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Message from the Chair

For most investors, 2022 has been a turbulent year
characterized by supply chain issues, geopolitical challenges,
inflation, and interest rate increases. Following an already
lengthy period of uncertainty comes another, characterized by
slow growth, as global efforts seek a return to pre-pandemic
conditions.

The Board is proactively monitoring for short

and long-term risks to the Plan and remains
apprised of the changing international landscape
and resulting market conditions. The MEPP
investment strategy has been effective at protecting
the value of its portfolio during this volatile time.

With markets continuing to struggle for the foreseeable future,
impacts to supply chain and affordability of goods and services
are expected to continue. Many Canadians have reported

the need to access their savings to assist in managing the
costs of daily necessities and are now increasingly unable to
maintain a commitment to their retirement savings. Fortunately,
MEPP members belong to a pension plan that offers both
predictability and security.

As part of the value of a defined benefit plan, the MEPP
pension amount is based on a member’s service and salary,
and it is not directly affected by the investment markets.
Further, a MEPP pension comes with options such as
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coordination, combined pensionable service and single

or joint-lifetime pension options, which offer flexibility to
members when it comes to planning for life events and future
retirement objectives. Significant Plan features follow members
into retirement, such as the cost-of-living adjustment, which
provides MEPP pensioners with assurance and reliability that
their retirement income will help meet their needs, even during
periods of inflation.

The MEPB would like to take this opportunity to welcome

new Board member, Kristin Ward Diaz, who was appointed

on August 18, 2022, to serve a three-year term as the Public
Service Commissioner representative. For more information
about the Board, including current members, policies, quarterly
updates, and more, please click on the Board section on the
MEPP website.

As always, any feedback and questions related to Plan
governance are welcome at board@mepp.ca.

Jon Himmens, MEPB Chair

9,04, Nevmmena

*Source: Benefits Canada. Figures are based on the top 100 plans participating in the 2022 Canadian Institutional Investment Network pension fund survey or annual reports.
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One of the Fastest Growing Plans in 2021

According to the Benefits Canada magazine, MEPP is a
leading pension plan among its peers, and ranks 59th

overall as one of the fastest growing pension funds in 2021.

The Top 100 list compares the annual changes in reported pension
assets for defined benefit plans across Canada. MEPP has moved up the
list from its former spot of at number 62 in 2020.

Alberta Management
Employees Pension Plan

59

Rank 2020: 62 116.7%
2021 CPA: $6,563.1
2020 CPA: $5,621.9

For 2021, MEPP's assets show an improvement of 16.7%. These results speak to the Plan's overall health, and to the Board's

due diligence and careful management of the Fund.

This rank is based on the results of the top 100 plans participating in the 2022 Canadian Institutional Investment Network

pension fund survey of annual reports.

MEPP Financial Overview

The Board, in its role to oversee Plan governance on behalf of the Trustee, President of Treasury
Board and Minister of Finance (the Minister), uses many tools to regularly assess the investment and

funding requirements.

Funded Status

Volatility in the financial markets has potential impacts on the Plan.

The Plan Fund is currently in a stable position; however, especially in this investment climate, the Board must continue to

actively monitor and manage risk to the portfolio.

To ensure the funded status remains at acceptable levels, the Board is reviewing the MEPP investment activity — in
particular, the long-term risk-adjusted returns and the current future investment risks. With inflation in Canada currently
reported to be at a 40-year high, this is a key risk in 2022 that will continue to be watched into 2023.

Earlier this year, the MEPP Investment Policy was finalized. The Investment Policy is reviewed annually by the Board to
ensure the Plan funds continue to be appropriately invested and managed by AIMCo in accordance with current, accepted

pension governance practices.

Policy provides an important framework for prudent Plan governance
and administration activity. By establishing the Investment Policy, along
with the Funding Policy and Risk Management Policy, the Board strives
to generate sufficient returns for MEPP, to meet its pension obligations,
while simultaneously incorporating an appropriate level of risk.

Actuarial Valuation

As established in legislation, the MEPP Actuary is required to complete a
valuation at least once every three years to determine the Plan’s funded
status and required contribution rates. Additionally, interim valuations
may be conducted every two years, or at any other interval as requested
by the Board or the Minister, to monitor the financial health of the Plan.

