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Governance Statement and Message from the Chair

This section provides the Governance Statement 
and the Message from the Chair 

of the Public Service Pension Board
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Governance Statement
Management of the Public Service Pension Plan  
The Public Service Pension Plan (PSPP, or the Plan) is governed by rules found in the 
Public Sector Pension Plans Act and Regulations.

The Public Service Pension (PSP) Board is the legal owner of the PSPP assets. The 
President of Treasury Board and Minister of Finance (the Minister) holds the assets of PSPP in trust 
and is responsible in legislation for the administration of the Plan and investment management of its 
assets. The Minister has delegated the day-to-day tasks of operating the Plan:  

 • Alberta Pensions Services Corporation (APS) has been delegated all functions in 
  relation to the administration of the Pension Plan for members, pensioners and 
  employers. APS is a provincial crown corporation governed by a board of directors, with 
  representatives from the private sector, pension boards and the Government of Alberta.

 • Alberta Investment Management Corporation (AIMCo), a provincial crown corporation,   
  manages and invests the assets on behalf of the Minister and the PSP Board.

Aon Hewitt provides actuarial services and investment consulting services to the PSP Board. Aon 
Hewitt performs actuarial valuations of PSPP and recommends contribution rates to the PSP Board.

The Auditor General of Alberta conducts an independent audit of the fi nancial statements of PSPP to 
ensure they are presented fairly in all material aspects and in accordance with Canadian accounting 
standards for pension plans.

Because there are a number of different organizations involved in the governance and operations of
the Plan, ongoing communication, cooperation and collaboration are required of all parties. For that 
reason, PSPP has operating protocols with APS and with AIMCo that detail how the organizations 
will work together.

The PSP Board
The PSP Board is a body of six individuals. The Government of Alberta nominates three employer 
nominees and the Alberta Union of Provincial Employees (AUPE) nominates three employee
nominees. 

Based on rules found in the Public Sector Pension Plans Act and Regulations, the PSP Board is 
responsible for:
 • setting policy guidelines for the investment and management of PSPP’s assets;
 • setting policy guidelines for the administration of PSPP;
 • setting contribution rates based on recommendations of the PSPP actuary;
 • making arrangements to have an actuarial valuation completed and fi led with Canada 
  Revenue Agency at least once every three years;
 • making recommendations for plan rule changes; and
 • reviewing administrative decisions.

The Board has also established an Investment Committee comprised of the Whole of the Board 
and two or three external members experienced in the investment industry.  

For more information on the PSP Board, visit www.pspp.ca. 
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Message from the Chair

On behalf of our Board and the members of the Public Service Pension Plan (PSPP), I am pleased 
to present the annual report for the fi scal year ending December 31, 2013.

PSPP continues to provide great value to its members. Investments performed well during fi scal year 
2013, driving up net assets and driving down the Plan’s defi cit. 

Proposed Pension Reform
With questions about the Plan’s long-term sustainability, in September 2012, the President of 
Treasury Board and Minister of Finance (the Minister) asked the Board to consult with stakeholders 
and members about the future of the Plan.

While supplying the Minister with a report detailing the review feedback in March 2013, the Board 
was unable to recommend plan design changes. In September 2013, the Minister announced 
the government’s priorities including specifi c plan design changes and its intention to address 
governance issues.

Based on these events, the Board acknowledged that Plan reform is the Government’s initiative and 
has determined that the best course is to remain neutral while the legislative process unfolds. This 
is not an abdication of responsibility. As mandated, we will continue to act in the best interests of 
the Plan: setting investment and administration guidelines; setting contribution rates; and reviewing 
administrative decisions, among other tasks.

Plan investment performance
2013 saw slow economic growth throughout most of the world. Central banks continued to provide 
monetary stimulus and liquidity support. Despite these overall developments, 2013 saw signifi cant 
moves in capital markets. First, Canadian, U.S. and other stock markets were stronger. Second, 
interest rates rose. For example, the 30-year Government of Canada bond yields rose from 1.80 per 
cent to 2.76 per cent.

Against this backdrop, I am pleased to report that fi scal year 2013 was a successful year for the 
Plan. Investment income was 14.1 per cent overall. In addition, as of December 31, 2013, the Plan’s 
defi cit stood at $1.254 billion, down from $1.645 billion at the end of fi scal year 2012.

No contribution increase for 2014
To ensure the continued fi nancial health of the Plan, the Board approved an increase to active 
member and employer contribution rates beginning January 1, 2013. However, based on information 
from an interim actuarial valuation completed in 2013, the Board decided not to increase 
contribution rates for 2014.

Report highlights
This annual report includes the following:
 •  a plan governance statement;
 •  a report detailing the Plan’s performance and investment results (prepared by Alberta  
    Treasury Board and Finance);
 •  an administration report summarizing plan services (prepared by Alberta Pensions   
    Services Corporation); and
 •  plan fi nancial statements (prepared by Alberta Treasury Board and Finance).
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Personnel milestones
The Board’s success is contingent on the contributions of many capable and hard-working people. 
Working collectively, we all strive to ensure that the Plan meets its responsibilities to its members.
We owe a debt of thanks to Tara Dahl and Nancy Cuelenaere for their hard work as Board Chairs in 
2013, as well as to Terry Agoto, Vice-Chair. Starting in January of this year, I moved from Vice-Chair 
to Chair. Currently, Elaine Noel-Bentley is serving as the Vice-Chair. Joe Michielsen has served out 
his term as Board member and Mike Dempsey has joined the Board. 

Our thanks
The Board would like to thank the Alberta Investment Management Corporation for its investment 
management services and Alberta Pensions Services Corporation for administering pension 
services.  We would also like to thank our effective plan board staff for their strong support in the 
functioning of the Board.

In conclusion
It is a great privilege to have served as a member of the Board and to occupy the Board’s Chair. I 
thank fellow Board members for their dedication and vision. I remain committed to our Plan and look 
forward to facing the challenges ahead.

Larry Murray
Chair, Public Service Pension Board



The PSPP Administration Report 
is prepared by 

Alberta Pensions Services Corporation (APS), 
administrators of PSPP

Administration Report
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Administration Report

Alberta Pensions Services Corporation (APS) provides valued pensions services (as directed under 
a Pension Services Agreement with the President of Treasury Board and Minister of Finance) on 
behalf of Public Service Pension Plan (PSPP or the “Plan”) members, pensioners, employers and 
Plan governors. 

Services include:
• Contributions management 
• Member, pensioner and employer information management 
• Member, pensioner and employer communications 
• Benefi t calculations 
• Benefi t disbursements 
• Policy development and implementation 
• Compliance, regulatory and plan fi nancial reporting 

Contributions and Transfers to PSPP
In 2013, total contributions and transfers to PSPP were $649 million.

Payments from PSPP
In 2013, total administrative payments from PSPP were $498.7 million.
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PSPP Members, Pensioners and Employers
PSPP has 31 employers and a total of 79,928 active and deferred members and pensioners. In 
2013, 4,781 new members joined the Plan, and there were 1,529 new retirements; 1,962 individuals 
deferred funds, and 3,218 active and deferred members terminated and left the Plan.

PSPP Member Service Expenses
PSPP’s share of APS’ operating and plan-specifi c costs are based on cost allocation policies 
approved by the President of Treasury Board and Minister of Finance. In 2013, member service 
expenses were $10.6 million. Based on average membership, PSPP’s per member service expense 
is $134, which includes APS operating costs, board costs, actuarial fees and other professional fees.

