2017 Annual Report , s amain



Profile

The Universities Academic Pension Plan (UAPP) was
established in 1978 as a defined benefit pension plan for
members of the academic and professional staff of

Alberta universities and Banff Centre. The UAPP was set
up under the PubliSector Pension Plans Act (Alberta)

and the Provincial Treasurer was the trustee until
December 31, 2000. The UAPP became an independent
pension plan registered under the Employment Pension
Plans Act (Alberta) and the Income Tax Act (Canada) as of
Januan, 2001. The UAPP is now established under the
Sponsorship and Trust Agreement signed by the academic
staff associations and the boards of governors of four
Alberta universities and Banff Centre as Sponsors.

T The Board of Trustees, as established under the
Sponsorship and Trust Agreement, is responsible
for administering the Plan and investing the Fund.

1 The UAPP is financed by employer and employee
contributions, and by investment earnings. The
Alberta Government also contributes towards
eliminating the unfunded liability for service
before 1992.

T At December 31, 2017, the UAPP has 8,153 active
members, 2,114 deferred members and 5,380
pensioners.

9 The UAPP Fund’ s
was $4,852 million.
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BOARD
MANDATE

The Board is responsible for
administration of the UAPP,
investment of UAPP funds, setting
contribution rates required to

fund the UAPP, and assisting
Sponsors in developing
appropriate changes to the UAPP.
In carrying out its mandate, the
Board is assisted by a small
management team.

BOARD
COMPOSITION

The Board of Trustees (Board) of
the UAPP oversees the Plan. The
Board is composed of five
employer trustees and four
employee trustees. The total
votes carried by the employer
trustees are the same as the votes
carried by the employee trustees.
The offices of Chair and Vieghair
alternate every two years
between employer and employee
trustees.

MISSION

It is the mission of the Board to deliver on
its mandate in a manner that is consistent
with:

A

A
A

high quality services to the UAPP
members and stakeholders,

prudent investment of the Fund,
seeking stable contribution rates within
the funding requirements of the
Employment Pension Plans Act,

best practices in pension plan
governance and management, and

all applicable rules, laws, and
regulations.

VALUES

In carrying out its mission, the Board is
guided by the following values:

A
A
A

A

work in full partnership with Sponsors,
be member/stakeholder focused,

be open, accountable, and responsible
for its actions,

conduct UAPP business with trust,
fairness, and integrity,

adhere to the highest ethical standards,

value and treat its employees as a vital
resource, and
strive to adopt best business practices.
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Contact the Board

Provider

Member Pension Inquiries:

201 City Center Drive

Suite 1000

Mississauga, ON L5B 4E4

Attn: UAPP Administrator

Phone: 1.866.709.2092
Email:uapp.pensions@conduenthrs.ca

Pensioner Payroll

Pensioner Payroll Inquiries:

#1002, Park Plaza
10611 98 Avenue
Edmonton, AB T5K 2P7
Fax: 780.415.8871

Website:www.uapp.ca

Management Team

Dave Schnore
Phone: 780.415.8869
Email: dave.schnore@uapp.ca

. CIBC Mellon Pension Benefits Dept.
PO Box 5858, Station B :
K Chris Schafer, ASA, ACIA

London, ON NG6A 6H2 .

Phone: 1.800.565.0479 Eﬂi;ﬁéﬁﬁgg;iﬁfégua e

Website:www.CIBCMellon.com ' ' Bp.
ENEEEN N
11T Investment Management ﬁ?“%ﬁ%ﬁé%JWA

one: 415.
=== ==. E-mail: vinko.majkovic@uapp.ca
EREEN
EEERTHE
Chloe Muller

===.== Phone: 780.415.8866
TTTTTE Asset Consultants & Actuary Email: chloe. muller@uapp.ca
HEECRH []
SENEEEE Auditor
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On behalf of the Board, | am pleased to present the annual report of the Universities ....
Academic Pension Plan for the year ended December 31, 2017. The purpose of this . ...
Report is to provide comprehensive details on the financial position of the Plan along ...
with a report on the Plan’'s investments, perfor mam

administration. . . .
HOHE
1]
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Over 2017, the UAPP Fund generated a return of 11.3% based on solid returns from
our public equity and alternative investments. This superior return exceeded the
investment return assumed for actuarial purposes by 5.7%, and outperformed the
benchmark portfolio by 1.2%. The UAPP Fund grew by $501.8 million during 2017 to
end the year with $4.85 billion in assets. This is the sixth year in a row that
investment return has exceeded that assumed for actuarial valuation purposes.

| indicated to you in my 2016 message that the Board would be undertaking an
actuarial valuation of the Plan as at December 31, 2016. For this valuation, the
Board, on the advice of the actuary, revised a number of assumptions, most notably
significantly lowering the discount rate used to value Plan liabilities. Based on the BER
results of the valuation, the Board decided to increase contributions to the Plan by . ..
0.36% of salary as of July 1, 2018. This increase will be shared equally between

members and employers. . ....
HEER

Based on an actuari al extrapolation as at December 31, 201 75 tln
from $5.17 billion the previous ye&nd (though note that the actuarial liabilities were $5.40 billion as reported in the

end-2016 actuarial valuation). The actuarial deficit is $949.4 million, which represents an increase of $76.6 million from ...
the previous yeaend (though note that the en@017 deficit is $153.9 million less than that reported in the-20d46 ...
actuarial valuation). The actuarial deficit increased mainly due to the revised assumptions used in the recent actuarial .....
valuation, however, the increase was partially offset by the investment returns earned in excess of the actuarially .. .

assumed rate of return. Approximately 88% of the deficit relates tel@2 service.

Since investment returns over the last two years have exceeded those assumed for actuarial valuation purposes the Fund ... .
has built up a reserve, i.e., the difference between the market value and the actuarial value of the Fund, of $173.7 ...
million at the end of 2017. This helps to dampen the impact of future years should the market return on assets be below ....

the actuariallyassumed rate of return.

1]
The Investment Committee and the Board continued to monitof  [lWK
capital markets, along with the implementation of the new asset mix which was established last year following ! .
compl etion of an asset Iliability study. As the Plan’'s fina C:i"
through the I nvestment Committee, continues to identify invies

risk/return profile. . .




The Board places a high priority on quality services to members and is pleased to note members continue to be provided with . ...
excellent service, as shown by the performance against the standards set in ten key areas of service vital to our members.
The details of the standards and related performance are included in this Report in the section dealing with Plan ...

Administration. . . .
HER

We regularly update UAPP members and other stakeholders through publications such as the quarterly Communiqué and the . ..
website. A call centre is also available to members seeking information about the UAPP. The Retirement Planner tool that is

available through the website is heavily used by the members. The Trustees' Office also provides pension information ...
sessions when requested by employers. |1
It is my pleasure, on behalf of the Board, to thank Megan Costiuk (external member of the Audit Committee), and Bob ....
Normand, Andrew Tambone and Laurence Waring (external members of the Investment Committee), who give generously of ...
their time to the work of our Audit and Investment Committees. .. .
Our relationship with our investment managers is vistal to the SL'..
regard, we thank the staff at Alberta Investment Management Corporation, Beutel Goodman & Company Ltd., and Fiera

Capital Corporation for their work. . . .
On behalf of the Board, | extend thanks to Eric Wang and Estelle Lo who both left the Board during 2017. Eric, for over 10 . ....
years, and Estelle, for over 6 years were active participants and made a valuable contribution to the Board. The Board was ... .
pleased to welcome Lawton Shaw, replacing Eric as the Board's employee representative from Athabasca University, and

David Head, replacing Estelle as the Board’' s employer repreisient at..
As outgoing Chair, | would like to thank all of the Board members | have served with over the past two years for making the ...

experience interesting and valuable. Linda Dalgetty succeeds me as the new Chair of the Board and | heartily wish her well in

her new responsibilities. .....

The Board relies on a small but dedicated team to carry out its mandate. On behalf of the Board, it is my pleasure to ..
acknowledge and thank our strong team at the Trustees’ Of fuy c e f“.

during 2017.
HEE
HEEA
H HEE
Pt " T
Paul Rogers . ...

Chair, Board of Trustees . . .
]
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Financial Position of the Plan - .EEE
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For the sixth consecutive year, growth in the Pl an extumflset s exceedet===
valuation as at December 31, 2016 and filed during 2017 is 5.6% per year and the annual investment return achieved dynére FuB%.

The market value of the Plan’'s assets grew by $501. atthmendofi on, t o $4,“.

2016. The Fund experienced positive cash flow during 2017 as contributions of $272.5 million exceeded benefit paymehtsroill&2s . ..
Despite warnings from analysts throughout 2017 that the ongoing bull run experienced by capital markets was gettindhéotogih, t .. .
investment returns finished the year surprisingly strong. Interest rate hikes by central banks caused some weaknessdorfizgdturns .. .
but even that asset class performed well over the course of the full year. Following an asset liability study conduadd tkyth” s i nv e st men t....
consultant, the Fund began its transition of some public equity assets into long and universe bonds, infrastructure asamelquity ...
investments. The net rate of return on the market value of Plan assets was 11.3%, the highest annual return of the FR@t¥since ...
Investment expenses for 2017 were $21.0 million, up from $10.7 million in 2016. This increase is due to having moreessgtsiiiizing ...
investment strategies that have performanoglated fee structures, and allocating more to alternative investments that arergénenore BER
expensive to access. Our focus continues to beatfldsted returns net of expenses. ...
$ Millions December 31, 2017 December 31, 2016 . . . . .
Service Period Pre92 | Post9l Total Pre-92 Total . . = =
Fair Value of Net Assets 7448 | 41063 [N 750.4 4,349.3 HER
Actuarial Adjustment (31.9) | (141.8) WENEN) (11.1) (48.0) (1111
Actuarial Value of Net Assets| 712.9 | 3,964.5 [Ny 739.3 4,301.3 BER
Accrued Pension Liability 1,547.5 | 4,079.3 5,626.8 1,577.7 5174.1 ...
Actuarial Deficiency (834.6) | (114.8) (949.4) (838.4) (872.8) . . . .
Funded Ratio 46.1% 97.2% 83.1% 46.9% 83.1% . ...

]
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To |l essen the impact of fluctuations in mar ket c¢ on thtingthedunding t he PFan=1==

requirements under the Employment Pension Plans Act of Alberta. The smoothing reserve increased in size from $48.Qmeiléod af 2016

to $173.7 million at December 31, 2017. The market value of the assets increased from $4,349.3 million to $4,851. Linnigidmedyear, as ...

the Fund grew by $501.8 million. Meanwhile, the actuarial value of the assets increased from $4,301.3 million to $4lJ&Y dunmg the .. .

year, a difference of $376.1 million. The actuarial value is calculated by averaging the actual market value at Dec@@bénsh, the market . . .
value projected to the same date from each of the prior two yead dates. This method is summarized in Note 14 of the FialaBtitements

and in the most recent actuarial valuation report, as at December 31, 2016. ...

250 _ {1

Smoothing Reserve over 10 Years 202.2 HEEN

200 (Actuarial Adjustment)$ millions) 185.6 173.7 HEE

11

150 113.2 1T

100 BER

i NN

H CHE

0 i HEER

0 EEEN

]

-100 . . .

1150 HER

mmm Reserve = 10-year Average Reserve .... .

-200 . . .

-198.7 . . .

0 EEEE

2 2 2 2 2 2 2 2 2 2

00cs> 228 0\,0 0\,] 0\’8 0\,\9 o]q % 0\,6 2 . . .

| | N | | | AEEN

The 10year average smoothing reserve has increased to $53.5 million, the highest the adjustment has been since the akteafassets . ...
were first smoothed at December 31, 1996. Over the last 10 years, the highest annual reserve continues to be $202a20sidember 31,

2014 and the lowest reserve-i$198.7 million at December 31, 2008. ....

ECHEE

] ]
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During 2017, an actuarial valuation was prepared for the Plan as at December 31, 2016. The new valuation produced acdoptiied ...
of the present value of all pension benefits accr ugaidn. Theresubse Pl an, CC.‘I.‘.
of this valuation are then extrapolated to Decemberalligityis 2017 to est il
determined to be $5,626.8 million as at the end of 2017, increasing by 8.7% from $5,174.1 million at the end of 201bat Metdidbilities ]
for 2016 were extrapolated from the previous full actuarial valuation as at DeceBihet014. Historically, the Plan has cociga an ...
actuarial valuation every two years with the next one scheduled as at Dece3iab2018, though pension legislation requires thiae next ...
valuation be filed no later than as at December 31, 2019. ....
The new valuation showed the estimated liability as $5,403.4 million as at December 31, 2016, $229.3 million highei$har4tie million ...
liability reported in the 2016 financial statements. The higher value reflects changes in economic assumptions andegiffereren ...
assumed rates of salary increase, mortality, and other demographic events versus actual plan experience since the puetimusiva .. .
December 31, 2014. Changes in assumptions, particularly the discount rate, reflect changes in expectations. ...
Since Plan assets are subject to market conditions, the market value can fluctuate significantly between one year andLaaioihis, on .. .
the other hand, generally evolve more slowly over time, apart from valuations where significant assumption changes talte pkateular, . . .
a change in the discount rate can significantly impact the value of liabilities. At December 31, 2017, a 1% decredseanriheate is . ....
estimated to increase liabilities by $821.5 million or 14.6%. ....

Comparison of Asset and Liability Annual Growth Rates (%) .==

20 1]
15 EENEN
L]

, AR S I~ AN AT T

J 1]
0 | } } } } } t } } } } } } } } } } i . . .
799> 1999 \<0p;/ <003 <005 <00 | <009 <07, <073 <075 <07, (1111
10 - N HER
e ] T

ECHEE
-20 ] ]

= |_jability Growth Rate Fair Value Asset Growth Rate
11 Y ]




. . . | ] ] ]

Financial Position of the Plan SEEE

N HEEA

¢tKS tflyQa CdzyRSR wl (A2 .=====

Since the market value of total Plan assets grew faster than the liabilities, despite the decrease in the discountfltaidethmatio on a market ... .

value basis increased from 84. 1% at December 31, 2016nabactusBidd. 2% at I.l.

value basis remained level at 83.1%. Gains on the assets from the actual return exceeding the assumed rate of retuseivibgréosges on .....

the liabilities due to demographic experience and assumption changes, and an increase in the smoothing reserve. . ....