The actuarial valuation for funding purposes has been completed for the
year ending December 31, 2021. These latest results will be shared as
soon as they are available.

MEPB Vision and Mission

Our vision is that Plan members and
employers have a pension plan that is
affordable and sustainable.

Our mission is to provide prudent
governance of the Plan’s assets and
liabilities as well as ensuring effective
Plan administration.

MEPB Publications

View the MEPB and Plan Governance tab
on the MEPP website for communications,
policies, reports, and more.

2 of 10


https://www.lpfcec.org/assets/files/pdf/2022/2022 Top 100 Pension Funds Article.pdf
https://www.mepp.ca/

Market Value (Unaudited)

In 2022, the Plan’s net assets have decreased as a result of volatility in the financial markets and a challenging economic
environment.

Market values for Q3 2022, as well as the four previous quarters are:

Q32021 Q4 2021 Q1 2022 Q2 2022 Q3 2022
Beginning Market Value  $6,091,609138 $6,208,865,575 $6,563,074,415 $6,361,979,186 $5,967,551,586
Net Cash Flow* $(32,501,649) $(21730785)  $(38,321,876) $(32/161427)  $(43.739,550)
Investment Income $149758,086  $375,939,628  $(162,773,354)  $(362,266,173) $(29199,765)
Ending Market Value $6,208,865,575 $6,563,074,415 $6,361,979186 $5,967,551,586 $5,894,612,271

*Due to backdates and timing of information, the quarterly cashflow values may not always add up to the ending market value.

Investment Performance (Unaudited)

The investment performance is reviewed quarterly against the objectives set by the MEPP Investment Policy.

In Q3 2022, the actual investment return for the MEPP Fund was -0.50%. Results for this quarter were below expected to
meet the Policy requirement of 0.24%, yielding a negative return of -0.73%.

The long-term investment performance return for the MEPP Fund is depicted here:
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Effects of the current investment landscape include negative returns and fixed income losses, which are directly driven by
rising interest rates. While this shift has created some short-term volatility and negative absolute returns for MEPP, the long-
term performance returns remain positive.

The Board will continue to monitor portfolio performance for developments as they relate to the Investment Policy
objectives. As well, the Plan’s Investment Manager, AIMCo, is currently working on its own future forecasts to develop
recommendations on how to navigate the changing investment landscape.

3 0of 10


https://www.mepp.ca/assets/mepp/files/publications/mepp_investment_policy_2022.pdf

The following article was provided by AIMCo:
Set for Stagflation

A situation of high inflation, slow growth and rising
unemployment.

This year has been marked by significant macroeconomic and market
uncertainty. Equity and bond markets have yo-yoed, and important
macroeconomic indicators are mixed. The combination of pandemic-
era fiscal and monetary stimulus, the overlapping impacts of COVID
and Russia/Ukraine crisis related supply challenges have led to a
considerable run-up in consumer prices and market volatility. The
issue of high inflation has affected markets negatively and is beginning
to weigh on economic growth. Though labour markets remain
seemingly healthy, the run-up in prices and market volatility could push
unemployment higher and tip the economy into recession. This could
trigger what is commonly known as stagflation.

Simply, inflation keeps rising and is above central bank
targets despite interest rate decisions. In this case,
inflation joins forces with higher rates to weaken demand,
and shrinking demand would cause the economy to slow
down materially. In this scenario, real gross domestic
product (GDP), or economic growth would not land in
negative territory.

AIMCo’s baseline view is that supply chain constraints subject to the
notions of COVID-related lockdowns or commodity-related shocks
remain the main source of inflationary pressure, not solely the effects of
current monetary policy. And while goods-related inflation may slowly
dissipate in the next few years, it may be replaced by wage and service
inflation. These new cost pressures would affect the unemployment rate
negatively, leading to a greater number of job losses.

