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obligations with counterparties . The fair value of all investments reported in Note 3 is 
directly or indirectly impacted by credit risk to some degree. The majority of investments 
in debt securities are with counterparties with credit ratings considered to be investment 
grade .

The following table summarizes the Plan’s investment in debt securities by counterparty 
credit rating at December 31, 2012:

ii) Counterparty default risk - derivative contracts

The Plan’s maximum credit risk in respect of derivative financial instruments is the fair value 
of all contracts with counterparties in a favourable position (see Note 4f) . The Plan can only 
transact with counterparties to derivative contracts with a credit rating of A+ or higher by at 
least two recognized ratings agencies . Provisions are in place to either transfer or terminate 
existing contracts when the counterparty has their credit rating downgraded. The exposure 
to credit risk on derivatives is reduced by entering into master netting agreements and 
collateral agreements with counterparties. To the extent that any unfavourable contracts 
with the counterparty are not settled, they reduce the Plan’s net exposure in respect of 
favourable contracts with the same counterparty .

iii) Security lending risk 

To generate additional income, the pools participate in a securities-lending program . Under 
this program, the custodian may lend investments held in the pools to eligible third parties 
for short periods . 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 45% of the Plan’s investments, or $1,352 million, are 
denominated in currencies other than the Canadian dollar, with the largest foreign currency 
exposure being to the US dollar (24%) and the Euro (5%).

If the value of the Canadian dollar increased by 10% against all other currencies, and all 
other variables are held constant, the potential loss to the Plan would be approximately 
4 .5% (2011: 4 .6%) .
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INVESTMENT RISK MANAGEMENT Note 4

Credit rating 2012 2011

Investment Grade (AAA to BBB-) 89% 85%
Speculative Grade (BB+ or lower) 1% 0%
Unrated 10% 15%

100% 100%
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The following table summarizes the Plan’s exposure to foreign currency investments held in 
pooled investment funds at December 31, 2012:

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 2.2 % (2011: 2.6%).

The following table summarizes the terms to maturity of interest-bearing securities held in 
pooled investment funds at December 31, 2012:

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% (2011: 5.0%). 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 
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INVESTMENT RISK MANAGEMENT Note 4

2012 2011
Currency Fair Value Sensitivity Fair Value Sensitivity

U .S . dollar 711$        (71)$         646$        (65)$         
Euro 162          (16)           139          (14)           
Japanese yen 81            (8)             94            (9)             
British pound 105          (11)           94            (9)             
Australian dollar 45            (5)             37            (4)             
Swiss franc 33            (3)             28            (3)             
Other foreign currencies 215          (21)           163          (16)           
Total foreign currency investments 1,352$     (135)$       1,201$     (120)$       

($ millions)

AR12-13_c1si_MEPP_tables / 09note4b Printed to PDF on: 2/14/2013 / 2:20 PM
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INVESTMENT RISK MANAGEMENT Note 4

Asset Class < 1 year 1 - 5 years
Over 5 
years

Average
Effective

Market Yield

Deposits and short term securities 93% 7% 0% 1 .3%
Bonds and mortgages 8% 41% 51% 3 .8%
Real return bonds 1% 0% 99% 0 .4%

AR12-13_c1si_MEPP_tables.xlsx / 10note4c Printed to PDF on: 2/12/2013 / 4:15 PM

NOTE 4 INVESTMENT RISK MANAGEMENT CONTINUED
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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) Use of Derivative Financial Instruments in Pooled Investment Funds

The Plan has indirect exposure to derivative financial instruments through its investment in 
units of the pools. AIMCo uses derivative financial instruments to cost effectively gain 
access to equity 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 .

(i) Current credit exposure:  The current credit exposure is limited to the amount of loss that would occur if all 
counterparties to contracts in a favourable position totaling $36,462 (2011: $32,931) were to default at once . 