UAPP deficits are separated into a {11892 service portion and a pe$B91 service portion because the Government of Albertatrdioutes to .. ====
the funding of the prel992 unfunded liability. The funded ratio for pt892 service is 46.1% (2016: 46.9%) on an actuatfisd basis and is

48.1% (2016: 47.6%) on a market value basis. The funded ratio fet @@ktservice is 97.2% (2016: 99.0%) on an actuariad balsis and is ...

100.7% (2016: 100.1%) on a market value basis. ~ Hin

2 FHEN

Funded Status on the RE992 and Pos1991 Service NN

: “HEl

based on Actuarial and Market Value of Assets E FER

(percentage funded) “H HEER

120 CHEER

0 EEEHE
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20 NEEEE
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2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 . ....

Emmm Actuarial Value Pre-199@mmm Actuarial Value Post-1991 | .=====

Market Value Pre-1992 — Market Value Post-1991 5 EEEEE
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The unfunded liability for prd992 service is amortized such that it will be eliminated by December 31, 2043 with contritedgigrements ...
expressed as a percentage of payroll. The Gover nmiethetremaifiderAl ber t a’ s m
of the deficit funding shared between the employers and employees as determined at each actuarial valuation. The funftedrati .
1992 service continues to decline due to the | ong amoasti zation pert .!i

approximately 50% when the caesharing was first established after 1992 but now stands at 26.1% of the totd9®2 unfundediability .
contribution made in 2017. ===
For post1991 service, the Plan has been fully funded in the past and is expected to be fully funded in the future. Fdrahyeaes the (1] 1]
funded ratio on a market value basis has been over 100%. Investment returns significantly impact the funded ratiosinrceis s .. .
Unfunded liabilities related to this service are amortized over 15 years in accordance with pension legislation and icmstabeishared .. .
between employers and employees. ...
Looking to the Future HER

The ultimate test of any pension plan’s financi al heyeansralltade ss i s wh.the..
Regul ar monitoring of the Plan’s financial positi ontoaclieveconduc:t e. t i.'.)..
funded ratios reaching 100%. The actuarial extrapolation report as at December 31, 2017 shows the Plan remains cfasditegfolh ....
the post1991 service period. However, the full actuarial valuation as at December 31, 2016 indicated the Plan contineestiblacnly

low interest rates, improved life expectancy, and enduring costs relating to th&382 deficit. The new funding requirememtst forward ..
the plan to attain full funding by December 31, 2027 on the d®81 service period and by December 31, 2043 on thelpa2 sevice ...

period. ...
HEEER

A new Statement of Investment Policies and Goals became effective Janyary2 017 and refl ected de.hTée Boar d’ s cu .“1
Plan began transitioning to its new asset mix during 2017 by moving some public equity investments into private equitgsindiore ...
pooled funds to work towards attaining the logrm investment objectives. This transition will continue until the full alioceis attained, ... .

expected in 2020.
HEE

Since the Pl an’ s-erdinrl398, asBetshavergrosm frod $1,0938 aniflion to $4,851.1 million today whildidia have (1] ]
grown from $1,282.0 million to $5,626.8 million over the same period. The following graph shows the cumulative retuffuntitbiece . ...
1993 relative to the policy benchmarks and the assumed rates of return. The gap between the market value and the bemadtenark v ....
represents the cumulative value added by investment managers and the gap between the market value and the assumed \s8us repre . ...
the cumulative investment gains of the Fund on an actuarial basis. ...

13 1
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Value at December 31 of $1 Invested on December 31, 1993 ($) 11
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Market Value Assumed Value = ====Benchmark Value . .
HEE
HEE
The Fund’s actual returns have exceeded the benchmark returns f..m
rates of return for each of the past six years. Continuedpmiformance would go a long way in moving the Plan towards ...
full funding sooner than expected. ...
As with many other defined benefit plans in Canada, the Plan continues to mature as growth in the retired membership (5.0% ....
average annual rate over the past decade) continues to drastically outpace growth in the active membership (1.5% over the .. .
same period). Only three times in the past 15 years has the active group size grown more than the retired group size (2005, ....
2007, and 2009). Since 1993, the ratio of active members to retired members has decreased from a high of 3.52:1 in 1993 to B BER
the current low of 1.52:1. ... .
ECHER
HEE
14 ]



Financial Position of the Plan

15

Ratio of Active to Retired Members
4.00

3.50
3.00
2.50
- \
1.50

1.00

0.50

0.00

D N> HOmH O A DO N D
O O O O O O O LY
NN N IIN RN IINGS

S S
S N

Q
Q
> o

rl/

= Active:Retired

The ratio is expected to continue its gradual decline since growth in the active membership has been very slow and retired
members are living longer than ever before. Life expectancy has been improving for a prolonged period of time. Desfitd sign
mortality improvements are slowing down, longer life spans remain a challenge for pension plans.

Low interest rates continue to hamper investment returns, particularly as they relate to fixed income holdings. -IR82%re
unfunded liability also endures as an ongoing concern for the UAPP. As the Plan approachesntag paitht of the 50year
amortization, the deficit remains persistently high. However, the Board reviewed the actuarial valuation results duyieq tred
adjusted contribution rates on the advice of the Pclten’ s
strengthened assumption base adopted by the Board.

act uary...".t



Investment Report

Investment Beliefs and Approach

As discussed in previous Annual
1. There is a relationship between risk and return. Achieving higher returns generally requires exposure to highlee redksionships
between risk and return are more predictable over the longer term. Equities will, in thetédong provide greater returns thafixed income
investments although with greater shettrm volatility. The longerm strategic asset allocation decision is the most imporfantor in
determining investment risk and return.

2. In establishing the asset mix policy of the Fund, the liabilities of the Plan should be taken into consideratiexaiplaninflation has a
direct i mpact on the UAPP sensilive asdets liké Real Return Bbndsy Real Estate mrgtdinftererare awafy | a t i
of managing the inflation risk.

3. Diversification within and across asset classes can reduce risk over the long term without compromising expectethdatians
prerequisite to prudent fund management. Exposure to foreign currencies as a result of moderate levels of foreign investmmoigde
diversification benefits. Currency hedging should only be undertaken on an opportunistic basis.

4. OQver the long term, longer term bonds will outperform cash and short term bonds. Longer term bonds will outperfogrpehioits of
stable and declining rates, but will underperform during periods of significantly rising interest rates. Relative totehorteonds, longer term
bonds generally provide better matching with the

5. Active management will serve the Plan better than passive management in most asset classes. Markets are effigiggt degeaes, and
short term deviations from long term fundamentals can occur. Therefore, there is an expectation for skilled managersatoeaaiad/or
reduce risk relative to passive exposure to the market. The opportunity for value added and/or reduced risk from activenmeansigould be
weighed against the incremental cost relative to passive market exposure.

6. Over the long term, but not necessarily in most years, investment in a value stock portfolio will tend to producagredaimilar to or
better than investment in a growth stock portfolio and the performance of the value stock portfolio will be less volatile.

7. A specialist manager structure offers a number of benefits over a balanced manager structure including the polergitiedest
manager for each asset class, greater flexibility to replace underperforming funds, and the ability to make use of pagsnentrfunds for
appropriate asset classes.

8. With respect to foreign equities, global mandates are preferred over combinations of U.S. and international equitgsimudaise global .
mandates allow managers more flexibility and greater opportunities to add value.

16
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9. Market timing is not seen as an effective strategy for generating consistent returns. Therefore, a rebalancinggmmtoddhe strategic ...
asset mix is seen as the most effective way of ensuring that portfolio risk does not drift materially above or belowntthedinitk level. .. .
10. Investment managers should be monitored regularly for changes in ownership, investment process and philosophgfikentinve ..==
personnel, and for investment returns against relevant peer groups and indices. Managers may be terminated on the bagstiobdssues

even if investment returns are acceptable. Investment returns should be evaluated over at legsaageriod. Emphasis shoute placed, not ...
only on the level of returns, but also on the amount of risk taken to achieve those returns. Tracking error should be &ssesas of the ..
i mpact on volatility of the Plan's required contributions and fpnd ..
These beliefs require an investment approach that seeks to obtain highetdomgreturns while containing the volatility in sht-term results. ...
This goal underlies the UAPP’s investment policy and risk managemen il

Investment Policy HER
The UAPP's investment policies are based on the invemiohent belief Bl anlii]
Il nvest ment Policies & Goal s ( S| RenGjllocatidhtioghe diffeierd assenhtiassespikey conmpgnent af r it . e I..“.
the SIP&G. It is through the asset allocation decision that the Board diversifies its investments across asset classepend balance ....
between the objective of higher loragrm returns and the need to reduce shorttarm volatility in those returns. ..

The Board, through its Investment Committee, monitors on an ongoing basis the performance of the Fund, the funded stafsof tapital

markets and economic developments and expectations. Based on this monitoring, the Board may make adjustments to theasb&kaix ...
other appropriate measures to control risk or improve returns. The Board reviews the SIP&G at least once a year. ...
The tabl e bel ow c o mp a rtensPolichAssetBvixdbenchinark anduanges to the aktwahagset mix of investfoe .....
2017 and 2016. A copy of the full textwwe.fappchuederBubREions. SI P&G s avai | dbllE

1]

1]
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HEEN
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HEER
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Long-term Policy Asset Mix .....
(percentage of Fund) . . . .
2017 2016 . . .

Asset Class Benchmark Min Max  Actual Benchmark Min Actual

Money market and fixed Income

Cash & short term 0.0 . 0.4 0.0 . . 0.8 ....
Universe bonds . 7.6 .. ....
Private mortgages 5.0 . . 3.6 5.0 . . 4.0 BER
Long duration bonds . 9.3 Ol | ]
Real return bonds 7.0 . . 6.7 7.0 . . 7.1 . ....
~“HEl
Public equities ....
Canadian . . . .
Foreign . . . . . .
Global 1] ]
Emerging markets b ]
Aternative SO HER
ts;zil;/tztlgvestments . ....
Infrastructure and private debt and loan . . . . . .
Timberland ....
Private equity . .====
Strategic opportunities and currency ...
o HEEN
ot H ENEEE
The 2017 benchmark represents the interim policy weighting as the Plan transitions to reducédriongeightings in Canadiamd global equities and . . . . . .
increased wei_ghtings in private equity and infrastructimeestments.Duringthe transition,specific actuahllocations may fall outside of the Min and Max . . . . . .
levels shown in the table. . . . .
18 B ENEE
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The Plan holds a hightliversified portfolio of investments in fixed income securities, Canadian and foreign equities, alteinaestments . ...
and strategic opportunities. This includes participation in both passively and actively managed pooled investment fuRi@s.ifihests in ...
units of pooled investment funds which are created and managed by investment managers. Pooled fund units have-basedketi value ...
that is used to allocate income to participants in the pool and to value purchases and sale of units. There are thowssamdsesf held in ...
various pooled investment funds. These securities are bought and sold on a daily basis. The Plan has a broad glotatialivacsifss

publicly traded equities and fixed income which i n creadestadeeasd opportun.t.!s
infrastructure provide better cash yields that grow with inflation. ...
The Plan’s money mar ket and fixed income portfolio imlldegzgadsed t o cr..l
derivative products. Based on the view that currencies are azeno game in the longun, currency exposure to foreign equityarkets is ....
|l argely unhedged. Up to 25% of the Plan’s foreign cupged¢hacy exposur e...r
returns from foreign markets will be impacted by changes in the exchange rate of the Canadian dollar. ...
Investment Management ...
UAPP engages three investment managers to manage its investment portfolio. Beutel, Goodman & Company Ltd. and FiecayOegtital C ...
manage its Canadian long bond and the majority of the universe bond portfolios totaling 21.6% of total investments. TiheafajorUAP P’ s H
investments totaling 78.4% are managed by Al berta | nvestyment Manaie ==|
investments, alternative investments, private mortgages and real return bonds.

Beutel, Goodman & Company Ltd. is a privately owned Canadian company founded in 1967, with over $35 billion in assetmagefeent. . ....
Fiera Capital Corporation was established in 2003 and has more than $128 billion in assets under management. AIMCdasaoviibial ....
corporation established in 2008, reporting to the President of Treasury Board, Minister of Finance. In total, AIMCo adimiréstenent ..
portfolios of over $100 billion on behalf of other public sector pension plans and the Government of Alberta. These investnagers invest . .
the UAPP's assets subject to the investment polici esroughetoledut i n the.=iz
investment funds.

To mitigate implementation risk, clearly defined benchmarks, guidelines, standards and controls have been establishetiatdtait~und and

asset class levels. Investment managers have the flexibility to act within the prescribed limits in order to add value polayt Both ...
compliance with the SIP&G and performance against the specified benchmarks are monitored formally on a quarterly bassd Tiae B .. .
retained an independent asset consultant, Aon Hewitt, to provide evaluation of investment managers on a regular basis. ....
Proxy Voting HEN
Proxy voting is an important tool in corporate governance. The Board delegates responsibility for proxy voting to investnagets. Pension ....
funds are to be managed in the best interests of beneficiaries. This principle governs the voting of proxies. The UAdfeRsilmasdproxy votin% ...

to be a key element of responsible investing and that thoughtful voting is a contributor to optimizing the long term \ialtestrhents.

HEER

ENEEN

]
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Risk Management HEE
The Board recognizes that in order to meet the return objectives of the Plan, UAPP must take on risk inherent in thewsisbt&JAPP invests. ...
UAPP invests in a diverse set of asset types to help improve the likelihood of achieving our desired results for algifeiskeve ...
Investment risk management is a key focus for the Board and the investment managers. Investment managers seek to maasuit@iaboth . . .
historic and possible future risks, allocating risk as a scarce resource to the most promising investment opportunitiettaivginvestment ...

risk system is designed to operate across all asset classes and a variety of risk types such as credit risk, priestrisiteintk, currency risk

and liquidity risk. 1]

UAPP monitors the risk of the Plan’sliabilitiesinrelationtoth...l
Evaluating Investment Performance HEE
A key assumption in calculating the Plan’s pensi on obligationigati on i s th...i
highly sensitive to this assumption. According to the audited financial statements, a decrease in the discount rate sedés ihe .. .

assumed inflation rate of 2.-Rfn%vesthdnt returnroljdctve for updingepsirposds the 20116 e

pension obligation by approximately $821.5 million. The current discount rate of 5.6% includest@riongal return rate of 35% and an ' .
Pl an’ s i o} =
actuarial valuation, the discount rate decreased to 5.6% from 5.95% used in the 2014 valuation. .