Higher prices and wage pressures, and elevated rates of unemployment
would eventually lead to lower growth. Looking at forward-looking
indicators, consumer stress is inching higher month-over-month. This

is the result of higher food and energy prices, mortgage rates and
housing costs. These factors do not impact low, middle and high-income
households to the same extent. However, collectively, they contribute to
the overall consumer confidence and could cut into consumer spending
and housing, two of the most important economic growth drivers in North
America. The result would be a drop in economic growth.

A ‘stagflationary’ environment is the baseline view over the next year
or so. This view is underpinned by both shorter-term and medium-term
drivers like consumer prices, household spending and cost of housing.

How might markets react in this scenario?

And what could be in store for three key asset segments
in this cumbersome macroeconomic environment?
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Equities

Despite the very recent change in sentiment in light of national inflation releases, the broad
market selloff this year has increased risk among equities. In a mild stagflation environment, this
selloff would continue, especially in the United States for a couple of reasons.

First, U.S. equities would be hardest hit by mounting recessionary pressures and ongoing higher
inflation that stagflation would certainly create. This would be due to U.S. equity markets having
a less significant inflation-sensitive resource-oriented sector relative to Canadian equities, for
instance.

Higher inflation, slower growth, and an increasing employment rate would
impact American business earnings and cash flows across sectors harder
than is the case now, leading to a broader and perhaps stronger market selloff.

In addition, despite the relative (and current) U.S. economic strength, U.S. equities are still
expensive compared to other regions. The recent price declines have not been accompanied by
a significant downward adjustment to earnings estimates and have not exposed further downside
risk as earnings expectations adjust to the new economic environment. This would change in a
stagflation scenario. The relatively higher valuation and profitability risks of investing in America
mean that when faced with higher inflation, rising unemployment and slower economic growth,
equities would drop more significantly, leading to significant losses.

However, a similar magnitude of losses would not necessarily be felt everywhere. Canada,
Emerging Market (EM) and some European equities could be most attractive in a mild
stagflationary scenario for their relative valuations, sector composition differences, investor
demand, and because many such countries have already experienced the brunt of significant
policy interest rate increases.

Fixed Income

Fixed income products have been unable to offer the usual diversification benefits in portfolios
and have lost value in real terms recently (after adjusting for inflation). But as interest rates may
continue to rise, bonds are becoming a little more interesting again for those looking to lock in
higher yields and steer away from the uncertainty in public equities.

In a stagflation scenario, the resiliency of the more discretionary parts of the economy will be
tested. Overall, bonds could offer better value and better yields as fixed income would regain its
traditional downside hedging capabilities. Yields are the main driver of fixed income returns over
the long term and the higher yields also provide a better income cushion during the stagflation
market selloff.

More importantly, rising yields in a mild stagflation environment would mean that the reach for
yield which characterized the last few years would be behind us. There would also be a greater
emphasis on credit quality for all types of fixed income investments.

Long-Term Illiquids

In past downturns like the dot-com crash and the Global Financial Crisis, private equity
demonstrated more resilience in the face of economic downturns compared with other asset
classes like public equities. In fact, some of the strongest years for private equity were during
these recessionary years.

In a mild stagflation environment, private equity would offer opportunities for
institutional managers and investors alike. Opportunities would arise due to
declining valuations and other breaks that often emerge during downturns.
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In addition, the investment horizon for private equity and other illiquid assets like real estate,
infrastructure and renewables are inherently longer term than the other asset classes. At any
stage of the business cycle, private equity and illiquid assets should be thought of as strategic
assets from a total portfolio perspective. They will especially play a critical role as diversifiers in
a stagflationary environment due to the opportunities that may arise alongside their inflation-
hedging properties, each to a various degree.

In conclusion, there are a host of factors pointing to continued elevated inflation in the coming
quarters. It is certain that central banks will want to maintain the credibility of their price stability
mandate at almost any cost. This could result in a near certain mild stagflation environment.
However, should central bankers truly want to remove inflationary excess liquidity in the financial
system and take policy rates beyond ‘neutral,” then a shallow recession might be in the offing.

In this environment, Canadian and other commodity-exporting regions’ equities are relatively
attractive, at least compared to the U.S. Similarly, rate-hedged real return bonds within fixed
income, and private equity, infrastructure, real estate and renewables are all preferred exposures.
While there may be some volatility in the short run, AIMCo makes long-term investments for its
clients and the results of any single year need to be evaluated in the context of contributing to
longer term, sustainable performance.