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

(iii) Contract notional amounts:  The fair value of receivables (receive leg) and payables (pay leg) and the 
exchange of cash flows with counterparties in pooled funds are based on a rate or price applied to a notional 
amount specified in the derivative contract. The notional amount itself is not invested, received or exchanged 
with the counterparty and is not indicative of the credit risk associated with the contract . Notional amounts are 
not assets or liabilities and do not change the asset mix reported in Note 3. Accordingly, there is no accounting 
policy for their recognition in the statement of financial position .

(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 .

NOTE 4

Number of
By counterparty counterparties 2012 2011
Contracts in favourable position (current 
  credit exposure) 45 36,462$           32,931$           
Contracts in unfavourable position 18 (16,641)            (20,770)            
Net fair value of derivative contracts 63 19,821$           12,161$           

DERIVATIVE CONTRACTS

Plan's Indirect Share
($ thousands)

NOTE 4

Types of derivatives used in pools 2012 2011
Structured equity replication derivatives 21,481$           14,860$           
Foreign currency derivatives (1,701)              471                  
Interest rate derivatives 688                  (929)                 
Credit risk derivatives (647)                 (2,241)              
Net fair value of derivative contracts 19,821$           12,161$           

DERIVATIVE CONTRACTS

Plan's Indirect Share
($ thousands)
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(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) Contractual maturities: Structured equity replication derivatives and foreign currency derivatives primarily 
mature within one year. For interest rate derivatives approximately 58% mature within one year; 25% between 
1 and 3 years and 17% over 3 years. For credit risk derivatives approximately 40% mature within one year; 8% 
between 1 and 3 years and 52% over 3 years . 

(vi) Deposits:  At December 31, 2012 deposits in futures contracts margin accounts totalled $7,895 (2011: 
$16,581) and deposits as collateral for derivative contracts totalled $ nil (2011: $9) .

NOTE 5 PENSION OBLIGATION

a) ACTUARIAL VALUATION AND EXTRAPOLATION ASSUMPTIONS

An actuarial valuation of the Plan was carried out as at December 31, 2011 by Aon Hewitt 
and was then extrapolated to December 31, 2012.

The actuarial assumptions used in determining the value of the pension obligation of 
$3,289,773 (2011: $3,153,582) reflect management’s best estimate, as at the valuation 
and extrapolation date, of future economic events and involve both economic and non-
economic assumptions . The non-economic assumptions include considerations such as 
mortality as well as withdrawal and retirement rates . The primary economic assumptions 
include the discount rate, inflation rate and salary escalation rate. The discount rate is 
based on the average from a consistent modeled investment return, net of investment 
expenses, and an additive for diversification and rebalancing. It does not assume a return 
for active management beyond the passive benchmark .

The major assumptions used for accounting purposes were:

PDF named:
AR10-11_MEPP_09lab.pdf
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Pension Obligation Note 5a

2012 2011

Discount rate 6 .30 6 .30
Inflation rate 2 .25 2 .25
Salary escalation rate* 3 .50 3 .50

Mortality rate Uninsured Pensioner 1994 table
projected generationally

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

%

AR12-13_c1si_MEPP_tables.xlsx / 09lab Printed to PDF on: 4/3/2013 / 2:25 PM

The next actuarial valuation of the Plan is expected to be completed as at December 31, 
2012. Any differences between the actuarial valuation results and extrapolation results as 

NOTE 4 INVESTMENT RISK MANAGEMENT CONTINUED
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reported in these financial statements will affect the financial position of the Plan and will be 
accounted for as gains or losses in 2013 .

b) NET EXPERIENCE GAINS 

Net experience gains of $41,454 (2011: $ nil) reflect the results of the valuation as at 
December 31, 2011 extrapolated to December 31, 2012.

c) SENSITIVITY OF CHANGES IN MAJOR ASSUMPTIONS

The Plan’s future experience will differ, perhaps significantly, from the assumptions 
used in the actuarial valuation and extrapolation. Any differences between the actuarial 
assumptions and future experience will emerge as gains or losses in future valuations and 
will affect the financial position of the Plan.