Member Service Expenses

$ (thousands)

2013 2012 

APS 10,489 10,397

Actuarial Fees 129 169

Audit Fees - 49

Total member service expenses 10,618 10,615

Member service expenses per member $           134 $          136

Cost-of-Living Adjustment (COLA) to Pensions in Pay
After a member begins to receive a pension, a cost-of-living adjustment is applied every year there is 
an increase in the Alberta Consumer Price Index (ACPI). The cost-of-living adjustment is equal to 60 
per cent of the yearly increase of the ACPI.

COLA granted to pensioners who retired prior to January 1, 2013 was 0.96 per cent. For those who 
retired during 2013, this increase was prorated depending on the month of retirement.

Initiatives in 2013
APS focused on the following initiatives in 2013 to further enhance services to our valued PSPP 
clients:
 • Streamlined some of our operational processes and took steps to ensure we continue to  
   provide risk-managed, effi cient and effective pension services to all of our clients and 
   stakeholders.
 • Launched a series of educational webinars for clients, with plans to continue in 2014.
 • Completed an external review of our records management program to ensure member 
   information continues to be stored and handled in an effective way.
 • Completed more than 131,000 transactions across all plans – three per cent more than in    
   2012 and an average of more than 500 transactions per day.
 • Ongoing promotion of mypensionplan, a secure website for members to access their 
   pension information: 
  o As of December 31, PSPP had 4,214 new members registered on mypensionplan 
    and 18,074 members registered in total.
 • Met all of our Next Generation milestones on-time and on-budget. 
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 • Continued to prepare for the 2014 implementation of the fi rst phase of Next Generation, a 
   multi-year, multi-system business transformation project that will effi ciently and effectively 
   help us meet changes in service demand by:
  o Simplifying processes – streamlining to add value and clarity for the Corporation 
     and our valued clients, improving the quality and consistency of the pension 
     experience.
  o Simplifying policies – reducing complexity and looking for opportunities to improve 
     understanding for members, employers and staff.
  o Simplifying systems – upgrading and unifying the application systems needed to 
     successfully deliver on our mandate to plan boards, members, pensioners and 
      employers. 

The Year Ahead
In 2014, APS plans to:

 • Implement the fi rst of three phases of the Next Generation business transformation system. 
   The new pension payroll system will provide even better client service to the growing 
   number of pensioners.
 • Introduce mypensionplan for pensioners, a new, convenient online service for 
   pensioners giving them the ability to update their personal information, change 
   benefi ciaries, view the specifi cs of their pension plan, and provide documents through 
   secure email.  

For additional information on PSPP, please refer to the website at www.pspp.ca. 
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Plan Performance and Investment Report

The PSPP Plan Performance and Investment Report 
is prepared by 

the Ministry of Treasury Board and Finance
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PLAN PERFORMANCE
Net Assets versus Pension Obligation

The fi nancial position of the PSPP continued to improve in 
2013. At December 31, 2013, the fair value of the Plan’s 
net assets increased by 17.2 per cent (or $1,259 million) 
to $8.559 billion. The increase in net assets was greater 
than the increase in the estimated pension obligation which 
grew by 9.7 per cent (or $868 million) to $9.813 billion. 
The Plan’s defi cit decreased $391 million to $1.254 billion, 
according to the 2013 audited fi nancial statements. 

At December 31, 2013, the fi nancial position of the Plan improved so that 87 per cent of the total pension 
obligation was supported by net assets up from 82 per cent in 2012 and up from an all-time low of 75 per 
cent in 2010.

  
In 2013, infl ows from investment income and contributions totaling $1.758 billion were more than 
triple outfl ows for benefi t payments and expenses of $499 million. Over twenty years, accumulated 
income and contributions of $11.7 billion were more than double accumulated benefi ts and expenses 
of $5.4 billion.

Net Assets: $8.559 Billion

Obligation: $9.813 Billion

Defi cit: $1.254 Billion

Income and Contributions: $1.758 Billion

Benefi ts and Expenses: $499 Million
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The chart below shows the gap between the total pension obligation and the net assets. By the 
end of 2013, the gap narrowed as the growth in net assets outpaced the growth in the pension 
obligation. The total pension obligation is based on the estimated net present value of future pension 
benefi ts paid to employees when they retire. Retirement benefi ts earned by employees provide a 
lifetime pension for each year of pensionable service based on a specifi ed percentage applied to the 
average salary for the fi ve highest consecutive years, subject to the maximum benefi t limit allowed 
under the Canadian Income Tax Act. The estimated pension obligation increases annually for each 
additional year of pensionable service earned by employees. The pension obligation is an estimate 
because it is based on various assumptions used by the Plan’s actuary. For example, an estimated 
discount rate is used to determine the present value of future retirement payments. A lower 
estimated discount rate will increase the total pension obligation. Similarly, a higher estimated life 
expectancy will increase the pension obligation. Net assets increase when there are positive overall 
investment returns and when employee and employer contributions exceed pension benefi ts paid. 
Net assets decrease when there are investment losses.

As shown in the chart below, in 2013, net assets increased by 17.2 per cent in 2013 compared to an 
increase in the pension obligation of 9.7 per cent.

United States 
(USD) 
              22%
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25%

20%47.5%

25%

20%

Plan Performance and Investment 
2013 YEAR IN REVIEW

The year started out well with PSPP earning 4.6 per cent on its 
investments in the 1st quarter. The 2nd quarter saw markets 
retreated and PSPP’s investments lost 0.5 per cent. In the 3rd 
quarter, markets recovered with PSPP earning 3.0 per cent 
on its investments. The 4th quarter was a strong quarter in 
equity markets with PSPP’s investments earning 5.6 per cent. 
Overall, PSPP fi nished the year earning 14.1 per cent on its 
investments, net of investment expenses. 

$8.6 billion
NET ASSETS

14.1 per cent
RETURN ON INVESTMENT 

$1,109 million
INVESTMENT REVENUE

$44 million
INVESTMENT EXPENSES

In 2013, PSPP earned $1,109 million from its investments, before investment expenses of $44 
million, up from $780 million in 2012, before investment expenses of $32 million. At December 
31, 2013, the net assets available for benefi ts totalled $8.6 billion, up $1,259 million, from $7.3 
billion at the beginning of the year. At December 31, 2013, 55.0 per cent (2012: 54.7 per cent) 
of the Plan’s assets were invested in equities followed by 30.4 per cent (2012: 32.7 per cent) in 
money market and fi xed income securities and 14.6 per cent (2012: 12.6 per cent) in alternative 
investments including real estate, infrastructure and timberland. 

Overall, the PSPP’s investments gained 14.1 per cent in 2013, net of investment expenses, up 
from 11.4 per cent in 2012. 

The chart below compares the market returns from various indices around the world. The U.S. 
equity market had the highest gain in 2013 at 41.4 per cent followed by a gain of 31.1 per cent 
from the Non-North American equity market and 13.0 percent from the Canadian equity market. 
The Canadian real estate market gained 13.0 per cent while the long bond market lost value of 
7.0 per cent. 
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Long-Term Investment Objectives for Funding Purposes
To date, accumulated investment income provides approximately 56 per cent of PSPP’s total infl ows 
with contributions from employees and employers providing 44 per cent. Therefore investment 
earnings are a key PSPP funding source. Assets are managed with an objective to help provide 
promised benefi ts for the PSPP benefi ciaries. 