MEPP Administration Activity

Membership trends and service metrics are an important part of the pension
plan landscape.

Alberta Pensions Services Corporation (APS), as the Plan Administrator, provides important
membership data in its quarterly services reports. As part of its ongoing work, the Board regularly
monitors this data for trends that may affect the health of the Plan.

Membership Trends

The Board regularly reviews MEPP membership data for trends and Plan maturity indicators as
part of its robust risk management approach.

Plan maturity is the downward trend of a plan’s active membership relative to its retired members.
As a pension plan matures over time, the number of working members actively making pension
contributions, which support the Plan assets, are eventually outpaced by the growth of retired
members who draw upon the assets to receive a pension benefit.

Based on the indicators, MEPP is a mature pension plan. In context of the membership data, the
Board regularly reviews the investment management practices of the Plan, which are sound, and
apprises the Minister of its findings. The Board also consults with the Plan actuary to ensure the
MEPP assumptions and contributions continue to remain at appropriate levels.

The MEPP membership highlights for Q3 2022 are:
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Since Q2 2022:

Active Members Deferred Members Pensioners

up 2.0% up 1.8% up 0.9%

The number of active members increased by 2.0% from last quarter and 3.7% year over year. The number of deferred
members increased by 1.8% from last quarter and 9.3% year over year. The number of retired members increased by 0.9%
from the last quarter and 4.6% year over year.

The current ratio of MEPP’s working-to-retired members increased to 0.76:1in Q3 2022, up from 0.75:1in the previous
quarter. Plan maturity is measured over time according to this ratio, which is depicted here:
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Client Service Statistics

Alberta Pensions Services monitors its transactions with members to improve client service. The Voice of the Customer
score is one way the member service experience is regularly tracked and managed.

As measured quarterly, the latest Voice of the Customer scores are shown here:

Q32021 Q4 2021 Q1 2022 Q22022 Q3 2022
| score Response Score Response  Score Response Score Response  Score Response
Buybacks 8.0 9 N/A N/A 87 6 7.3 8 9.5 8
Retirements 7.9 61 8.0 61 7.9 69 7.8 36 8.4 31
Terminations 8.2 12 7.6 12 7.8 19 87 17 7.4 5
Transfers 41 7 9.0 4 6.1 9 7.4 1 6.6 9
Overall 8.0 196 8.2 148 85 355 8.2 186 8.6 127

The overall target is 8.2/10. The score in Q3 2022 was 8.6/10.

Earlier in the year, APS committed to look for opportunities that would increase automation capabilities for members while
improving the customer experience overall. We are pleased to report that this goal was met in 2022, when enhancements
to the online self-service tool directly contributed to a decrease in the overall incoming call volumes to the Member
Services Centre.
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Information for Plan Members

MEPP members are encouraged to have a plan for their retirement. Here are some things to consider.

Ready to Retire?

MEPP members nearing retirement can take advantage of a one-on-one member information session. These sessions are
led by a Plan expert and can generally help members to better understand the retirement process and application steps.

By appointment only, sessions are offered virtually or in person at the APS administration office, which is located in south
Edmonton at 5103 Windermere Blvd.

Prior to booking, please first consult the MEPP website, which contains information and resources specific to the Plan and
the retirement process. As well, most retirement application steps can now be completed online using the website’s secure,
self-directed online member portal, Your Pension Profile.

For further questions or help, use the portal to book a one-on-one session appointment.

Thinking About a Change?

