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1.0 Introduction and Purpose 
 
1.1 The Sponsorship and Trust Agreement authorizes the Board of Trustees (the “Board”) 

of the Universities Academic Pension Plan (“UAPP”) to set investment policy and 
manage the assets of the UAPP Trust Fund (the “Fund”). 

  
1.2 This Statement of Investment Policies and Goals (“SIP&G”) applies to the assets held 

in the Fund to meet the liabilities of the UAPP. 
 
1.3 The Fund is to be managed in accordance with all applicable legislation, including the 

Income Tax Act (Canada) and the Employment Pension Plans Act of Alberta (“EPPA”). 
 
1.4 The SIP&G may be changed or modified at any time by the Board.  It will be reviewed 

at least annually. 
 
1.5 The SIP&G will be available to Sponsors and members upon request. 
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2.0 Description of the UAPP 
 
2.1 Effective January 1, 2001, the UAPP became a jointly sponsored registered pension 

plan subject to the EPPA.  The Plan is established through a Sponsorship and Trust 
Agreement executed by the Plan Sponsors.  Until December 31, 2000, the UAPP was 
established through a provincial statute with the Provincial Treasurer of Alberta as the 
trustee of the Plan. 
 

2.2 The UAPP covers members of the academic and professional staff of the four Alberta 
universities (Athabasca University, the University of Alberta, the University of Calgary 
and the University of Lethbridge) and The Banff Centre.  The employees of the Board 
and the professional staff at the University of Calgary Faculty Association, Athabasca 
University Faculty Association and the University of Alberta also participate in the UAPP. 
 
The UAPP is governed by the Board, made up of one person appointed by each of the 
Athabasca University Governing Council, The Governors of the University of Alberta,  
The Governors of the University of Calgary, The Governors of the University of 
Lethbridge and The Governors of the Banff Centre; and one person appointed by each 
of the Athabasca University Faculty Association, the Association of Academic Staff: 
University of Alberta, the University of Calgary Faculty Association, and the University  
of Lethbridge Faculty Association. 
 

2.3 The UAPP is a defined-benefit plan and provides benefits based on highest average 
earnings.  Cost-of-living adjustments are guaranteed (pre- and post-retirement) at a 
minimum of 60% of the annual increase in the Consumer Price Index (Alberta).   
Plan provisions include death-in-service benefits and disability pensions. 
 

2.4 The costs for post-1991 service are met through employee and employer 
contributions.  The actual split between employee and employer contributions for 
current service can vary by institution.  However, surpluses and deficits are equally 
shared between employers and employees. 
 

2.5 Employers, employees and the Province of Alberta each pay additional contributions 
toward the pre-1992 service unfunded liability.   The rate for the Province of Alberta 
is 1.25% of salary and employers and employees split equally the remainder of the 
rate of contribution required to retire the pre-1992 unfunded liability of the UAPP by 
the year 2043. 
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3.0 Roles and Responsibilities 
 
3.1 The Board has the overall responsibility for investments of the Fund.  The Board has 

established this comprehensive SIP&G in order to guide the investments of the UAPP 
Fund. 

 
3.2 The Board has established an Investment Committee composed of Trustees and outside 

experts.  The Committee’s key responsibilities are to (a) oversee the implementation of 
the SIP&G by the Investment Manager referred to in Section 3.3, (b) determine, as per 
Section 5.4, the Fund’s participation in the products offered by the Investment 
Manager, (c) monitor the performance of the Fund, (d) review any issues related to the 
investments of the Fund, (e) make recommendations to the Board on changes to the 
SIP&G and other aspects of the investments of the Fund, and (f) report to the Board. 

 
3.3 The Board has entered into an Investment Management Agreement with the 

Government of Alberta to manage the assets of the Fund.  Pursuant to this Agreement, 
Alberta Investment Management Corporation (AIMCo), a crown corporation established 
by the Government of Alberta (hereafter referred to as the “Investment Manager”), 
provides investment management services, including custody, record-keeping, 
accounting, performance measurement and reporting.  The Investment Manager is 
responsible for implementing and adhering to the SIP&G, including portfolio construction, 
management and tactical asset allocation within the allowable limits. The Investment 
Manager may engage internal and external investment managers to invest the Plan’s 
assets.  The Investment Manager is required to comply with all applicable laws and rules 
in implementing the SIP&G and provide investment performance and compliance reports 
as per Section 10.0 of this document to the Investment Committee each quarter. 

 

3.4 The Board has also hired a consulting firm (hereafter referred to as the “Investment 
Consultant”) to assist the Investment Committee in carrying out its due diligence and 
other responsibilities.  The Investment Consultant is responsible for providing an 
independent review of the performance of the Fund and advising on any issues arising 
out of their review on a quarterly basis.  The Investment Consultant has the mandate 
to bring to the attention of the Investment Committee any matters that would assist in 
improving the investment performance or risk management of the Fund. 

 

3.5 The Board is responsible for approving any changes to the SIP&G, the Investment 
Management Agreement and the Investment Committee’s Terms of Reference.   
The Board makes appointments to the Investment Committee after receiving a 
recommendation from the Committee. 

 
3.6 The Board may delegate authority to the Executive Director to determine transition 

plans related to changes in the asset mix policy in consultation with the Investment 
Manager where necessary. 
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4.0  Statement of Investment Beliefs of the Board 
 
4.1 Equities will, in the long term, outperform bonds.  Based on the Canadian Institute of 

Actuaries’ data on Canadian historical returns for equities and long bonds (1924 to 
2007)1, the annual compound return for equities was 10.0%, and 6.1% for long bonds.  
During those 83 years, the annual inflation rate averaged 3.1%.  While bonds 
generated lower returns, equity returns were more volatile.  The standard deviation 
of annual returns for equities was 18.5% versus 8.7% for long bonds. 
 
While equities can provide potentially higher returns to reduce the long-run cost of 
the UAPP or enhance benefits, bonds can reduce the overall volatility of returns.  
Historical data shows a correlation of about 0.05 between Canadian equities and 
Canadian long bond returns. 
 

4.2  Inflation has a direct impact on the UAPP’s liabilities.  Investments in inflation-
sensitive assets like Real Return Bonds, Real Estate and Infrastructure are a way of 
managing the inflation risk. 
 

