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Corporate Profile

The Public Sector Pension Investment Board (PSP Investments) is a Crown corporation

established to invest in capital markets the net contributions received after April 1, 2000 from

the pension plans of the Federal Public Service, Canadian Forces and Royal Canadian Mounted

Police (Plans). PSP Investments operates at arm’s length from the federal government. Its statu-

tory objectives are to manage the funds entrusted to it in the best interests of the contributors

and beneficiaries of the Plans and to maximize investment returns without undue risk of loss. 

Highlights — Fiscal Year 2004

• Consolidated net assets increase 76% to $14.2 billion

• Total portfolio return is 26.1% compared to the Policy Benchmark return of 25.4% for the year

• Gordon J. Fyfe is appointed President and CEO

• Investments in new asset classes initiated

• Key security-related systems for disaster recovery and business resumption put in place

• Number of employees increases from 29 to 35
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Fiscal Year 2004 Objectives Status

• Ensure continuity during the transition to a new CEO. √

• Develop strategies for investments in new asset classes.

• Establish a comprehensive risk management process.

√ indicates objective was substantially or completely achieved 

Key Objectives for Fiscal Year 2005 

• Implement changes (asset classes and weights) to the Policy Portfolio following strategic review.

• Complete extensive review of value-added activities and implement changes.

• Ensure that the operations can support these new activities while maintaining quality, efficiency

and risk control.

• Implement a strong human resources process to support the growth of PSP Investments’ team.
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Annual Objectives

Began investing in 
derivatives, real estate
and small- and mid-cap 

U.S. equities

Development under way 
with full implementation 

in fiscal year 2005

The legislation governing PSP Investments requires the annual report to include its objectives for the fiscal
year under review, indicating to what extent they were met, and to state its objectives for the new fiscal year.
This information is summarized below.

Real Estate
$74,342

0.5%

Cash Equivalent
$95,455
0.7%

Foreign Equities
$3,941,679
27.7%

Fixed Income
$4,789,891
33.6%

Canadian Equities
$5,331,842

37.5%

Public Service
$10,205,922
71.7%

Canadian Forces
$2,969,369

20.9%

Royal Canadian
Mounted Police
$1,056,638
7.4% 

Plan Accounts’ Net Assets
(as of March 31, 2004)

($,000)
% of total net assets

Asset Allocation
(as of March 31, 2004)

($,000)
% of asset classes



New President and Chief Executive Officer in Place

Amongst all of the duties of the Board, our greatest single responsibility is to have effective leadership in

place. Therefore, I am pleased to formally welcome Gordon J. Fyfe, who was named President and Chief

Executive Officer of PSP Investments, effective October 15, 2003.

Mr. Fyfe brings to our organization solid experience gained during more than 20 years in the fields of

finance and investment in both the private and public sectors. Before joining PSP Investments, he was

President of CDP Capital, World Markets, and First Vice-President of CDP Capital in Montreal. Prior to that, he

was a Principal at TAL Global Asset Management. He also worked in New York and London for J.P. Morgan,

one of the world’s great financial institutions. The Board invited Mr. Fyfe to lead PSP Investments because

we believe he is an individual with the vision, management skills and financial expertise needed to guide

PSP Investments. 

I know I speak for my fellow Board members as well when I say that we look forward to working with

Mr. Fyfe and his colleagues on the PSP Investments’ management team.  

Effective Governance Advanced

Effective governance is another important obligation of the Board of Directors.

From the outset, our Board has emphasized the development of – and adherence to –policies and procedures

that reflect current best governance standards and practices.

The success of our efforts in that regard was confirmed in a recent review conducted by outside consultants

who specialize in board governance matters. After scrutinizing our Board’s governance practices, the con-

sultants commended PSP Investments for standards they consider to be among the highest in the indus-

try – an achievement that is particularly significant considering how recently we were established.

Those findings are also noteworthy in the context of today’s intensified focus on governance issues. This

was driven initially by a wave of corporate scandals, particularly in the United States, and followed more

recently by increasing expectations of Crown Corporations in Canada concerning governance matters. A

number of controversies that have arisen in our own sector, investment management, have made it clear

that we, too, must remain vigilant with regard to effective governance.

Governance-related initiatives during fiscal year 2004 included the establishment of an orientation program

for new Board members and the initiation of on-going formal training for directors to keep them abreast of

changes related to our industry. The training program is linked to the rollout of our revised investment

strategy. As well, PSP Investments’ internal control procedures were further enhanced at the Board’s behest.

We also reviewed and formalized a Directors’ Expense Policy and revised the Directors’ Compensation Policy.
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Chairperson’s Report

Paul Cantor, Chairperson



Nominating Process Reflects Stringent Focus on Qualifications

Of course, good governance involves much more than written procedures and adherence to them. It

requires a culture of governance that starts at the very top of an organization, with qualified directors who

are committed to the highest standards of ethical and business conduct. Our legislation calls for PSP Invest-

ments’ Board to have “a sufficient number of directors with proven financial ability or relevant work expe-

rience such that the Board will be able to effectively achieve its objectives”. In order to fulfill this mandate,

we need to identify, attract and retain directors with expertise that spans a wide range of discipline

– publicly-traded marketable securities; alternative investment markets such as private equities and real

estate; finance, including accounting, controls, corporate finance and actuarial science; risk management;

human resources; and public and government relations.

Obviously, no one individual possesses all those qualifications. Therefore, we seek to build a board whose

membership collectively encompasses the relevant knowledge and experience, utilizing a governance

process designed with that specific goal in mind.

We regularly review the competencies of current Board members – taking into account the length of

each member’s remaining term – in order to identify areas of expertise where gaps exist or are likely to

arise. This information is conveyed to a Board Member Nominating Committee, which is independent

from PSP Investments’ Board. The committee is chaired by Claude Lamoureux, President and CEO of the

Ontario Teachers Pension Plan, who is widely acknowledged as a leading practitioner of investment

management. Current and retired Federal public service employees representing the three pension plans

also sit on this committee.

The Nominating Committee retains an executive search firm to seek out potential Board candidates.

Nominations from all sources, including any that come through political channels, are first reviewed by the

executive search firm and then placed before the Committee. The Nominating Committee ranks the candi-

dates, based on an assessment of their strengths compared with the current needs of PSP Investments’
Board, and then forwards the list to the President of the Treasury Board who after review, submits it to the

Privy Council Office for consideration and appointment.

This comprehensive process has enabled PSP Investments to recruit directors of the highest caliber, fully

capable of discharging the responsibilities placed upon them. It is clear to me that there is direct linkage

between the excellence of our nominating process and the quality of our Board. Accordingly, I wish to

express my thanks to the Board Member Nominating Committee for its outstanding work.

Successful Meeting with Plan Representatives

Good communications are also key to effective governance. In November 2003, Mr. Fyfe and I had a very

successful meeting with representatives of the three Pension Plans, at which we reviewed the events of the

previous year and outlined our plans and objectives for fiscal year 2005. 
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Acknowledgements 

I would like to take this opportunity to thank my fellow Board members for their wise counsel and

support over the course of the past year. Particular thanks are due to two directors who have left our

ranks, Paul Haggis and Barbara Bender. Their contributions are greatly appreciated. I also wish to extend

a formal welcome to Jean Lefebvre of Montreal, who joined our Board in August 2003. Mr. Lefebvre has

been an asset management consultant and is a Fellow of the Canadian Institute of Actuaries.

We are also grateful to Danielle Morin, First Vice-President and Chief Financial Officer, who served as interim

CEO for several months prior to Mr. Fyfe’s appointment.

As PSP Investments enters its fifth year of operation, the Board intends to continue its focus on strong

governance, while overseeing the on-going development and implementation of strategies for investments

in new asset classes designed to enhance returns.

Paul Cantor

Chairperson
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PSP Investments was established to manage the cash contributions accumulated by the three Pension Plans

after April 1, 2000, in a manner designed to maximize returns without undue risk and provide investment

returns sufficient to minimize the need for increased contributions from the government or employees going

forward. The Chief Actuary of Canada determines what level of return is required to meet plan liabilities and

it is PSP Investments’ role to determine how best to achieve the requisite returns without assuming undue

risks – and then to deliver from a performance standpoint.

To that end, PSP Investments is undertaking a thorough analysis and assessment of the organization’s
capabilities in all areas – systems, investment products, personnel and skills sets, as well as outside part-

ners – to ensure that we have the necessary tools to meet PSP Investments’ commitments.

Upon joining PSP Investments in October 2003, one of my first priorities was to review PSP Investments’
“total portfolio” approach – that is the combination of market risks and active management risks considered

most appropriate to achieving our objectives. PSP Investments is seeking to improve the mix of assets that

comprise our Policy Portfolio, in terms of inherent market risks and returns, as well as our investment

approach to adding value.

Increased Diversification Key to Reduced Volatility

PSP Investments will further diversify its mix of investment asset classes – which up to now has been

focused on public equities and Canadian fixed income vehicles – in recognition of the fact that different

economic conditions will favor different asset classes (See page 1). In other words, if we wish to manage

risks and reduce the volatility of returns, we must ensure that PSP Investments has a sufficiently wide and

diversified range of investments so that at any given point in time there will be a balanced portfolio

performance.

In addition, PSP Investments can take advantage of its long-term, positive net cash-inflow position 

(projected at 25 years) by allocating an appropriate portion of the total investment portfolio to alternative

investment classes such as Real Estate, Private Equities and Infrastructure that provide diversification, inflation

hedges and premium returns, notwithstanding their long-term and less liquid investment characteristics.
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President’s Report

Gordon J. Fyfe, President and Chief Executive Officer

I welcome the opportunity to serve as President and Chief Executive Officer of the Public Sector Pension
Investment Board (PSP Investments) and I am excited about PSP Investments’ prospects.