To meet the long-term funding needs of the PSPP, it is expected that investments earn a return 
of 6.20 per cent per annum. These assumptions are reviewed and subject to change following 
recommendations made by the PSPP’s actuary during the funding valuation process. 

Annual Returns by Year and Per cent of Pension Obligation Supported by Net Assets
According to the audited fi nancial statements, the Plan’s investments generated a return of 14.1 per 
cent in 2013 and 7.3 per cent per annum over the past twenty years. At December 31, 2013, the per 
cent of the total pension obligation supported by net assets improved to 87 per cent, up from 82 per 
cent, the previous year and an all-time low of 75 per cent in 2010.

Statement of Investment Policies & Guidelines (SIP&G)

Investment Management Overview
PSPP assets are invested in accordance with the PSP Board’s SIP&G. The Ministry of Treasury 
Board and Finance holds the assets of PSPP in trust and is responsible in legislation for the 
investment management of PSPP assets. This responsibility has been delegated to Alberta 
Investment Management Corporation (AIMCo), a provincial corporation established on January 1, 
2008. AIMCo provides the day-to-day investment services for the Plan’s investment portfolio. AIMCo 
invests PSPP’s assets in accordance with legislation and the investment policies recommended by 
the Board. The Plan invests in units of pooled investment funds created and managed by AIMCo. 
Pooled fund units have a market-based unit value that is used to allocate income to participants in 
the pool and to value purchases and sales of units. There are thousands of securities held in various 
pooled funds. These securities are bought and sold and managed by AIMCo on a daily basis.

The SIP&G establishes investment principles and guidelines, considering PSPP’s benefi t design, 
demographics, risk tolerance and liabilities. The PSP Board reviews the SIP&G at least once a 
year to ensure that the PSPP Fund is managed within an appropriate and prudent level of risk, 
while assessing the risk tolerance of PSPP and ways to manage the volatility inherent with various 
investments.
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Proxy Voting
The PSP Board considers proxy voting to be a key element of responsible investing and believes 
that thoughtful voting is a contributor to optimizing the long term value of investments. The 
PSP Board delegates the proxy voting function to AIMCo.  Research and proxy voting have 
been outsourced to an independent adviser who 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.

Risk Management System
PSPP is invested in a wide spectrum of asset classes to help improve the likelihood of achieving 
desired results for a given level of risk. As such, investment risk management is a central thesis 
for PSPP’s investment manager.  AIMCo seeks to measure and monitor both historic and possible 
future risks, allocating risk as a scarce resource to the most promising investment opportunities.  
AIMCo maintains a quantitative investment risk system designed to operate across all asset 
classes and take into account a variety of risks types such as credit risk, price risk, interest rate 
risk, currency risk and liquidity risk.

Policy Asset Mix 
The asset class structure shown on the right supports the 
PSPP investment strategy, which focuses on funding PSPP 
over the long-term.

AIMCo is given the following broad ranges to invest within 
each asset class: Equities (41 to 55 per cent); Alternative 
investments (20 to 30 per cent); money market (0 to 3 per 
cent); liability matching (12 to 25 per cent); and other fi xed 
income securities (6 to 12 per cent). 

The chart below shows the breakdown of these asset classes based on PSPP long-term policy asset 
mix weightings compared to the actual holdings at December 31, 2013 and 2012.

2013

Asset Class Benchmark Minimum Maximum Actual

MONEY MARKET 0.5% 0.0% 3.0% 0.6%

    Deposits and short-term 0.5% 0.0% 3.0% 0.6%

FIXED INCOME SECURITIES 

Liability matching 20.0% 12.0% 25.0% 16.2%

    Long bonds 15.0% 12.0% 18.0% 9.7%

    Real return bonds 5.0% 0.0% 7.0% 6.5%

Other fi xed income 7.0% 6.0% 12.0% 13.6%

    Private mortgages 5.0% 3.5% 7.0% 3.5%

    Universe bonds 2.0% 0.0% 4.0% 10.1%

EQUITIES 47.5% 41.0% 55.0% 55.0%

    Canadian 12.0% 10.0% 17.0% 11.9%

    Global 26.0% 21.0% 29.0% 35.0%

    Emerging markets 5.0% 0.0% 7.0% 5.6%

    Private equity 4.5% 0.0% 6.0% 2.5%

ALTERNATIVE INVESTMENTS (3) 25.0% 20.0% 30.0% 14.6%

    Canadian real estate 12.5% 10.0% 15.0% 6.8%

    Foreign real estate 2.5% 0.0% 4.0% 1.0%

    Private income, debt and loan 10.0% 5.0% 15.0% 5.1%

    Timberland 0.0% 0.0% 4.0% 1.7%

TOTAL 100.0% 100.0%

2012

Benchmark Minimum Maximum Actual

0.5% 0.0% 3.0% 0.7%

0.5% 0.0% 3.0% 0.7%

20.0% 12.0% 25.0% 18.7%

15.0% 12.0% 18.0% 11.0%

5.0% 0.0% 7.0% 7.7%

7.0% 6.0% 12.0% 13.3%

5.0% 3.5% 7.0% 2.6%

2.0% 0.0% 4.0% 10.7%

47.5% 41.0% 55.0% 54.7%

12.0% 10.0% 17.0% 12.1%

26.0% 21.0% 29.0% 36.0%

5.0% 0.0% 7.0% 5.1%

4.5% 0.0% 6.0% 1.5%

25.0% 20.0% 30.0% 12.6%

12.5% 10.0% 15.0% 5.0%

2.5% 0.0% 4.0% 0.8%

10.0% 5.0% 15.0% 5.4%

0.0% 0.0% 4.0% 1.4%

100.0% 100.0%

PSPP Long-Term Policy Asset Mix

Equities
47.5%

Alternative 
Investments

25.0%

Liability 
Matching

20.0%

Other Fixed 
Income
7.0%

Money 
Market
0.5%
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Investments by Currency
At December 31, 2013, 57 per cent (2012: 60 per cent) of the Plan’s investments were denominated 
in Canadian currency and 43 per cent (2012: 40 per cent) in foreign currencies. Investments in U.S. 
currency comprised 23 per cent (2012: 21 per cent) of total investments followed by 20 per cent (2012: 
19 per cent) in other currencies outside North America. 

Investment Expenses
The overall investment expense charged by AIMCo increased by 37.6 per cent in 2013 compared to 
an increase of 59.7 per cent last year. Average investments under management increased by 15.1 
per cent in 2013 compared to 9.0 per cent last year. In 2013, investment expenses include external 
performance fees of $10.2 million. In 2012 and prior years, external performance fees were netted 
against investment income. External performance fees for 2012 totalled $7.6 million.

  

$890 
 39%

$1,323 
   59%

($ Millions)  2013 2012

Investment expenses charged by AIMCo $                                   43.6 $                                31.7

Per cent increase in investment expense 37.6 % 59.7 %

Per cent increase in average investments under management 15.1 % 9.0 %

Value added by AIMCo 1.4 % 2.2 %

Investment expense as a per cent of each dollar earned 3.9 % 4.1 %

Investment expense as a per cent of each dollar invested 0.55 % 0.46 %

PSPP Investment Performance Summary 
The PSPP policy benchmark return is based on the policy asset mix weightings set by the PSP 
Board and returns of related market benchmarks. The policy benchmarks are documented in the 
SIP&G for the PSPP. Investment performance is measured against PSPP’s policy benchmark to 
determine the impact of the manager’s investment decisions. 