4.3 The Canadian equity market represents about 4% of the world’s market capitalization.  
It has a large weighting in a few sectors and offers limited investment opportunities in 
other areas.  Investing internationally increases the chances for higher risk-adjusted 
returns by providing opportunities for increased diversification by country, market 
capitalization, industry and company. 
 
The Board believes that currency hedging on an ongoing basis reduces the 
diversification provided by non-Canadian investments and that it is very difficult to add 
value through currency hedging on a consistent basis.  Therefore, currency hedging 
should be undertaken on an opportunistic basis. 
 

4.4 Passive strategies can be implemented on a cost-effective basis and are appropriate 
where there has historically been limited potential for active management to generate 
superior returns.  Passive strategies also reduce the risk of underperformance due to 
active management. 

 
4.5 Policy asset mix is a key determinant of a fund’s long-term return.  Active 

management through making tactical allocations around the long-term policy asset 
allocation and security selection within each asset category can add or subtract value.  
Tactical asset allocation has not generally been demonstrated as a consistent source 

                                                 
1 Used data from 1924 to 2005 from CIA and then updated 2006 using S&P/TSX for equities and Scotia Long Government 

Index for long bonds. 

 



Universities Academic Pension Plan 
Statement of Investment Policies & Goals 

 
 

December 7, 2011 - Page 7 of 31 -  

of added value and therefore should be constrained.  It is expected that most of the 
value-added from active management will come from security selection. 

 
4.6 In order to meet the UAPP’s liabilities, the Fund needs to attain high long-term 

returns historically associated with the equity markets.  At the same time, to reduce 
short-term volatility of returns, the Fund needs to invest in asset classes whose 
returns are less volatile and are uncorrelated.  The Fund’s asset class allocation 
should seek a diversified portfolio to achieve a balance between these objectives. 

 
4.7 The contributions required to fund the Plan are based on actuarial valuations that are 

conducted periodically (at least once every three years).  The last several valuations 
have assumed that the Fund will earn a real rate of return of 4.0% per year.  While 
the assets of the Plan are directly impacted by the investment performance of the 
Fund, the periodic estimates of the liability are highly sensitive to the assumptions 
underlying an actuarial valuation, particularly the assumed rate of return at which 
future benefit payments are discounted to calculate their present value.  Long Bond 
rates and views on equity risk premium prevailing at the time of an actuarial 
valuation are the key variables that influence the size of the discount rate. 

 
4.8 Periodic asset/liability studies, portfolio diversification and systematic rebalancing, 

the use of well-defined benchmarks, risk measures, appropriate use of active/passive 
strategies, and quarterly monitoring of the Plan’s investment performance and 
funded status are important tools in managing the investment program and the risks 
associated with the volatility of investment returns.  
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5.0 Portfolio Asset Mix and Benchmarks 
 
5.1 The Board has examined the benefit structure and the associated funding requirements of  

the UAPP.  After considering expected risks and returns of various asset classes and reviewing 
the results of an asset/liability study of the Plan, the Board has established the following long-
term policy portfolio and range of weights for asset classes within the portfolio: 

 

POLICY PORTFOLIO 

 

 
Asset Class 

 

 
Benchmark  

 
Long-term* 

Policy Weight 

Allowed 
Range  

(Percent of 
Market Value) 

TOTAL FIXED INCOME 
Cash and Short-term 
Universe Bonds** 
Long Duration Bonds 
Real Rate of Return Bonds 
 

 
DEX 91 Day T-bill Index 
DEX Universe Bonds 
DEX Long Bond Index 
DEX Real Return Index 
 

30.0% 
0.0% 

10.5% 
12.5% 

7.0% 

25-35 
0-1 

8-12 
10-15 

5-9 

TOTAL PUBLIC EQUITY 
Canadian Equities 
 
Global Equities 
(includes US, Non-North 
American, developed & 
emerging markets & some 
Canadian) 

Emerging Markets Equities 

 
S&P/TSX Composite Capped Index 
 
MSCI ACWI 
 
 
 
 
 
MSCI Emerging Markets Index, Net 

55.0% 
17.5% 

 
33.5% 

 
 
 
 
 

4.0% 

50-60 
15-20 

 
30-35 

 
 
 
 
 

0-5 

TOTAL ALTERNATIVE 
CLASSES 
Absolute Return Strategies*** 
Real Estate 
 
Private Income 
Timberland 

 
 
HFRX Global Investable Index (Hedged C$) 
ICREIM/IPD Large Institutional All Property 

Index 
CPI + 600 bps 
CPI + 400 bps 

 
15.0% 

2.0% 
8.0% 

 
4.0% 
1.0% 

 
7.5-20 

0-5 
5-11 

 
1-6 
0-1 

 

* The Portfolio is currently in transition to the long-term policy weights. 

** The Investment Manager has discretion to invest in its Private Mortgage Pool and Private Mortgage 
Pools 2011 - GV/PX. 

*** Current allocation is being liquidated and Long-term Policy reviewed. 

 

5.2 There may be investment opportunities that fall outside but have a better risk/return 
profile than the asset classes listed in the table under Section 5.1 (Policy Portfolio).  
The UAPP provides the Investment Manager with the authority to investigate and 
make such opportunistic investments.  However, these opportunistic investments will 
have a maximum allocation of 5.0% of the market value of the Fund’s assets. 
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Any investments in these opportunities will displace an allocation in Section 5.1 and 
will be measured against the benchmark of the displaced asset class.  Subject to 
confidentiality provisions, if any, AIMCo will advise the UAPP of the nature of the 
opportunity and consult with the Executive Director of the UAPP as to which asset 
class will be displaced prior to taking action to fund the opportunity.  

 
5.3 The Investment Manager may vary the allocation to each asset class within the 

minimum and maximum ranges for each asset class as indicated in the table above.   
If the ranges are exceeded due to market action, the Fund will be re-balanced using a 
passive and systematic program of portfolio re-balancing.  If the value of assets in 
alternative classes in total exceed their upper range, the Investment Manager will 
discuss this issue with the Investment Committee prior to taking any action. 
 

5.4 (a) The policy benchmarks described in Section 5.1 for foreign assets are non-
hedged unless indicated otherwise. 