We will build a management team that will enable PSP Investments to properly manage its growth and
become a leading pension investment organization – with assets of $100 billion projected within the
decade – while providing excellence in terms of performance, controls and governance, in what is expected to
be an increasingly challenging investment environment.



A Look Back at Fiscal Year 2004

Before elaborating further on PSP Investments’ strategy for the future, I would like to provide an overview of

our investment performance for fiscal year 2004. PSP Investments produced a net gain of $2.15 billion and a

rate of return of 26.1% for fiscal year 2004, which is 0.7% above the Policy Benchmark return of 25.4%. These

results reflect generally favourable market conditions as well as the successful efforts of our investment 

managers, who deserve congratulations for a job well done.

We initiated in fiscal year 2004 the development of strategies for investments in two new asset classes,

Private Equities and Real Estate, which had been approved by the Board of Directors in November 2002.

We made our first investment in real estate in October 2003, through two pooled funds.

We also began managing our currency exposures in fiscal year 2004, which had a positive impact on 

our results. As well, there was an allocation made to small- and mid-cap U.S. equities. We initiated a secu-

rities lending program designed to generate additional revenues, which incorporates stringent provisions to

minimize any risk of potential defaults.

A number of noteworthy initiatives were undertaken to further enhance PSP Investments’ capabilities with

regard to administration, systems and controls. In the vital area of corporate risk, we implemented more

stringent security measures to safeguard information and electronic data, while instituting formalized 

disaster recovery and business resumption plans. In addition, we reviewed our disclosure procedures and

controls to ensure that they are in full compliance with recent changes to Canadian reporting and regula-

tory requirements, and completed planning for a “special examination” of systems and practices that will

be initiated during fiscal year 2005 in accordance with the legislation governing PSP Investments. It is

mandatory that such an examination be carried out at least once every six years.

The Path Ahead

As I indicated above, our aim going forward is to further diversify PSP Investments’ portfolio and expand

its pool of expertise so that we will be able to exceed performance norms even when the investment

climate is less favorable. 

Subsequent to the fiscal year-end, we completed a comprehensive review of the asset mix, including test-

ing the sensitivity of the liabilities to different scenarios, with the aim of achieving additional portfolio diver-

sification. Results of this review will provide guidance not only in terms of which alternate asset classes to

invest in, but also how they will contribute to overall portfolio performance and help minimize volatility.

We will provide recommendations for the Board’s consideration regarding requisite amendments to the

Statement of Investment Policies, Standards and Procedures that may be required in this regard. We also

are rethinking our exposure to active management risks and how we add incremental value to PSP Invest-

ments’ Policy Portfolio. We want to be less dependent on the direction of financial markets for generating

added value. As well, we wish to reduce our dependence on those public equity and bond markets which

are exhaustively analyzed and extremely efficient, looking instead to extract value from less efficient markets.

The active portion of PSP Investments’ portfolio will be managed in a manner designed to maximize risk-

adjusted returns, within established risk parameters and policy guidelines. This means we must be able to

quantify the expected risks, decide how much of each risk we are willing to assume and take steps to

ensure that we will be adequately rewarded for the level of risk involved.

Accordingly, we are incorporating a modern risk management and risk budgeting process into the manage-

ment of the funds, which will enable us to better understand and oversee potential downside risks.
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Team Building

We continue to assemble our team: Mr. Pierre Malo joined PSP Investments in December 2003 as Vice

President, Investments. Mr. Derek Murphy was appointed First Vice President, Private Equity effective March

31, 2004, and Mr. André Collin will join us as First Vice President, Real Estate Investments on May 17, 2004.

We also have retained an external investment manager for enhanced indexed Canadian equities.

Our policy is to be highly selective – to seek out, attract and retain the very best people, wherever they

might be, both in terms of PSP Investments staff and outside investment managers. If we are to succeed in

that regard, we must provide employees with a stimulating, rewarding work environment and see that they

are appropriately compensated. That said, I want to note that we are committed to ensuring that the incen-

tive portion of the investment managers’ remuneration is properly aligned with the interests of PSP Invest-

ments – and that it is based on performance over a sufficiently long period to reflect the consistency of results

achieved.

Our aim is to foster a PSP Investments’ culture that is opportunistic and open to fresh ideas, as befits

a dynamic and fast-growing organization, while adhering to the very highest governance and ethical

standards. It is vital for us – not just as individuals, but as a team – to be receptive to new approaches

and willing to put forth the efforts required to understand and apply them.

Acknowledgements

In conclusion, I would like to take this opportunity to thank the Board for its support, which made settling into

a challenging new job easier than it might otherwise have been. I would also like to thank our employees

and partners for their hard work and contributions to a successful year. Finally, I wish to reiterate

PSP Investments’ commitment to work diligently to achieve the sustained high-level performance that I am

confident we are capable of delivering and which plan participants have every right to expect.

Gordon J. Fyfe

President and Chief Executive Officer
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Market Performance

Fiscal year 2004 was a buoyant period for financial markets. Investor confidence was restored by a

stronger than expected recovery of the U.S. economy combined with the U.S. Federal Reserve’s accom-

modative monetary policy. A sharp rise in corporate profits was driven by the productivity efforts made

during the downturn. The corporate financial situation has considerably improved thanks to the strong cash

flows and the control of capital spending. The risk aversion of financial participants that prevailed in prior

years has evaporated, as illustrated by a sharp decrease in corporate bond spreads.

Canadian equity markets, strongly weighted in resources companies, clearly benefited from the bout 

of fever in raw material and gold prices. European equity markets were caught in the uptrend, although

economic conditions deteriorated in the euro zone. Hopes of a Japanese economic recovery following its

prolonged weakness also stimulated equity markets.

On the interest rate front, the U.S. Federal Reserve has remained concerned about the risk of seeing 

disinflation turn into deflation. Its discount rate was reduced to an historic low of 1%. The Bank of Canada

and European central banks followed suit. Nevertheless, money and bond markets reflected greater tension

in the face of a massive injection of liquidity into the world economy as well as the expansion of budget

deficits and inflation of raw material prices. Bond interest rates clearly found a bottom in 2003, while the

yield curve steepened.

The U.S. dollar continued to depreciate over the course of the year under the influence of the reflation

orchestrated by the U.S. Federal Reserve and the worries created by the worsening U.S. current account

deficit. The U.S. dollar decreased by 10.7% against the Canadian dollar and by 11.2% against the euro.

The Canadian equity market ended the fiscal year with a 37.7% return for the S&P/TSX Composite index.

During the same period, foreign market returns (in Canadian dollars) were 20.7% for the Standard and

Poor’s 500 index and 40.8% for the MSCI EAFE index. The Canadian fixed income market generated positive

returns as evidenced by the 10.8% return for the Scotia Capital Universe index.
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Fiscal Year 2004 Results
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The Public Sector Pension Investment Board (PSP Investments) completed its fourth year of operation 
on March 31, 2004. During that period, it received $3.7 billion in net contributions from the Public Service,
Canadian Forces and Royal Canadian Mounted Police pension funds. Cash inflows of varying amounts were
received several times a month and invested as soon as possible in a policy neutral manner. On a consoli-
dated basis at the fiscal 2004 year-end, 37.5% of assets were invested in Canadian equities, 27.7% in 
foreign equities, 34.3% in Canadian fixed income securities, and 0.5% in real estate. The market value of
invested assets as of March 31, 2004 totaled $14.2 billion, compared with $8.1 billion a year earlier. 



Investment Results

In fiscal year 2004, the consolidated plan account produced income of $2.462 billion, before expenses.

This compares with a loss of $920 million in fiscal year 2003.

Performance Measurement and Evaluation

We use rigorous performance measurement as an essential tool for management to evaluate its internal

and external managers. It is also the tool used by the Board of Directors and other stakeholders to evaluate

the performance of PSP Investments.

Benchmarks

• Each asset class has a benchmark defined in PSP Investments’ Statement of Investment Policies,

Standards and Procedures (SIP&P).

• The rate of return for each asset class is compared against the relevant benchmark rate of return.

• A combined Policy Benchmark has been created from the asset class benchmarks and asset class 

weights established in the SIP&P.

• The total fund return is compared to the Policy Benchmark return.

One-Year Four-Year (annualized)

Portfolio Benchmark Portfolio Benchmark 
Returns Returns Returns Returns

% % % %

Canadian Equities 36.1 37.7 0.5 1.1 S&P/TSX

Foreign Equities 30.7 28.8 (6.6) (6.5) S&P500 & MSCI EAFE*

Real Estate 3.6** 2.5** — — CPI + 4%

Fixed Income 10.9 10.8 8.5 8.3 SC Bond Universe

Cash Equivalents 3.2 3.0 3.5 3.1 SC 91 day T-bill

Total Return *** 26.1 25.4 1.8 1.9 Policy Benchmark****

These are time-weighted rates of return, before fees and expenses, for the consolidation of the three pension plan accounts. They are 
calculated in accordance with the mandatory requirements set forth by AIMR***** and audited as such.

* In Canadian dollars, weighted by market capitalization.