According to the SIP&G, the PSP Board expects that the investment manager to earn a return, net 
of fees, which exceeds the rate of return of the benchmark portfolio over a rolling four-year time 
horizon. 

Over four years, the actual valued added return by AIMCo was 0.9 per cent per annum. Over the 
longer term of twenty years, the value added return by the investment manager was 0.2 per cent.  

         

PSPP Investments by Currency

UNITED STATES DOLLAR  (USD) - 23%

CANADIAN DOLLAR (CAD) - 57%

JAPANESE YEN (JPY) - 3%

EURO (EUR) - 5%

AUSTRALIAN DOLLAR (AUD) - 1%

BRITISH POUND (GBP) - 3%

OTHER FOREIGN CURRENCIES - 7%

SWISS FRANC (CHF) - 1%
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A.   Investment returns provided by AIMCo. Investment returns for assets classifi ed as Level 3 in the fi nancial 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.  
      Reasonably possible alternative assumptions could yield an increase or decrease in the fair value amounts and investment 
      returns reported for these types of investments. Any change in estimated returns and valuations, resulting from new information   
      received after the cut-off date for preparation of the Plan’s fi nancial statements, will be refl ected in the next reporting period.
B.   For 2012, the overall actual return has been increased to 11.4 per cent from 11.1 per cent resulting from increases in estimated 
      sector returns related to private income (7.9 per cent from 3.4 per cent), timberland (-0.4 per cent from -2.5 per cent) and private 
      equities (6.9 per cent to 8.0 per cent). The overall benchmark increased from 9.1 per cent to 9.2 per cent resulting from an 
      increase in the real estate benchmark from 12.6 per cent to 13.8 per cent.
C.   The Consumer Price Index (CPI) is calculated and reported on a one-month lagged basis due to a timing difference in reporting 
       with Statistics Canada.

Table of Investment ReturnsA

December 31, 2013                                 Annual Returns %

Compound
Annualized 

Return 

Note Fair Value
(in millions)

Asset Mix
(%)

   2013  2012            2011
restated (B)

  2010 4-year

TOTAL FUND RETURN $8,542  100   14.1     11.4      3.6   9.7       9.6
Policy Benchmark Return (Market Return)     12.7       9.2      2.7 10.4       8.7
     Value Added Return     1.4       2.2      (0.9)   (0.7)       0.9
Consumer Price Index (C)  0.9    0.8      2.9   2.0      1.7
Money Market     55     0.6     1.2       1.2      1.2   1.0      1.2
DEX 91-Day T-Bill Index     1.0       1.0      1.0   0.5      0.9
Other Fixed Income  1,159 13.6  0.6     6.7      9.0   9.7     6.4
DEX Universe Bond Index  (1.2)    3.6      9.7   6.7     4.6
Liability Matching Assets     (8.1)      4.4    17.4 12.4      6.1
Combined Benchmark     (9.6)      3.6    18.3 11.8      5.5
    Long-term Government Bonds    832      9.7     (5.0)      5.3    17.1 12.9      7.3
    DEX Long-term Government Bond Index     (7.0)     4.0    18.8 12.1      6.5
    Real Return Bonds    554      6.5     (12.5)      3.1    18.1 11.0      4.3
    DEX Real Return Benchmark     (13.1)      2.9    18.3 11.1      4.1
EQUITIES 27.1 15.8     (3.7) 10.0  11.7
Combined Benchmark 26.7  12.2     (5.4) 10.4  10.4
    Canadian Equity 1,020 11.9 15.4  12.8    (7.7) 17.6    9.0
    S&P/TSX Composite Index 13.0   7.2    (8.7) 17.6   6.8
    Global Equity 2,988 35.0 36.0  17.0    (1.7)   6.9  13.7
    MSCI World Index 35.3  13.3    (4.2)   7.1  12.0
    Emerging Markets  477   5.6   5.4 17.0   (18.7) 14.4    3.5
    MSCI Emerging Markets Index   4.0 15.7   (13.4) 10.9   3.7
    Private Equity  215   2.5   6.8   8.0    9.9 11.1   8.9
    MSCI All Country World Index 31.1 13.6   (5.3) 22.2 14.6
INFLATION SENSITIVE   10.6   10.1 14.8   8.2    10.9
Combined Benchmark   10.0    10.7 10.5   11.8    10.7
    Real Estate    664     7.8   12.4    15.1 20.6  12.2    15.1
    IPD Large Institutional Index   13.0    13.8 15.9  11.2    13.4
    Private Income (infrastructure)    434     5.1     3.6      7.9   8.0    5.1      6.1
    50% DEX Real Return Bond Index / 50% MSCI All    
    Country World Index    7.1      8.4  6.5  16.1    9.4

    Timberland    144     1.7  28.4      (0.4) 20.0    7.2      13.2
    50% DEX Real Return Bond Index / 50% MSCI All 
    Country World Index   7.1      8.4    6.5  15.0    9.2

    Commodities   n/a    n/a    -   -    -    4.1    n/a
    MSCI All Country World Index    -   -       -    4.9    n/a
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Pooled Fund Investments (by issuer) compared to Benchmark Index (in percent)

Issuer

Canadian 
Long-term 

Government 
Bond Pool

 Benchmark 
DEX LT All 

Government 
Bond Index

Real Return 
BondPool

Benchmark 
DEX 

Real Return
Bond Index

Federal   8 35  87 87

Provincial 67 63 11 13

Municipal  4   2 - -

Corporate 20 - 2 -

Under 1 year 1 - - -

100 100 100 100

MONEY MARKET AND FIXED INCOME SECURITIES
The Plan’s money market and fi xed income portfolio consists of money market securities, liability 
matching assets and other fi xed income securities totaling 30.4 per cent or $2.598 billion of total 
investments compared to 32.7 per cent or $2.386 billion the previous year.

Money Market
At December 31, 2013, money market securities comprised 0.6 per cent of PSPP total investments 
or $55 million compared to 0.7 per cent or $52 million the previous year. 

Money market securities primarily include deposits in the Consolidated Cash Investment Trust 
Fund. The CCITF is a portfolio of investments which includes short-term and mid-term fi xed income 
securities issued by banks, various levels of government and major corporations with a maximum 
term-to-maturity of three years.

Money Market

   
 Actual 
 Return 

 % 

 Benchmark 
 DEX 91-Day 
 T-Bill Index 

 % 

 Value Added  
Return

 % 

One Year 1.2 1.0 0.2

Four Years (annualized) 1.2 0.9 0.3

Liability Matching Assets
Liability matching assets totalled 16.2 per cent of the total portfolio or $1,386 million at December 
31, 2013 compared to 18.7 per cent or $1,363 million the previous year. The liability matching assets 
category includes investments in units of AIMCo’s Canadian Long-term Government Bond Pool 
totaling $832 million (2012: $799 million) and the Real Return Bond Pool totaling $554 million (2012: 
$564 million).

MONEY MARKET
Deposits in the Consolidated
Cash Investment Trust Fund

OTHER FIXED INCOME
Universe bonds and private 
mortgages

Money Market and Fixed Income Securities 
December 31, 2013 (in millions)

LIABILITY MATCHING ASSETS
Long-term government
bonds and real return bonds

$1,386
53%

$1,159
45%

$55
2%
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Liability-Matching Assets

Actual
Return

 %

Combined Benchmark
DEX LT Government Bond Index

DEX Real Return Bond Index
%

 Value Added 
Return 

 % 

One Year    (8.1)   (9.6) 1.5

Four Years (annualized)  6.1 5.5 0.6

Other Fixed Income Securities
Other fi xed income securities totalled 13.6 per cent of the total portfolio or $1,159 million at 
December 31, 2013, compared to 13.3 per cent or $971 million the previous year.  The other fi xed 
income category includes investments in units of AIMCo’s the Universe Fixed Income Pool totaling 
$864 million (2012: $778 million) and the Private Mortgage Pool totaling $295 million (2012: $193 
million). 