The Plan's investment performance can al so be assess easmrdtve term! of...-t

benchmarks. In this case, the performance of the Plan is measured against a policy benchmark return calculated usinggbkci?lan ....
allocation to each asset class and the market index return for the specific class. . .
While investment performance can be compared to other funds, this comparison is meaningful only to the extent that tHeefagds ...
compared have similar investment objectives, risks and constraints and policies. A fund that is 100% invested in fixefbimexaneple, ...
does not provide a valid comparison to a fund that is 100% invested in equities. .... .

L]

1]

1]

L]

HEEN

] 1]
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2017 Investment Performance

Investments:$4,828.8 million
(2016: $4,329.2 million)

Return on Investments: 11.3%
(2016: 7.1%)

Investment Income: $505.5 million
(2016: $295.4 million)

Investment Expense: $21.0 million
(2016: $10.7 million)

At December 31, 2017, the fair val
totaled $4,828.8 million, up from $4,329.2 million at the end of the
previous year.

Overall, UAPP finished the 2017 year earning an overall investment
return of 11.3%, after expenses, compared to 7.1% in 2016.

UAPP gained 3.6% on its investments in tfigdarter, when equity
markets continued their bull run, following the surprise 2016 US
election results. During the year, both the US Federal Reserve
System and the Bank of Canada increased interest rates, impacting
the value of fixed income investments. UAPP posted modésirti

3 quarter returns of 1.5% and 0.6% respectively. With global
economies growing and strengthening, the year finished very strong.
The much anticipated end to the long bull market never
materialized, and in the3quarter, investments earned 5.0% for a
final year end return of 11.3%.

The following chart summarizes the market returns in Canadian dollars from various indices around the world and thestwrarafl UAPP for
2017.

21

Returns for Major Markets and the UAPP (in $CDN)

UAPP
S&P 500 Index

MSCI EAFE Index

IPD Large Institutional All Property Index

FTSE TMX Long Bond Index
FTSE TMX Universe Bond Index
FTSE TMX Real Return Bond Index
MSCI Emerging Markets Index, Net

S&P/TSX Composite Index

-5.0%

5.0% 10.0% 15.0% 20.0% 25.0% 30.0%
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The Standard & Poor’'s (S&P) 500 Index, which tracks t laedollarer f or ma.ce“.
(21.8% in U.S. dollars) compared to 8.1% in Canadian dollars (12.0% in U.S. dollars) in 2016. |1

Approximately 18% of the Plan’'s investments (2016: 1tieretd U.Sadokdar d e n 0 mi na==
had a negative impact on the value of U.S. dollar investments held by the Plan. At December 31, 2017, one U.S. dolthr$tag5v@anadian

compared to $1.34 Canadian at the beginning of the year. As a result, U.S. dollar investments were worth less when tran<lateddian . . .
dollars at December 31, 2017 resulting in lower returns in Canadian dollars. .. .
The Morgan Stanley Capital International (MSCI) EAFE Index covering Europe, Australasia and the Far East, gained ddis8ftiatiaZan ...

compared to a |loss of 2.5% in 2016. Approximately 20 %rtiaB@thel 6: 2 0/%) .f...
Canadian and U.S. dollar including the Euro which comprowases 4% (201dEHH
worth $1.51 Canadian compared to $1.42 Canadian at the beginning of the year. ...

The Canadian real estate market represented by the IPD Large Institutional All Property Index increased by 7.0% in 2@&bAca@amzcrease ...

of 5.8% in 2016. HER
(1] ]

The FTSE TMX Universe Bond Index, FTSE TMX Real Return Bond Index, and the FTSE TMX Long Term Bond Index postéxi7§ajradf 2.5% . ..
7.0% respectively compared to gains of 1.7%, 2.9%, and 2.5% in 2016. . ....

Outside of Canada, the Morgan Stanley Capital International (MSCI) Emerging Markets Index gained 28.3% in 2017 in Gansaxbampdoed ....
to a gain of 7.3% in 2016. ..
The Canadian stock market represented by the S&P Toronto Stock Exchange (TSX) Composite Index gained 9.1% in 2017zcganpafed to .. .
21.1% in 2016. HER
Brazilian Real Other currencies UAPP Investments by Currency . . . . .
South Korean Won B Canadian Dollar (CAD) 61.5% . . .
Hong Kong Dollar ) . . .

British Pound = United States Dollar (USD) 18.4%
The table shows Japanese Yen = Euro (EUR) 4.0% . . . .
UAPP’' s expos Euro = Japanese Yen (JPY) 2.8% ...
to foreign _ Canadian Dollar British Pound (GBP) 2.0% T

currencies and its

investments in

= Hong Kong Dollar (HKD) 1.8%
. South Korean Won (KRW) 1.2% . . . .
Canadian dollars.

M Brazilian Real (BRL) 1.1% . . . .
Other currencies 7.2% . . . .
] ]

]

1] 1

United States Dollar
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The chart below compares the Plan’s actual return ovtahe ol?llea-ry’earllr““.

term investment return obiective for fundina purposes (i.e. for 2017, asset real rate of return of 3.35% plus an assatiwu itk of 2.25%). bl | ]
Actual Annualized Return vs. Discount Rate ... .
mmmm Actual = Discount Rate ...
20.0%
15.5% o Y1
15.0% -+ 11.8% 13.1% 0 0
. 0 12.2% 11.3% 9.5% ¥ PUEER

*1 0, 0,

12:2; E 1t . . 6.6% 7.1% ....
bl e e un EEEE
-5.0% + T

-10.0% - -

-15.0% + . “BEE

~“HEl

-20.0% +

25,006 L 204% 1]

2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 4 10 20 . . . .

Yrs Yrs Yrs
N HEEN

The Plan’'s annualized returns over four, ten, and t weeatsy year s ar“...'

the Plan’'s actual investment return is greater than the cumul ative [dijB
Actual versus Policy Return Actual versus Policy Returin percent) oy ] |
According to the Pl anétu@al Retun = Policy Benchmark = Value Added (Lost) B PEER

SIP&G, the Board has set a
50 IEEEEE

performance goal based on 1

the expectation that . . . . .

investment management will 11.3 .....

add 0.5% per annum over a . ....

four-year period beyond the
passively managed market . . .
o HEEN

based policy benchmark.

Over the past four years, the . .....
value added by investment ERERRR
N HEHEN

management decisionsas
o HER

0.9%per annum.
23 ' One year Four years Ten years Twenty years . . . . .
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PERFORMANCE BY ASSET CLASS Summary of Fixed Income Holdings .....

Fixed Income (by pooled investment fund)

At December 31, 2017, fixed income ....
Private Mortgage .. .

holdings comprise 35.0% of t
total investments or $1,691 million Pool N Y

compared to 28.8% or $1,247 million 11% \ . ....
at December 31, 2016. The Canadian Canadijan Lolng : (2016: 14%)
long bond portfolio and the universe 8021;00 “HEN
bond portfolio are primarily managed (2016: 32%) . . . . . .
by Beutel, Goodman & Company Ltd. ) ...
and Fiera Capital Corporation. AIMCo _ Deposits

. Universe Bond 1% . . . .
manages private mortgages, real Pool (2016: 3%)
return bonds and deposits in the 38% . . . . .
Consolidated Cash Investment Trust (2016: 26%) . . . .
Fund.

In 2017, the Plan's total fixed income securities gained 3.7%/[ [#he HHME

Benchmark Index Net Value
Actual Return Combined Benchmark* Added (lost) . . . . .
Total Fixed Income % % % . . . . . .
One year 3.7 3.7 0.0 .....

Four year 5.2 5.3 (0.1) . ....

* The combined benchmark includes the FTSE TMX Long Bond Index, FTSE TMX Real Return . . . . . .
Bond Index, FTSE TMX Universe Bond Index, and FTSE TMX 91-Day T-Bill Index. . . . .

Canadian Equities .....

At December 31, 2017, Canadian public equities repres3wonted 12. !%
$836 million at the end of the previous year. The PdstawRdols Canadi ai
which in turn invests in the Global Alpha Strategy (GLAS) and structured equity products which replicate Canadian qputdintsisthe

purpose of GLAS is to gain access to more markets than would be available if the pool were locked to specific coudtréirgesy in

i

providingmorevaluemdd return (alpha). GLAS's portfolio incl udrepe, directly ..I“..

provide exposure to the Standard and Poor’s Toront o Sihtevestk
bearing securities support the notional value of index swaps and futures contracts.

24 N ENEN
Sy ]

Australasia, and the Far East (EAFE) with smaller allocations to emerging markets and Car@daaliam exposure is swappeak o . -.
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Canadian Equities Master Pool Benchmark ....
Industry Exposure Relative to Benchmark TSX Composite Over (Under) .. .

December 31, 2017 Index Benchmark .....

- - ¥ fHEn

Consumer discretionary 5.4 0.8
Consumer staples 3.7 (0.3) . . = = = =
Energy 19.7 (0.3)

Financials 34.6 0.5 . . .
Health Care 1.0 (0.3) . . . .
Industrials 9.5 (0.4) . . . . .
Information technology 3.2 0.3 . . . .
Materials 11.5 0.6 . . . .
Real estate 29 (0.3) . . . .
Telecommunications 4.7 0.2) . . . . . .
Utilities 3.8 (0.3) . . . . .
100.0
0 EEEHE
SO HER
In 2017, the Canadian equity portfolio gained 10.5%, 1.6% more than the benchmark gain of 8.9%. =.====
Benchmark Index Net Value . . . .
Actual Return S&P/TSX Composite Added . . . . .
Total Canadian Equities % % %
One year 10.5 8.9 1.6 . .===
Four year 8.4 7.5 0.9
o HEEN
H JEHEN
NEEEEN
N HEHEN
o HER
25 B ENEE
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Foreign Public Equities ......

At December 31, 2017, foreign public equities compri8&%dr 39.1% of [t{hEJNH

$1,666 million the previous year. UAPP's gl obal pubsdteiPool (@1§o)i t vy port...'.(

and Emerging Markets Equity Pool (19%). ...

In 2017, the foreign public equity portfolio gained 19.2%, 2.2% more than the benchmark gain of 17.0%. .....
Benchmark Index Net Value . . . . .

Actual Return Combined benchmark* Added

Total Foreign Equities % % % .. ====

One year 19.2 17.0 2.2

Four year 13.7 12.3 1.4 . . .

* Combined benchmark incudes the MSCI World and MSCI Emerging Markets indices. Prior to July 1, 2015, combined . .. .

benchmark return included MSCI All Country World Index (ACWI) and MSCI Emerging Markets Index. . ....

Global Equities Master Pool
The Plan’s global equity portfolio is invested in (pmovidess of AIMCo’s..Ill)

exposure to a diverse market which ideally provides a higher rate of return than what could be earned investing sotéitjoinairglobal B PER
markets. The Pool replicates exposure to foreign equity markets by investing in structured equity products using inderdfuapes .. ... .
contracts. Interest bearing securities support the notional value of index swaps and futures contracts. .... .
Global Equities Master Pool Benchmark

Industry Exposure Relative to Benchm ark MSCI World Over (Under) . .....
December 31, 2017 Total Return Index Benchmark .... .

Consumer discretionary 13 O . . . . .
Consumer staples 9.0 (0.3) ......
Energy 6.3 (0.3) ....
Financials 18.1 0.5 .....
Health Care 11.8 (0.3) . . . . .
Industrials 11.6 (0.9) . . .
Information technology 16.8 0.2 . . . . .
Materials 5.3 0.6
Real estate 3.1 (0.3) . .....
Telecommunications 2.8 (0.2) ......
Utilities 3.0 (0.3) . .....
* 100.0
o HEN

* Total exposure may not add up to 100% due to rounding. . ....
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United States 59.2 0.2 . . .
Europe, Australasia & the Far East 37.2 0.2 . . . . .
Canada 3.6 (0.1) . . . . .
Emerging markets 0.0 (0.2) . . . .
100.0 I HEER

In 2017, the Plan’s gl obal equity portfolio gained 16. 6 %, 2.2% m<ie===i

Benchmark Index Net Value . . . . .

Actual Return Combined Benchmark* Added
Total Global Equities % % % . . . .

One year 16.6 14.4 2.2 ....
Four year 13.8 12.5 1.3 . . . .
* MSCI World Index. Prior to July 1, 2015, MSCI ACWI Index. . . . = = ==
Top Ten Countrie(isnigelf?:r:ging Markets Pool . . . . . .

SEHEN
H FHER
SHEEEEN

Benchmark
MSCI World Over (Under)
Total Return Index Benchmark

% %

Global Equities Master Pool
Relative Regional Exposure to Benchmark
December 31, 2017

Other
countries 9.9

Emerging Markets Pool . China 29.4
Approximately 19% of UAPP’ slndpngsiae i o JHEN
includes an investment in Al , .....

Pool which holds an investment in GLAS with the-non Thailand 2.4 __ . ... .
emerging market exposure being swapped out to the Mexico 2.9 ...
MSCI Emerging Markets Index. eXICO 2.9~ South Korea ¥ EEER

ussia | “EEnn
11.1
India 9.0 . .. .
South Africa
27 71 B ENER
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In 2017, the Pl ¢

markets portfolio gained 30.4%, Actual Ret o :ﬁ:chma&z”fix - Nitd\éagje oy ] |
2.1% more than the MSCI Emergi . e O SRS D 1]
Markets Index gain of 28.3% Emerging Markets _ - —

o One year 30.4 28.3 2.1 . . .

Four year 13.5 11.5 2.0 .....
Alternative Investments . ....

Alternative investments totaling $600 million or lealestate, (2016: $530 FiN
infrastructure and private debt, timberl and, and prinvestadnts equit)..'n...t.w
was 9.2%, 1.9% more than the combined benchmark gain of 7.3%. Over four years, the annualized return was 7.3%, 0.2%hwore than ...

combined benchmark gain of 7.1%.

Real Estate . .
At December 31, 2017, real estate investments compri s@®b5. 4% of th= =I=
million the previous year. Real estate investments provide diversification, high cash flow and are expected to provitiepfotet .

inflation. The UAPP invests in Al MCo’'s Private Reentalpbmtiest e Pool wh..l..
located in Ontario, Alberta, Quebec, and British Columbia. . ...

In 2017, the Plan’s actual gain from real estate investments \“ 8..*‘.

Benchmark Index
Net Value . .....

IPD Large Institutional

Actual Return All Property Index Added (Lost) . . . . .
Real Estate % % % . . . . .
One year 8.5 7.0 1.5
Four year 6.3 7.0 (0.7) ..====
JEHEN
Private Real Estate Pool Private Real Estate Pool

by Sector by Province . ....
HEE
Alberta . . . . .