 
 (b) To protect the Fund from a drop in the value of foreign currencies, the 

Investment Manager may, on an opportunistic basis, hedge at the total Fund 
or a pool level up to 25% of the Fund’s foreign currency exposure back into 
Canadian dollars.  This 25% limit is in addition to any hedge that a manager 
within Global Equities may place as part of the manager’s mandate. 

 
 (c) The Investment Manager may use active currency strategies, through internal or 

external managers, to add value to the Fund.  The notional amount of such active 
currency management is to be limited to 2.5% of the total value of the Fund. 

 
5.5 Within the asset class and other guidelines provided in other sections of the SIP&G, 

the Investment Committee shall determine the Fund’s participation in the various 
products offered by the Investment Manager. 

 
5.6 During periods of asset mix transition, the minimum and maximum allocation weights will 

not apply to asset classes that have restricted liquidity (such as private equity, private 
income and real estate) and to liquid asset classes if those classes are the source or 
destination of the asset mix transition.  The Investment Manager will only rebalance in 
the direction of the benchmark policy allocation.  As permanent allocations are made, 
benchmark policy weights will be changed in increments of 0.50%.  Where the Board has 
delegated authority to the Executive Director to determine an asset mix transition plan, 
the interim policy benchmarks will be consistent with those determinations. 

 
5.7 In consultation with the Investment Manager, the Board has set a net value-added 

objective of 50 basis points (after fees) over the policy benchmark specified in  
Section 5.1.  This value-added target is to be measured over a rolling four-year period. 
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6.0   Permitted Investments 
 
6.1 Permitted investments are investments under the prudent person rule that adhere to 

investment standards and procedures that a reasonable and prudent person would 
apply in respect of a portfolio of investments to avoid undue risk of loss and obtain a 
reasonable return provided that these are qualified investments for registered pension 
plans under the Income Tax Act (Canada) and the EPPA as amended from time to time. 
 

6.2 Investments may be made directly or through units of a pool or segregated fund. 
 

6.3 Public equity investments are to be made in securities traded on recognised stock 
exchanges or will be traded in a reasonable period of time.  Where an acquired public 
equity investment ceases to be traded on a recognized stock exchange, the 
Investment Manager will bring a recommendation to the Investment Committee as to 
whether to continue that investment in the portfolio. 
 

6.4 The use of derivative and synthetic securities is permitted for the purpose of 
enhancing fundamental investment strategies and managing exposures in a manner 
consistent with the overall investment policies and risk tolerance of the Fund.  In this 
context, the limits with respect to quality of the underlying securities described in 
other sections of this Policy will continue to apply to derivatives and synthetic 
securities and the value of derivatives or synthetic securities will be used to calculate 
the overall exposure of the Fund relative to the policy asset mix weights.  In addition, 
counter-parties must have at least an A rating by a recognized rating agency at the 
time of purchase. 
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7.0   Controls and Restrictions on Investments 
 
7.1  (a) Where derivatives and synthetic securities are used to establish market 

positions or rebalance the portfolio, leverage will not be used and will be 
avoided through: 

 

(i) owning the underlying securities in the case of derivatives involving an 
obligation or possible obligation to sell, 

 

(ii) holding the equivalent amount of cash or cash equivalent in the case 
of derivatives involving an obligation or possible obligation to buy, and 

 

(iii) not exceeding limits that apply to the underlying asset with the 
combined derivative and standard investment exposure. 

 
(b) Where derivatives and synthetic securities are used to execute active currency 

management as described in Section 5.3(c), unfunded positions may occur and 
are permitted if the Investment Manager has given due consideration to the 
related risks and has established appropriate risk control measures. 

 
7.2 (a) Debt Securities 

 
Except for Government of Canada and Provincial issues, investments in a 
single issue rated A or less shall not exceed 3% of the total value of the fixed 
income holdings.  In the case of pooled holdings, the Fund’s proportionate 
share shall be used in applying this test.  Private debt will not exceed 20% of 
any pool in which the Fund participates unless the pool is primarily designed 
to invest in private securities.  In situations such as private debt, where third 
party evaluation of the credit is unavailable, then the Investment Manager will 
develop a rating using generally accepted industry practices. 
 

(b) Public and Private Common Shares 
 

(i) The Fund shall not hold more than 9.9% of the outstanding voting 
shares of a company.  In the case of pooled account holdings, the 
Fund's proportionate share shall be used in applying this test. 

(ii) The debt and equity holdings in a single company are limited to 10% of 
the book value of the total Fund. 

(iii) The maximum single equity holding is limited to a policy weight of 10% 
of the market value of each of the Canadian and foreign equity 
portfolios respectively.  The S&P/TSX Capped Index will be used as the 
benchmark for Canadian equities.  To manage rebalancing, single equity 
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holdings that exceed 10% will be allowed to fluctuate within the quarter 
up to 15% before being rebalanced to 10% at the end of the quarter. 

(iv) The Investment Committee of the Board will receive a report on any 
single equity holding over 5% of the market value of the Fund as part 
of the regular quarterly investment report. 

(v) Investments in the Investment Manager’s Private Equity Pool are 
permitted only until such time as the existing private investments are 
sold.  These assets are in an active wind-up mode, but have limited 
liquidity. 

7.3 In making an investment in any of the asset classes the following quality limits will 
apply: 
 

(a) Cash and Short-term, a rating of at least R1 low at time of purchase. 
 

(b) Canadian Public Bonds, a rating of BBB or better at time of purchase. 
 

All securities held by the Fund that fall below these quality limits will be disclosed by 
the Investment Manager to the Investment Committee of the Board as part of the 
regular quarterly investment report. 

 
7.4 The Investment Manager may not enter into a transaction with a related party unless: 

 
(a) the transaction is required for the operation or administration of the UAPP 

and the terms and conditions of the transaction are not less favourable to the 
UAPP than market returns or conditions; or 

 
(b) the securities of the related party are acquired at a public exchange. 
 
