fair value basis for accounting purposes.
However for funding valuation purposes, asset values are adjusted for fluctuations in fair
values to moderate the effect of market volatility on the Plan’s funded status. Actuarial
asset values for funding valuation purposes amounted to $2,155,516 at December 31, 2014
(2013: $1,902,397), comprising of $581,945 (2013: $558,536) Pre-1992 and $1,573,571
(2013: $1,343,861) Post-1991.
In accordance with the Public Sector Pension Plans Act, the unfunded liability for post1991 service as determined by actuarial funding valuation is financed by a special payment
currently totalling 6.96% of pensionable salary shared equally between employees and
employers (3.48% each) until December 31, 2023. The special payment is included in the
rates in effect at December 31, 2014 (see Note 1b).
Effective January 1, 2011 awards of COLA at 30% of the Alberta Consumer Price Index
will be applied to the portion of Plan pensions in pay, and deferred pensions, relating to
pensionable service after December 31, 2000.

NOTE 17

COMPARATIVE FIGURES
Comparative figures have been reclassified to be consistent with 2014 presentation.

NOTE 18

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