** Started in fiscal year 2004.

*** Includes the impact of the currency overlay activities.

**** Based on weights in the Investment Policy. See Page 11.

***** Association for Investment Management and Research.

Rates of Return on Consolidated Pension Plan Account (as of March 31, 2004)
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Rate of Return

The rate of return for the consolidated pension plan account in fiscal year 2004 was 26.1%. This reflected

a 36.1% rate of return for Canadian equities, a 30.7% rate of return for foreign equities, a 10.9% rate of

return for fixed income, a 3.6% rate of return for real estate, a 3.2% rate of return for cash equivalents and

the impact of our currency overlay activities.

This compares to a rate of return of 25.4% for PSP Investments’ Policy Benchmark (see Benchmarks –Page 9)

and a (13.5)% rate of return recorded by PSP Investments in fiscal year 2003. 

The performance of the currency overlay program was the biggest factor in the overall outperformance of

the Consolidated Pension Plan Account. In April 2003, the decision was made to partly hedge exposure to

the U.S. dollar. A subsequent drop in the value of the U.S. dollar led to significant added value for the Account.

The underperformance in Canadian Equities was generally attributable to managers holding higher-quality

securities in their portfolios, whereas the market was led by rising prices of more speculative securities.

Returns and benchmarks for each pension plan account are presented in the Notes to their respective

financial statements.

Changes in Net Assets

The Consolidated Pension Plan Account began fiscal year 2004 with net assets of $8.1 billion at market value.

Consolidated net contributions during the fiscal year added $3.7 billion. After factoring in the net income from

operations, consolidated net assets as of the fiscal 2004 year-end were $14.2 billion at market value.

Expenses

The cost of operating PSP Investments during fiscal year 2004 totaled $21.1 million, compared to

$13.0 million in fiscal year 2003. The total expenses are comprised of operating expenses ($12.1 million in

fiscal year 2004 versus $9.0 million in 2003) and external investment management fees ($9.0 million in

fiscal year 2004 versus $4.0 million in fiscal year 2003). The higher costs can be attributed mainly to the

growth in assets under management, the undertaking of several significant information-technology related

projects and the hiring of senior individuals.

Total expenses amounted to 0.186% of average assets or 0.107% of average assets, when external

investment management fees are excluded.

External investment management fees increased because of the significant growth in assets (76%) and

the high proportion of those assets allocated to external managers.

Expenses will continue to increase in fiscal year 2005. External investment management fees will rise as

a consequence of the expected growth in PSP Investments’ assets and the high proportion that will again

be allocated to external active managers. There will also be a substantial increase in operating expenses,

reflecting the hiring of additional staff to support the implementation of new investment strategies, the entry

into specialty asset classes such as private equities and real estate and the amortization of investment in

major new technology systems.

We remain vigilant about expenses and are committed to maintaining tight financial controls. PSP Invest-

ments’ longer-term plan targets a lower ratio of expenses to average assets, excluding external investment

management fees. The magnitude of future fees and costs will depend on the nature of the new asset

classes in which PSP Investments will invest.
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Investment Objectives

The mission of PSP Investments is set out in section 4 of the Act:

• to manage funds in the best interests of contributors and beneficiaries under the Plans; and 

• to maximize returns without undue risk of loss.

Based on these statutory objectives, the following investment objectives were established:

1. Achieving a return (net of expenses) at least equal to the actuarial rate of return as determined

by the Chief Actuary of Canada; and

2. Achieving a return exceeding the Policy Benchmark return by 0.50% (with a minimum value-

added component equal to expenses).

These two objectives were achieved in fiscal year 2004.
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Investment Policy and Strategy

Target Range
% %

Canadian Equities 35.0 30 – 40 S&P/TSX

Foreign Equities 30.0 25 – 35* Customized**

Real Estate *** 0.5 0 – 5 CPI + 4%

Fixed Income 31.5 27 – 37 SC Bond Universe

Cash Equivalents 3.0 0 – 10 SC 91-day T-bill

* Foreign equity exposure cannot exceed 30% at book value, but can be higher at market value.

** S&P 500 and EAFE indices weighted according to market capitalization. Emerging markets will be included in the benchmark when invest-
ments are made in those markets. (EAFE is the MSCI Europe, Australasia and Far East Index).

*** Investments in real estate assets reduce the portion of asset invested in fixed income assets. Over time, real estate will represent up to 5%
of total assets.

Asset Mix Policy at Market Value (for fiscal year 2004)

This section summarizes the statutory investment objectives of the Public Sector Pension Investment Board
(PSP Investments) as well as the policy and strategy being utilized to achieve those objectives. The policy
remained unchanged during fiscal year 2004 but some strategies were implemented during the year, which
resulted in investments being made in real estate, small- and mid-cap U.S. equities, enhanced indexing of
Canadian equities and derivatives for a total of $1.214 billion at fair value. A review of our strategy, taking
into account liability sensitivity testing, was completed at the end of the fiscal year and is likely to lead to
revisions to the investment policy and strategies in fiscal year 2005.



Asset Mix Policy

PSP Investments’ assets are managed in accordance with the Long-Term Asset Mix Policy. The policy 

currently provides for the assets to be invested as follows: 35% in Canadian equities; 30% in foreign equities

(the maximum allowed pension funds under the Income Tax Act); 34.5% in Canadian fixed-income vehicles

and cash equivalents and 0.5% in real estate investment. In fiscal year 2003, the Board authorized a 

broadening of the total portfolio to include new asset classes, including private equities and real estate. 

Balance Between Active and Passive Investment Management

Passive investment management entails replicating recognized market indices by purchasing shares

and/or investing in Index funds that purchase shares – or other securities, as the case may be – in the same

proportion they are represented in the relevant index. With active management, investment professionals

can increase or reduce exposure to certain securities based on the perceived risk/return profile. The aim is

to outperform the relevant market indices and thereby enhance PSP Investments’ ability to maximize

returns over time, without undue risk of loss. 

Over the first three years of its history, PSP Investments shifted from being 100% in passive investment

management to 51.5% at the beginning of fiscal year 2004 and 54% as at March 31, 2004.

During the course of the latest fiscal year, the split between actively and passively managed investments

did not change substantially. The overall percentage of actively managed assets went from 48.5% at the

beginning of the year to 46% at the end of fiscal year 2004. However, there were changes within both

actively and passively managed asset groups. 

On the indexed side, for example, 17% of the total Canadian – Equity portfolio is now managed with an

enhanced mandate. Furthermore, we started investing in small- and mid-cap U.S. equities.

On the active side, we commenced investing in real estate assets and currency options, part of a broader

strategy of managing currency. A smaller portion of our U.S. equities portfolio is managed actively.

Investment Risk Management

Investment risk is managed by a multi-faceted system of checks and balances to limit the risks inherent

in PSP Investments’ activities, as well as by a risk measuring activity.

The first set of activities entails controlling and monitoring both the overall percentage of assets allocated

to active management and the amounts entrusted to individual managers to reflect the degree of risk asso-

ciated with the individual managers’ styles. Policies to manage credit, market and financial risks have been

in place since PSP Investments began operating. For instance, the credit risk of bonds and cash equivalent

securities is managed by controlling the percentage held in lower rated securities, as measured by an exter-

nal credit rating agency. Interest rate risks associated with fixed income investing are managed through

diversification strategies. The currency option activity is monitored by means of a stop-loss program.

The second set of activities – risk measuring – involves a process supported by the appropriate information

and technology tools, and which measures and reports on the specific risks associated with each investment

portfolio. This activity enables the examination of various measures of absolute and relative risks at both the

portfolio and total fund levels.
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Cash Flow and Rebalancing

Over the course of fiscal year 2004, PSP Investments received $3.7 billion of new money to invest. This cash

flow represented 46% of the total assets of $8.1 billion at the beginning of fiscal year 2004. 

Cash flow is received several times a month in amounts ranging from relatively small sums to as much

as $380 million. Consequently, clear policies and procedures for investing cash flows are an important con-

sideration in the implementation of the overall investment policy. On receipt of cash flow, it is immediately

invested in the asset classes in such a manner that the resulting asset class weights of the asset mix are

not disturbed. 

The total portfolio’s rebalancing is triggered by a change in the overall equity weight. Discretion is used

to rebalance the total assets should the weights of the asset classes move outside the acceptable ranges.

However, new contributions will not be invested in such asset classes until the weights of those asset classes

fall within the acceptable ranges.
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Legislated Mandate
The legislated mandate of PSP Investments is:

• To manage funds received “in the best inter-

ests of the contributors and beneficiaries” of

the three Plans; and

• To invest “with a view to achieving a maxi-

mum rate of return without undue risk of

loss, having regard to the funding, policies

and requirements of the Plans… and the

ability of those Plans to meet their financial

obligations.”
The legislation states that PSP Investments shall

not, directly or indirectly, carry on any business or

activity or exercise any power inconsistent with

these objectives.

Relationship to Pension Plans
Effective April 1, 2000, the Federal Government

created three new pension funds – one each for the 

existing Public Service, Canadian Forces and Royal

Canadian Mounted Police (RCMP) pension plans.

These pension funds receive the employer and

employee contributions in respect of each plan to

provide for liabilities for service after April 1, 2000.

The balances (that is, contributions after the pay-

ment of benefits accrued since April 1, 2000 and

after plan administration expenses) are transferred

to separate accounts at PSP Investments, to be

invested in financial markets.

The government is the sponsor and administrator

of the Plans. The President of the Treasury Board is

responsible for the Public Service Plan, the Minister

of National Defence for the Canadian Forces Plan,

and the Minister of Public Safety and Emergency

Preparedness for the RCMP Plan.

The President and CEO and the Chairperson meet

once a year with the Advisory Committees of the Plans.

On-going communication is also in place with the Chief

Actuary of Canada.