Retail 43% Industrial 1%
N Qusecs E  EEEEE
/_ Re5|9c2|]/enntlal Oé‘;f/'(;io /_ :;:/: . . . . . .
Office 26% Other 1% 1% . . . . . .
Funds 7% FL;';‘/‘:S . . . .
B ENEE
Sy ]
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Private Income (Infrastructure and Private Debt and Loan) ......
At December 31, 2017, the UAPP’'s investment in AlMCo’'BanlnfrastructuriEiB
investments or $176 million compared to 3.2% or $139 million at the end of the previous year. The investment in infrespogtfr ....
totaling $132 million (2016: $94 million), includes projects that provide attractive returns and includes projects inri@impéeg. toll

roads, airports, ports, and railways), power (eg. contracted power generation and power transmission pipelines) andegtilitiater, ...
waste water, and natural gas networks). The investment in the Private Debt and Loan Pool, totaling $45 million (2018o8ySohildes .....
investments in debt instruments such as senior secured debt and convertible debt which are generally unrateithgestoment gade. . ... .

~“HiN
L | ]
Benchmark Index . . .

Consumer Price Index (CP) Net Value . . . .

In 2017, investments in infrastructure and private debt and loan gained 10.6%, 2.5% more than the benchmark gain of 8.1%.

Infrastructure and private Actual Return Plus 6% Added

debt and loan % % % . . . . .
One year 10.6 8.1 25 1|1
Four year 9.9 7.6 2.3 ....

Timberland . ...

At December 31, 2017, the UAPP’'s investment in Al MCo' ® Timberll.d m.

compared to 0.9% or $37 million at the end of the previous year. The Timberland investment includes forestry land in iZbglatally. .... .

The investment in Canada represents an interest in a limited partnership which holds forestry land and land held fonHigbgeause in

the Province of British Columbia. The foreign investment primarily includes forestry and agricultural land in Austradiev Zedliind. . .... .

In 2017, the Timberland investment gained 17.5%, 11.4% more than the benchmark gain of 6.1%. . ....
Benchmark Index . . . . . .

Consumer Price Index (CP) Net Value . . . .

g Actua(I%Return Plui/o4% A(ized . . . . .
One year 175 6.1 114 . ....
Four year 7.6 5.6 2.0 ...
o HEER

[] SENEN
SENEER

H EENER

o Wil
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Private Equities
A new addition to the asset mix this year i
the investment in private equities. The
portfolio includes investments in

Table of Investment Returns

December 31, 2017
Investments Asset Mix
(in millions) (%)

Annual Returns
2016 2015
% %

2017
%

2014 Annualized
% 4yr %

institutionally sponsored international Total Fund $ 48288  100.0% 2

rivate equity pools managed b Policy Return 50
p N quity p R g y . Value Added (Lost) from Active Management 0.6
experienced external investment advisors|consumer Price Index (1) 17
with proven track records. At December 3[fotal Fixed Income $  1,6915 35.0% 5.2
2017, the Pl an’s i nlGoreigedBenadmarks i n Al MCo' s 53
private equity pools comprised 0.6% of the Shg“ tTe;Am f'i‘ed '”TC‘;mlel ) 19.1 0.4% é-g

y . I b
Plan's total invest/m él\iftsew%dg"’\y P i o, or $28 16 1339 o
m_|II|on. The longerm policy weight is 5% FTSE TMX Universe Bond Index 4.1
with an allowed range of-0% of the total Private Mortgages 175.8 3.6% 4.8
Plan market value. An initial investment in|  FTSE TMX Universe Bond Index plus 1% 5.1
Al MCo’ s Private EqU|Ll°’T\gD“'P“6” 619 was made in t®e 110% [
third quarter of 2017 with normeaningful E TMX Long Bond Index o
a 9 Real Return Bonds 325.8 6.7% 5.2
returns reported to the end of the year. FTSE TMX Real Return Bond Index 48
Strategic Opportunities Pool and Currency[Total Public Equities $ 2,489.9 51.6% 12.3
Hedges Combined Benchmark 11.1
At December 31, 201 7T0;";‘D'/$a“ﬁé‘@“ E‘U%(\:BSP Pd S 6042  12.5% f-g
invest ment in Al MCo| §éq?m5°s['te & red Ldex :
. ) N f totdl oreign uities
Oppqrtumtles Pool Comprlseq _]-'OA) ortotg MSCI World Index and MSCI Emerging Markets Index
Plan investments or $47.1 million compared Global Equities 1,522.9 31.6%
to 1.1% or $49.6 million at the end of the MSCI World Index
previous year Al MJo ’E’"'\%Ae;?:"l‘%"’la”??tsaMt 24 L c 362.8 7.5%
Opportunities Pool consists of investmentg-f——————J 19 Varkels neex
. . . IAlternative Investments $ 600.4 12.4%
infrastructure and hydropower in @émergingcompined enchmark
market countries in Brazil and Colombia. In Real Estate 356.6 7.4%
2017, the Strategic Opportunities Pool hadl a IPD Large Institutional All Property Index
return of 5.0%. 9.4% less than the Infrastructure and Private Debt and Loan 176.1 3.6%
. 0,

benchmark gain of 14.4%. T?r:'b‘;'r“lz : cf’ 205 0.8%
At December 31, 2017, the fair value of the  cpy pius 40 ' '
UAPP’ s investment i|npikostu@es gn f or war d 28.2 0.6%
exchange contracts totaled a negative $0.[L__CPI plus 6.5%
million compared to a negative $0.1 mi||iOl|’lStrategic Investments $ 47.1 1.0%
at the end of the previous year. Currency Hedges (©.1) -

30

The Consumer Price Index (CPI) is reported on a one month lagged basis.
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The Board of Trustees for the Universities Academic Pension Plan is responsible for the ongoing operation and admiinisidiimgnthe

collection of member data and contributions, the calculation and payment of pension benefits, and the communication of pensio

information to plan members and employers. The 2017 results in these areas are as follows.

MEMBERSHIP

There are three types of members of the UAPP:
1 Active members are those currently employed by an employer participating in
the plan.

PARTICIPATION

1 Deferred members are those whmave terminated and havaccrued benefits

in the plan but have not withdrawn their entittement or commenced a
pension.

1 Pensioners are those who have commenced a pension, including surviving
spouses.

Active membership in the UAPP increased 2.0% in 2017 from @{99&cember 31, 201® 8,153 members at December 31, 2017. For
the 39 consecutive calendar year, the plan experienced growth in active membership. Over the last decade, active membership in the

UAPP has grown at an average annual rate of 1.5%.

The number of retireanembersand surviving spouses of pensioners receiving a

pension from the UAPP increased by 4.7% during 2017, rising to 5,380 at 120

63

December 31, 2017 from 5,138 at the start of the year. The most popular pen

choice among new retirees with a spouse continues to be a Joint Life pension. 201 163
8 3

The number of deferred members who continue to have funds in the Plan

increased to 2,114 at the end of 2017 from 1,977 at December 31, 2016. This 329 229

group continues to be the fastest growing group as it has increased at an
average annual rate of 6.9% over the last ten years.

NEW PENSIONERETIREMEN@CHOICES

31
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MONTHLYAYMENTDISTRIBUTIORS AT DECEMBERL, 2017
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Growth of Membership by Group
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Total contributions received from employers, employees, and the Province of Alberta were higher by 5.1% in 2017 ($279.5 milli 1]
versus 2016 ($259.4 million) due to growth in the UAPP’'s active me.

Total payments to pensioners grew by 4.1% during 2017 to $229.5 million from $220.5 million in 2016. Pensioners rexsioéd a c .....
living increase of 0.78% effective January 1, 2017. . ....

Termination and preetirement death benefit payments to or on behalf of former members of the UAPP were $23.5 million for 2017 .. ... .
(2016: $15.9 million). The significant increase is due to an increase in the number of members who terminated and withefisw b .. .

Management strives to ensure service providers provide efficient andecdsf ect i ve services to danhe UAPP. . T h....l
expenses amounted to $2.1 million during 2017 ($140 per member) compared to $2.2 million ($145 per member) in 2016. ....

oy | ]
H NEE
Contributions ($ millions) Payments ($ millions) N l====

12.1 235 2.1 0 EEEHE
‘ “ EEEEE
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NHEEER
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= Members = Employers = Province of Alberta ’ PenS|-on ?eneflts _ ) . ....
= Termination and Pre-Retirement Death Benefits B Yy | ]

= Administration Expenses ......
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TENYEARHNANCIAIAND MEMBERSHIREVIEW . ...
Financial Position ($ millions) 2017 2016 2015 2014 2013 2012 2011 2010 2009 2008 ...
Fair Value of Net Assets $4,851.1 $4,349.2 $4,043.7 $3,767.€ $3,357.2 $2,952.0 $2,627.5 $2,540.4 $2,294.2 $1,986.€ . . .
Actuarial Adjustment -$173.7 -$48.0 -$105.7 -$202.2 -$185.6 -$61.8 $31.3 -$113.2 $124.7 $198.7 ...
Actuarial Value of Assets $4,677.4 $4,301.2 $3,938.C $3,565.4 $3,171.6 $2,890.2 $2,658.8 $2,427.2 $2,419.C $2,185.3

Accrued Pension Liability $5.626.86 $5.174.1 $4,961.0 $4,708.0 $4.339.4 $3,996.5 $3,819.0 $3,550.1 $3,390.C $3,240.7 . . .
Actuarial Deficiency -$949.4 -$872.8 -$1,023.0 -$1,142.6 -$1,167.& -$1,106.2 -$1,160.2 -$1,122.¢ -$971.0 -$1,055.4 . . .
Funded Ratio 83.1% 83.1% 79.4% 75.7% 73.1% 72.3% 69.6% 68.4% 71.4% 67.4%

Pre-1992 Period Only . . .
Fair Value of Net Assets $744.8 $750.4 $787.6 $824.9 $826.0 $819.5 $821.1 $886.3 $892.5 $851.8 ....
Actuarial Adjustment -$31.9 -$11.1 -$25.5 -$51.0 -$52.5 -$20.1 $6.5 -$48.3 $59.1 $85.5

Actuarial Value of Assets $712.9 $739.3 $762.1 $773.9 $773.5 $799.4 $827.6 $838.0 $951.6 $937.3 ...
Accrued Pension Liability $1.547.5 $1.577.7 $1.627.0 $1.677.6 $1.626.1 $1.566.7 $1.599.¢ $1.592.C $1.617.€ $1.689.7 ...
Actuarial Deficiency -$834.6 -$838.4 -$864.9 -$903.7 -$852.6 -$767.3 -$772.3 -$754.0 -$666.0 -$752.4

Funded Ratio 46.1% 46.9% 46.8% 46.1% 47 .6% 51.0% 51.7% 52.6% 58.8% 55.5% . . .
Post-1991 Period Only . . .
Fair Value of Net Assets $4,106.2 $3,598.¢ $3,256.1 $2,942.7 $2,531.2 $2,132.5 $1,806.4 $1,654.1 $1,401.& $1,134.8 . . .
Actuarial Adjustment -$141.8 -$36.9 -$80.2 -$151.2 -$133.1 -$41.7 $24.9 -$64.9 $65.6 $113.2

Actuarial Value of Assets $3,964.5 $3,562.C $3,175.¢ $2,791.5 $2,398.1 $2,090.8 $1,831.2 $1,589.2 $1,467.4 $1,248.0 . . .
Accrued Pension Liability $4.079.2 $3,596.4 $3.334.0 $3.030.4 $2,713.Z $2.429.6 $2,219.1 $1.958.1 $1.772.4 $1,551.C . ... .
Actuarial Deficiency -$114.8 -$34.4 -$158.1 -$238.9 -$315.2 -$339.0 -$387.8 -$368.9 -$305.0 -$303.0

Funded Ratio 97.2% 99.0% 95.3% 92.1% 88.4% 86.0% 82.5% 81.2% 82.8% 80.5% ....
Contributions $272.5 $259.4 $240.9 $231.1 $221.9 $212.0 $198.6 $190.0 $166.2 $141.8 . .
Benefit Payments $253.1 $236.3 $243.6 $223.6 $205.4 $194.8 $184.0 $174.2 $161.6 $155.0 ...
Administrative Expenses $2.1 $2.2 $2.1 $2.1 $1.7 $1.8 $1.9 $1.8 $1.9 $1.8 ...
Investment Expenses $21.0 $10.7 $13.8 $12.8 $11.8 $9.2 $6.9 $6.4 $6.1 $6.6

Total Return on Investments 11.3% 7.1% 7.6% 12.2% 13.1% 11.8% 3.2% 10.0% 15.5% -20.4% . . . . .
Discount Rate 5.60% 5.95% 5.95% 6.25% 6.25% 6.40% 6.40% 6.70% 6.70% 6.70% . . .
January 1 Cost-of-Living Adjustment  0.78% 0.72% 1.56% 0.72% 0.96% 1.20% 0.60% 0.06% 2.16% 2.94% .. .
Plan Members ....
Active 8,153 7,997 7,790 7,640 7,652 7,727 7,592 7,582 7,682 7,345 .. .
Deferred 2,114 1,977 1,849 1,720 1,672 1,532 1,444 1,338 1,244 1,159

Pensioners 5,38C 5,138 4,960 4,745 4,434 4,185 3,998 3,838 3,607 3,468 ....
Total 15,647 15,112 14,599 14,105 13,758 13,444 13,034 12,758 12,533 11,972 . . . .
Average Age (Active) 48.8 48.8 48.7 48.8 48.8 48.6 48.5 48.2 47.8 47.7

Average Service (Active) 9.6 9.6 9.6 9.5 9.5 9.5 9.3 9.0 9.1 9.2 ....
Average Capped Salary $115,241 $114,079 $111,971 $110,150 $107,733 $107,209 $104,245 $101,779 $98,51C $94,204 . . . .
Average Age (Pensioners) 73.8 73.5 72.2 72.9 73.0 72.8 72.5 72.2 72.0 72.2

Average Annual Pension $44,465 $44,782 $44,46S $43,96€ $43,557 $42,953 $43,20¢ $42,94C $42,593 $42,393 . . .
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Management strives to provide higfuality pension services in a timely manner to UAPP members. Service standards have been
established and the delivery of services against those standards is closely monitored in an effort to assess and pratpcergael

Service standards of direct interest to members are as follows:

*Matrimonial Property Order

35

80% of calls answered within 20 seconds with 4

call abandonment rate below 5%

95.0% of calls answered within 20 seconds with a c4
abandonment rate of 2.1%

Answered within 1 business day

98.5% of calls answered within 1 business day

Answered within 2 business days

97.3% of emails answered within 2 business days

Answered within 5 business days

100.0% of written enquiries answered within 5
business days

5 business days from receipt of all required
information

90.6% of options on termination issued within 5
business days from receipt of all required informatio

5 business days from receipt of all required
information

90.4% of options on retirement issued within 5
business days from receipt of all required informatio

5 business days from receipt of all required
information

91.2% of options on death issued within 5 business
days from receipt of all required information

5 business days from receipt of all required
information

76.9% of MPO estimates issued within 5 business d
from receipt of all required information

10 business days from receipt of all required
information

100% of MPO final calculations issued within 10
business days from receipt of all required informatio

3 business days from receipt of all required
information

100% of all MPO payment authorizations issued witl
3 business days from receipt of all required
information
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PLANCOMMUNICATIONS N ===
The 2017 Member Handbook was prepared and posted to our website in February 2017, and the quarterly Communiqué was issued to ...
update members and employers on topical subjects related to UAPP and pensions. Annual member statements, highlighiraty indivi

pension entitlements as at December 31, 2016, were posted to the Retirement Planner for active members in May and neéiled to r ...
members in June. A message section has been added to the Retirement Planner to help the’Trusteesf i ce and Conduent co r.1u..‘
directly with Plan membersS ma | | modi fications were made to the Information Sheets..t.s
presented pension seminars for groups of employees as well asmoee information sessions promoting member understandinthef ...

pension plan. A video version of the seminar is posted on the website.