Pooled Fund Investments (by issuer) compared to Benchmark Index (in percent)

Issuer

Universe 
Fixed Income 

Pool

Private 
Mortgage 

Pool

Benchmark 
DEX 

Real Return 
Bond Index

Federal  13  - 38

Provincial  20    1 29

Municipal   -  -  2

Corporate  55  - 31

Private Debt and Mortgages    4  99 -

Under 1 Year    8  - -

100 100 100

Other Fixed Income

   
 Actual 
 Return 

 % 

 Benchmark 
DEX Universe Bond Index

 % 

 Value Added
Return

% 

One Year 0.6 (1.2) 1.8

Four Years (annualized) 6.4 4.6 1.8

EQUITIES
At December 31, 2013, equities comprised 55.0 per cent of the total investments or $4.7 billion 
up from 54.7 per cent or $3.99 billion, the previous year. The Plan’s equity portfolio includes 
investments in AIMCo’s Canadian and foreign public equity pools and private equity pools.

Equities
December 31, 2013 (in millions)

$2,988
64%

$1,020
22%

$477
10%

$215
4%

GLOBAL

CANADIAN

EMERGING MARKETS

PRIVATE
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Canadian Public Equities
At December 31, 2013, Canadian equities comprised 11.9 per cent of the PSPP’s total investments 
or $1,020 million up from 12.1 per cent or $881 million the previous year. The Plan’s Canadian 
equity investment is held in AIMCo’s Canadian Equities Master Pool. The Pool includes directly held 
investments in Canadian public companies and structured equity products which replicate Canadian 
public equity investments using index swaps and futures contracts linked to the Standard and Poor’s 
Toronto Stock Exchange (S&P/TSX). Directly held interest bearing securities support the notional 
value of index swaps and futures contracts. 

Canadian Public Equities

   
 Actual 
 Return 

 % 

 Benchmark 
 S&P / TSX Composite

Total Return Index
 % 

 Value Added
Return

 % 

One Year 15.4         13.0 2.4

Four Years (annualized) 9.0          6.8 2.2

Canadian Equities Master Pool
Industry Exposure Relative to Benchmark
December 31, 2013
Sector

Benchmark 
TSX Composite 

Index
%

Over (Under) 
Benchmark

%
Consumer discretionary   5  1
Consumer staples   3  2
Energy 25 -
Financials 35 -
Health care   3 (1)
Industrials   8 - 
Information technology   2 -
Materials 12 (1)
Telecommunications   5  1
Utilities   2  1

Global Equities
At December 31, 2013, global equities comprised 35.0 per cent of the PSPP’s total investments 
or $2.988 billion up from 36.0 per cent or $2.624 billion, the previous year. PSPP invests in units 
of AIMCo’s Global Equities Master Pool which makes up 87 per cent of the Plan’s global equity 
investment. The Pool’s investment in global developed equity markets consists of countries whose 
economies and capital markets are well established and mature. The Pool’s global developed 
portfolio includes directly held investments in public companies in the U.S., Europe, Australasia, and 
the Far East (EAFE) with smaller allocations to emerging markets and Canada. The Pool replicates 
exposure to foreign equity markets by investing in structured equity products using index swaps and 
futures contracts. Directly held interest bearing securities support the notional value of index swaps 
and futures contracts. PSPP also invests in units of AIMCo’s Portable Alpha U.S. Pool which makes 
up the remaining 13 per cent of the Plan’s global equity investment. The Pool provides value-added 
returns from hedge fund strategies.

Global Equities

   
 Actual 
 Return 

 % 

Benchmark
MSCI World 

Index
% 

 Value Added 
Return

 % 

One Year   36.0   35.3 0.7

Four Years (annualized) 13.7 12.0 1.7

100
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Global Equities Master Pool
Industry Exposure Relative to Benchmark
December 31, 2013
Sector

Benchmark 
MSCI World 

Total Return Index
%

Over (Under) 
Benchmark

%
Consumer discretionary    12     1
Consumer staples    10     (1)
Energy    9     (1)
Financials    21     1
Health care    11     1
Industrials    12     -
Information technology    12     1
Materials      6     -
Telecommunication      4     -
Utilities      3     -

  100

Global Equities Master Pool
Relative Regional Exposure to Benchmark
December 31, 2013
Region

Benchmark 
MSCI World 

Total Return Index
%

Over (Under) 
Benchmark

%
United States 55   1
Europe, Australasia and the Far East 41  -
Emerging markets -  1
Canada  4  (1)

100

Emerging Markets 
At December 31, 2013, investments in emerging markets comprised 5.6 per cent of the PSPP’s total 
investments or $477 million up from 5.1 per cent or $370 million, the previous year. PSPP invests in 
units of AIMCo’s Emerging Markets Pool. The Pool is actively managed and includes securities in 
economies which are in the early stages of development and whose market has suffi cient size and 
liquidity and is receptive to foreign investment. 

Emerging Markets

   
 Actual 
 Return 

 % 

Benchmark (1)
MSCI Emerging Index

% 

 Value Added 
Return

% 

One Year   5.4   4.0   1.4

Four Years (annualized) 3.5 3.7   (0.2)

The chart below shows the top ten countries in the emerging markets pool. 

Top Ten Countries in Emerging Markets Pool

Other 
countries

13%

China
20%

South Korea 
13%

Brazil 
12%

Taiwan
10% Russia

8%

South Africa
7%

India
8%

Mexico
4%

Thailand 
3%

Indonesia
2%

CHINA - 20%

SOUTH KOREA - 13%

BRAZIL - 12%

TAIWAIN - 10%

RUSSIA - 8%

INDIA - 8%

MEXICO - 4%

THAILAND - 4%

SOUTH AFRICA - 7%

INDONESIA - 2%

OTHER COUNTRIES - 13%

(1)    Prior to July 1, 2010 the benchmark was the Emerging Markets Net Index.
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Private Equities

   
 Actual 
 Return 

 % 

Benchmark (1)
MSCI All Country World 

Index
% 

 Value Added
Return 

 % 

One Year   6.8  31.1 (24.3)

Four Years (annualized) 8.9 14.6 (5.7)

Private Equities                                                                                            
At December 31, 2013, private equities comprised 2.5 per cent of total PSPP investments or $215 
million, compared to 1.5 per cent or $115 million at the end of the previous year. Private equity 
investments primarily include buyout investments such as expansion capital, acquisition fi nancings, 
management buyouts, family succession, turnaround fi nancings, project fi nancings and leverage 
reductions.

(1)    Prior to July 1, 2010 the benchmark was CPI plus 8 per cent.

ALTERNATIVE INVESTMENTS
At December 31, 2013, alternative investments comprised 14.6 per cent of total PSPP investments, 
or $1,242 million, compared to 12.6 per cent, or $916 million, at the end of the previous year. 
Alternative investments include real estate, private income and timberland investments. 