PUBLIC SECTOR PENSION INVESTMENT BOARD
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Effective governance is essential in order to safeguard the capital entrusted to the Public Sector Pension
Investment Board (PSP Investments) and to ensure that appropriate objectives are pursued and achieved in
the fulfillment of its legislated mandate.

This section of the Annual Report presents pertinent information on PSP Investments’ mandate, the role 
of the Board of Directors and key policies designed to guide the organization’s activities and behavior. 

The Committees of the Board dealt diligently with all regular matters related to their respective Terms of Refe-
rence. More specifically, the following initiatives were undertaken in fiscal year 2004: amendments to the Code
of Conduct to incorporate a “whistle-blowing” provision; the introduction of an orientation program for new
directors as well as on-going training for Board members; revisions to the Directors’ Compensation Policy;  for-
malization of existing expense controls and procedures into a formal Directors’ Expense Policy; and initiation
of the Special Examination required by the Act to take place every six years.



Accountability and Reporting 
PSP Investments’ President and CEO is appointed

by and reports to the Board of Directors. The Board

of Directors reports to Parliament through the Pres-

ident of the Treasury Board, who is responsible for

PSP Investments’ legislation and is required to table

its annual report in Parliament. PSP Investments is

required to provide quarterly financial statements

and the annual report to the President of the Trea-

sury Board, the Minister of National Defence and the

Minister of Public Safety and Emergency Prepared-

ness. Annual meetings with the Advisory Commit-

tees of the Plans are also part of PSP Investments’
reporting requirements.

Selection of Directors
A Board of Directors currently comprised of 10 mem-

bers, including the Chairperson, governs PSP Invest-

ments. The Governor in Council appoints all mem-

bers on the recommendation of the President of the

Treasury Board. Qualified candidates for the Board of

Directors are selected and recommended to the

President of the Treasury Board by an eight-member

nominating committee that operates at arm’s length

from the government. PSP Investments’ legislation

disqualifies as Directors, members of the Senate,

the House of Commons and provincial legislatures,

federal government employees and those entitled

to benefits from the three Plans (the list of current

Directors may be found on Page 58.) 

Biographical information about each of the Direc-

tors may also be viewed on PSP Investments’ Web

site: www.investpsp.ca under About Us – Board of

Directors.

Duties of Directors
In order to ensure that legislated and regulatory

objectives are met, the Board of Directors has

defined its role to include, among other responsi-

bilities, the following: 

• Appointment of the President and Chief Execu-

tive Officer (CEO);

• Approval of a written Statement of Invest-

ment Policies, Standards and Procedures;

• Approval of strategies for achieving invest-

ment performance objectives;

• Adoption of appropriate policies for the proper

conduct and management of PSP Investments,

including a Code of Conduct, Conflict of Inter-

est Procedures and risk management policy;

• Approval of human resources and compensa-

tion policies;

• Establishment of appropriate performance

evaluation processes for the Board of Directors,

the President and CEO and other members of

senior management;

• Preparation and approval of quarterly and

annual financial statements for each underly-

ing pension plan account and for PSP Invest-

ments as a whole.

Board Committees
The Board of Directors has established the following

four standing committees to assist in the fulfillment

of its obligations: 

• Investment Committee;

• Audit and Conflicts Committee;

• Governance Committee; and

• Human Resources and Compensation

Committee.

Recommendations of Board committees are sub-

ject to the approval of the full Board.

Two ad-hoc committees, a Management Commit-

tee and a Search Committee, were established in

March 2003, following the departure of the Presi-

dent and Chief Executive Officer. The Management

Committee and the Search Committee were

disbanded on August 7, 2003 following completion

of the search for a new President & Chief Executive

Officer. Furthermore, the subcommittee of the Invest-

ment Committee was disbanded in September 2003.

The Investment Committee is comprised of all the

members of the Board. The composition of the other

committees is set out on page 58 of this report. 

Further information relative to PSP Investments’
committees, including their specific terms of refer-

ence, may be viewed on PSP Investments’ Website:

www.investpsp.ca under Governance – Duties &

Responsibilities.

PUBLIC SECTOR PENSION INVESTMENT BOARD 15



Directors’ Compensation
The Board reviews directors’ compensation once

every two years and considers whatever changes

may be warranted based on a report and recom-

mendations provided by the Governance Commit-

tee. The most recent review was conducted in fiscal

year 2004. 

The approach to director remuneration adopted by

the Board, on the recommendation of the Gover-

nance Committee, reflects key requirements of the

Act, which state that: (a) the Board should include: a

“sufficient number of directors with proven financial

ability or relevant work experience such that the

Board will be able to effectively achieve its objec-

tives”; and (b) that directors’ compensation should

be set “having regard to the remuneration received

by persons having similar responsibilities and

engaged in similar activities”. 
To that end, the Governance Committee engaged

an independent compensation consultant to assist it

in identifying appropriate comparative groups and in

analyzing director remuneration data from those

groups. The Committee also collected and consid-

ered additional information with respect to other

persons having similar responsibilities and engaged

in similar activities.

Following the latest review, the Board approved

adjustments to directors’ compensation to take

effect April 1, 2004, for fiscal year 2005. Each direc-

tor will receive an annual retainer of $20,000 and

meeting fees of $1,500 for each Board of Directors’
meeting and $1,000 for each committee meeting.

However, only a single fee is paid when Board and

Investment Committee meetings are held concur-

rently. In recognition of the significant additional

time and responsibility demanded of the chairs of

Board committees, committee chairs receive an

additional retainer of $7,500 per year.

The Board Chairperson, who is responsible for the

effective overall operation of the Board and its activi-

ties – as well as for the relationship between the

Board and management, and for PSP Investment’s

reporting relationship to its stakeholders – will be

paid a total of $98,000 per annum in recognition of

those services, while foregoing all other retainers

and meeting fees. 

The Board met seven times during fiscal year 2004

and its Committees held 25 meetings. In recognition

of the added impact on Board members who are

not from central Canada, an additional fee of $1,000

is paid to Directors who attend a meeting in person

if their primary residence is not in Quebec or

Ontario. 

The compensation paid to Directors during fiscal

year 2004 is summarized in Note 8(a) to the finan-

cial statements of PSP Investments.

The Terms of Reference for the Board Chairperson

and for the Board of Directors may be viewed in

their entirety on PSP Investments’ Web site:

www.investpsp.ca under Governance – Duties &

Responsibilities.

Conflict of Interest Procedures
The Conflict of Interest Procedures for Directors are

intended to provide a workable process for identi-

fying, minimizing and resolving potential conflicts of

interest. They help ensure that Directors have a full

understanding and appreciation of PSP Investments’
principles and values to assist them in determining

appropriate business practices and behavior. 

The Conflict of Interest Procedures for Directors sets

out in detail the statutory and fiduciary duties of the

Directors relating to conflicts of interest. 

The Conflict of Interest Procedures include a

requirement for the provision of written notice by

Directors to the Board of Directors of the nature and

extent of the Directors’ interest in a transaction or

proposed transaction; prohibit Directors from voting

on a resolution or participating in a discussion relat-

ing to any transaction involving their interests;

require the disclosure of any other business activity

which, directly or indirectly, affects the activities of,

or is in competition with, PSP Investments; require

the abstention from voting and the physical absence

from discussions relating to any resolution if the

Director is a director, employee or consultant of the

bidder, has more than a 10% financial interest, when

the investment represents more than 5% of the

Director’s financial worth or an associate of the Direc-

tor’s household is a director or employee of the bid-

der. The Audit and Conflicts Committee of the Board

of Directors is responsible for monitoring the appli-

cation of these procedures.
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The Conflict of Interest Procedures may be viewed

in their entirety on PSP Investments’ Web site:

www.investpsp.ca under Governance – Conflict of

Interest Policy.

Assessment of Board Performance
The Regulations adopted under PSP Investments’

governing legislation require that the Board of

Directors set out in the annual report the procedures

in place for the assessment of its own performance.

A formal performance evaluation policy, adopted in

accordance with those requirements, focuses on

procedures designed to encourage frank and confi-

dential discussions between the Chairperson and

individual Directors, as well as between the Chair-

person and the President and CEO of PSP Invest-

ments. To facilitate the assessment process, guide-

lines for evaluating the Board of Directors’ perform-

ance are distributed once a year to every Director as

well as to the President and CEO. The guidelines

take the form of a questionnaire. Directors submit

their completed questionnaires to the Chair of the

Governance Committee, who summarizes the infor-

mation and presents it to the Board of Directors. The

discussion focuses on concerns and opportunities for

improvement, what is working properly or has

improved since previous assessments. This year, the

Board hired an outside consulting firm to assist the

Board in evaluating its effectiveness.

Code of Conduct 
In accordance with its governing legislation, PSP

Investments has a Code of Conduct for officers and

employees. As well as ensuring stringent compli-

ance with the relevant statutory requirements, the

Code serves as a framework that provides officers

and employees with a full understanding of the

organization’s corporate principles and values to

assist them in determining appropriate business

practices and behavior.

During fiscal year 2004, the Code was amended to

incorporate a new “whistle-blowing” provision,

designed to encourage officers and employees to

step forward and report any questionable practices.

Among other things, the Code deals with honesty

and integrity; compliance with the law; use of con-

fidential information; reporting of personal invest-

ment transactions; receiving or giving entertain-

ment, gifts and favours from or to third parties;

membership in and public representation of non-

profit and professional associations; and personal

use of PSP Investments’ resources, assets and facili-

ties. As well, PSP Investments maintains a restricted

list of securities in respect of which the organization

has confidential knowledge. Officers and employees

are prohibited from trading in securities on the

restricted list.