The UAPP website experienced a slight decrease in number of visitors in 2017 as it had over 54,000 hits during theulgeareRopf ...
interest on the site included Frequently Asked Questions, Contact Us, Forms, Member Handbook, Links, News, AnnualdrReptdn Inf ...
Sheets, Contribution Rates, Communiqués, and Video Member Seminar. ...

Plan members made significantly greater use of the Conduent helpline for per$atad information during 2017 as there werbrepst ...
3,500 calls handled by the call center in the year. Plan members accessed the Retirement Planner over 9,000 times ykaiing the ...
OTHERDEVELOPMENTS 2017 B BEER
A The new Retirement Planner portal was launched in the fall. The updates include a fresh new loegjstedtion to allow ....

members to reset their own password, and milestone dates for members to consider in retirement planning. ..
A A seventh pensioner status confirmation commenced in 2017 in accordance with the audit policy. ===
A Pension forms and standard letters were reviewed and updated with small changes. (111
A A live demonstration of the Retirement Planner was added to the member information seminars offered during the year ===
A Member satisfaction surveys were provided to new retirees and responses suggest communication needs are being met by ....

attending information sessions, reviewing the UAPP website, and utilizingdhduent CallCentend t heir empl oyer’' s Hu r'..

Resources group. ....

A The Pension Benefits Administration User Group continued to meet to discuss common issues. . ...
1 1]
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Key plans for 2018 include:

A

A
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Assess effectiveness of and seek improvements to UAPP website.
Review pensioner status confirmation audit policy.

Complete and implement the rdesign of pension forms and standard letters.

Continue to offer member information seminars and em®one member sessions.

Work with employers to review potential improvements to processes.

Update the employer administration manual.
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The financial statements and information in the 2017 Annual Report are the responsibility of management and have been appheve ...
Board of Trustees. . . .

The financial statements have been prepared in conformity with Canadian accounting standards for pension plans andjtgf meteds . ..
some amounts that are based on estimates and judgments. Financial information presented in the 2017 Annual Reportethiat tffedat ...
operations and financial position of the Universities Academic Pension Plan is consistent with that in the financial sgatemen .. .

Alberta Investment Management Corporation (AIMCo), Beutel, Goodman & Company Ltd. and Fiera Capital Corporation, aetimgess in ....
managers, and Conduent Human Resource Services and CIBC Mellon, acting as pension administrators, maintain systerinsaofrioterna ...
including written policies, standards and procedures and formal authorization structures. ...
These systems are designed to provide management with reasonable assurance that transactions are properly authorizefhastéd| .. .
records are maintained and assets are adequately accounted for and safeguarded. .. .
The Audit Committee assists the Board of Trustees in discharging its responsibility to approve the annual financial stat&eent ...
Committee meets regularly with both management and external auditors to review the scope and timing of the audit asaweNiasvtany . ..
internal control or financial issues and their resolution. The Committee reviews the annual financial statements and regstinene to . ....
the Board of Trustees for approval. ....

KPMG LLP (KPMG), the Plan's external auditor, provides an independent audit of the operations, investments, and fitesnemssta heir

examination is conducted in accordance with Canadian generally accepted auditing standards and includes tests and athextioae .. .
allow them to report on the fairness of the financial statements in accordance with Canadian accounting standards fomemsiokPMG .. .
has full and unrestricted access to discuss the audit and related findings regarding the integrity of financial repotiregealeduacy of .... .

internal controls.
HER
HER
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Dave Schnore Chris Schafer N 1]
Executive Director Director, Finance & Administration (1] ]
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Statement of Financial Position T

As at December 31, 2017 ...

($ thousands) HEEN

2017 2016 ...

Net assets available for benefits ...

Assets HEEN

Investments (Note 3) $ 4828802 $ 4,329,190 HEN

Contributions receivable ...

Employers 10,579 9,937 ...

Employees 10,905 10,154 BER

Province of Alberta 1,041 624 BER

Accounts receivable 512 185 . ..

Total Assets 4,851,839 4,350,090 . ....

Liabilities ....

Accounts payable and accrued liabilities 771 815 ..

Total Liabilities 771 815 HER

Net assets available for benefits $ 4,851,068 $ 4,349,275 ..===

Pension obligation and deficit ===
Pension obligation (Note 5) $ 5,626,800 $ 5,174,100

Deficit (Note 6) (775,732) (824,825) .===

Pension obligation and deficit $ 4,851,068 $ 4,349,275 ....

. o H HEE

The accompanying notes are part of these financial statements. ... .

HCHEN

] ]
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Statement of Changes In Net Assets
Available For Benefits

For the year ended December 31, 2017

($ thousands)

2017 2016
Increase in assets
Contributions (Note 7) $ 272,505 $ 259,353
Investment income (Note 8) 505,517 295,434

778,022 554,787

Decrease in assets

Benefit payments (Note 10) (253,062) (236,336)
Investment expenses (Note 11) (21,045) (10,678)
Administrative expenses (Note 12) (2,122) (2,152)
(276,229) (249,166)

Increase in net assets 501,793 305,621
Net assets available for benefits at beginning of year 4,349,275 4,043,654
Net assets available for benefits at end of year $4,851,068 $4,349,275

The accompanying notes are part of these financial statements.
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Statement of Changes In Pension Obligation HEN
For the year ended December 31, 2017 ...
HOHE
($ thousands) |1
2017 2016 . . .
Pre-1992 Post-1991 Total Total ....
Increase in pension obligation ...
Interest accrued on pension obligations $ 93,900 $ 224,500 $ 318,400 $ 305,200 ...
Benefits earned - 175,900 175,900 169,200 .. .
Actuarial assumption changes (Note 5(a)) 43,000 197,300 240,300 - ...
_ _ o 136,900 597,700 734,600 474,400 ...

Decrease in pension obligation
Benefits paid, including interest 137,600 123,000 260,600 243,400 . ..
Net experience gains (losses) 21,300 (17,400) 3,900 - . ... .
Cost-of-living experience gain 8,200 9,200 17,400 17,900 BEEER
167,100 114,800 281,900 261,300 [ ] |
1]
Net increase (decrease) in pension obligation (30,200) 482,900 452,700 213,100 1
o N HEEER
Pension obligation at beginning of year 1,577,700 3,596,400 5,174,100 4,961,000 ...
Pension obligation at end of year $1,547,500 $4,079,300 $5,626,800 $5,174,100 .===
The accompanying notes are part of these financial statements. .. .
HEEA
H HEE
HEEN
HCHEN
] ]
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Notes to the Financial Statements | HER
For the year ended December 31, 2017 |1
NOTE 1 SUMMARY DESCRIPTION OF THE PLAN ...
Effective January 1, 2001, t he Uni ver s-$tatutos pensfon @ad subjectdo dRegistesed ander P | a n
the Empl oyment Pension Plans Act of Alberta. The Pl mberis0839%2. 5he r egi i.%
Plan operates under a Sponsorship and Trust Agreement signed by the Plan Sponsors. A complete description of the Rlandamthe
Sponsorship and Trust Agreement. The Board of Trustees appointed by Plan Sponsors is responsible for administratian.dhthsihmary ...
description of the Plan described below applies to memlveie contribute to the Plan on or after January 1, 2001. ...
a) GENERAL ERER
The Plan is a contributory defined benefit pension plan for academic staff members and other eligible employees of tegiémofeklberta, ...
Calgary and Lethbridge, Athabasca University and Banff Centre. In addition, employees of the Board of Trustees andcstheapetédof the ...
University of Calgary Faculty Association, the Association of Academic Staff University of Alberta and the AthabastaRamivityshssociation
also participate in the Plan. ...
b) FUNDING POLICY ...
Contributions and investment earnings are expected to fund all benefits payable under the Plan. Employees and empl@sgnsitde for ...
fully funding service after 1991. . ..
The unfunded liability for service prior to January 1, 1992 is financed by additional contributions from the Provincei@f édii@oyers and . ....
employees. These contribution rates are set on the basis that the additional contributions will eliminate th@9Zservice nfunded liability on ... .
or before December 31, 2043. The Province pays 1.25% of salary and the balance of the required contributions are ¢dpealyapli ..
employees and employers. ...
Under the Employment Pension Plans Amendment Regulation 245/2003 (Order in Council 357/2003), the Plan is exempt frosol¥ending ...
deficiencies effective January 1, 2003 in respect of all service. .....

The Board of Trustees, in consultation with the Plan’s actuary, re...
The contribution rates in effect from July 1, 2016 for employees of the Universities of Alberta, Calgary and Lethbridyeesrapthe Board of ....
Trustees, and the professional staff of the University of Calgary Faculty Association and the Association of AcademieSiaffdf Alberta .. .
were 12.41% of pensionable salary up to the YMPE, 15.91% on pensionable salary above the YMPE and up to the pensiocahlarsélar ....
1.77% on earnings above the pensionable salary cap. Employers contribute at the same rate as employees. . .. .
The contribution rates in effect from July 1, 2016 for employees of Athabasca University, Banff Centre and the profef$ioindlesAthabasca ... .
University Faculty Association were 11.91% of pensionable salary up to the YMPE and 15.41% on pensionable salary aB@&amthepviel the . .. .
pensionable salary cap. Employers contribute at a rate 1.0% higher than employees. In addition, employees and emplagsegymbmatching ...

contributions of 1.77% on earnings above the pensionable salary cap.
43 1
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Note 1 (continued)
Effective July 1, 2018, contribution rates for employees of the Universities of Alberta, Calgary, and Lethbridge, emiplbgd®sand ...
of Trustees, and the professional staff of the University of Calgary Faculty Association and the Association of Acadenive Siaf .. .
of Alberta shall change to 12.46% of pensionable salary up to the YMPE, 16.23% on pensionable salary above the YMRReand up to . . .
pensionable salary cap, and 1.45% on earnings above the pensionable salary cap. Employers contribute at the same rayesss empl .. .
Also effective July 1, 2018, contribution rates for employees of Athabasca University, Banff Centre, and the profedtiirialesta ...
Athabasca University Faculty Association shall change to 11.96% of pensionable salary up to the YMPE and 15.73% oge pensionabl ... .
salary above the YMPE and up to the pensionable salary cap. Employers contribute at a rate 1.0% higher than employiges, In add ...
employees and employers provide equal matching contributions of 1.45% on earnings above the pensionable salary cap. ...
RETIREMENT BENEFITS .. .
The Plan provides for a pension based upon the average pensionable salary of the highest five consecutive years. Befoservice r'
19914, the pension is 2% for each year of pensionable service. F-O ==
integrated with the Canada Pension Plan. As a result, pensions for service after 1993 are reduced at age 65. The red%6timithe
average YMPE for the same five years as used in calculating the average pensionable salary of the highest five corseacliige ye . ... .
maximum service allowable under the Plan is 35 years. ....
Members are entitled to an unreduced pension for service before 1994 if they have attained age 55. .==
Members are entitled to an unreduced pension for service after 1993 if they have either attained age 60 or have attabieanahe ...
the sum of their age and years of membership equals at least 80. Members are entitled to a reduced pension for sert@@dfter .....
they have attained age 55. ...
Members who become disabled and are not in receipt of benefits from an approved disability plan are eligible to applyablits d ...
pension. . . . .
DEATH BENEFITS ... .
Death benefits are payable on the death of a member. A surviving spouse may choose to receive a pension based one¢atabservic
lump sum payment. For a beneficiary other than a spouse, a lump sum payment must be paid. . .===

44
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Note 1 (continued) .. .
e) TERMINATION BENEFITS ...
Members who terminate and are not immediately entitled to a pension may elect to receive a deferred pension or a lumpusdm ref . ..
Refunds on service performed before 1994 equal employee and employer contributions plus interest, or the commuted velue of th ...
member’ s earned pension, whichever is greater. ...
Refunds on service performed after 1993 equal 1.75 times employee contributions plus interest, or the commuted valuecoflbaerm s ....
earned pension, whichever is greater. .. .
Refunds ar e s ub j-irepcovisionsandtexcess dedtripution suled. o ¢ k ...
f) DISABILITY BENEFITS BER
Members who become disabled and are in receipt of benefits from an approved disability plan continue to earn pensionable serv . ..
credits under the Plan. . ....
g) OPTIONAL SERVICE 1] 1
Leaves of absence which are purchased before April 30th following a return to work are costed based on the contributiowswidhic . .
have been paid during the leave period plus interest. All other optional service purchases are costed on an actuaridlasseme are ...
cost neutral to the Plan. Funds related to the transfer of service to other plans are based on the regular terminatids. benefi ...
h) COSTFLIVING ADJUSTMENTS (1111
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 thentwetheperiod ending on October 31st in the ...