Real Estate
At December 31, 2013, real estate comprised 7.8 per cent of the PSPP’s total investments or $664 
million up from 5.8 per cent or $423 million at the end of the previous year. Real estate investments 
are held primarily in the AIMCo’s Canadian Private Real Estate Pool (88 per cent) and in the Foreign 
Private Real Estate Pool (12 per cent).  

The Canadian real estate portfolio includes offi ce, retail, industrial and residential properties located 
in major urban centers in Ontario, Alberta, Quebec and British Columbia. The focus is on quality 
properties with strong locations and tenants.

Alternative Investments
December 31, 2013 (in millions)

REAL ESTATE

PRIVATE INCOME
Infrastructure and 
private debt and loans

TIMBERLAND
$434
  35%

$664
  53%

$144
  12%
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Real Estate

   
 Actual 
 Return 

 % 

Benchmark 
IDP Large Institutional 

Index 
% 

Value Added
Return

% 

One Year   12.4   13.0 (0.6)

Four Years (annualized) 15.1 13.4 1.7

$367 
 45%

OFFICE - 34%

INDUSTRIAL - 10%

RETAIL - 38%

POOLED FUNDS - 6%

LAND & DEVELOPMENT - 6%

RESIDENTIAL - 6%

41%

32%

9%

3%

ALBERTA - 39%

POOLED FUNDS - 6% 

ONTARIO - 53%

QUEBEC and B.C - 1%

47%

35%

7%

Canadian Private Real Estate Pool - by sector
December 31, 2013

Canadian Private Real Estate Pool - by province
December 31, 2013

Private income – Infrastructure and Private Debt and Loan
At December 31, 2013, private income investments comprised 5.1 per cent of the total PSPP’s 
investments or $434 million, compared to 5.4 per cent or $390 million at the end of the previous 
year. Private income includes investments in units of AIMCo’s infrastructure pools totaling $388 
million and AIMCo’s Private Debt and Loan Pool totaling $46 million. The Infrastructure Pools 
include investments in projects that provide attractive returns plus infl ation sensitivity with a long 
investment horizon. Infrastructure projects include transportation/logistics (e.g. toll roads, airports, 
ports, and rail), power/energy (e.g. contracted power generation, power transmission pipelines) and 
utilities (e.g. water, waste water, natural gas networks). The Private Debt Pool primarily includes 
Canadian and foreign unrated debt.

Private income

   
 Actual 
 Return 

 % 

Combined Benchmark
50% DEX Real Return Bond Index 

& 
50% MSCI All Country World Index

% 

Value Added 
Return 

% 

One Year   3.6   7.1 (3.5)

Four Years (annualized) 6.1 9.4 (3.3)

Timberland
At December 31, 2013, the Plan’s investment in units of AIMCo’s Timberland Pool comprised 1.7 
per cent of the total PSPP investments or $144 million compared to 1.4 per cent or $103 million the 
previous year. Timberland investments are located in Canada and globally including an ownership 
interest in timber and related land located in the Province of British Columbia and forestry and 
agricultural land in Australia and New Zealand. 

Timberland

   
 Actual 
 Return 

 % 

Combined Benchmark 
50% DEX Real Return Bond Index 

& 
50% MSCI All Country World Index

% 

Value Added
Return

% 

One Year   28.4   7.1  21.3

Four Years (annualized) 13.2       9.2    4.0

38%

34%

10%
 6%

6%
6%

53%

39%

1%
1%

OTHER - 1%

6%



Appendix: Financial Statements

The PSPP Financial Statements are prepared by 
the Ministry of Treasury Board and Finance
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Independent Auditor’s Report

To the President of Treasury Board and Minister of Finance
  and the Public Service Pension Board of Trustees

Report on the Financial Statements

I have audited the accompanying fi nancial statements of the Public Service Pension Plan, which comprise 
the statement of fi nancial position as at December 31, 2013, and the statements of changes in net assets 
available for benefi ts and changes in pension obligation for the year then ended, and a summary of 
signifi cant accounting policies and other explanatory information.

Management’s Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these fi nancial statements in 
accordance with Canadian accounting standards for pension plans, and for such internal control as 
management determines is necessary to enable the preparation of fi nancial statements that are free from 
material misstatement, whether due to fraud or error.

Auditor’s Responsibility

My responsibility is to express an opinion on these fi nancial statements based on my audit. I conducted 
my audit in accordance with Canadian generally accepted auditing standards. Those standards require 
that I comply with ethical requirements and plan and perform the audit to obtain reasonable assurance 
about whether the fi nancial statements are free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures 
in the fi nancial statements. The procedures selected depend on the auditor’s judgment, including the 
assessment of the risks of material misstatement of the fi nancial statements, whether due to fraud or 
error. In making those risk assessments, the auditor considers internal control relevant to the entity’s 
preparation and fair presentation of the fi nancial statements in order to design audit procedures that are 
appropriate in the circumstances, but not for the purpose of expressing an opinion on the effectiveness of 
the entity’s internal control. An audit also includes evaluating the appropriateness of accounting policies 
used and the reasonableness of accounting estimates made by management, as well as evaluating the 
overall presentation of the fi nancial statements.

I believe that the audit evidence I have obtained is suffi cient and appropriate to provide a basis for my 
audit opinion.

Opinion

In my opinion, the fi nancial statements present fairly, in all material respects, the fi nancial position of 
the Public Service Pension Plan as at December 31, 2013, and changes in its net assets available for 
benefi ts and changes in its pension obligation for the year then ended in accordance with Canadian 
accounting standards for pension plans.

[original signed by]
Merwan N. Saher, FCA

Auditor General 

April 16, 2014

Edmonton, Alberta 
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Statement of Financial Position
As at December 31, 2013

>>> Table Here <<<
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Statement of Changes in Net Assets Available for Benefi ts
Year ended December 31, 2013

Table PSPP_02socna.pdf
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Notes to the Financial Statements
Year ended December 31, 2013

(All dollar amounts in thousands, except per member data)

NOTE 1 SUMMARY DESCRIPTION OF THE PLAN

The following description of the Public Service Pension Plan (the Plan) is a summary only. 
For a complete description of the Plan, reference should be made to the Public Sector 
Pension Plans Act, Revised Statutes of Alberta 2000, Chapter P-41, and the Public Service 
Pension Plan Alberta Regulation 368/93, as amended. Unless otherwise stated, all terms 
that are not defi ned below have the meaning prescribed to them in the Plan. Should 
anything in Note 1 or the fi nancial statements confl ict with the legislation, the legislation 
shall apply.

a) GENERAL

The Plan is a contributory defi ned benefi t pension Plan for eligible employees of the 
Province of Alberta, approved provincial agencies and public bodies.

The Plan is a registered pension plan as defi ned in the Income Tax Act. The Plan’s 
registration number is 0208769. 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 Public Service 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 fund’s assets 
and administration of the plan, setting contribution rates, conducting actuarial valuations 
and recommending amendments to the Plan rules.

b) PLAN FUNDING

Current service costs and the Plan’s actuarial defi ciency (see Note 14) are funded equally 
by employers and employees at contribution rates, which together with investment 
earnings, are expected to provide for all benefi ts payable under the Plan. The contribution 
rates in effect for 2013 were 11.70% (2012: 9.90%) of pensionable salary up to the 
Canada Pension Plan’s Year’s Maximum Pensionable Earnings (YMPE) and 16.72% 
(2012: 14.14%) of the excess for employees, with matching contributions by employers.