The Audit and Conflicts Committee is responsible

for monitoring the implementation and enforce-

ment of the Code.

The Code of Conduct may be viewed on PSP

Investments’ Web site: www.investpsp.ca under

Governance – Code of Conduct.

Investment Objectives
Clearly defined investment objectives help ensure

that the investment strategy followed by PSP

Investments is properly aligned with the funding

liabilities of the Plans. The objectives are as follows:

1. Achieving a return (net of expenses) at least

equal to the actuarial rate of return as deter-

mined by the Chief Actuary of Canada; and

2. Achieving a return exceeding the Policy

Benchmark return by 0.50% (with a minimum

value-added component equal to expenses).

PUBLIC SECTOR PENSION INVESTMENT BOARD 17
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Proxy Voting Guidelines
The Proxy Voting Guidelines are designed to

ensure that shares beneficially owned by PSP

Investments will be voted in accordance with its

investment policy and objectives. 

The Guidelines stipulate that PSP Investments will

be mindful of best corporate governance principles

when considering the merits of an issue and will

exercise its voting rights with a view to maximizing

the value of its shareholdings. The Guidelines focus

on four areas considered crucial in terms of their

potential impact on performance:

• the independence, size and effectiveness of

a company’s board of directors;

• management and directors’ compensation,

including stock options and incentive com-

pensation plans;

• takeover protection; and 

• shareholder rights.

The Guidelines apply equally to securities managed

internally and those held in portfolios managed for

PSP Investments by external managers. 

The Proxy Voting Guidelines may be viewed on

PSP Investments’ Web site: www.investpsp.ca
under Investments – Proxy Voting Guidelines.

Policy on Social and
Environmental Responsibility

The primary responsibility of PSP Investments is to

provide for the financial benefit of contributors and

beneficiaries of the Plans from which it receives

funds and to support the fulfillment of the pension

promise explicit in those Plans. That responsibility

notwithstanding, the Policy on Social and Environ-

mental Responsibility states that “the environmental

and social impact of the behavior of corporations…

may be one of a number of relevant factors that our

investment professionals would wish to take into

account in making investment decisions for the

Plans”.
The Policy on Social and Environmental Responsi-

bility may be viewed on PSP Investments’ Web site:

www.investpsp.ca under Investments – Policy on

Social & Environmental Responsibility.
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A
Act
The Public Sector Pension Investment
Board Act is the legislation which governs
PSP Investments.
Active Investment Management
Selecting individual investments or groups
of investments with the goal of earning
higher returns than the general market.
Active investment management can also
reduce portfolio risk.
AIMR Performance Standards
The Association for Investment Manage-
ment and Research (AIMR) is an interna-
tional, nonprofit organization of more
than 50,000 investment practitioners and
educators in over 100 countries. On May 9,
2004 AIMR changed its name to “CFA
Institute”. The investment performance
standards of AIMR are ethical principles
and guidelines that promote uniformity in
reporting investment performance. 
Annual Report
A publication that includes the audited
financial statements of an organization as
well as management’s discussion and
analysis (MD&A) of its financial results
and operations. PSP Investments’ annual
report must be issued within 90 days of
its March 31 year-end and tabled by the
President of the Treasury Board in the
House of Commons.
Annualized Rate of Return
A rate of return expressed over one year,
although the actual rates of return being
annualized are for periods longer or shorter
than one year.
Asset Mix
The proportion of assets invested in cash,
fixed income securities, equities and other
asset classes. Asset mix should reflect 
an investor’s investment goals and risk 
tolerance. As a rule, investors with long-
term needs can tolerate the higher risk of
equities compared to fixed income securi-
ties in the expectation of higher returns.
Consequently, their asset mix may be
weighted more heavily to equities.
Asset Mix Policy
Policy setting the guidelines for the 
management of the asset mix needed to
achieve an expected level of investment

returns. Pension funds set their asset mix
policy to ensure that investment returns
plus plan member contributions are suffi-
cient to pay all current and future pension
benefits. In making our investment deci-
sions, we take into consideration the
financial obligations of the three public
sector pension funds for which PSP Invest-
ments invest money.

B
Basis Point
One-hundredth of a percentage point. 
The difference between 5.25 per cent and 
5.50 per cent is 25 basis points.
Benchmark
A standard against which rates of return
can be measured, such as stock and bond
market indexes developed by stock
exchanges and investment dealers.
Business Resumption Plan
Corporate plan to ensure the maintenance
of essential business operations while
recovering from a significant disruption.
The Business Resumption Plan and 
the Disaster Recovery Plan combined
ensure that the corporation maintains its
essential activities while rebuilding the 
infrastructure of the corporation.

C
Cash Equivalents
Short-term, highly liquid securities (e.g.
commercial papers, treasury bills, de-
mand notes) with a term to maturity of
less than one year from the date of issue.
These investments are relatively easy to
convert into cash.
Cost Value (or Book Value)
The purchase price, or original cost, of an
investment.
Custodian
An independent organization entrusted
with holding investments on behalf of the
owner. The custodian maintains the finan-
cial records for the investments and may
perform other services for the owner as
well.

D
Derivatives
Financial contracts that derive their value
from an underlying asset or index, such as
an interest rate or foreign currency

exchange rate. For example, a derivative
contract based on the S&P 500 Index of
large U.S. stocks fluctuates in value with
the index, but involves buying one con-
tract rather than each stock in the index.
Derivatives can be less expensive and
easier to acquire than the underlying
assets. They can be used to manage risk,
reduce cost and enhance returns. Some
common derivatives are forwards, futures,
swaps and options.
Disaster Recovery Plan
Corporate plan to address information
technology disruption by identifying, 
documenting and testing processes 
aiming to facilitate recovery of technology
capabilities.
Diversification
A strategy to spread investment risk
among different asset classes (stocks and
bonds), different types of assets (public
and private equities), among securities
(different stocks), among economic sec-
tors (financial services and natural
resources) and among different countries.

E
Equities (or Stocks)
Financial instruments that represent an
ownership interest in a corporation, as
well as a claim to proportionate shares of
that corporation’s assets and earnings. 

F
Fair Value (or Market Value)
The most recent price at which a security
transaction took place.
Fiscal Year
A company’s accounting or financial
reporting year. Our fiscal year commences
April 1 and ends March 31.
Fixed Income Securities
Securities, such as bonds, mortgages,
debentures and preferred shares, that 
generate a predictable stream of interest
by paying a fixed rate of return until a spe-
cific date, maturity or redemption.
Foreign Currency Risk
The risk that an investment’s value will be
affected by changes in exchange rates.
International investments cause investors
to face the risk of currency fluctuations.
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I
Index 
A broad-based measurement of a general
market trend. Called an index because it is
designed to reflect not only price changes,
but value changes as well.
Index Fund
An investment fund that closely replicates
the return of a market index.
Infrastructure
Long duration assets – like highways, utili-
ties, transportation, and pipelines – expect-
ed to produce low-volatility returns with a
cash component similar to that of the
fixed income markets.
Investment Management Fee
A fee that the manager of a fund charges
for managing the portfolio and operating
the fund. The fee is usually set as a fixed
percentage of the fund’s net asset value. 

M
Market Risk
Market risk is the risk that the value of an
investment will fluctuate as a result of
changes in market prices, whether those
changes are caused by factors specific 
to the individual investment, or factor
affecting all securities traded in the market.
MSCI EAFE Index
A stock index created by Morgan Stanley
Capital Inc. (MSCI) to measure the returns
of investments in Europe, Australasia 
and the Far East. It contains stocks from 
21 countries, including Japan, Australia,
Hong Kong, New Zealand, Singapore, the
U.K. and the Euro zone countries.

O
Option 
A derivative contract that grants the
owner the right, but not the obligation,
either to buy or sell a specified quantity of
an asset at a fixed price on or before a
specific date.

P
Passive Investment Management
A strategy designed to replicate a market
index return by gaining exposure to indi-
vidual securities in proportions that closely
resemble their composition in an under-
lying index.
Pension Plan Account 
(or Plan Account)
Separate account established by PSP
Investments for each of the pension plan
funds to receive the pension fund’s net
contributions as well as the allocation of its
investments and the results of its opera-
tions. There are three (3) pension plan
accounts, one for each pension plan fund.

Pension Plan Fund
Created effective April 1, 2000 by the 
federal government to receive the
employer and employee contributions in
respect of the pension plans to provide for
liabilities for service after April 1, 2000.
There are three (3) pension plan funds,
one for each of the Public Service Pension
Plan; the Canadian Forces Pension Plan
and the Royal Canadian Mounted Police
(RCMP) Pension Plan.
Pension Plans (or Plans)
The pension plans of the federal Public
Service, the Canadian Forces and the
Royal Canadian Mounted Police.
Plan Liabilities
Plan liabilities represent the financial obli-
gations of a pension plan relative to the
benefits earned by the plan participants.
The liabilities correspond to the value cal-
culated by the pension actuary of all
future benefits accrued as of the date of
valuation.
Policy Portfolio
The asset mix, set by the Board of Direc-
tors, identifying how the funds managed
should be allocated between different
asset classes (example: cash, fixed income
securities, equities, real estate, …) 
Portfolio
A group of investments, such as equities
and bonds and possibly financial instru-
ments such as derivatives grouped for
investment purposes.
Private Equity 
Ownership interest in assets that do not
trade on public exchanges or over the
counter.
Proxy Voting Rights
Written authorization by a shareholder for
someone else to represent them and vote
their shares at a shareholders’ meeting,
generally under stipulated guidelines or
conditions.