“Related party” is defined in Section 1 of Schedule III to the Pensions Benefits 
Standards Regulation, 1985 (Canada) as amended from time to time.  A related party 
is a person who is the administrator of the UAPP including any officer, director or 
employee of the administrator, or any person who is a member of the Board.  It also 
includes the Investment Manager and its employees, a union representing employees 
of the employer, a member of the UAPP, a spouse or child of the persons named 
previously, or a corporation that is directly or indirectly controlled by the persons 
named previously, among others.  Related party does not include government or 
government agency. 
 

7.5 No part of the Fund shall be loaned to any person, partnership or association except 
as permitted under Section 7.1, 7.8 or as eligible investments under Section 6.1. 
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7.6 The Investment Manager may not pledge, hypothecate, or otherwise encumber the 
assets of the Fund, except as may be required in Sections 7.1(b), 7.7 or 7.8. 
 

7.7 Secured borrowing within a limited partnership or within a similar structure in Real 
Estate, Private Income and Timberland, in which the Fund has a minority interest, is 
permitted to the extent that such borrowing is a part of the pool’s product description 
and the Investment Manager has given due consideration to the related risks. 

 
7.8 (a) Alberta Finance and Enterprise may enter into securities lending agreements 

for the purpose of generating revenue for the Fund provided that: 

(i) the loans are secured by cash, readily marketable securities or 
securities that are convertible immediately into the security lent (the 
“collateral”) having a market value which is appropriate relative to the 
market value of the loan based on prevailing market conditions (normal 
lending practices of each local market), 

(ii) the level of collateral is maintained daily; and 

(iii) under no circumstance would securities be lent with collateral less than 
100% of the value of the securities being lent out. 

 
(b) Where Alberta Finance and Enterprise engages the custodian to implement 

the securities lending program, the Investment Manager will satisfy itself 
that: 

(i) the custodian’s indemnities to Alberta Finance and Enterprise are 
appropriate, 

(ii) reporting is both timely and accurate, 

(iii) the lending practices are sound and sufficient security is provided for 
the loans, and 

(iv) where cash collateral is invested, the investments, either at a pooled or 
segregated level, are made on a sound basis reflecting the desired level 
of risk. 
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8.0  Code of Ethics and Standards of Conduct 
 
8.1 The Investment Manager’s staff and those external managers engaged to manage the 

Fund assets, are expected to comply, at all times and in all respects, with the Code of 
Ethics and Standards of Professional Conduct as promulgated by the CFA Institute.   
In addition, the Investment Manager’s staff will comply with the Conflict of Interest 
Policy of Alberta Finance and Enterprise. 
 
In carrying out their responsibilities relative to the investment and management of 
the Fund, members of the Board and the Investment Committee and the UAPP 
Trustees’ Office staff shall abide by any Conflict of Interest Policy adopted by the 
Board. 
 

8.2 The Investment Manager and its agents shall attempt to the extent practical to 
scrutinize all proxies received and to vote all proxies in the best interests of the UAPP 
members.  The Investment Manager shall adopt and adhere to a Statement of 
Guidelines and Procedures on Proxy Voting and report to the Board on any changes 
to the Statement. 
 

8.3 The Investment Manager shall adopt a policy on soft dollar usage and comply with 
the CFA Institute’s Soft Dollar Standards and report annually to the Board on soft 
dollar usage. 
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9.0  Investment Reporting and Compliance 
 
9.1 The Investment Manager shall provide the Board and its Investment Committee with 

investment information on the Fund as requested by the Board or the Committee.  
The Investment Manager will meet with and report to the Investment Committee on 
a quarterly basis on the performance of the Fund in a manner that it requests. 
 

9.2 The Investment Manager will calculate and report on an ongoing basis Surplus at Risk 
(SaR) and active Value at Risk (VaR) at the 95% confidence level using a liability proxy 
based on 30% DEX Long Term Government Bond Index and 70% DEX Real Return 
Bond Index and the existing asset mix policy.  Reports will be based on both the long 
term target asset mix and the interim policy mix. 

 
9.3 The returns of the Fund are calculated using market values derived from independent 

pricing sources.  Return calculations follow the standards established by the CFA Institute. 
 
9.4  All securities for which there is an active market shall be valued based on market quotes.  

The Investment Manager shall be responsible for valuing the non-publicly traded 
securities.  Methods for valuing non-publicly traded securities include the discounted cash 
flow method for mortgages and private debt and comparisons to publicly traded 
companies, price/earnings ratios and third party estimates for private equity investments.  
All non-publicly traded securities and assets shall be valued at least annually. 

 
9.5 The Investment Manager is required to complete and sign a compliance report each 

quarter. The compliance report should indicate whether or not the Investment 
Manager’s portfolio was in compliance with this Policy during the quarter. 

 
9.6 In the event that the Investment Manager is not in compliance with this Policy, the 

Investment Manager is required to advise UAPP via the Executive Director in a timely 
manner, detailing the nature of the non-compliance and recommending an appropriate 
course of action to either remedy the situation or revisit the Policy, as appropriate. 

 
9.7 The Fund invests in several pooled funds, which have separate investment policies. 

Should a conflict arise between the provisions of this Policy, and the provisions of the 
pooled fund’s investment policy, the Investment Manager is required to notify the 
Board in a timely manner in writing, detailing the nature of the conflict and the 
Investment Manager’s recommended course of action. 

 
9.8 A summary report on all proxies received and voted by the Investment Manager will 

be submitted to the Investment Committee on an annual basis. 
 
9.9 The Investment Manager will report any changes to the re-balancing program used 

under Section 5.2 to the Investment Committee in a timely manner. 
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10.0  Policy Changes and Communications 
 
10.1 The UAPP will communicate all changes to this SIP&G in writing to the Investment 

Manager using the following protocol: 
 
(a) As soon as practical, the Executive Director will inform the Investment 

Manager of the change. 
 
(b) The Investment Manager will acknowledge receipt of the correspondence to 

the Executive Director. 
 
10.2 Communications Protocol 
 

(a) The Investment Manager will direct all communications to the Board through 
the Executive Director.  The Executive Director will then disseminate the 
information to the appropriate Board or Investment Committee members in a 
timely manner. 

 
(b) The Board/Executive Director will direct all communications to the Investment 

Manager through the Investment Manager’s Chief Investment Officer (CIO). 
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Appendix 1 – Glossary of Investment Terms 
 

Accrued Interest 

Interest income that has been earned but has not yet been paid. 