The contribution rates were reviewed by the Board in 2012 and are to be reviewed at least 
once every three years based on recommendations of the Plan’s actuary. 

c) RETIREMENT BENEFITS

The Plan provides a pension of 1.4% for each year of pensionable service based on 
average salary of the highest fi ve consecutive years up to the YMPE and 2.0% on the 
excess, subject to the maximum pension benefi t limit allowed under the Income Tax Act. 
The maximum service allowable under the Plan is 35 years. Pensions are payable to 
members at retirement who have attained age 65, or have attained age 55 and the sum of 
their age and years of service equals 85. Reduced pensions are payable to members at 
age 55 or older retiring early with a minimum of two years of service.

The Plan’s formula pension is paid monthly for the member’s lifetime. Should the member 
die before 60 monthly payments have been made, the balance of the 60 payments are paid 
to the member’s benefi ciary or estate, as the case may be. The member may choose 
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to have the formula pension paid in a form having different survivor benefi ts subject to the 
formula pension being adjusted to refl ect the relative value of the survivor benefi ts.

a) TERMINATION BENEFITS AND REFUNDS TO MEMBERS

Members who terminate with at least two years of regular service and are not immediately 
entitled to a pension may receive the commuted value for all earned service, contributions 
paid in respect of optional service with interest, plus excess contributions, if applicable, 
with the commuted value being subject to lock-in provisions. Alternatively, they may elect 
to receive a deferred pension. Members who terminate with less than two years of service 
receive a refund of their contributions and interest. The refunds are accounted for as 
refunds to members on the statement of changes in net assets available for benefi ts.

b) DISABILITY BENEFITS

Unreduced pensions may be payable to members who become totally disabled and have 
at least two years of service. Reduced pensions may be payable to members who become 
partially disabled and have at least two years of service.

Individuals who became members after June 30, 2007 and had no combined pensionable 
service prior to July 1, 2007 are not entitled to disability benefi ts.

c) DEATH BENEFITS

Death benefi ts are payable on the death of a member prior to retirement. If the member has 
at least two years of service and a surviving pension partner, the surviving pension partner 
may choose to receive a survivor pension. For a benefi ciary other than a pension partner or 
where service is less than two years, a lump sum payment must be chosen.

d) OPTIONAL SERVICE AND TRANSFERS

All optional service purchases are to be cost-neutral to the Plan.

The actuarial present value of pension entitlements is paid when service is transferred out 
of the Plan under a transfer agreement. The cost to recognize service transferred into the 
Plan under a transfer agreement is the actuarial present value of the benefi ts that will be 
created as a result of the transfer.

e) COST-OF-LIVING ADJUSTMENTS

Pensions payable are increased each year on January 1st by an amount equal to 60% of 
the increase in the Alberta Consumer Price Index. The increase is based on the increase 
during the twelve-month period ending on October 31st in the previous year.

NOTE 2 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES AND REPORTING PRACTICES

a) BASIS OF PRESENTATION

These fi nancial 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 benefi t payments and are prepared to 
assist Plan members and others in reviewing the activities of the Plan for the year.

d)

e)

f)

g)

h)
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a) VALUATION OF INVESTMENTS

Investments are recorded at fair value. As disclosed in Note 3, the Plan’s investments 
consist primarily of direct ownership in units of pooled investment funds (“the pools”). 
The pools are established under Part 5 of the Financial Administration Act of Alberta. 
Participants in pools include government and non-government funds and plans. 

Contracts to buy and sell fi nancial 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 fi nancial instruments of the 
pools on its statement of fi nancial position.

The Plan becomes exposed to the fi nancial risks and rewards associated with the 
underlying fi nancial instruments in a pool when it purchases units issued by the pools and 
loses its exposure to those fi nancial risks and rewards when it sells its units. The Plan 
reports its share of the fi nancial risks in Note 4.

The fair value of units held by the Plan is derived from the fair value of the underlying 
fi nancial instruments held by the pools as determined by AIMCo (see Note 3b). Investments 
in units are recorded in the Plan’s accounts. The underlying fi nancial 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 fi nancial 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 confi rmed 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.

b) INVESTMENT INCOME

Investment income includes the following:

i) Income distributions from the pools are recorded in the Plan’s accounts and included 
in investment income on the statement of changes in net assets (see Note 8). Income 
distributions are based on the Plan’s pro-rata share of total units issued by the pools.

ii) Realized gains and losses on disposal of units and unrealized gains and losses on 
units are recorded in the Plan’s accounts and included in investment income on the 
statement of changes in net assets. Realized gains and losses on disposal of units are 
determined on an average cost basis.

iii) Investment income is recorded on an accrual basis.

c)

b)
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a) 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. 

b) 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 fi rm of actuaries. The valuation 
is made at least every three years and results from the most recent valuation are 
extrapolated, on an annual basis, to year-end. The valuation uses the projected benefi t 
method pro-rated on service and management’s best estimate, as at the valuation and 
extrapolation date, of various economic and non-economic assumptions.

c) MEASUREMENT UNCERTAINTY

In preparing these fi nancial 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 fi nancial 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 pools. Uncertainty arises 
because:

i) the Plan’s actual experience may differ, perhaps signifi cantly, 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 pools may differ signifi cantly 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 statements 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.

d) INCOME TAXES

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

d)

e)

f)

g)
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NOTE 3 INVESTMENTS

The Plan’s investments are managed at the asset class level for purposes of evaluating the 
Plan’s risk exposure and investment performance against approved benchmarks based on 
fair value. AIMCo invests the Plan’s assets in accordance with the Statement of Investment 
Policies and Guidelines (SIP&G) approved by the Plan’s board. The fair value of the pool 
units is based on the Plan’s share of the net asset value of the pooled fund. The pools have 
a market based unit value that is used to allocate income to participants of the pool and to 
value purchases and sales of pool units. AIMCo is delegated authority to independently 
purchase and sell securities in the pools and Plan, and units of the pools, within the ranges 
approved for each asset class (see Note 4).

a) Fair Value Hierarchy: The quality and reliability of information used to estimate the fair 
value of investments is classifi ed 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 $2,894,762 (2012: $2,629,652).

 ● 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 
$3,419,967 (2012: $3,145,347). For these investments, fair value is either derived 
from a number of prices that are provided by independent pricing sources or from 
pricing models that use observable market data such as swap curves and credit 
spreads.

 ● Level 3 - fair value is estimated using inputs based on non-observable market data. 
This level includes private mortgages, hedge funds, private equities and infl ation 
sensitive investments totalling $2,227,558 (2012: $1,517,237).
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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:

 ● Money market, bonds and mortgages: 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 fl ows. Cash fl ows are 
discounted using appropriate interest rate premiums over similar Government of 
Canada benchmark bonds trading in the market.

 ● 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 profi ts or cash fl ows. Established private 
companies are valued using the fair market value approach refl ecting conventional 
valuation methods including discounted cash fl ows and earnings multiple analysis.

 ● Alternatives: The estimated fair value of private real estate investments is reported 
at the most recent appraised value, net of any liabilities against the real property. 
Real estate properties are appraised annually by qualifi ed 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 fl ows. The fair value of timberland investments is appraised 
annually by independent third party evaluators. Private debt and loans is valued 
similar to private mortgages. Infrastructure investments are valued similar to private 
equity investments.