R
Return (or Rate of Return)
The percentage change in assets in a 
particular period, consisting of income
(such as interest, dividends or rent), plus
realized and unrealized capital gains or
capital losses. 
Risk 
The future chance or probability of loss in
relative (that is, versus a benchmark) or
absolute terms.
Risk-Adjusted Return 
A measure of investment return adjusted
to reflect the risk that was assumed to
produce that return.

S
Scotia Capital Debt Market Indices
A series of indices created and maintained
by Scotia Capital to measure the per-
formance of Canadian bond and money

markets. The Universe Index includes all
marketable Canadian bonds with a term to
maturity greater than one year, and is a
broad measure of the performance of the
Canadian bond market. The 91-Day T-Bill
Index is one of a number of money market
indices maintained by Scotia Capital.
Social Investing
An investment process that uses screens to
select or avoid investing in certain compa-
nies or industries to reflect religious, eco-
nomic, political, social or personal priorities. 
S&P/TSX Composite Index
The most diversified Canadian market
index representing almost 90 percent of
the capitalization of Canadian-based com-
panies listed on the TSX. A committee of
the Toronto Stock Exchange and Standard
and Poor’s selects companies for inclusion
in the S&P/TSX Composite Index.
Standard and Poor’s 500 Composite
Index (S&P 500 Index)
A U.S. index consisting of 500 stocks cho-
sen for market size, liquidity and industry
group representation. It is a market-value-
weighted index (stock price times number
of shares outstanding), with each stock’s
weight in the Index proportionate to its
market value. The Standard & Poor’s com-
pany selects stocks for inclusion in the
index.
Statement of Investment Policies,
Standards and Procedures 
(or Investment Policy)
A written investment policy approved by
the Board of Directors, and reviewed at
least annually, relating to each pension
plan fund. This is a requirement under
paragraph 7(2) (a) of the Act. It addresses
matter such as categories of investments;
use of derivative products; asset diversifi-
cation and expected investment returns;
management of credit, market and other
financial risks; liquidity of investments;
lending of cash and securities; evaluation
of investments that are not regularly 
traded on a public exchange; and the 
exercise of any voting rights that PSP
Investments has through its investments.

T
Time-Weighted Rate of Return
A return calculation methodology that
eliminates the impact of cash flows into
(or out of) a portfolio. This methodology
recognizes the fact that managers have
no control over the size and timing of cash
flows.

V
Volatility Generally refers to variability
(in frequency and magnitude) of returns
around an average or reference point over
a period of time.
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Management’s Responsibility for Financial Reporting
The financial statements of the Public Sector Pension Investment Board (“PSP Investments”) have been

prepared by management and approved by the Board of Directors. The financial statements have been pre-
pared in accordance with Canadian generally accepted accounting principles. Management is responsible
for the contents of the financial statements and the financial information contained in the annual report.

PSP Investments maintains records and systems of internal control and supporting procedures to provide
reasonable assurance that PSP Investments’assets are safeguarded and controlled, and that transactions
are in accordance with the Public Sector Pension Investment Board Act, the accompanying regulations, the
by-laws, and the Statement of Investment Policies, Standards and Procedures.

The Audit and Conflicts Committee assists the Board of Directors in discharging its responsibility to approve
the annual financial statements. The Committee meets regularly with both management and the external
auditors to discuss the scope and findings of audits and other work that the external auditors may be
requested to perform from time to time, to review financial information, and to discuss the adequacy of
internal controls. The Committee reviews the annual financial statements and recommends them to the
Board of Directors for approval.

The PSP Investments’external auditors, Deloitte & Touche LLP, have conducted an independent examina-
tion of the financial statements in accordance with Canadian generally accepted auditing standards, per-
forming such tests and other procedures as they consider necessary to express an opinion in their Auditors’
Report. The external auditors have full and unrestricted access to management and the Audit and Conflicts
Committee to discuss findings related to the integrity of PSP Investments’ financial reporting and the
adequacy of internal control systems.

Gordon J. Fyfe Danielle G. Morin
President and Chief Executive Officer First Vice President and Chief Financial Officer
May 6, 2004 May 6, 2004

Investment Certificate
The Public Sector Pension Investment Board Act (the “Act”) requires that a certificate be signed by a

director on behalf of the Board of Directors, stating that the investments of the Public Sector Pension
Investment Board (“PSP Investments”) held during the year were in accordance with the Act and PSP
Investments’ investment policies, standards and procedures. Accordingly, the Investment Certificate follows:
“The investments of PSP Investments held during the year ended March 31, 2004, were in accordance

with the Act and PSP Investments’Statement of Investment Policies, Standards and Procedures.”

Paul Cantor
Chairperson
May 6, 2004
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Auditors’Report

To the Board of Directors of
Public Sector Pension Investment Board – Public Service Pension Plan Account

We have audited the Balance Sheet and the Statement of Investment Portfolio of the Public Sector
Pension Investment Board – Public Service Pension Plan Account (the “Public Service Pension Plan
Account”) as at March 31, 2004 and the Statements of Net Income (Loss) and Accumulated Net Income
(Loss) from Operations and of Changes in Net Assets for the year then ended. These financial statements
are the responsibility of the Public Sector Pension Investment Board’s (“PSP Investments”) management.
Our responsibility is to express an opinion on these financial statements based on our audit.

We conducted our audit in accordance with Canadian generally accepted auditing standards. Those stan-
dards require that we plan and perform an audit to obtain reasonable assurance whether the financial
statements are free of material misstatement. An audit includes examining, on a test basis, evidence sup-
porting the amounts and disclosures in the financial statements. An audit also includes assessing the
accounting principles used and significant estimates made by management, as well as evaluating the 
overall financial statement presentation.

In our opinion, these financial statements present fairly, in all material respects, the financial position of
the Public Service Pension Plan Account and the investments held as at March 31, 2004 and the results of
its operations and of changes in its net assets for the year then ended in accordance with Canadian 
generally accepted accounting principles.

Further, in our opinion, the transactions of the Public Service Pension Plan Account that have come to our
attention during our audit of the financial statements have, in all significant respects, been in accordance
with the Public Sector Pension Investment Board Act (the “Act”) and the by-laws.

Further, in our opinion, the record of investments kept by PSP Investments’management pursuant to
paragraph 35 (1) (c) of the Act fairly presents, in all material respects, the information required by the Act.

Chartered Accountants
Toronto, Ontario
April 30, 2004

Public Service Pension Plan Account
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Public Service Pension Plan Account
Balance Sheet
As at March 31

2004 2003
($,000) ($,000)

ASSETS
Investments – at fair value (Note 2) 10,204,912 5,755,424
Other assets (Note 3) 2,284 1,316
Due from the Canadian Forces Pension Plan Account (Note 6a) 1,268 1,257
Due from the Royal Canadian Mounted Police Pension Plan

Account (Note 6a) 452 442

10,208,916 5,758,439

LIABILITIES
Accounts payable and accrued liabilities 2,994 1,607

NET ASSETS 10,205,922 5,756,832

NET ASSETS REPRESENTED BY
Accumulated net income (loss) from operations 1,014,481 (726,087)
Accumulated fund transfers 9,191,441 6,482,919

10,205,922 5,756,832

On behalf of the Board of Directors:

Keith Martell

Director and Chair of the Audit and Conflicts Committee

Statement of Changes in Net Assets
For the year ended March 31

2004 2003
($,000) ($,000)

NET ASSETS, BEGINNING OF YEAR 5,756,832 3,975,216
CHANGES IN NET ASSETS

Fund transfers (Note 4) 2,708,522 2,442,872
Net income (loss) from operations 1,740,568 (661,256)

NET ASSETS, END OF YEAR 10,205,922 5,756,832
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Public Service Pension Plan Account
Statement of Net Income (Loss) and
Accumulated Net Income (Loss) from Operations
For the year ended March 31

2004 2003
($,000) ($,000)

INVESTMENT INCOME AND GAINS (LOSSES)
Interest and dividends 214,740 145,778
Net realized gains (losses) 126,580 1,654
Change in unrealized appreciation

(depreciation) in value of investments 1,414,288 (799,527)

1,755,608 (652,095)

EXPENSES (Note 6)
Operating expenses (Note 6b) 8,607 6,334
External investment management fees 6,433 2,827

15,040 9,161

NET INCOME (LOSS) FROM OPERATIONS 1,740,568 (661,256)

ACCUMULATED NET INCOME (LOSS) FROM OPERATIONS,
BEGINNING OF YEAR (726,087) (64,831)

ACCUMULATED NET INCOME (LOSS) FROM OPERATIONS,
END OF YEAR 1,014,481 (726,087)

Statement of Investment Portfolio
As at March 31

2004 2003

Investments (Note 2) Cost Fair Value Cost Fair Value 

($,000) ($,000) ($,000) ($,000)

PSP Canadian Equities Fund
339,919,202.635087 units 3,229,760 3,822,838 2,475,960 2,245,506
(2003 -265,105,274.794580 units)

PSP Foreign Equities Fund
303,562,389.690353 units 2,767,387 2,816,047 1,928,402 1,478,515
(2003 - 205,081,055.123123 units)

PSP Currency Overlay Fund
8,283,355.378224 units 85,932 62,757 — — 
(2003 -Nil)

PSP Real Estate Fund
5,222,027.004991 units 51,590 53,237 — — 
(2003 -Nil)

PSP Fixed Income Fund
319,551,329.862296 units 3,334,504 3,434,154 1,871,877 1,857,771
(2003 -182,085,349.873897 units)