Active Currency Overlays 

Investments that seek to generate positive returns through active currency trading (primarily 
using forward currency contracts) from anticipated movements in various foreign exchange 
rates.  Participation in this investment vehicle is largely on an unfunded basis (investments 
are based on the notional amounts with a small capital commitment or cash required for 
settlements only). 

Active Management 

Managing the investments of a portfolio with the objective of outperforming the return of its 
benchmark.  Active management generally takes two forms – security selection or change in 
asset allocations within the prescribed ranges.  Security selection is the buying and selling of 
particular securities to earn a 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 maintaining 
the asset class or sector weight in the benchmark. 

Active VaR (Value-at-Risk) 

The risk of the Actual Portfolio underperforming the Policy Portfolio.  Active VaR is the most 
a fund’s Active Portfolio could lose over a future time horizon with 95% confidence, 
expressed as a percentage of a fund’s market value. 

Actuarial Valuation 

Measures the funded status of a plan and the level of contributions required to fund the 
benefits of the plan.  An actuarial valuation is prepared by a qualified actuary who is a 
member of the Canadian Institute of Actuaries. 

Asset Allocation 

The allocation of a pension fund’s investments among various asset classes such as bonds, 
equities, real estate, etc. 

Asset Mix 

See Asset Allocation. 

Attribution Analysis 

An analysis that is used to determine the impact of asset allocation and security selection 
decisions on value-added or loss.  Attribution analysis is used to understand the source of 
above or below market returns resulting from active management. 
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Basis Point (bps) 

A basis point is a hundredth of one percent (i.e. 0.01%). 

Benchmark 

A standard against which investment performance is measured.  See Appendix 2 for 
definitions of popular benchmarks. 

Bonds 

Certificates of indebtedness issued by corporations, municipalities or governments on which the 
issuer promises to pay a specified amount of interest 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 have terms to maturity greater than one year. 

Book Value 

The value for which an asset was acquired, less any long-term impairment suffered since 
acquisition.  Book value can be found on a firm’s accounting statements. 

Call Option 

A “Call Option” gives the buyer of the option a right, but not necessarily an obligation, to buy 
the underlying security at a given price, on or before a given date.  The seller of the option is 
obliged to sell the underlying security at a given price, if and when the buyer exercises the 
option. 

Canadian Public Equities 

Canadian common shares, preferred shares or other equity-related securities issued by 
publicly traded corporations that are listed on a recognized stock exchange, trust units issued 
by unincorporated trusts that are listed on recognized stock exchanges, or limited 
partnership units issued by limited partnerships that are listed on recognized stock 
exchanges.  This security class may also include any instrument that is derived from such 
securities (e.g., options, futures, forwards, equity swaps). 

Capital Gain 

The market value received on sale of an asset above its book value or purchase price.  If an 
asset is bought for $50 and sold for $75, the realized capital gain (profit) is $25. 

Capitalization 

The value of a company or index based on the most recent price of one share, multiplied by the 
number of shares outstanding.  Companies are sometimes classified according to size of 
capitalization:  large cap, mid cap or small cap.  There is no fixed definition of the break points 
between each of these, and it can vary widely by country. 
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Collateral 

Property, or anything considered to have economic value, pledged by a borrower to secure a 
loan. 

Consumer Price Index (CPI) 

The Consumer Price Index (CPI) is an indicator of the prices encountered by consumers.  It is 
obtained by calculating, on a monthly basis, the cost of a fixed “basket” of commodities 
purchased by a typical Canadian consumer during a given month.  The basket contains 
products from various categories, including shelter, food, entertainment, fuel and 
transportation.  Since the contents of the basket remain constant in terms of quantity and 
quality, the changes in the index reflect price changes.  The CPI is published by Statistics 
Canada and is a widely used indicator of inflation (or deflation) in Canada. 

Cost-of-Living Adjustment (COLA) 

An increase in benefits to compensate for the increase in CPI. 

Debenture 

A type of debt instrument that is not secured by physical assets or collateral.  Debentures are 
backed only by the general creditworthiness and reputation of the issuer.  Like other types of 
bonds, debentures are certificates of indebtedness. 

Defined Benefit (DB) Plan 

A pension plan under which a member's benefits are determined according to a definite 
formula.  Defined Benefit Plans typically provide benefits according to a formula based on a 
member's salary and the number of years of pensionable service up to a maximum. 

Derivative 

Financial obligations/contracts that derive their value from the value of one or more underlying 
assets (such as a financial instrument, index or commodity).  Derivatives include forwards, 
swaps, futures and options. 

Duration (also called Modified Duration) 

Duration is the weighted average term to maturity (in years) of a fixed income security's cash 
flows (i.e. interest and principal) and is a measure of the change in its value that will result 
from a 1% change in interest rates.  For example, a 6-year duration means the bond will 
decrease in value by 6% if the interest rates rise by 1% and increase in value by 6% if interest 
rates fall 1%.  Investors use duration to measure the volatility of a bond. 

Emerging Markets Public Equity 

Emerging Market common shares, preferred shares or other equity-related securities issued 
by publicly traded corporations in economies that are in earlier stages of development that 
are listed on a recognized stock exchange.  This security class may also include any 
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instrument that is derived from such securities (e.g., options, futures, forwards, equity 
swaps).  Emerging markets economies have sufficient size and liquidity for institutional 
investments and are receptive to foreign investments.  Emerging markets tend to be more 
volatile than developed markets due to political, social, regulatory and currency uncertainty.  
Examples of emerging economies include Brazil, Russia, India, China and Mexico. 

Equities/Common Stock 

Units of ownership of a corporation where owners typically are entitled to vote on the selection 
of directors and other important matters as well as to receive dividends on their holdings.  In 
the event that a corporation is liquidated, the claims of secured and unsecured creditors and 
owners of bonds and preferred stock take precedence over the claims of those who own 
common stock.  The liability of owners of equity is limited to the amount paid for the stock. 

Fair Value 

Fair value is the amount of consideration agreed upon in an arm's length transaction 
between knowledgeable, willing parties who are under no compulsion to act.  Fair value is 
similar to market value. 

Fiduciary 

A relationship of trust and confidence where one person (the fiduciary) must exercise a high 
standard of care in managing money, assets or property for the benefit of others. 