previous year.
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TE 2 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES AND REPORTING PRACTICES ...
BASIS OF PRESENTATION ...
These financial statements are prepared on the going concern basis in accordance with Canadian accounting standards fdapsnsi ...
The Plan has elected to apply International Financial Reporting Standards (IFRS) for accounting policies that do adisraiaestment . ..
portfolio or pension obligation. The statements provide information about the net assets available in the Plan to meebéoafie ...
payments and are prepared to assist Plan members and others in reviewing the activities of the Plan for the year. ...
STANDARDS ISSUED BUT NOT YET EFFECTIVE ....
In July 2014, the International Accounting Standards Board issued:-HARg&cial Instruments (effective for annual periogginning on ...
or after January 1, 2018) to replace IAS-39nancial Instruments and IFRI®eassessment of Embedded Derivatives and see&stablish ...
principles for the financial reporting that will present relevant and useful information to users of financial statementgeent does ...
not expect this standard to have a material impact on the financial statements .. .
VALUATION OF INVESTMENTS HER
I nvest ments are recorded at fair value. As discl osiadnitsion Not e . t.]...
pooled investment funds (“the pools”). ....
Contracts to buy and sell financial instruments in the pools are between the investment managers and the third partiesrtraoss. ..
Participants in the pools are not party to the contracts and have no control over the management of the pool and thensédiectio ...
securities in the pool. The investment managers control the creation of the pools and the management and administraéqoaoith 1
including security selection. Accordingly, the Plan does not report the financial instruments of the pools on its stafefinantial .....
position. . . .
The Plan becomes exposed to the financial risks and rewards associated with the underlying financial instruments inemjftool wh ...
purchases units issued by the pools and loses its exposure to those financial risks and rewards when it sells itsRiaitsepbes its ....
share of the financial risks in Note 4. ...
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The fair value of units held by the Plan is derived from the fair value of the underlying financial instruments helddnjsttas p

determined by the investment managers (see Note 3(b)ng. I nvest ment !.|.1
financial instruments are recorded in the accounts of the pools. The pools have a thadest unit value that is used to digtute . ..
income to the pool participants and to value purchases and sales of the pool units. The pools include various finamciahiastuch ...
as bonds, equities, real estate, derivatives, investment receivables and payables and cash. ...
The Pl -affrpolisy focvaltiation of investments, investment income and investment performance is based on valuations ...
confirmed by the investment managers on the fourth business day following the year end. Differences in valuation estonated pr

to Treasury Board and Finance after the year endoflitlate are reviewed by management. ===
I nvest ments in units are recorded in the Plan’s acmnGanadias on a tra#ldlk

dollars. ...
Fair value is the amount of consideration agreed upwhoaren an a-n!illﬂ

under no compulsion to act.
ENER

INVESTMENT INCOME . .
(a) Investment income is recorded on an accrual basis. ===
(b) Investmentincomeis reported in the statementof changesn net assetsavailablefor benefitsandin Note 8 includesthe followingitems . . . . .

recordedin the planaccount ...

i. Il ncome distributions f r omratashare gitotal ungsissuedby thelpoatsnand he Pl an’ sy pr o....

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

Investment expenses include all amounts incurred by the Plan to earn investment income (see Note 11). Investment expenses are
recorded on an accrual basis. Transaction costs are expensed as they are incurred.

CONTRIBUTIONS, BENEFIT PAYMENTS AND ADMINISTRATIVE EXPENSES
Contributions, benefit payments, administrative expenses and related accounts receivable and payable are recorded oal&®asiscru
VALUATION OF PENSION OBLIGATION

The value of the pension obligation and changes therein during the year are based on an actuarial valuation preparetepgrateimt
firm of actuaries. A valuation must be performed at least every three years and results from the most recent valuatiorapodedsd,

on an annual basis, to yeand. The valuation uses the projected benefit method-prat ed on ser vi ce amdte,manage m"] te ..

as at the valuation and extrapolation date, of various economic andegomomic assumptions.
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(h) MEASUREMENT UNCERTAINTY

49

In preparing these financial statements, estimates and assumptions are used in circumstances where the actual valuesvemeWmdbertainty . ..
in the determination of the amount at which an item is recognized in the financial statements is known as measuremeniriypc8riah ...
uncertainty exists when there is a variance between the recognized amount and another reasonably possible amount, ashbrevés .. .

estimates are used.
' y HEER

Measurement uncertainty exists in the valwuation of frdpool®!] an’ s pens...
Uncertainty arises because: .. .

i) the Plan's actual experience may differ, pépelmsiop(mligatibngnifican===
and

i) the estimated fair valwues of the Plan’s g/frdm\lhaVaEJes'thatvesim!‘i==

would have been used had a ready market existed for these investments. ... .

While best estimates have been used in the valuati dmoerflafd the Plan!s I8
investments, management considers that it is possible, based on existing knowledge, that changes in future conditicasinténe could ...
require a material change in the recognized amounts. ...

Di fferences between actual results and expectati ons ngemndindte Pl an’.s.===
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 investamee in the ... .
year when the ultimate realizable values are known. .. .

INCOME TAXES L]
H HEE

The Plan is a registered pension plan, as defined bynteme Tax AdCanada) and, accordingly, is not subject to income taxes. ....
HCHEN

] ]

]

1] 1
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NOTE 3 INVESTMENTS ! ===

The Plan’s investments are managed at the asset class | evel fo- i
performance against approved benchmarks based on fair value. T.=IlE

Statement of I nvestment Policies and Goals (SIP&G) @pproved by
based on the Plan's share of the net asset value of the poolfed Bl
allocate income to participants of the pool and to value purchases and sales of the pool units. The investment managers are .. .
delegated authorities 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). ($ thousands) ...
Fair Value HierarcH§ 2017 2016 HEEE
Asset class Level 1 Level 2 Level 3 Fair Value Fair Value ...

Fixed Income

Cash and short-term securities $ - $ 19,152 $ - $ 19,152 $ 33,911 ...

Bonds and mortgages - 1,170,776 175,767 1,346,543 904,907 .. .

Real return bonds - 325,763 - 325763 308414 BER

- 1,515,691 175,767 1,691,458 1,247,232 . . .

Public Equities . ....

Canadian 461,082 34,060 109,085 604,227 836,180 ....

Global 1,131,719 123,448 267,749 1,522,916 1,322,572 . .
Emerging markets 276,253 21,133 65,357 362,743 343,392

1,869,054 178,641 442,191 2,489,886 2,502,144 .. .

Alternatives . . .

Real estate - - 356,635 356,635 354,717 (111

Private equity - - 28,222 28,222 - ...

Infrastructure and private debt and loans - - 176,049 176,049 138,676 .. .
Timberland - - 39,518 39,518 36,962

- - 600,424 600,424 530,355 ....

Strategic and currency investments* - (109) 47,143 47,034 49,459 . . .

Total investments $1,869,054 $1,694,223 $1,265,525 $4,828,802 $4,329,190 . . . .

* This asset class is not listed separately in the SIP&G as it relates to strategic investments and currency overlays made . . . .

on an opportunistic and discretionary basis (see Note 4). . . = ==

NN
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Note 3 (continued) . . .
11

a) Fair Value HierarchyThe quality and reliability of information used to estimate the fair value of investments is classified according

to the following fair value hierarchy with Level 1 being the highest quality and reliability. ..==
1 Level 1fair value is based on quoted prices in an active market. This level includes publicly traded listed equity investments ...

totaling $1,869,054 (2016: $2,076,511).

i Level 2fair value is estimated using valuation techniques that make use of mabsarvable inputs other than quoted ... .
market prices. This level includes debt securities and derivative contracts not traded on a public exchange totaling2$1,694,2
(2016: $1,392,208). 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. ...

i Level 3fair value is estimated using inputs based on +otaservable market data. This level includes private mortgages and all

alternative investments totaling $1,265,525 (2016: $860,471). ===
Reconciliation of Level 3 Fair Value Measurements: . . .
($ thousands) . ====

2017 2016
Balance, beginning of year $ 860,471 $ 884,046 . .
Investment income * 40,222 47,221 ...
Purchases of Level 3 pooled fund units 479,589 42,145 ...
Sale of Level 3 pooled fund units (114,757) (112,941) .....
Balance, end of year $1,265,525 $ 860,471 ...
11
* Investment income includes unrealized losses of $10,415 (2016: $165). ....
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Note 3 (continued) . ...

b) Valuation of Financial Instruments in the Pools ...
The methods used to determine the fair value of investments recorded in the pools is explained in the following paragraphs: ...
Fixed incomePublic interestbearing securities are valued at the yeard 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 preserfutalae of . ..
cash flows. Cash flows are discounted using appropriate interest rate premiums over similar Government of Canada benstimark bo .. .
trading in the market. Real return bonds are valued similar to public interest bearing securities. |1
Public equitiesPublic equities are valued at the yeamd closing sale price or the average of the latest bid and ask prices quoted by ... .
an independent securities valuation company. BER
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 qualified external real estasempprai .. .
Appraisers use a combination of methods to determine fair value including replacement cost, direct comparison, direizaiapital .. .
of earnings and the discounted cash flows. The fair value of private equities is estimated by managers or general pprivetes of .. .
equity funds, pools and limited partnerships. Valuation methods may encompass a broad range of approaches. The cosisapproach . ..
used to value companies without either profits or cash flows. Established private companies are valued using the fairatnarket
approach reflecting conventional valuation methods including discounted cash flows and earnings multiple analysis. tafeastruc . ....
investments are valued similar to private equity investments. Private debt and loans are valued similar to private moFtgafzes. ... .
value of timberland investments is appraised annually by independent third party evaluators. . .
Strategic and currency investment$he estimated fair value of infrastructure investments held in emerging market countries are .. .
valued similar to private equities. Currency investments consist of directly held currency forward and spot contracts. ...
Foreign currencyforeign 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-#melye .. .
exchange rates. . . .
Derivative contractsThe carrying values of derivative contracts in favorable and unfavorable positions are recorded at fair valueand ... .
are included in the fair value of pooled investment funds (see Note 4(f)). The estimated fair values of equity and boswkbipsiaxe ...
based on changes in the appropriate marbetsed index net of accrued floating rate interest. Interest rate swaps and-cuosncy ... .
interest rate swaps are valued based on discounted cash flows using current market yields and exchange rates. Cra{ﬁ\lqtefatj .. .
are valued based on discounted cash flows using current market yields and calculated default probabilities. Forwardfdesige
contracts and futures contracts are valued based on quoted market prices. Options to enter into interest rate swap cargracts ... .
valued based on discounted cash flows using current market yields and volatility parameters which measure changes inyhmgunde . ...
swap. Warrants and rights are valued at the yead closing sale price or the average of the latest bid and ask prices quoted b .. .
52 independent securities valuation company. . .



r “iin

Financial Statements 117
ERER

ECCHER

NOTE 4 INVESTMENT RISK MANAGEMENT ...
The Plan is exposed to financial risks associated with the underlying securities held in the pooled investment fundeaftiesesks ===
include credit risk, market risk and liquidity risk. Credit risk relates to the possibility that a loss may occur froiaheffanother party

to perform according to the terms of a contract. Market risk is comprised of foreign currency risk, interest rate risicandkprLiquidity . ..
risk is the risk the Plan will not be able to meet its obligations as they fall due. |1
The investment policies and procedures of the Plan are clearly outlined in the SIP&G approved by the Board of Trusiepasehaf p .===

the SIP&G is to ensure the Plan assets are invested and managed in a prudent manner in accordance with current, acaeptes gove
practices incorporating an appropriate | ewvisktradenffthroughsakstclasshe Boar d of ...

diversification, target ranges on each asset class, diversification within each asset class, quality constraints oarfir@asinements .. .
and restrictions on amounts exposed to countries designated as emerging markets. Forward foreign exchange contractseday be us .. .
manage currency exposure in connection with securities purchased in a foreign currency (see Note 4(b)). ...
Actuarial liabilities of the Plan are primarily affected by the g real rate of return expected to be earned on investriserin order .. .
to earn the best possible return at an acceptable level of risk, the Board of Trustees has established the following asBey mainges: . ..
Target Asset Actual Asset Mix . . . .

Asset Class Policy Mix 2017 2016
($ thousands) % ($ thousands) % . .
Fixed income 26-41% $ 1,691,458 35.0 $ 1,247,232 2838 ...
Public equities 40 - 60% 2,489,886 51.6 2,502,144 57.8 ...
Alternatives 12 - 25% 600,424 12.4 530,355 12.3 (111
Strategic and currency investments (@) 47,034 1.0 49,459 1.1 .. .
$ 4,828,802 100.0 $ 4,329,190 100.0 ...
(a) An investment manager may, atits discretion, use currency overlays limited to a notional amount ....
of 2.5% of that manager's mandate of the Plan's assets. .. .