PSP Cash Equivalents Fund
1,600,319.402448 units 15,976 15,879 173,710 173,632
(2003 -17,357,665.154583 units)

9,485,149 10,204,912 6,449,949 5,755,424

PUBLIC SECTOR PENSION INVESTMENT BOARD
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Public Service Pension Plan Account
Notes to the Financial Statements
For the year ended March 31, 2004

ORGANIZATION
The Public Sector Pension Investment Board (“PSP Investments” ) was formed pursuant to the Public Sector Pension
Investment Board Act (the “Act” ) with a mandate to invest in financial markets the contributions to the Public
Service, Canadian Forces and Royal Canadian Mounted Police pension plans. Prior to the implementation of the pro-
visions of the Act, the balances of the plans were credited with a rate of interest based on long-term Government
of Canada bonds.
The Public Service Pension Fund was established by amendments to the Public Service Superannuation Act, to
receive contributions and make benefit payments in respect of member service after April 1, 2000. The excess of
contributions over benefits is transferred, by the Public Service Pension Fund, to PSP Investments – Public Service
Pension Plan Account for investment. PSP Investments maintains records of the Pension Fund’s net contributions, as
well as the allocation of its investments and the results of its operations to each of the Plan Accounts.
PSP Investments is responsible for managing amounts that are transferred to it in the best interests of the 
beneficiaries and contributors under the Public Service Superannuation Act. The amounts are to be invested with a
view to achieving a maximum rate of return, without undue risk of loss, having regard to the funding, policies and
requirements of the Public Service Superannuation Act.

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Basis of presentation
These financial statements present the financial position and operations of PSP Investments as they pertain to the
investment of the excess funds transferred to it from the Public Service Pension Fund. Accordingly, they do not reflect
all of the assets, or the details of the pension contributions, payments and liabilities of the Public Service Pension
Fund. The statements have been prepared in accordance with Canadian generally accepted accounting principles and
the requirements of the Act.

Valuation of investments
Investments consist of the unit interest in PSP Investments’assets (The “PSP Funds” ) that are allocated to this Plan
Account. Investments are recorded as of the trade date and are stated at fair value. Fair value is the amount of the
consideration that would be agreed upon in an arm’s length transaction between knowledgeable, willing parties
who are under no compulsion to act. Fair value for investments in pooled funds is based on unit values, which reflect
the quoted market prices or other generally accepted pricing methodologies for the underlying securities.

Income recognition
The investment income has been allocated by PSP Investments according to the number of units of PSP Funds held
by the Public Service Pension Plan Account.
Investment income is recorded on the accrual basis and represents realized gains and losses on the disposal of
investments, change in unrealized appreciation (depreciation) on investments held at the end of the year, interest
income and dividends. These income items include the related distributions from PSP Funds.

Translation of foreign currencies
Transactions in foreign currencies are recorded at the rates of exchange on the transaction date. Investments 
denominated in foreign currencies and held at the end of the year are translated at exchange rates in effect at the
year end date. The resulting realized and unrealized gains and losses on foreign exchanges are included in 
investment income.
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Notes to the Financial Statements
For the year ended March 31, 2004

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

Fund transfers
Amounts received from the Public Service Pension Fund are recorded on a cash basis.

Income Taxes
PSP Investments is exempt from Part I tax under paragraph 149(1) (d) of the Income Tax Act (Canada).

Use of estimates
In preparing these financial statements, management must make certain estimates and assumptions which can
affect the reported values of assets and liabilities, related income and expenses and note disclosures. Actual results
may differ from estimates.

2. INVESTMENTS

The Statement of Investment Portfolio provides details of investments held as at March 31, 2004.

(a) Investment Policy
PSP Investments has established a Statement of Investment Policies, Standards and Procedures, (the “ Investment
Policy” ) which sets out the manner in which the assets shall be invested for the Public Service Pension Plan
Account. Asset mix policy and benchmarks as at March 31, 2004 were as follows:

Asset Class Policy Mix Benchmark

Canadian Equities 35.0% S&P/ TSX
Foreign Equities 30.0% S&P 500, MSCI EAFE
Real Estate* up to 5.0% CPI + 4%
Fixed Income 32.0% SC Bond Universe
Cash Equivalents 3.0% SC 91-day T-bill

* Any investments in the Real Estate asset class will automatically reduce the designated target weight for the Fixed Income asset class.

(b) Investment asset mix
The investment asset mix, after allocating the impact of PSP Currency Overlay Fund, as at March 31 was as follows:

2004 2003

% of % of

Portfolio Portfolio

(At Fair (At Fair

Asset Class Cost Fair Value Value) Cost Fair Value Value)

($,000) ($,000) ($,000) ($,000)

Canadian Equities 3,229,760 3,822,838 37.5 2,475,960 2,245,506 39.0
Foreign Equities 2,767,387 2,826,081 27.7 1,928,402 1,478,515 25.7
Real Estate 51,590 53,237 0.5 — — —
Fixed Income 3,334,504 3,434,154 33.6 1,871,877 1,857,771 32.3
Cash Equivalents 101,908 68,602 0.7 173,710 173,632 3.0

9,485,149 10,204,912 100.0% 6,449,949 5,755,424 100.0%
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Public Service Pension Plan Account
Notes to the Financial Statements
For the year ended March 31, 2004

2. INVESTMENTS (continued)

(c) Foreign currency exposure
This Plan Account is exposed to currency risk through holdings of units in PSP Funds of non-Canadian assets
where investment values will fluctuate due to changes in foreign exchange rates.
The underlying foreign currency exposures in Canadian Dollars, before allocating the economic impact of the PSP
Currency Overlay Fund, as at March 31, were as follows:

2004 2003

Currency Fair Value % of Total Fair Value % of Total

($,000) ($,000)

US Dollars 1,575,025 55.8 869,843 58.9
Euro 469,649 16.6 224,369 15.2
Yen 309,453 11.0 125,644 8.5
British Pound 233,156 8.3 140,524 9.5
Others 235,262 8.3 116,997 7.9

2,822,545 100.0% 1,477,377 100.0%

The fair value of PSP Foreign Equities Fund and PSP Currency Overlay Fund include $3,536 thousand of Canadian
dollars (2003 - $1,138 thousand) which are not included in the foreign currency exposure.

Further details of Investments are shown in the PSP Investments Financial Statement.

3. OTHER ASSETS

Other assets as at March 31 consist of the following:
2004 2003

($,000) ($,000)

Fixed assets 1,524 906
Other assets 760 410

2,284 1,316

4. FUND TRANSFERS

During the year, PSP Investments received $2,708.5 million (2003 - $2,442.9 million) of transfers from the Public
Service Pension Fund. The transfers result from net current employer and employee contributions to the Public
Service Pension Plan.

5. INVESTMENT PERFORMANCE

Portfolio and benchmark returns for the year ended March 31 were as follows:
2004 2003

Portfolio Benchmark Portfolio Benchmark

Returns Returns Returns Returns

Canadian Equities 36.1% 37.7% (18.6)% (17.6)% S&P/ TSX
Foreign Equities 30.7% 28.8% (30.5)% (29.9)% S&P 500, MSCI EAFE
Real Estate 3.6% 2.5% — — CPI + 4%
Fixed Income 10.9% 10.8% 9.4% 9.2% SC Bond Universe
Cash Equivalents 3.2% 3.0% 3.2% 2.7% SC 91-day T-bill

Total Return 26.1% 25.4% (13.5)% (12.9)%

The total benchmark return aggregates the asset class benchmark returns according to the weights specified in the
Investment Policy, as disclosed in Note 2 (a). The total return includes the impact of the PSP Currency Overlay Fund.
Returns have been calculated in accordance with the mandatory requirements set forth by the Association for
Investment Management and Research (AIMR). Returns are presented gross of expenses.
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PUBLIC SECTOR PENSION INVESTMENT BOARD

Notes to the Financial Statements
For the year ended March 31, 2004

6. EXPENSES

(a) Allocation of expenses
The Act requires that the costs of operation of PSP Investments be charged to the three plans for which it pro-
vides investment services. Under section 4(3) of the Act, the President of the Treasury Board shall determine to
which Plan Account these costs will be charged, in consultation with the Minister of National Defence and the
Solicitor General of Canada. An allocation policy has been developed which allocates the direct costs of invest-
ment activities, such as external investment management fees and custodial fees, to each Plan Account, and
allocates, on a quarterly basis, operating expenses excluding custodial fees, based upon the asset value of each
Plan Account. 
Operating expenses, excluding custodial fees, have been allocated as follows:

2004 2003

Public Service Pension Plan Account 71.1% 70.4%
Canadian Forces Pension Plan Account 21.3% 21.9%
Royal Canadian Mounted Police Pension Plan Account 7.6% 7.7%

Expenses are financed by the Public Service Pension Plan Account, which is reimbursed by the other Plan
Accounts on a quarterly basis.

(b) Operating expenses
Operating expenses allocated to this Plan Account consist of the following:

2004 2003

($,000) ($,000)

Salaries and benefits 3,969 3,199
General operating expenses 3,291 2,239
Professional and consulting fees 1,347 896

8,607 6,334

Further details of Operating expenses are shown in the PSP Investments Financial Statements.