Fixed Income Securities 

Interest bearing investments such as bonds or debentures and money market investments 
such as treasury bills and discount notes. 

Forward Contract 

An agreement or obligation to buy an underlying security/asset at a specified price on a 
specified date in the future.  Forward contracts are privately negotiated agreements between 
the counterparties and are not subject to standardized rules and are not traded on exchanges. 

Futures Contract 

An agreement or obligation to buy an underlying security/asset at a specified price on a 
specified date in the future.  Futures contracts are similar to a forward contract, but usually with 
periodic, often daily, “mark-to-market” activity, whereby the seller pays into a margin account if 
the value of the underlying security has moved up, while the buyer pays into the margin 
account if the value has decreased.  Future contracts are generally subject to standardized rules 
and are traded on exchanges. 
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Generally Accepted Accounting Principles (GAAP) (Canada) 

These are accounting guidelines, formulated by the CICA’s (Canadian Institute of Chartered 
Accountants) Accounting Standards Committee, that govern how businesses report their 
financial statements to the public. 

Hedging 

Transactions employed to protect the value of a portfolio from the volatility in the underlying 
holdings. 

High-Yield Bond 

A bond rated 'BB' or lower by a rating agency because of its higher default risk.  High-yield 
bonds are also known as a “junk bond” or “speculative bond”. 

Illiquid Assets 

Assets that cannot quickly and easily be converted into cash without materially affecting the 
asset’s price due to factors such as inefficient or non-existent secondary markets. 

Income Trust 

An investment trust that holds assets that are income producing. The income is passed on to 
the unit holders before income taxes. 

Index 

A basket of securities traded on a particular exchange, as defined by the administrators of that 
market index.  Indices are often used to measure the total return of the market (capital 
appreciation and income) and as benchmarks for performance.  Many indices are investable, 
meaning that it is possible to replicate their investment performance through passive 
investments. 

Inflation 

The rate at which the general level of prices for goods and services is rising.  See Consumer Price 
Index. 

Inflation-Sensitive 

Investments whose rate of return or cash flows tend to be positively correlated to an economy’s 
rate of inflation.  Commonly cited inflation-sensitive assets include inflation-linked bonds, 
infrastructure, timberlands, commodities, and real estate.  Inflation-sensitive assets are 
desirable within pension and endowment funds because they help to hedge inflation rate risk. 

Investment Grade 

An investment grade bond is rated a minimum of BBB (or equivalent) by a rating agency, with 
AAA being the highest grade.  Bonds rated below BBB are generally classified as being 
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speculative grade and carry higher levels of credit risk than investment grade bonds (i.e., they 
have a higher probability of default on interest or principal payments). 

Investment Income 

Investment income is income from realized capital gains, interest, dividends, security lending 
and swaps. 

Investment Portfolios 

A pool of securities held as an investment.  Holdings of a diverse group of assets by an 
individual company or fund. 

Large Cap 

“Large cap” refers to firms with large market capitalization.  Market capitalization is simply the 
market value of a corporation’s outstanding shares.  In the US market, this refers to 
companies with market capitalization between $10 billion and $200 billion.  These are the 
mega companies of the financial world:  ExxonMobil, Microsoft, Citigroup, Wal-Mart and 
General Electric.  Classifications such as “large cap” or “small cap” are only approximations 
that change over time. 

Leverage 

The use of various financial instruments or borrowed capital to increase the potential return of 
an investment.  Leverage can be created through borrowing cash, short-selling securities as in 
arbitrage, hedging and overlay strategies or the use of uncollateralized derivatives. 

Liquid Assets 

Assets that can be promptly and easily turned into cash without materially affecting the asset’s 
price. 

Liquidity 

Describes the ease with which an asset can be turned into cash and the certainty of the value 
it will fetch. 

Listed Derivatives 

Trades in listed derivatives (Call Option, Forward Contract, Future Contract, and Put Option, 
etc.) take place on an exchange.  The exchange or a closely linked clearinghouse is the 
counterparty and guarantees the completion of the contract.  Generally, margin accounts are 
required to guarantee compliance. 

Market Value 

The price that would be obtained in the purchase or sale of the asset in an open market 
under conditions requisite to a fair transaction between parties who are at arm's length, free 
of undue pressure to trade and acting prudently, knowledgeably, willingly and independently. 
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Marketable Security 

An investment for which there is usually a ready market. 

Mid-term Investment 

A fixed income investment (bonds, debentures, treasury bills or discount notes) that matures 
in one to five years from the date of acquisition. 

Money Market Security (Short-term Investment) 

A fixed income security that matures within one year from the date of acquisition. 

Mortgage 

A debt instrument by which the borrower (mortgagor) gives the lender (mortgagee) a lien on 
property as security for the repayment of a loan. 

Net Income 

The amount of earnings after deducting expenses. 

Nominal Rate of Return 

A measure of return that does not net out the effect of inflation. 

Non-listed Derivatives 

Non-listed derivatives are traded over-the-counter (OTC).  With OTC derivatives, counter-
party risk becomes very important. 

Notional Value 

The underlying exposure or face value of assets or financial instruments underlying a derivatives 
contract. 

Par Value 

A value set as the face amount of a security, typically expressed as multiples of $100 or 
$1,000.  Bondholders receive par value for their bonds on maturity. 

Passive Management 

Managing the investments of a portfolio with the objective of matching/replicating the 
performance of a given market index or benchmark. 

Policy Benchmark/Return 

The Policy Benchmark is a composite return based on the percentage of a pension plan’s 
fund allocated by policy to each asset class and the market index return for that class.  It is 
used to measure the plan’s relative performance. 
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Pooled Fund 

A fund in which money from two or more investors is accepted for investment and where units 
allocated to each investor serve to establish the proportionate interest at any time of each 
investor in the assets of the fund. 

Portfolio 

The group of assets - such as stocks, bonds - held by an investor. 

Private Income/Infrastructure 

Private Income opportunities represent privately-negotiated investments in private and 
publicly traded entities.  These investments are selected, structured and managed to provide  
1) a current income component of total return, 2) diversification and 3) an inflation hedge.  
These investment opportunities are typically capital-intensive and may include infrastructure 
projects (long-life assets used to provide essential services), bridge loans and corporate 
finance arrangements (with a current income component of total return).  Most 
infrastructure assets are illiquid assets. 

