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1.

Purpose of the Investment Policy

1.1

This statement of investment policy and goals (the "Policy") applies to the assets held in the
Retirement Compensation Arrangement Fund (the "RCA Fund") and the Supplementary Retirement
Plan Reserve Fund (the "Reserve Fund") in respect to the liabilities under the Supplementary
Retirement Plan for Public Service Managers ("MSRP" or "the Plan"). The assets held in the
Refundable Tax Account (the "RTA'1 are not covered by this Policy.

1.2

The primary purpose of this document is to ensure the prudent investment and administration of
the RCA Fund and the Reserve Fund ("the Funds"). The Policy sets out the investment objectives
and risk tolerance for volatility in funding and security of benefits, giving particular consideration to
the Plan's tax treatment.

1.3

The Plan is managed in accordance with the federal

Income Tax Act, Financial Administration Act,

and any other applicable legislation, orders, agreements, directives and policies.

1.4

The MSRP Advisory Committee is responsible for approving this Policy as recommended by the
Treasury and Risk Management Division ("Treasury Management") of Alberta Treasury Board and
Finance, including approving any material modifications to the Policy. Material changes to the
Policy include, but are not limited to, (1) permitted investments, quantity restrictions and quality
limits which differ from those established under the Alberta Investment Management Corporation
Compliance Manual, and (2) modifications to asset class allocations covered by the Policy.

2.

Nature of the Obligations Being Funded

2.1

The MSRP was established on July 1, 1999 by a Treasury Board Directive 01/06. The Plan provides
additional pension benefits to public service managers of designated employers who participate in
the Management Employees Pension Plan (MEPP) and whose annual salary exceeds the defined
benefit limit (the "salary cap") under the Income Tax Act.

2.2

The MSRP and MEPP are two distinct pension plans, each with its own separate funding,
investments and investment policies, accounting, pension benefits and entitlements.

2.3

The SRP is funded as a Retirement Compensation Arrangement (RCA), which under federal tax
rules is an approved means of providing a supplementary pension on salary above the salary cap.

2.4

Contributions to the MSRP are made only on annual pensionable salary that exceeds the salary
cap. Employee contributions to the MSRP are at the same rate as the member contribution rate
under the MEPP and are matched by employer. Participating employers also made additional
contributions toward the SRP (the Reserve Fund) based on an actuarial valuation.

3.

Division of Responsibilities

3.1

The President of Treasury Board and Minister of Finance (the "Minister") is responsible for the
administration of the MSRP.

3.2

The Minister has assigned certain administrative functions for the MSRP to Alberta Pensions
Services (APS) Corporation as set out in the Pension Services Agreement.

3.3

The Minister is the designated fund administrator of the Reserve Fund.
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3.4

The Minister established the MSRP Advisory Committee in 2003. Part of the Committee's mandate
is to: establish monitoring procedures for investment performance and compliance of the RCA
Fund and the Reserve Fund; approve the investment policies for the RCA Fund and the Reserve
Fund as recommended by Treasury Management, Alberta Treasury Board and Finance.

3.5

Following each actuarial valuation, the Committee will review the investment objectives and asset
allocation to ensure that they remain appropriate given the Plan's liabilities.

3.6

Alberta Investment Management Corporation ("AIMCo" or "the Investment Manager"), manages
and invests plan assets on behalf of the Minister.

3.7

AIMCo will communicate with the Chair of the MSRP Advisory Committee through the Committee
Manager assigned by APS to provide support to the Committee.

4.

Management St ructure

4.1

Both active and passive management techniques are used. A passive product will replicate the
benchmark index and is expected to have roughly the same average return and minimal tracking
error relative to the index. An active product is expected to have a higher average return and
tracking error relative the index.

4.2

The multi-product platform makes extensive use of pooled funds, which provides significant cost
savings, diversification, and consistency of return to participants. The multi-product structure
using pooled products aligns with investment policy decisions. Within each asset class, products
are defined relative to the asset class benchmark index.

4.3

The selection and monitoring of external managers is the responsibility of AIMCo.

4.4

AIMCo has been assigned the responsibility for the investment manager structure, and will report
on this structure at least annually to the Committee.

5.

Objective

5.1

The long-term cost of the Plan to provide the basic defined benefits and the cost-of-living benefits
is directly related to the after-tax return achieved by the Funds and the anticipated benefit levels.
The primary investment return objective is for the Funds to earn a before-tax long-term real rate
of return of 4.00%. As the nature of the liabilities and investment market conditions will change
over time, the Funds' return objective will be reviewed periodically in view of the structure of the
Plan's liabilities and its funded status.
(a)

In order to minimize the impact of the 50% refundable tax, benefits and administration
expenses will be paid first from the RCA Fund. After the RCA Fund is depleted, payments
will be made from the Reserve Fund.
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6.