HEEN
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Note 4 (continued) . . . .

a)  Credit Risk ] ]
i) Debt securities ...
The Plan is indirectly exposed to credit risk associated with the underlying debt securities held in the pools. Cousteditatisk is ...
the risk of loss arising from the failure of a counterpartyulty honour its financial obligations. The credit quality of financial assets is . . .
generally assessed by reference to external credit ratings. The credit rating of a debt security may be impacted bylticecoltera .. .
rating of the counterparty, the seniority of the debt issue, bond covenants, maturity distribution and other factors.r{Skechin also ...
lead to losses when issuers and debtors are downgraded by credit rating agencies usually leading to a fall in thedbihgalue
counterparty’'s obligations. Credit risk exposure fradoal fi nanciial l“-
obligations with counterparties. The fair value of all investments reported in Note 3 is directly or indirectly impacteditogrsk to ...
some degree. The majority of investments in debt securities have credit ratings considered to be investment grade. ...
The table below summarizes the Plan’s investments in debt securi===
Credit rating 2017 2016 .. .
Investment Grade (AAA to BBB-) 86.2% 83.8% . . .
Speculative Grade (BB+ or lower) 0.1% 0.0% . ... .
Unrated 13.7% 16.2% ....
i) Counterparty default riskderivative contracts LU0 100.0% . .
The Plan is exposed to counterparty credit risk associated with the derivative contracts held in the pools. The maxinuiskdredi .. .
respect of derivative financial instruments is the fair value of all contracts with counterparties in a favourable psegdoté 4(f)). The .. .
investment manager is responsible for selecting and monitoring derivative counterparties on behalf of the Plan. The inveatragar
monitors counterparty risk exposures and actively seeks to mitigate counterparty risk by requiring that counterpartiesaindlanark .... .
to-market gains for the PlaRrovisions are in place to allow for termination of the contract should there be a material downgrade in a ...
counterparty’s credit rating. The exposure to credistamdri sk on der...t
collateral agreements with counterparties. To the extent that any unfavourable contracts with the counterparty are nat, se¢tje .
reduce the Plan’s net exposure in respect of favourable contr ac-=.=i
iii) Security lending risk (1] 1]
To generate additional income, the Plan participates in a secut#tieing program. Under this program, the custodian may lend . ...
investments held in the pools to eligible third parties for short periods. At Dece8th@ 017, t he Fund’lsanes tnder e o f [sjigE [l
this program is $374,342 (2016: $361,730) and collateral held totals $404,175 (2016: $386,476). Securities borroweligedréorequ . ...
provide the collateral to assure the performance of redelivery obligations. Collateral may take the form of cash, otheemsesr a
bankissued letter of credit. All collateralization, by the borrower, must be in excess of 100% of investments loaned. .==



n EEE

Financial Statements ENE
EEEN

. HCCHEN

Note 4 (continued) ...
HER
HER

b)  Foreign Currency Risk

The Plan is exposed to foreign currency risk associated with the underlying securities held in the pools that are denoncinaitetties . ..
other than the Canadian dollar. Foreign currency risk is the risk that the fair value or future cash flows of a financia i svill ...
fluctuate because of changes in foreign exchange rates. The fair value of investments denominated in foreign curreardaseid into

Canadian dollars using the reporting date exchange rate. As a result, fluctuations in the relative value of the Canacigraidst these .. .
foreign currencies can result in a positive or negative effect on the fair value of investments. Approximately 39% (20af6: 38 e Pl ain’ s ....
investments, or $1,859,000 (2016: $1,662,359), are denominated in currencies other than the Canadian dollar, with tHereigest ...
currency exposure being to the US dollar at 18% (2016: 18%) and the Euro at 4% (2016: 4%). ...
If the value of the Canadian dollar increased by 10% against all other currencies, and all other variables are heldtherpsbaential .. .
loss in fair value to the Plan would be approximately 3.5% of total investments (2016: 3.5%). BER

The following table summarizes the Plan’s exposure to foreigr‘.c.u..=r=2

($ thousands) ....
2017 2016 [ ] |

Currency Fair Value  Currency Fair Value . . .
US dollar $ 887,327 US dollar $ 791,593 1
Euro 192,065 Euro 152,143 (111
Japanese yen 135,962 Japanese yen 109,258 . . .
British pound 95,624 British pound 82,843 ...
Hong Kong dollar 86,969 Hong Kong dollar 72,811
South Korean won 58,634 South Korean won 56,587 ....
Brazilian real 53,773 Brazilian real 52,337 ...
Indian rupee 43,068 (1] 1]
Other foreign currencies (<1%) 348,646 Other foreign currencies (<1%) 301,719 . ...
Total foreign currencies $ 1,859,000 Total foreign currencies $ 1,662,359 ....

ENEEN
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Note 4 (continued) . ...

c)

d)

56

Interest Rate Risk . . .
The Plan is exposed to interest rate risk associated with the underlying intezasing securities held in pooled investnt funds.

Interest rate risk relates to the possibility that the investments will change in value due to future fluctuations in mezkest rates. ..==
In general, investment returns from bonds and mortgages are sensitive to changes in the level of interest rates, avitietong ...
interestbearing securities being more sensitive to interest rate changes than shorter term bbimderest rates increased by 1.0% ...
and all other variables are held constant, the potential loss in fair valtieet®lan would be approximately 5.8% (2016: 4.8%) of total ....
investments.

11
Price Risk . . .

Price risk relates to the possibility that equity investments will change in value due to future fluctuations in marketcpused by ...
factors specific to an individual equity investment or other factors affecting all equities traded in the market. TheeRlasesl to .. .
price risk associated with the underlying equity investments held in the plb@guity 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 irtdahesalue
Plan would be approximately 38(2016: 5.7%) of total investments. Changes in fair value of investments are recognized in the . ..
statement of changes in net assets available for benefits. . ... .
Liquidity Risk ..==
Liquidity risk is the risk that the Plan will encounter difficulty in meeting obligations associated with its finantitagabiquidity
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 active markets that are easily sold and convertedinitsais ...
pools that hold private investments like real estate, timberland, infrastructure and private equities are less easilyectioveaish .... .
since the underlying securities are illiquid because they take more time to sell. These sources of cash are used tmpae pefits ...
and operating expenses, purchase new investments, settle derivative transactions with counterparties and settle maogin calls
futures contracts. The Plan’s future liabilities | sf(dokeude t he pens..r.

4(f)). (111
HER

Use of Derivative Financial Instruments in Pooled Investment Funds ....
The Plan has indirect exposure to derivative financial instruments through its investment in units of the pools. Deirnaatiea f . ...
instruments are used to gain access to equity markets in the pools, manage asset exposure within the pools, enhancensool retu

and manage interest rate risk, foreign currency risk and credit risk in the pools. ... .
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Note 4 (continued i) Current credit exposure: The current credit exposure is . .. .
limited to the amount of loss that would occur if all . . .
Plan's Indirect Share counterparties to contracts in a net favorable position
totaling $57,652 (2016: $22,590) were to default at once. BER
Number ofcounterparties  (§ thousands) iy  Cash settlements: Receivables or payables with BER
counterparties are usually settled in cash every three
months. . . .
By counterparty 2017 2016 2017 2016 iif)  Contract notional amounts: The fair value of receivables . . .
(receive leg) and payables (pay leg) and the exchange of .. .
Coniracts in et favourable posidon (cure cash flows with counterparties in pooled funds are based
P on a rate or price applied to a notional amount specified in (1] 1]
credit exposure) 59 19 $ 57652 $22590 the derivative contract. The notional amount itself is not
’ : !nvestedd_rec_elve? %r excfaangelg with the %our_ltﬁrﬂarty and HER
i it is not indicative of the credit risk associated with the
Conracts i netunfavourabl psiion 4 8 (1607 (4899 gontracthNotionﬁl amounts are not ags_etﬁl or Iigbilities and .. .
: - 0 not change the asset mix reported in Note 3.
financial position. ...
i) Structured equity replication derivatives: Equity derivatives .. .
are structured to receive income from counterparties
based on the performance of a specified markesed ) . ..
equity index, security or basket of equity securities applied
. to a notional amount in exchange for floating rate interest . ... .
Plan's Indirect Share paid to the counterparty. Floating rate notes are held in ....
equity pools to provide floating rate interest to support the
(§ thousands) pay leg of the equity derivatives. Rights, warrants, futures Bl
o . and options are also included as structured equity
Types of derivatives used in pools 2007 2016 replication derivatives. = = =
L o i) Foreign currency derivatives: Foreign currency derivatives
Structured equity replication derivatives § RS 17218 include contractual agreements to exchange specified
. - currencies at an agreed upon exchange rate and on an L[]
Foreign currency derivatives 3,530 (181) agreed settlement date in the future. 1T
ivaf iii)  Interest rate derivatives: Interest rate derivatives exchange
Inerstate derivates 1202 (325 %nte(rgsg rat% cash flows (filxed to floallting or floatirég to .. .
itrek darivaf ixed) based on a notional amount. Interest rate derivatives
Creditrisk drivates 1330 18 primarily include intefrest rate swaps anddcross currency .===
. - interest rate swaps, futures contracts and options.
Net fa valu of et contacts S WSS e iv)  Credit risk derivatives: Credit risk derivatives include credit . . . .
default swaps allowing the pools to buy and sell protection
on credit risk inherentin a bond. A premium is paidor [l BER
received, based on a notional amount, in exchange for a
contingent payment should a defined credit event occur . . . .
with respect to the underlying security. . .. .
V) Deposits: At December 31, 2017 deposits in futures
contracts margin accounts totaled $4,836 (2016: $13,452) HER
57 and deposits as collateral for derivative contracts totaled

$(503) (2016: $nil).
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NOTE 5 PENSION OBLIGATION ...
(a) ACTUARIAL VALUATION AND EXTRAPOLATION ...
An actuari al valuation of the Plan was carried out as at December.B..
Aon Hewitt. The December 31, 2016 valuation results were extrapolated to December 31, 2017. ...
The pension obligation was determined using the projected benefit method prorated on service. The assumptions useduetithe val ...
extrapolation were developed as the best estimate of expected steonh and longterm market conditions and other future eventafter (1] 1]
consultation with the Plan’'s actuary, the Board of Trustees adopte...
The major assumptions used were: ...

2016 2014
Valuation Valuation . . .
and 2017 and 2016 BER

Extrapolation Extrapolation

" ” HER
Asset real rate of return . . .

For 2 years after valuation 3.35 3.70
Thereafter 3.35 3.70 . . . . .
Inflation rate ... .
For 2 years after valuation 2.25 2.25 . .
Thereafter 2.25 2.25 . . .
Discount rate 5.60 5.95 .. .

Salary escalation rate *
For 2 years after valuation 1.50 1.00 .... .
Thereafter 2.75 2.75 . . .
Mortality table 85% (100% for females) of 85% (100% for females) of . . .
2014 Public Sector Canadian 2014 Public Sector Canadian . . . .
Pensioner table with Pensioner table with

generational projection (Scale CPM-Byygenerational projection (Scale CPI . . .

*1n addition to merit and promotion . . . .

The next actuarial valuation of the Plan will be carried out no later than December 31, 2019. Any differences betwearatiad zdtiation . ...
results and extrapolation results as reported in these financial statements that affect the financial position of thellRlarmegounted for as ... .
gains or losses in the following year. . .. .

]
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Note 5 (continued) . . . .
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HEN

b) SENSITIVITY OF CHANGES IN MAJOR ASSUMPTIONS ...
The Plan’'s future experience wil/l inevitably diff etheactypeat haps sig.i.i‘
assumptions and future experience will emerge as gains or losses in future valuations and may materially affect thepfasdiorial .. .

of the Plan. HEN
HEER

HER

Increase Increase in ...

Changes in Plan's Current ...

in Actuarial Service Cos
Assumptions Deficiency as a % of ...
(%) (% Pensionable ...
thousands) Earnings * . ..
Inflation rate increase holding discount rate and . ....

salary escalation assumptions constant 1.0 402,100 1.88

Salary escalation rate increase holding inflation ....
rate and discount rate assumptions constant 1.0 77,400 0.87 ..
Discount rate decrease holding inflation rate ...
and salary escalation assumptions constant (1.0) 821,500 4.64 ...
* The current service cost as a % of pensionable earnings as determined by the .....
December 31, 2016 valuation is 21.52% (December 31, 2014 valuation: 20.03%) ...

1]

1]
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NOTE 6 DEFICIT
($ thousands)
2017 2016
Pre-1992 Post-1991 Total Total
Deficit (surplus), beginning of year $ 827,300 $ (2,475) $ 824,825 $ 917,346
Decrease (increase) in net assets available for benefits 5,600 (507,393) (501,793) (305,621)
Net (decrease) increase in accrued pension liability (30,200) 482,900 452,700 213,100
Deficit (surplus), end of year $ 802,700 $ (26,968)$ 775,732 $ 824,825

In accordance with the requirements of tiRublic Sector Pension Plans,Aejparate accounting is required of the pension deficit
with respect to service that was recognized as pensionable as at December 31, 1991

The following table summarizes the net assets available for benefits, pension obligation, and the resulting deficit éaaplus)
December 31, 201&llocated between the prd992 and postl991 periods:

($ thousands)

2017 2016

Pre-1992 Post-1991 Total Total
Net assets available for benefits $ 744,800 $ 4,106,268 $ 4,851,068 $ 4,349,275
Pension obligation 1,547,500 4,079,300 5,626,800 5,174,100
Deficit (surplus) $ 802,700 $ (26,968) $ 775,732 $ 824,825

The deficit (surplus) for accounting purposes may differ from that for funding purposes (see Note 14).
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($ thousands)
NOTE 7 CONTRIBUTIONS 2017 2016
Current service
Employers $ 89,973 $ 84,145
Employees 89,680 84,094
Contributions to meet post-1991 unfunded liability and optional service
Employers 22,145 23,473
Employees 24,423 26,281
Contributions to meet pre-1992 unfunded liability
Employers 17,103 14,884
Employees 17,103 14,884
Province of Alberta 12,078 11,592
NOTE 8 INVESTMENT INCOME M ¢ 259.353
The following is a summary of the Plan’s
($ thousands)
Change in 2017 2016
Income (Loss) Fair Value Total Total
Fixed income $ 71,580 $ (10,359) $ 61,221 $ 32,321
Public equities
Canadian 29,782 33,690 63,472 148,110
Foreign 267,196 57,347 324,543 80,842
296,978 91,037 388,015 228,952
Alternatives
Real estate 15,386 14,573 29,959 19,705
Private equity 209 185 394 -
Infrastructure and private debt and loans 20,779 (4,490) 16,289 12,743
Timberland 3,916 2,483 6,399 3,575
40,290 12,751 53,041 36,023
Strategic and currency investments 5,921 (2,681) 3,240 (1,862)
$ 414,769 $ 90,748 $ 505,517 $ 295,434

The change in fair value includes realized and unrealized gains and losses on pool units and currency hedges. Realizaidethdains
and losses on pool units total $48, and $40,963 respectively (2016: $11,759 and $18,924 respectively). Realized ari gaimszdize
losses on currency hedges total $938 and $(3) respectively (2016: $(1,846) and $355 respectively).

Il ncome earned in pooled investment funds is distri lbythepabl. t o t!e
Income earned by the pools is determined on an accrual basis and includes interest, dividends, security lending inccedgairaland
losses on sale of securities determined on an average cost basis, and income and expense on derivative contracts
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NOTE 9 INVESTMENT RETURNS, CHANGE IN NET ASSETS AND PENSION OBLIGATION

The following is a summary of investment returns (losses), the annual change in net assets, the annual change in thebjigastonand
the percentage of the pension obligation supported by net assets.

(percentage)
2017 2016 2015 2014 2013

Increase (decrease) in net assets attributed to:

Investment income

Policy benchmark return (PBR) on investments 101 7.0 6.5 11.8 11.2
Value added (lost) by investment managers 1.2 0.1 1.1 0.4 1.9
Time weighted rate of return, at fair valu® 11.3 7.1 7.6 12.2 13.1
Other sources? 0.2 0.5 (0.3) 0.0 0.6
Percent change in net assefd 11.5 7.6 7.3 12.2 13.7
Percent change in pension obligatidﬁ 8.7 4.3 5.4 8.5 8.6
Percent of pension obligation supported by
net assets 86 84 82 80 77
a) The annualized total return and (Pollcy benchmark return on investments over five years is 10. Z%égBR 9. 40/%J ten years is
6. 6% (PBR: 6.3%) and twenty years i s 7-efn%et(ned8mentreirn8 %) . The
on assets for fundlng purposes to be 5.6% (2016: 5.95%).
b) Other sources includes employee and employer contributions and transfers from other plans, net of benefit payments,

<)

transfers to other plans and administration expenses.