Private Mortgages 

Fixed income securities that are secured by first mortgage loans on commercial properties.  
Mortgage loans are less liquid than marketable fixed income securities; therefore a risk 
premium is expected in making the decision to invest.  This premium, expressed in terms of 
an interest rate differential (spread) over Government of Canada bond yields, will vary 
depending on the prevailing interest rate structure and to changing supply and demand 
conditions. 

Private Placement 

The act of raising of capital via private rather than public offering.  The result is the sale of 
securities to a relatively small number of investors.  Private placements are not offered to the 
general investing public.  Investors involved in private placements are usually large banks, 
mutual funds, insurance companies, and pension funds.  Since a private placement is offered to 
a few, select individuals, the placement generally does not have to be registered with securities 
regulators. 

Proxy 

The written power of attorney given by shareholders of a corporation, authorizing a specific 
vote on their behalf at corporate meetings. 

Prudent Person Rule 

Assigns to the investment manager the responsibility to restrict investments to assets that 
would be approved by a prudent person. 
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Public Offering 

The sale of investment securities by an organization to the public.  Public offerings must be 
registered with and approved by securities regulators and are normally conducted by an 
investment underwriter.  Generally, any sale of securities to more than 35 investors is deemed 
to be a public offering.  The term public offering is equally applicable to a company's initial 
public offering, as well as subsequent offerings. 

Put Option 

To the buyer of the option a right, but not necessarily an obligation, to sell the underlying 
security at a given price, on or before a given date.  To the seller of the option an obligation 
to buy the underlying security at a given price, if and when the buyer exercises the option. 

Rating Agency 

A firm or organization set up to assess the credit worthiness of a security issuer. 

Real Estate 

Investments in the operation and creation of income-producing real estate properties with 
capital appreciation potential located in major urban areas (domestic and foreign) with a 
long-term focus. 

Real Return Bond 

A fixed-income security (a bond) that generates a specified real rate of return.  The real 
interest rate is the nominal (set) interest rate minus inflation. 

Real Rate of Return 

The real rate of return is the return achieved by an asset after adjustments for inflation. 

Realized/Unrealized 

These terms are generally used to describe capital gains or losses.  A gain or loss is realized 
when an asset is sold.  Prior to sale, the gain or loss is unrealized. 

Risk 

The chance that the actual outcome deviates from the expected outcome.  Within an 
investment context, risk is often defined as the exposure to the chance of loss or 
underperformance against a hurdle rate or benchmark rate of return.  Common measures of 
risk include standard deviation, Value-at-Risk (VaR), and tracking error. 

Risk Tolerance 

The intellectual, emotional, or organizational ability to withstand risk.  One’s willingness to 
withstand adverse outcomes with the view that, over a longer horizon, the net outcome from 
an investment position will be favourable. 
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Security 

An instrument representing ownership (equity), a debt agreement (bonds), or the rights to 
ownership (derivatives).  A security is essentially a contract that can be assigned a value and 
traded.  Examples of a security include a note, stock, preferred share, bond, debenture, option, 
future, swap, right, warrant, or virtually any other financial asset. 

Security Lending 

The practice of lending securities to third parties in return for a fee. 

Security Selection 

The decision to over/underweight specific securities relative to the market index or benchmark.  
Security selection is a form of active management. 

Segregated Assets 

Investment assets of a client that are not held in a pooled fund. 

Small Cap 

“Small cap” refers to firms with relatively smaller market capitalization.  Though there is  
no rigorous definition, in the US, a company with a market capitalization of between  
$300 million and $2 billion is considered a small cap.  The definition can change over time. 

Structured Investments 

The use of derivative and physical securities to synthetically create or structure an investment 
that has specific characteristics that cannot be achieved from stand-alone financial instruments.  
Structured products can be used as an alternative to a direct investment or as part of the asset 
allocation process to reduce risk exposure of a portfolio, among others. 

Surplus-at-Risk (SaR) 

The risk that Assets grow slower than the Liabilities. 

Swap 

A privately-negotiated contract between two parties to exchange a stream of periodic 
payments on certain dates in the future based on an underlying investment.  The size of these 
payments is normally determined in relation 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. 

Synthetic Securities 

The combination of two or more securities in such a way that the return of the combination is, 
for all practical purposes, the same as that of another single security. 
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Tactical Asset Allocation (TAA) 

An active management strategy that alters the portfolio weights of the asset mix in an 
attempt to capitalize on perceived short-term anomalies in the financial markets on an 
opportunistic basis.  Synthetic investments such as equity index and fixed income futures or 
swaps and forward currency contracts are often used to obtain desired exposures. 

Term-to-Maturity 

The number of years left until a bond matures. 

Timberland 

Timberland investments are made primarily in privately-owned areas of woodland; that is, 
forested areas consisting of both hardwood and softwood species.  When responsibly 
managed, timberland investments are a renewable and sustainable resource.  Timberland 
investments are illiquid assets. 

Time-Weighted Rate of Return 

Neutralizes the effect that the size and timing of cash flows can have on the calculation of 
returns.  The investment industry uses time-weighted rates of return when comparing the 
returns of one fund to another fund or to a benchmark index.  Unlike IRR, time-weighted rate of 
return is not sensitive to the timing of individual cash flows. 

Total Portfolio 

The pension fund's aggregate holdings among different classes of securities, such as bonds, 
mortgages and common stocks. 

Total Return 

Interest income plus price increases or decreases. 

Tracking Error 

The amount by which the performance of a portfolio (either passively or actively managed) 
differs, or is expected to differ, from that of its benchmark, i.e. it quantifies the variability in 
returns between the portfolio and its benchmark.  Formally, the tracking error is the standard 
deviation of the difference between a portfolio’s return and that of its benchmark. 

Treasury Bill/T-Bill 

A short-term government debt security. 

Underlying Securities 

Assets that must be delivered when a derivative contract is exercised.  Underlying securities can 
also be referred to assets that back futures and swap exposures in order to avoid financial 
leverage. 
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Unfunded Liability 

When the actuarial valuation determines that a pension fund’s accrued liabilities exceed the 
assets available for the payment of benefits. 