Structure of the Funds and Tax Implications

6.1

Although the Funds covered by this Policy are divided into two distinct funds (i.e. RCA Fund
Reserve Fund), the Funds shall be managed in a coordinated manner, with all Policy objectives,
targets and limits applied to the Funds collectively. The earnings of the Funds are subject to
different tax treatment. The

Income Tax Act requires that 50% of all contributions, investment

income and realized capital gains within the RCA Fund be remitted annually to the Canada
Revenue Agency ("CRA"). This tax is held by CRA in a refundable tax account that does not accrue
interest and is refunded upon the payment of benefits and administrative expenses from the RCA
Fund. Reserve Fund investment earnings are not taxable.

6.2

As the loss of investment income on any refundable taxes paid is significant the investments are to
be allocated between the Funds by the Investment Manager in such a way to minimize taxes
payable. (i.e. amount of investment income and realized capital gains submitted annually to CRA)

7.

Asset Mix Policies

7.1

The MSRP policy weights and ranges are based on Canadian dollar market values, unless otherwise
noted, and are as follows:
Target
Policy

Benchmarks
Fixed
Income

FTSE/TMX Universe Bond Index (32%)

Cash &Money Market
Fixed Income
Public
Private
Mortgages

45

0.5%
31.5%
0.0%
0.0%
0.0%

0
25
15
0
0
0

5
40
40
7
7
5
30

10.5%

10 7.5

15 As per chair

7.5%
2.0%

5
0

AIMCo,
15
5 October 11,

S&P/TSX Composite Index (14.0%)

48.0%
14.0%

MSCI World Index (31.0%)

34.0%
31.0%

35
10
25
25

40
40

MSCI EM Index (3.0%)

3.0%

0

5

CPI + 650 (0.0%)

0.0%

0

5

Infrastructure
Timberlands

CPI + 4.50 (2.0%)

Equity

Global

Private

25

15 12.5

IPD Large Institutional All Property
Index (10.5%)
CPI+ 4.50 (7.5%)

Developed
Emerging
Markets

32.0%

20.0%

Inflation Sensitive and Alternative Investments

Canadian

Maximum

0.0%

Private Debt

Real Estate

Minimum

letter to

2016 - these
changes are
60
effective
September
20
27, 2016
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7.2

Earning the expected rate of return on the assets is an investment objective, which recognizes the
nature of the Plan and its liabilities, and will change over time.

7.3

There may be opportunities available for the Investment Manager to fund certain investments
outside those asset classes as listed in Section 7 (Asset Mix Policies). These opportunistic securities
will exhibit a better risk/return profile, allowing the Investment Manager to deploy capital in a
more efficient manner when managing the investments of the MSRP. MSRP provides the
Investment Manager with the autonomy to investigate and fund these investments. By investing in
these opportunistic securities, it is recognized they will displace the asset allocation as seen in
Section 7 (Asset Mix Policies), thus, these opportunistic securities will inherit the benchmark of the
displaced asset. AIMCo will notify the Committee in writing within 30 days when such a transaction
occurs. Due to the potential illiquid nature of some opportunistic securities, MSRP recognizes that
the Investment Manager may not be able to reverse the trade in a timely manner. Opportunistic
securities will have a maximum allocation of 5.0% of the market value of the fund's assets.
Depending on the investment characteristics of the opportunistic securities, allocation into one of
the major asset class headings is preferable, but not essential.

7.4

For illiquid asset classes (such as real estate, infrastructure, timberlands, private debt and private
equity), at any month-end, the benchmark policy weightings designated in the Total Portfolio
Benchmark table above will be equal to the actual allocations of the illiquid asset classes, with the
remainder measured against the market proxy benchmark for that illiquid asset class. There may
be times that price movements in the illiquid assets may cause unintended differences between the
actual allocation and the policy weight of benchmark. During these periods the benchmark may be
moved in 50 basis point increments to accommodate these changes

8.
8.1

Risk Management
Risk management involves both qualitative and quantitative assessments and decision making. The
use of quantitative tools for measuring and reporting on risk is only one part of the overall risk
management program. Value at Risk (VaR) and Active VaR are used as risk management tools by
the Committee and the Investment Manager and are used to supplement not replace other risk
management activities.