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, 2012:

PDF named:
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SENSITIVITY OF CHANGES IN MAJOR ASSUMPTIONS Note 5 c

($ thousands)

Changes in 
Assumptions

Increase in 
Plan

Deficiency

% $
Inflation rate increase holding discount
   rate and salary escalation assumptions constant 1 .0 219,600       1 .6

Salary escalation rate increase holding inflation rate and 
   discount rate assumptions constant 1 .0 20,600         0 .6

Discount rate decrease holding inflation rate 
   and salary escalation assumptions constant (1 .0) 434,300       4 .4

Increase in 
Current Service 
Cost as a % of 
Pensionable
Earnings *

* The current service cost of accruing benefits (including 0.4% allowance for administration expenses) as 
a percentage of pensionable earnings as at December 31, 2009 valuation was 21 .6% .

AR12-13_c1si_MEPP_tables.xlsx / 10note7c Printed to PDF on: 4/2/2013 / 4:30 PM

NOTE 6 DEFICIT
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Deficit Note 6

2012 2011
Deficit at beginning of year (517,726)$   (397,087)$   
Increase in net assets available for benefits 350,494      71,663        
Net increase in pension obligation (136,191)     (192,302)     
Deficit at end of year (303,423)$   (517,726)$   

The accompanying notes are part of these financial statements.

($ thousands)

AR12-13_c1si_MEPP_tables.xlsx / 11note7scd Printed to PDF on: 4/9/2013 / 11:01 AM

 

NOTE 7 CONTRIBUTIONS
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CONTRIBUTIONS Note 7

($ thousands)
2012 2011

Current service
Employers 104,139$    97,324$      
Employees 60,726        56,811        

Past service
Employers 546             406             
Employees 2,671          1,294          

168,082$    155,835$    

AR12-13_c1si_MEPP_tables / 12note8 Printed to PDF on: 2/1/2013 / 10:18 AM
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NOTE 8 INVESTMENT INCOME

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

Investment income includes realized gains and losses from disposal of pool units, 
unrealized gains and losses on units and income distributions from the pools . 

Income distributions from the pools is based on income earned by the pools determined 
on an accrual basis which includes interest, dividends, security lending income, realized 
gains and losses on sale of securities held by the pools, realized foreign exchange gains 
and losses, writedowns of securities held in the pools and income and expense earned on 
derivative contracts . Realized gains and losses are determined on an average cost basis . 
Impairment charges related to the writedown of securities held in the pools are indicative of 
a loss in value that is other than temporary .

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:
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INVESTMENT INCOME 
Note 8

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

2012 2011
Money market and fixed income 24,361$      41,999$      
Equities

Canadian 44,848        (27,269)       
Foreign 202,520      (48,892)       
Private 17,992        7,741          
Absolute return strategies -                  575             

265,360      (67,845)       
Inflation sensitive

Real estate 29,051        31,208        
Infrastructure and private debt and loans 10,402        3,623          
Real return bonds 10,909        56,864        

50,362        91,695        
340,083$    65,849$      

($ thousands)

AR12-13_c1si_MEPP_tables / 16note9 Printed to PDF on: 2/14/2013 / 2:24 PM

2012 2011 2010 2009 2008
in per cent

Increase (decrease) in net assets attributed to:
Investment income

Policy benchmark return (loss) on investments 9 .8        1 .5        10 .7      15 .1      (14 .5)    
Value added return (loss) by investment manager 2 .2        0 .9        (0 .5)      -       (3 .1)      
Total return (loss) on investments (a) 12.0      2.4        10.2      15.1      (17.6)    

Other sources (b) 1 .3        0 .4        0 .9        2 .0        1 .1        
Per cent change in net assets (c) 13.3      2.8        11.1      17.1      (16.5)    

Per cent change in pension obligation (c) 4.3        6.5        6.1        9.9        3.8        

Per cent of pension obligation supported by
 net assets 91         84         87         83         78         
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(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 3.7% (PBR: 3.9%), ten years is 7.1% 
(PBR: 6 .9%) and nineteen years is 7 .4% (PBR: 7 .2%) . The total return reported for 2011 has been restated to 
conform to changes made by AIMCo subsequent to the completion of the 2011 financial statements. The total 
return in 2011 increased by 0 .3% from 2 .1% to 2 .4% attributed to an increase in the value added return by the 
investment manager . 