 ● 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 fl oating rate interest. Interest rate swaps and cross-currency interest rate 
swaps are valued based on discounted cash fl ows using current market yields and 
exchange rates. Credit default swaps are valued based on discounted cash fl ows 
using current market yields and calculated default probabilities. Forward foreign 
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 ● 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 fl ows 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 fi nancial risks associated with the underlying securities held in the 
pooled investment funds created and managed by AIMCo. These fi nancial 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 trade-
off through asset class diversifi cation, target ranges on each asset class, diversifi cation 
within each asset class, quality constraints on fi xed 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).

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 
acceptable level of risk, the Board has established the following asset mix policy ranges:

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 fi nancial obligations. The credit quality 
of fi nancial 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 
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exposure for fi nancial 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. The majority of investments 
in debt securities are with counterparties with credit ratings considered to be investment 
grade.

The table below summarizes these debt securities by counterparty credit rating at 
December 31, 2013:

i) Counterparty default risk - derivative contracts

The Plan’s maximum credit risk in respect of derivative fi nancial 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.

ii) 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, 2013, the Plan’s share of securities loaned under this 
program is $421 million and collateral held totals $443 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.

a) 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 fl ows of a fi nancial instrument will 
fl uctuate 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, fl uctuations 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 43% of the Plan’s investments, or $3,631 million, are 
denominated in currencies other than the Canadian dollar, with the largest foreign currency 
exposure being to the US dollar (23%) 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 
4.3%  of total investments (2012: 4.0%). 

b)

iii)

ii)
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The following table summarizes the Plan’s exposure to foreign currency investments held in 
pooled investment funds at December 31, 2013:

a) 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 fl uctuations 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 2.8% of total investments (2012: 3.2%).

b) Price Risk

Price risk relates to the possibility that equity investments will change in value due to future 
fl uctuations in market prices caused by factors specifi c 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 5.5% of total investments (2012: 5.9%). Changes in fair value of 
investments are recognized in the statement of changes in net assets available for benefi ts.

c) Liquidity Risk

Liquidity risk is the risk that the Plan will encounter diffi culty in meeting obligations 
associated with its fi nancial 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 benefi ts 
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 benefi ts obligation and exposure to net payables to counterparties 
(Note 4f). 

c)

d)

e)



40 2013 Public Service Pension Plan Annual Report

Fi
na

nc
ia

l S
ta

te
m

en
ts

Public Service Pension PlanPublic Service Pension Plan

a) Use of Derivative Financial Instruments in Pooled Investment Funds

The Plan has indirect exposure to derivative fi nancial instruments through its investment in 
units of the pools. AIMCo uses derivative fi nancial 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 $100,913 (2012: $69,225) 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 fl ows with counterparties in pooled funds are based on a rate or price applied to a notional 
amount specifi ed 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 fi nancial position.

(i) Structured equity replication derivatives:  Equity index swaps are structured to receive income from 
counterparties based on the performance of a specifi ed market-based equity index, security or basket of equity 
securities applied to a notional amount in exchange for fl oating rate interest paid to the counterparty. Floating 
rate notes are held in equity pools to provide fl oating 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 
specifi ed 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 fl ows (fi xed to fl oating or fl oating 
to fi xed) 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 defi ned credit event occur with respect to the underlying security. 

f)
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(i) Deposits:  At December 31, 2013 deposits in futures contracts margin accounts totalled $49,332 (2012: $16,025)                
and deposits as collateral for derivative contracts totalled $1,409 (2012: $nil).

NOTE 5 PENSION OBLIGATION

a) ACTUARIAL VALUATION AND EXTRAPOLATION ASSUMPTIONS

An actuarial valuation of the Plan was carried out as at December 31, 2012 by Aon Hewitt 
and results were then extrapolated to December 31, 2013.

The actuarial assumptions used in determining the value of the pension obligation of 
$9,813,256 (2012: $8,944,978) refl ect 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, infl ation rate, and the 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 diversifi cation and rebalancing. It does not assume a return 
for active management beyond the passive benchmark.

The major assumptions used for accounting purposes were:

 >>> Table PSPP_12note6a.pdf Here <<

An actuarial valuation of the Plan as at December 31, 2013 will be carried out. Any 
differences between the actuarial valuation results and extrapolation results as reported in 
these fi nancial statements will affect the fi nancial position of the Plan and will be accounted 
for as gains or losses in 2014.

b) NET EXPERIENCE LOSSES

Net experience losses of $111,847 (2012: $21,449) refl ect the results of the valuation as at 
December 31, 2012 extrapolated to December 31, 2013.

(v)
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a) SENSITIVITY OF CHANGES IN MAJOR ASSUMPTIONS

The Plan’s future experience will differ, perhaps signifi cantly, 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 fi nancial position of the Plan.

The following is a summary of the sensitivities of the Plan’s defi ciency and current service 
cost to changes in assumptions used in the actuarial extrapolation at December 31, 2013:

NOTE 6 DEFICIT

NOTE 7 CONTRIBUTIONS

 >>> Table PSPP_15note8.pdf Here <<<

c)
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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. The cost of securities disposed of in the pools is 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:

(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 fi ve years is 10.5% (PBR: 9.6%), ten years is 
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(a) 6.7% (PBR: 6.4%) and twenty years is 7.3% (PBR: 7.1%). The total return reported for 2012 was revised by 
AIMCo to conform to valuation changes made by AIMCo subsequent to the completion of the 2012 fi nancial 
statements. The total return in 2012 increased by 0.3% from 11.1% to 11.4% 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 benefi t 
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 benefi ts and the statement of changes in pension obligation.

NOTE 10 BENEFIT PAYMENTS

NOTE 11 INVESTMENT EXPENSES

(a) For investment management services. Please refer to AIMCo’s fi nancial statements for a detailed breakdown 
of expenses. In 2013, investment expenses include external performance fees of $10,221. In 2012 and prior 
years, external performance fees were netted against investment income. External performance fees for 2012 
totalled $7,551.

(b) For investment accounting and Plan reporting services.

(a) 6.7% (PBR: 6.4%) and twenty years is 7.3% (PBR: 7.1%). The total return reported for 2012 was revised by 
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statement of changes in net assets available for benefi ts and the statement of changes in pension obligation.

NOTE 12 ADMINISTRATIVE EXPENSES

General administration and the Board costs were paid to Alberta Pensions Services 
Corporation (APS) on a cost-recovery basis.
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The Plan’s share of APS’s operating and Plan specifi c 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 administrative expenses 
per Note 12 are $54,168 (2012: $42,273) or $683 (2012: $542) per member and 0.63% 
(2012: 0.58%) of net assets under administration.

NOTE 14 CAPITAL

The Plan defi nes its capital as the funded status. In accordance with the Public Sector 
Pension Plans Act, the actuarial surplus or defi cit 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 benefi ts. 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 fl uctuations 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 $7,988,000 at December 31, 2013 
(2012: $6,993,000). In accordance with the Public Sector Pension Plans Act, the actuarial 
defi ciency determined by the December 31, 2012 actuarial funding valuation is being 
funded by special payments shared equally between employees and employers in the 
following amounts:

2.76% of pensionable earnings until December 31, 2017, plus
0.16% of pensionable earnings until December 31, 2020, plus
3.76% of pensionable earnings until December 31, 2023, plus 
0.26% of pensionable earnings until December 31, 2025 plus
2.40% of pensionable earnings from January 1, 2013 until December 31, 2026

The special payments have been included in the rates shown in Note 1b. 

NOTE 15 COMPARATIVE FIGURES

Comparative fi gures have been reclassifi ed to be consistent with 2013 presentation.

NOTE 16 RESPONSIBILITY FOR FINANCIAL STATEMENTS

These fi nancial 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.