8.2

Actual Portfolio Surplus Value at Risk (Surplus VaR) measures the relative risk between the actual
asset mix and the liability proxy. Surplus VaR is measured for a 12-month period based on a 95%
confidence level expressed as a percentage of liabilities.
The risk limits for Surplus VaR are outlined in the table below. These ranges were established by
means of a structured review process to establish asset mix guidelines by the Board and are based
on the AIMCo Risk System.
Risk Limit Ranges at 95% Confidence Interval:

Surplus VaR Range
Green
ello
Red

Less than 10.0%

0 0 Vo

1.0 :lo

Greater than 11.0%
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Risk is to be reported at Confidence Intervals of 90%, 95%, and 99% for the Total Fund and Policy
Asset Classes as part of the Plan risk monitoring process.
Subject to these policy statement guidelines, including the asset mix guidelines in Section 7.1,
AIMCo will strive to manage the actual portfolio with Surplus VaR not to exceed 11.0%.
AIMCo is responsible for monitoring and reporting the Surplus VaR, at which the portfolio is being
operated, to the Board.
When AIMCo considers it appropriate, AIMCo is permitted to operate the portfolio in the Surplus
VaR yellow range. If the portfolio's Surplus VaR is in the yellow range, AIMCo will provide an
explanation to the Board as to why the portfolio is being operated in the Surplus VaR yellow range
at the next regular reporting point.
AIMCo will avoid operating the portfolio's Surplus VaR beyond the limits of the yellow range, and
will promptly notify the Board whenever the portfolio's Surplus VaR exceeds that range, the
prudence of doing so at this point together with an estimate as to when the portfolio will be within
the green or yellow range, and an assessment of the financial risks to the Plan for being outside of
the yellow range. If in the opinion of AIMCo, within a reasonable time frame or given market
circumstances, AIMCo cannot or should not operate the portfolio in the yellow or green range,
then AIMCo will promptly notify the Board and will recommend an appropriate course of action.
8.3

Active Value at Risk (VaR) measures the risk differential between the actual portfolio and the
reference benchmark. For the Plan as a whole, it measures the risk mismatch with the Policy
benchmark.
The risk limits for Active VaR are outlined in the table, below. The Board is responsible for setting
the Active VaR target and ranges.
AIMCo is responsible for monitoring and reporting to Active VaR and any breaches to the ranges,
outlined below.

Active VaR Range
Green 0.000/o to 1.750/o

y .II
Red

1

5%

2 SOOft

Greater than 2.500/o

AIMCo will strive to manage the actual portfolio within the Active VaR green range of 0% to
1. 75%. When AIMCo considers appropriate, AIMCo is permitted to operate the portfolio in the
Active VaR yellow range. If the portfolio's Active VaR is in the yellow range, AIMCo will provide an
explanation to the Board as to why the portfolio is being operated in the Active VaR yellow range
at the next regular reporting time.
AIMCo will avoid operating the portfolio's Active VaR beyond the limits of the yellow range, and will
promptly notify the Board whenever the portfolio's Active VaR exceeds the yellow range, the
prudence of doing so at this time, together with an estimate as to when the portfolio will be within
the green or yellow range, and an assessment of the financial risks to the Plan for being outside
the yellow range.
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If, in the opinion of AIMCo, within a reasonable time frame or given market conditions, AIMCo
cannot or should not operate the portfolio in the yellow and green range, then AIMCo will promptly
notify the Board and will recommend an appropriate course of action, if any.

It is understood that Active VaR is of secondary importance to Surplus VaR and the Active VaR, at
times, reduces Surplus VaR without a reduction in overall portfolio returns.

9.

Asset Mix Transition

9.1

During periods of asset mix transition, the minimum and maximum allocation weights will not apply
for asset classes that have restricted liquidity (such as private equity, infrastructure, private debt,
real estate and timberland) or liquid asset classes if liquid asset classes are the source of funds for
the asset mix transition. For illiquid asset classes (such as, but not limited to, real estate,
infrastructure, timberlands, private equity and private debt), at any month-end, the benchmark
policy weightings designated in Section 7 (Asset Mix Policies) will be equal to the actual allocations
of the illiquid asset classes, with the remainder measured against the transition benchmark for that
illiquid asset class. There may be times that price movements in the illiquid assets may cause
unintended differences between the actual allocation and the policy weight of the benchmark.

10. Currency Hedging and Active Currency Overlays
10.1

The Policy has a non-hedged benchmark for foreign investments. However, active currency
overlays can be employed at the discretion of the Investment Manager on an opportunistic basis
within the Policy limits.

11. Permitted Categories of Investments
11.l Permissible Investments adhere to investment and lending policies, standards and procedures that
a reasonable and prudent person would apply in respect of a portfolio of investments to avoid
undue risk of loss and obtain a reasonable return.

11.2 Permissible Investments includes investments through units of any AIMCo pooled fund or
segregated fund as approved by AIMCo, provided that such vehicles conform to this Policy. When
a pooled fund's product description changes, AIMCo shall promptly provide the revised product
description to the Committee and shall report on any conflicts between the product description and
this policy.