A pension is an asset that provides a predictable monthly income for life. It is important to recognize that any pension-
related decisions made today can affect the retirement income that is received in the future. If a member chooses to leave
the Plan before reaching retirement age, a decision will need to be made whether to leave contributions in the Plan or take
them as a lump sum. Here are some important points to consider:

Deferring provides options. Pension funds are invested by a professional
If you think you might work for another employer that investment management company.

participates in MEPP (or another eligible defined benefit As part of the MEPP Fund, active and deferred contributions
plan), consider keeping your contributions in the Plan (i.e., are managed and invested prudently by financial experts.
deferring your membership) until you know more. That way,  once you remove your contributions from the Plan, you must

you may be able to add on to your existing pensionable take on any of the investment risks yourself.
service once you start work under your new employer, which

may increase the total future pension amount. If you end up

) : , ) L If you are over age 55 and vested, you might
going a different way, there is no risk to your contributions

while they remain with MEPP — you can always withdraw be able to start a reduced pension right away.
them later. However, once you choose to withdraw, you will Depending on your circumstances, or how close you are to
not be able to reinstate this service, even if you rejoin the this milestone, you might have additional options to consider
Plan. about how and when to make a big change in your life.
Contributions held by MEPP continue Pens'ions and retirement incomg can be co'm.plicated due to
K a variety of factors. Before making any decision, speak to a
to earn interest. trusted financial professional who has your specific details

Where fees and uncertainties may exist when dealing with ~ and best interests in mind.
banks, brokers and interest rates, MEPP provides a secure,

risk-free option for your full contribution amount until the

funds are withdrawn from the Plan.
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Updates for Retired Members

Annual updates to pension information are coming soon. Find out more below.

Cost-of-Living Adjustment

Each year, on January 1, MEPP pensioners are subject to receive a cost-of-living adjustment (or
COLA).

This adjustment is applied to MEPP pensions to offset the rising cost of goods and services as
measured by the Alberta Consumer Price Index (ACPI).

COLA for MEPP is currently granted at 60% of the increase in ACPI. The COLA effective January 1,
2023, for MEPP is 3.72%.

Tax Time is Approaching

Retired members who have registered for Your Pension Profile and signed up to Go Green will
receive an email notification in February that it is time to log in and view annual tax slips.

Please note that opting to Go Green means all further pension correspondence and documents,
including tax slips, will only be provided in an electronic format.

For retired members who prefer to receive printed tax slips, please note they may take as long as
mid-March to arrive by traditional mail. Please ensure the address information on file is still current.

Review Tax Deductions for 2023

Retired members can opt to change the amount of income tax deducted from upcoming pension
payments by filling out a new provincial or territory TD1 Personal Tax Credits Return Form with
Canada Revenue Agency. Read more about income tax deductions on the MEPP website.

Visit the MEPP Website

All active, deferred and retired Plan members are encouraged to go online
and to Go Green.

The MEPP website contains complete Plan information, as well as the latest reports and
news updates.

From the homepage, members can also log in to Your Pension Profile, a convenient online
member portal, to securely view and manage pension details.

Here, members can also Go Green, receiving any correspondence or documents from MEPP
electronically. Members who Go Green will receive an email notification when it is time to view,
review or download an electronic version of the latest MEPP information, including tax slips and
annual statements.
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Your 2022 Board

\I‘

Jon Himmens Dale Beesley Shannon Patershuk Deborah Polny

MEPB Chair MEPB Vice-Chair MEPB Investment MEPB Investment
and Investment and Investment Committee Chair Committee Vice-Chair and
Committee member Committee member and MEPB member MEPB member
(employer nominee) (employee nominee) (employer nominee) (employer nominee)

Brittany Jones Sherri Wilson Kristin Ward Diaz

MEPB and Investment MEPB and Investment MEPB and Investment
Committee member Committee member Committee Public
(employee nominee) (employee nominee) Service Commission

Representative
Contact

The Board welcomes your feedback. Please reach out to us with any questions related to
Plan governance. You can also submit suggestions for topics you would like to see covered in
future editions of the Member Newsletter.

Management Employees Pension Board
Telephone: 780-391-3584
Email: board@mepp.ca

For Plan-specific inquiries or to discuss your personal pension information, please contact:
MEPP Member Services Centre

Telephone: 1-877-889-MEPP (6377) (toll-free)

Fax: 780-421-1652

Email: memberservices@mepp.ca

Information contained within this newsletter is provided solely for information purposes. The Management
Employees Pension Board, in its advisory capacity, does not speak on behalf of the Trustee (the President of
Treasury Board and Minister of Finance). To review to the complete mandate of the Board and the Minister, members
should refer to the Public Sector Pension Plans Act and Alberta Regulation.
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