The percent change in net assets and pension obligation are based on the amounts reported on the statement of changes
in net assets available for benefits and the statement of changes in pension obligation, respectively.

NOTE 10 BENEFIT PAYMENTS

2017 2016
Retirement benefits $ 229533 $ 220,463
Termination benefits 23,012 15,520
Death benefits 517 353 .

62

($ thousands)

$ 253,062 $ 236,336
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NOTE 11 INVESTMENT EXPENSES |1

($ thousands)

Amount charged: 2017 2016 ===

Management fee$® $ 20991 $ 10,624 EUER

Alberta Treasury Board and Finarite 54 54 T 1]

Total investment expenses $ 21,045 $ 10,678 ...

Increase (decrease) in expenses 97.1% (22.5% ....

Increase in average investments under management 9.6% 7.5% ...

Increase (decrease) in value of investments attributed to active management 1.2% (0.2%) ...

Investment expenses as a percent of : .. .
Dollar earned 4.2% 3.6%

Dollar invested 0.5% 0.3% ===

a) For investment management services, including-necoverable GST of $580 (2016: $297). . ...==

b) For investment accounting and Plan reporting services. ....

NOTE 12 ADMINISTRATIVE EXPENSES ($ thousands) il

2017 2016 HEN

General administration costs $ 1985 $ 1,956 ...

Board costs 71 71 .....

Actuarial fees 10 70 ...

Audit fees 56 55 BER

$ 2122 $ 2,152 ....

General Plan costs, including the costs for benefit administration and delivery, amounted to $140 per member .===

(2016: $145 per member).

N 1]
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NOTE 13 REMUNERATION OF BOARD OF TRUSTEES MEMBERS 1] ]
Plan Sponsors may determine remuneration rates. Current remuneration rates are as follows: ...
Chair Trustee ...
Remuneration rates effective April 1, 2009 ]
Up to 4 hours $ 219 $ 164 .. .

4 to 8 hours 383 290
Over 8 hours 601 427 ...

1]
2017 2016 ...

The following amounts were paid: .. .
Remuneration ...
Chair $ 4375 $ 4,047 BER
Trustees (8) 31,505 30,971 ...

Travel expenses

Chair 755 1,161 . ..
Trustees (8) 16,173 15,656 . ....
ENER

Trustees are paid for attending and preparing for Board of Trustees and Committee meetings and for time spent on specified Pl ..
business upon the approval of the Board of Trustees. Preparation time for a meeting is remunerated at no more than 4 hours. ...
NOTE 14 CAPITAL (11 ]
The Plan defines its capital as the funded position. The actuarial surplus or deficit is determined by an actuarialdiuadiog performed, at a (111
minimum, every three years. The objective is to ensure that the Plan is fully funded over the long term. ...
The Plan’'s surplus or deficit is determined on t he urpoads,rasseteluase bas'i's ..).
are adjusted for fluctuations in fair values t o madidmethadtassettvdiues ef f ec.“.
are calculated based on what the asset value would be at the valuation date had the assets earned precisely the rateastuvehed in the ...
actuarial valuation. This calculation is carried out independently at each of two starting points, namely the market abksehof the two ... .
calendar yeakends preceding the valuation date. These two calculated values, together with the market value as at the vdaiatiare

averaged to determine the actuarial value of assets with a constraint limiting the actuarial value not to exceed 11086lowfald% of net . .. .
assets available for benefits. (1] 1]
Actuarial asset values for funding valuation purposes amounted to $4,677,368 at December 31, 2017 (2016: $4,301,27%)gcufrfgi’,900 . ===

8216: $739,300) prd992 and $3,964,468 (2016: $3,561,975) pLB91.



Note 14 (continued) . ...
The following table summarizes on the funding basis, the accrued pension liability, net assets available for beneféseantlitiy deficit as at ...
December 31, 2017 allocated between the {11€92 and postl991 periods: ===
($ thousands) HUER
2017 2016
Pre-1992 Post-1991 Total Total = = =
Net assets available for benefits $ 744,800 $ 4,106268 $ 4,851,068 $ 4,349,275 HEER
Actuarial adjustment for fluctuation BER
in fair value of net assets (31,900) (141,800) (173,700) (48,000) ...
Actuarial value of net assets ...
available for benefits 712,900 3,964,468 4,677,368 4,301,275

Pension obligation 1,547,500 4,079,300 5,626,800 5,174,100 ...
Actuarial deficit $ 834,600 $ 114832 $ 949432 $ 872,825 1]
The Plan’s unfunded | iability for service prior t cabdeabyuary 1, 1.92."'
the Province of Alberta with employers and employees equally sharing the balance of the contributions of 3.54% of salaries as ....

required to eliminate the unfunded liability on or before DecemBé&r 2043. The actuarial valuation shows the present valubeof
Province of Alberta’s obligation for future additional contributioni“
The Plan's unfunded |iability for service after Decleder 31, 1991 i §iHE
equally between employers and employees to eliminate the unfunded liability on or before Dec8mkizd27. .....
The additional contributions and special payments have been included in the rates shown in Note 1(b). ===
NOTE 15 COMPARATIVE INFORMATION ....
Comparative information has been reclassified to be consistent with 2017 presentation. .===
NOTE 16 APPROVAL OF FINANCIAL STATEMENTS [ .===
These financial statements were approved by the Board of Trustees of the Plan. . ...
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Absolute Return Strategies/Hedge Funds Emerging Market . .. .
Encompass a wide variety of investments and trading strategies in private aAd economy in the earlier stages of development whose markets have sufficient .. .
publiclytraded securities with the objective of realizing positive returns size and liquidity and are receptive to foreign investment (examples include China,
independent of market direction. Investments in absolute return strategies &ecece, and Brazil). .. .
made through funebf-funds and specific fund investments to increase strategy . . .
diversification. Equities/Common Stock . ..
Units of ownership of a corporation where owners typically are entitled to vote on
Active Management the selection of directors and other important matters as well as to receive . . .
Managing the investments of a portfolio with the objective of outperforming dividends on their holdings. In the event that a corporation is liquidated, the claims .. .
the return of its benchmark. Active management generally takes two ferms of secured and unsecured creditors and owners of bonds and preferred stock take
security selection and change in asset allocations within the prescribed rangeecedence over the claims of those who own common stock. The liability of ... .
Security selection is the buying and selling of particular securities to earn a owners of equity is limited to the amount paid for the stock. .. .
return above a market index. Asset allocation refers to changing asset class or
sector weights to earn a return above what would be available from External Manager .. .
maintaining the asset class or sector weight in the benchmark. A third-party firm contracted by the Investment Manager to provide investment .. .
management services.
Alternative Assets . . .
Holdings that are considered ndraditional assets, including real estate, Growth Stock .. .
private equity, infrastructure, and timberland. These assets act as a hedge A share in a company whose earnings are expected to grow at an-abvevage . . .
against inflation and are known for being less liquid than traditional assets. rate relative to the market.
They are typically held by investors with leiegm investment horizons. . . . . .
Large Cap
Asset Mix/Allocation “Large cap” refers to firms with | ar ge mar =
The allocation of a pensions fund’'ss mpdwe gthme mas kamorwg | waer iodu s a:sosrqotorcaltasosné$
such as bonds, equities, real estate, etc. this refers to companies with market capitalization above $10 billion. These are
mega companies of the financial world and include Apple, Alphabet, and Mlcrosoft
Benchmark Classifications such as “large cap” irE==
A standard against which investment performance is measured. change over time. .
Bonds Passive Management . . .
Certificates of indebtedness issued by corporations, municipalities or Managing the investments of a portfolio with the objective of matching/replicating .. .
governments on which the issuer promises to pay a specified amount of inteéhesperformance of a given market index or benchmark. . . . .
for a specified length of time and to repay the loan on maturity or the .. .
expiration date. A bond purchaser is lending money to the issuer. Bonds h&adicy Benchmark/Return
terms to maturity greater than one year. The “policy benchmark” is a composite re.t...\
plan’s fund allocated by policy to each
Credit Spread cl ass. It is used to measure the %I=
The difference in yield between two bonds due to differences in credit quality. .

Pooled Fund ) i , . . . .

Duration A fund in which money from two or more investors is accepted for investment and
The weighted average term to payment of the cash flows of a bond. where units allocated to each investor serve to establish the proportionate interest . . .
66 at any time of each investor in the assets of the fund. [ ] |
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Private Income/Infrastructure Timberland . . . .
Private income opportunities represent privatetggotiated investments in ~ Timberland investments are made primarily in privatelyned areas of .. .
private and publicitraded entities. These investments are selected, woodland; that is, forested areas consisting of both hardwood and
structured and managed to provide (i) a current income component of totalsoftwood species. When responsibly managed, timberland investments .. .
return, (i) diversification and (iii) an inflation hedge. These investment  are a renewable and sustainable resource. Timberland investments are .. .
opportunities are typically capitahtensive and may include infrastructure illiquid assets. . . .
projects (longdlife assets used to provide essential services), bridge loans and
corporate finance arrangements (with a current income component of total Total Return . . .
return). Most infrastructure asses are illiquid assets. Interest and dividend income plus price increases or decreases. .. .
Real Return Bond Tracking Error . . . .
A fixedincome security (a bond) that generates a specified real rate of The difference between the performance of a position and the . . .
return. The real interest rate is the nominal (set) interest rate minus performance of a benchmark.
inflation. . . .
Treasury Bill/TBill BER
Small Cap A shortterm government debt security. . . .
“Smal | cap” refers to firms with relatively smaller market capitalization.
Though there is no rigorous definition, in the US, a company with a marketUnfunded Liability . . .
capitalization of between $300 million and $2 billion is considered asmall When t he actwuarial valuation determines . h a.'
cap. The definition can change over time. liabilities exceed the assets available for the payment of benefits. . . . . .
Statement of Investment Policies and Goals Value Stock . . . .
A comprehensive statement by the Board outlining, among other things, thA stock that tends to trade at a lower price relative to its fundamentals (i.e.
asset mix of the Fund, the allowable range for each asset class and the  dividends, earnings, sales, etc.) and thus considered undervalued by an . .
benchmarks for measuring performance. investor. . . .
Swap ,at9 6, S8INRa al EAYdzy tSyarazylofsS 9FNYyAY “...
A privatelynegotiated contract between two parties to exchange a stream The maximum earnings set each year by the Canada Pension Plan (CPP) up .. .
of periodic payments on certain dates in the future based on an underlyingto which employers and employees are required to make CPP .. .
investment. The size of these payments is normally determined in relationcontributions.
to a nominal, underlying amount, called the notional amount. The .. .
underlying security, representing the notional amount, is not exchanged ... .
between counterparties. Swaps available in and between all financial .. .

markets include, but are not exclusive to, equities, currencies, fixed income

and commodities. ....
H HEE

HEEN
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BMO Small Cap Index MSCI ACWI (Morgan Stanley Capital International All Country World Index) . .. .

An index maintained by Bank of Montreal that is made up of 400 An index maintained by the MSCI Index Committee designed to measure market |1

representative Canadian public companies and income trusts with market equity performance of developed and emerging markets. The MSCI ACWI is a .. .

capitalizations of less than 0.1% of the S&P/TSX Composite total free floatadjusted market capitalization index that is calculated on a total return

capitalization. This index is market capitalization weighted. basis, which includes +iavestment of net dividends after deduction of . . .
withholding taxes. The MSCI ACWI consists of securities across large and mid . . .

Consumer Price Index (CPI) cap segments and across style and sector segments in 47 developed and

An indicator of the prices encountered by consumers. Itis obtained by  emerging markets. .. .

calcul ating, on a monthly basis, the cost of a fixed “basket” of commodi ti e...

purchased by a typical consumer during a given month. The CPI is publishg$Cl EAFE (Morgan Stanley Capital InternatianBurope, Australasia, Far ... .

by Statistics Canada and is a widely used indicator of inflation (or deflation)East)

in Canada. An index maintained by the MSCI Index Committee that is designed to measure .. .
developed public market equity performance, excluding the US and Canada. The .. .

FTSE TMX 9ay FBills Index MSCI EAFE Index consists of 21 market country indices capturing large and mid

An index that represents the performance of Government of Canaetta9l  cap equities across developed markets in Europe, Australasia, and the Far East. . . .

Treasury Bills. ...
MSCI (Morgan Stanley Capital International) Emerging Markets Free Index

FTSE TMX Long Bond Index An index maintained by the MSCI Index Committee that is designed to measure .. .

An index that tracks the performance of approximately 300 marketable,  emerging public market equity performance net of withholding taxes. The MSCI B [ 1 |

domestically issued, Canadian bonds with terms to maturity of more than 18merging Market Index consists of 24 emerging market country indices.

years. This index is comprised of Canada’s, provincial, municipal, ar. A"..

through BBRated corporate issuers. Russell 2500 Index . . . .
An index maintained by Russell Investments that measures the performance of . .

FTSE TMX Real Return Bond Index the 2500 smallest companies in the Russell 3000. The Russell 2500 is taken to

An index that tracks the daily performance of real return (inflatioked) represent small and midap US Equities. .. .

bonds issued in Canada. . . .
S&P/TSX Capped Composite Index

FTSE TMX Universe Bond Index An index maintained by the S&P Canadian Index Committee that measures the .... .

An index that tracks the performance of approximately 1,000 marketable, return on the largest companies and trust units listed on the Toronto Stock .. .

domestically issued, Canadian bonds with terms to maturity of more than Exchange. Any stock in the S&P/TSX Capped Composite Index whose float .. .

one year. This index is compr i s e dapitalizatioh axoeads 20%%f, the MddeR i¥ dappediavld% during thei qaartephyp | a n d

AAA through BBBated corporate issuers. rebalancing process. . . . .

IPD Large Institutional All Property Index {GFYRFNR 9 t22NDa pnn LYRSE ...

An index that measures the total return from a diversified pool of over 240 n i ndex mai ntained by the Standard & Po <....

properties. IPD compiles property level information from pension funds, lifgepresentative sample of 500 leading operating companies in the US econonffjjto 1] |

insurance companies, and real estate managers on a quarterly basis. create a broad market portfolio representing the market capitalization of US 11T

public equities.
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