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

(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.

NOTE 10 BENEFIT PAYMENTS
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BENEFIT PAYMENTS Note 10

($ thousands)
2012 2011

Retirement benefits 139,803$    128,944$    
Disability benefits 342             350             
Termination benefits 8,929          10,311        
Death benefits 4,704          2,547          

153,778$    142,152$    

AR12-13_c1si_MEPP_tables / 15ben Printed to PDF on: 2/14/2013 / 2:25 PM

>>> MEPP_15ben.pdf Here <<<

NOTE 11 INVESTMENT EXPENSES

(a) For investment management services .

(b) For investment accounting and Plan reporting services .

NOTE 12 ADMINISTRATIVE EXPENSES

 >>> MEPP_17mse.pdf Here <<<

PDF named:
AR11-12_c1si_LAPP_19note12.pdf

2011-12 AFE Annual Report
SubSection: Other Information Supplementary Information

INVESTMENT EXPENSES 
Note 11

Amount charged by: 2012 2011
AIMCo (a) 13,980$        8,095$          
Alberta Treasury Board and Finance (b) 52                 55                 

Total investment expenses 14,032$        8,150$          
Average fair value of investments 2,809,617$   2,599,065$   
Percent of investments at average fair value 0 .50% 0 .31%
Investment expenses per member 1,396$          827$             

($ thousands)

AR12-13_c1si_MEPP_tables / 19note12 Printed to PDF on: 2/14/2013 / 4:31 PM
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ADMINISTRATIVE EXPENSES Note 12

2012 2011

General administration costs 1,701$        1,357$        
Board costs 95               58               
Actuarial fees 105             13               
Audit fees 50               42               
Other professional fees 229             122             

2,180          1,592          
Member service expenses per member 217$           162$           

($ thousands)

AR12-13_c1si_MEPP_tables / 17note13 Printed to PDF on: 2/14/2013 / 4:31 PM
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General Administration and the Board costs were paid to Alberta Pensions Services 
Corporation (APS) on a cost-recovery basis .

The Plan’s share of 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 $16,212 (2011: $9,742) or $1,613 (2011: $989) per member and 0 .54% 
(2011: 0 .37%) of net assets under administration .

NOTE 14 CAPITAL

The Plan defines its capital as the funded status. In accordance with the Public Sector 
Pension Plans Act, the actuarial surplus or deficit is determined by an actuarial funding 
valuation performed, at a minimum, every three years. The objective is to ensure that 
the Plan is fully funded over the long term through the management of investments, 
contribution rates and benefits. Investments, the use of derivatives and leverage are based 
on an asset mix and risk policies and procedures that are designed to enable the Plan 
to meet or exceed its long-term funding requirement within an acceptable level of risk, 
consistent with the Plan’s SIP&G approved by the Board .

The Plan’s asset values are determined on the fair value basis for accounting purposes . 
However, for funding valuation purposes, asset values are adjusted for fluctuations in fair 
values to moderate the effect of market volatility on the Plan’s funded status . Actuarial asset 
values for funding valuation purposes amounted to $2,850,591 at December 31, 2012 
(2011: $2,720,737) . 

In accordance with the Public Sector Pension Plans Act, the actuarial deficiency determined 
by the December 31, 2009 actuarial funding valuation is being funded by special payments 
currently totalling 9 .4% of pensionable earnings shared between employees and employers 
until December 31, 2014 . Thereafter, the special payments will decrease successively 
to 7.3% until December 31, 2016; to 2.5% until December 31, 2017; and to 2.1% until 
December 31, 2024 .

The special payments have been included in the rates in effect at December 31, 2012 (see 
Note 1b) .

NOTE 15 COMPARATIVE FIGURES

Comparative figures have been reclassified to be consistent with 2012 presentation.

NOTE 16 RESPONSIBILITY FOR FINANCIAL STATEMENTS

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