US Public Equities 

US common shares, preferred shares or other equity-related securities issued by publicly 
traded corporations that are listed on a recognized stock exchange.  This security class may 
also include any instrument that is derived from such securities (e.g., options, futures, 
forwards, equity swaps). 

Value-at-Risk (VaR) 

Value-at-Risk (VaR) is an analytical measure of expected gain/loss in value due to short-term 
changes in market rates.  It estimates the probability of portfolio losses based on the statistical 
analysis of historical price trends and volatilities. 
 
VaR is the most the portfolio could lose over a future time horizon with 95% confidence, 
expressed as a percentage of the portfolio’s market value. 
 
The value-at-risk can refer to the loss in the value of Assets only (asset-only risk), the loss in 
relation to a Policy Portfolio or Benchmark (active risk) or in relation to Liabilities (surplus-at-
risk). 

Volatility 

In investment matters, volatility of returns of an investment is used to define risk.  The 
greater the volatility, the higher the risk.  Common measures of volatility include standard 
deviation and variance. 
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Appendix 2 – Benchmark Descriptions 
 

BMO Small Cap Blended Index 

An index maintained by BMO Nesbitt Burns that is made up of 400 representative Canadian 
public companies and income trusts with market capitalizations of less than 0.1% of the 
S&P/TSX Composite total capitalization.  This index is market capitalization weighted. 

Canadian Consumer Price Index (CPI) 

Measures the rate of inflation in Canada as published by Statistics Canada. 

Goldman Sachs Commodity Index (GSCI) 

An index maintain by Goldman Sachs that measures the total return from investing in 
broadly diversified, fully-collateralized commodity futures.  The GSCI is world-production 
weighted with exposure to energy, industrial metals, agriculture, livestock and precious 
metals. 

HFRX Global Investable Index (Hedged C$) 

An index maintained by the Hedge Fund Research, Inc. (HFR) that utilizes an objective rules-
based methodology to diversify across hedge fund managers that have low correlations to 
traditional asset classes.  This index is rebalanced quarterly and is passively investable.  This 
is a US dollar denominated index where the US currency exposure is passively hedged back 
into Canadian dollars. 

ICREIM/IPD Large Institutional All Property Index 

An index maintained by the Institute of Canadian Real Estate Fund Managers / International 
Property Databank that measures the total return from the six largest Canadian peer funds, 
which individually have real estate portfolios valued greater than $1.5 billion. 

MSCI ACWI (Morgan Stanley Capital International All Country World Index) 

An index maintained by the MSCI Index Committee designed to measure market equity 
performance of developed and emerging markets. The MSCI ACWI is a free float-adjusted 
market capitalization index that is calculated on a total return basis, which includes re-
investment of net dividends after deduction of withholding taxes. As of January 2009, the 
MSCI ACWI consisted of 46 country indices comprising 23 developed and 23 emerging 
market indices representing approximately 85% of the market value of securities listed in the 
included countries. 

MSCI EAFE (Morgan Stanley Capital International Europe, Australasia, Far East) 

An index maintained by the MSCI Index Committee that is designed to measure developed 
public market equity performance, excluding the US and Canada.  As of December 2005, the 
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MSCI EAFE Index consisted of 21 developed market country indices representing 
approximately 85% of the market value of securities listed in the included countries. 

MSCI Emerging Markets Net Index 

An index maintained by the MSCI Index Committee that is designed to measure emerging 
public market equity performance net of withholding taxes.  As of December 2005, the MSCI 
Emerging Market Index consisted of 25 emerging market country indices. 

Russell 2500 Index 

An index maintained by the Frank Russell Company that measures the performance of the 
2500 smallest companies in the Russell 3000.  The Russell 2500 is taken to represent small 
and mid cap US equities. 

Russell 3000 Index 

An index maintained by the Frank Russell Company that measures the performance of the 
3000 largest US public companies. The Russell 3000 is used to represent a broad-based 
measure of US public equities performance. 

S&P/TSX Composite Index 

An index maintained by the S&P/TSX Canadian Index Policy Committee that measures the 
return on the largest companies and trust units listed on the Toronto Stock Exchange. 

S&P/TSX Composite Capped Index 

An index maintained by the S&P/TSX Canadian Index Policy Committee that measures the 
return on the largest companies and trust units listed on the Toronto Stock Exchange.  Any 
stock in the S&P/TSX Capped Composite Index whose float capitalization exceeds 10% of the 
Index is capped at 10% during the quarterly rebalancing process. 

DEX 91 day T-Bills Index 

An index maintained by PC Bond that represents the performance of Government of Canada 
91 day Treasury Bills. 

DEX Long Bond Index 

An index maintained by PC Bond that tracks the performance of most marketable, 
domestically issued, Canadian bonds with terms to maturity of more than 10 years.  This 
index is comprised of Canada's, provincial, municipal and AAA-through BBB-rated corporate 
issuers. 

DEX Long Government Bond Index 

An index maintained by PC Bond that tracks the performance of bonds issued by the 
government of Canada (including crown corporations), provincial governments (including 
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provincially guaranteed securities) and municipal governments with terms to maturity of more 
than 10 years. 

DEX Real Return Bond Index 

An index maintained by PC Bond that tracks the performance of real return (inflation-linked) 
bonds issued in Canada with terms to maturity of more than one year and a minimum credit 
rating of BBB (low). 

DEX Universe Bond Index 

An index maintained by PC Bond that tracks the performance of most marketable, 
domestically issued, Canadian bonds with terms to maturity of more than one year.  This 
index is comprised of Canada's, provincial, municipal and AAA-through BBB-rated corporate 
issuers. 

Standard & Poor's 500 Index 

An index maintained by the Standard & Poor’s Index Committee that that includes a 
representative sample of 500 leading operating companies in the US economy to create a 
broad market portfolio representing approximately 75% of the market capitalization of US 
public equities. 

Standard & Poor’s 1500 Index 

An index maintained by the Standard & Poor’s Index Committee that combines the S&P 500, 
S&P MidCap 400, and S&P SmallCap 600 indices to create a broad market portfolio 
representing approximately 90% of the market value of US public equities. 
 
 