12. Valuation of Assets
12.1 Where a public market price is not available for an asset, a suitable method of valuation shall be
used including the use of: discounted cash flows, earnings multiples, appraisals, prevailing market
rates for instruments with similar characteristics, or other pricing models as appropriate. External
appraisers may be used to provide independent valuations or verify the reasonableness of internal
valuations.
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13. Performance Evaluation and Monitoring
13.1 The performance objective is to earn a return, net of investment fees, that exceeds by 50 basis
points the rate of return (before tax) of the policy benchmark, weighted by the specified policy
asset mix outlined in Section 7 (Asset Mix Policies).
13.2 The returns of the Funds are calculated using market values derived from independent pricing
sources. Returns are daily time-weighted so that cash flows have a minimal effect on return
numbers. All income is included on an accrued basis. Return calculations follow the standards
established by the CFA Institute.
13.3 A rolling four-year time horizon will be used for determining whether the net investment return
objective of 50 basis points (0.50%) over the policy benchmark has been met. The Committee will
review this return objective after each funding valuation.
13.4 The Committee will review AIMCo's performance on a quarterly basis. AIMCo will include year to
date results in its quarterly reporting to the Committee.
13.5 The Committee shall monitor investment performance with AIMCo at least twice a year.
(a)

In addition to regular performance reports, AIMCo will provide a report to the Committee on
the allocation of assets between the RCA Fund and the Reserve Fund.

14. Reporting
14.1

On a quarterly basis, the Investment Manager will provide a performance report and a strategy
review for the portfolio. Within the report, AIMCo will also provide attribution analysis on the
Funds' performance. Attribution analysis estimates the impact of asset mix changes and product
performance by comparing the Funds' actual return to the asset mix policy benchmark's return as
outlined in Section 7 (Asset Mix Policies).

14.2 The Investment Manager will report at least semi-annually to the Committee any changes that can
reasonably be expected to have an impact or potential impact on the Plan including, but not
limited to, pooled fund compositions, product default allocation, tactical asset allocation, and
currency hedging.
14.3 The Investment Manager is required to complete and sign a compliance report each quarter. The
compliance report should indicate whether or not the Investment Manager's portfolio was in
compliance with this Policy during the quarter. The compliance report can be delivered along with
the quarterly reports.
14.4 In the event that the Investment Manager is not in compliance with this Policy, the Investment
Manager is required to advise the Committee in writing within 30 days of becoming aware of the
non-compliance, detailing the nature of the non-compliance and describing the action taken or
recommending an appropriate course of action to remedy the situation.
14.5 If any time AIMCo feels that the objectives cannot be met, or that the guidelines are imprudent, or
that the Policy restricts performance, AIMCo will notify the Committee in writing in a timely
manner.
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15. Code of Conduct
15.1 AIMCo and its employees and its directors shall adhere to AIMCo's Code of Conduct and Ethical
Standards which is available publically on its website.
15.2 The Plan will not enter into a transaction with a related party, as defined under the Employment
Pension Plans Act, unless:
(a)

the transaction is required for the operation or administration of the Plan and the terms and
conditions of the transaction are not less favourable to the Plan than market terms and
conditions; and

(b)

the securities of the related party are acquired at a public exchange.

16. Loans and Borrowing
16.1

No part of the Funds shall be loaned to any person, partnership or association except as may be
determined permissible by the Committee or as eligible investments as described in AIMCo's
Compliance Manual.

17. Voting Rights
17.1

The voting rights acquired through the investments held by the Plan have been delegated to the
Investment Manager, and, where applicable, to the external managers. The managers are
authorized and instructed to vote all proxies in the best interest of the Plan members.

18. Policy Review and Change Protocol
18.1 The Committee shall review this Policy at least annually or earlier if there is a material event that
may alter the risk tolerance. Material events that may alter the risk tolerance include but are not
limited to:
(a)

change in the design of the MSRP; and

(b)

changes in the membership/liability distribution, or the contribution/expense expectation;

18.2 With direction from the Committee, the Committee Manager will communicate changes to the
Investment Manager in writing.
18.3 The Investment Manager will acknowledge receipt of the changes and confirm implementation of
same.
18.4 The Investment Manager will advise the Committee Manager of any concerns with the changes or
implementation timing within 15 days of receipt of the notice of change.
18.5 The Committee and Investment Manager will work collaboratively, in the interests of plan
members, to resolve any concerns with the Investment policy changes.
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19. Communications Protocol
The Investment Manager will direct all communications to the Committee through the Committee
Manager. The Committee Manager will be responsible for distributing the information to
Committee members.
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