7. COMPARATIVE FIGURES

Certain comparative figures have been reclassified to conform with the current year presentation.
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Canadian Forces Pension Plan Account

PUBLIC SECTOR PENSION INVESTMENT BOARD

Auditors’Report

To the Board of Directors of
Public Sector Pension Investment Board – Canadian Forces Pension Plan Account

We have audited the Balance Sheet and the Statement of Investment Portfolio of the Public Sector
Pension Investment Board – Canadian Forces Pension Plan Account (the “Canadian Forces Pension Plan
Account”) as at March 31, 2004 and the Statements of Net Income (Loss) and Accumulated Net Income
(Loss) from Operations and of Changes in Net Assets for the year then ended. These financial statements
are the responsibility of the Public Sector Pension Investment Board’s (“PSP Investments”) management.
Our responsibility is to express an opinion on these financial statements based on our audit.

We conducted our audit in accordance with Canadian generally accepted auditing standards. Those stan-
dards require that we plan and perform an audit to obtain reasonable assurance whether the financial
statements are free of material misstatement. An audit includes examining, on a test basis, evidence sup-
porting the amounts and disclosures in the financial statements. An audit also includes assessing the
accounting principles used and significant estimates made by management, as well as evaluating the 
overall financial statement presentation.

In our opinion, these financial statements present fairly, in all material respects, the financial position of
the Canadian Forces Pension Plan Account and the investments held as at March 31, 2004 and the results
of its operations and of changes in its net assets for the year then ended in accordance with Canadian 
generally accepted accounting principles.

Further, in our opinion, the transactions of the Canadian Forces Pension Plan Account that have come to
our attention during our audit of the financial statements have, in all significant respects, been in accor-
dance with the Public Sector Pension Investment Board Act (the “Act”) and the by-laws.

Further, in our opinion, the record of investments kept by PSP Investments’management pursuant to
paragraph 35 (1) (c) of the Act fairly presents, in all material respects, the information required by the Act.

Chartered Accountants
Toronto, Ontario
April 30, 2004
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Canadian Forces Pension Plan Account
Balance Sheet
As at March 31

2004 2003
($,000) ($,000)

ASSETS
Investments–at fair value (Note 2) 2,971,057 1,730,757
Other assets 464 282

2,971,521 1,731,039

LIABILITIES
Bank overdraft (Note 3) — 5,359
Accounts payable and accrued liabilities 884 488
Due to the Public Service Pension Plan Account (Note 6a) 1,268 1,257

2,152 7,104

NET ASSETS 2,969,369 1,723,935

NET ASSETS REPRESENTED BY
Accumulated net income (loss) from operations 297,328 (219,127)
Accumulated fund transfers 2,672,041 1,943,062

2,969,369 1,723,935

On behalf of the Board of Directors:

Keith Martell
Director and Chair of the Audit and Conflicts Committee

Statement of Changes in Net Assets
For the year ended March 31

2004 2003
($,000) ($,000)

NET ASSETS, BEGINNING OF YEAR 1,723,935 1,236,048
CHANGES IN NET ASSETS

Fund transfers (Note 4) 728,979 687,973
Net income (loss) from operations 516,455 (200,086)

NET ASSETS, END OF YEAR 2,969,369 1,723,935
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PUBLIC SECTOR PENSION INVESTMENT BOARD

Statement of Net Income (Loss) and
Accumulated Net Income (Loss) from Operations
For the year ended March 31

2004 2003
($,000) ($,000)

INVESTMENT INCOME AND GAINS (LOSSES)
Interest and dividends 63,344 44,858
Net realized gains (losses) 37,909 805
Change in unrealized appreciation

(depreciation) in value of investments 419,683 (242,917)

520,936 (197,254)

EXPENSES (Note 6)
Operating expenses (Note 6b) 2,582 1,970
External investment management fees 1,899 862

4,481 2,832

NET INCOME (LOSS) FROM OPERATIONS 516,455 (200,086)

ACCUMULATED NET INCOME (LOSS) FROM OPERATIONS,
BEGINNING OF YEAR (219,127) (19,041)

ACCUMULATED NET INCOME (LOSS) FROM OPERATIONS,
END OF YEAR 297,328 (219,127)

Statement of Investment Portfolio
As at March 31

2004 2003

Investments (Note 2) Cost Fair Value Cost Fair Value 

($,000) ($,000) ($,000) ($,000)

PSP Canadian Equities Fund
98,964,475.025539 units 938,071 1,112,986 745,811 676,039
(2003 - 79,813,358.691790 units)

PSP Foreign Equities Fund
88,376,832.678660 units 808,573 819,842 580,621 444,144
(2003 - 61,606,182.434812 units)

PSP Currency Overlay Fund 
2,413,807.740989 units 25,071 18,288 — — 
(2003 - Nil)

PSP Real Estate Fund
1,536,657.515258 units 15,181 15,665 — — 
(2003 - Nil)

PSP Fixed Income Fund
93,040,969.189282 units 971,320 999,893 563,305 558,319
(2003 - 54,722,438.406860 units)

PSP Cash Equivalents Fund
441,694.101721 units 4,411 4,383 52,273 52,255
(2003 - 5,223,793.736824 units)

2,762,627 2,971,057 1,942,010 1,730,757
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Canadian Forces Pension Plan Account
Notes to the Financial Statements
For the year ended March 31, 2004

ORGANIZATION
The Public Sector Pension Investment Board (“PSP Investments” ) was formed pursuant to the Public Sector Pension
Investment Board Act (the “Act” ) with a mandate to invest in financial markets the contributions to the Public
Service, Canadian Forces and Royal Canadian Mounted Police pension plans. Prior to the implementation of the pro-
visions of the Act, the balances of the plans were credited with a rate of interest based on long-term Government
of Canada bonds.
The Canadian Forces Pension Fund was established by amendments to the Canadian Forces Superannuation Act, to
receive contributions and make benefit payments in respect of member service after April 1, 2000. The excess of
contributions over benefits is transferred, by the Canadian Forces Pension Fund, to PSP Investments – Canadian Forces
Pension Plan Account for investment. PSP Investments maintains records of the Pension Fund’s net contributions, as
well as the allocation of its investments and the results of its operations to each of the Plan Accounts.
PSP Investments is responsible for managing amounts that are transferred to it in the best interests of the 
beneficiaries and contributors under the Canadian Forces Superannuation Act. The amounts are to be invested with
a view to achieving a maximum rate of return, without undue risk of loss, having regard to the funding, policies and
requirements of the Canadian Forces Superannuation Act.

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Basis of presentation
These financial statements present the financial position and operations of PSP Investments as they pertain to the
investment of the excess funds transferred to it from the Canadian Forces Pension Fund. Accordingly, they do not
reflect all of the assets, or the details of the pension contributions, payments and liabilities of the Canadian Forces
Pension Fund. The statements have been prepared in accordance with Canadian generally accepted accounting prin-
ciples and the requirements of the Act.

Valuation of investments
Investments consist of the unit interest in PSP Investments’assets (The “PSP Funds” ) that are allocated to this Plan
Account. Investments are recorded as of the trade date and are stated at fair value. Fair value is the amount of the
consideration that would be agreed upon in an arm’s length transaction between knowledgeable, willing parties
who are under no compulsion to act. Fair value for investments in pooled funds is based on unit values, which reflect
the quoted market prices or other generally accepted pricing methodologies for the underlying securities.

Income recognition
The investment income has been allocated by PSP Investments according to the number of units of PSP Funds held
by the Canadian Forces Pension Plan Account.
Investment income is recorded on the accrual basis and represents realized gains and losses on the disposal of
investments, change in unrealized appreciation (depreciation) on investments held at the end of the year, interest
income and dividends. These income items include the related distributions from PSP Funds.

Translation of foreign currencies
Transactions in foreign currencies are recorded at the rates of exchange on the transaction date. Investments 
denominated in foreign currencies and held at the end of the year are translated at exchange rates in effect at the
year end date. The resulting realized and unrealized gains and losses on foreign exchanges are included in 
investment income.
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Notes to the Financial Statements
For the year ended March 31, 2004

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

Fund transfers
Amounts received from the Canadian Forces Pension Fund are recorded on a cash basis.

Income Taxes
PSP Investments is exempt from Part I tax under paragraph 149(1) (d) of the Income Tax Act (Canada).

Use of estimates
In preparing these financial statements, management must make certain estimates and assumptions which can
affect the reported values of assets and liabilities, related income and expenses and note disclosures. Actual results
may differ from estimates.

2. INVESTMENTS

The Statement of Investment Portfolio provides details of investments held as at March 31, 2004.

(a) Investment Policy
PSP Investments has established a Statement of Investment Policies, Standards and Procedures, (the
“ Investment Policy” ) which sets out the manner in which the assets shall be invested for the Canadian Forces
Pension Plan Account. Asset mix policy and benchmarks as at March 31, 2004 were as follows:

Asset Class Policy Mix Benchmark

Canadian Equities 35.0% S&P/ TSX
Foreign Equities 30.0% S&P 500, MSCI EAFE
Real Estate * up to 5.0% CPI + 4%
Fixed Income 32.0% SC Bond Universe
Cash Equivalents 3.0% SC 91-day T-bill

* Any investments in the Real Estate asset class will automatically reduce the designated target weight for the Fixed Income asset class.

(b) Investment asset mix
The investment asset mix, after allocating the impact of PSP Currency Overlay Fund, as at March 31 was as follows:

2004 2003

% of % of

Portfolio Portfolio

(At Fair (At Fair

Asset Class Cost Fair Value Value) Cost Fair Value Value)

($,000) ($,000) ($,000) ($,000)

Canadian Equities 938,071 1,112,986 37.5 745,811 676,039 39.0
Foreign Equities 808,573 822,767 27.7 580,621 444,144 25.7
Real Estate 15,181 15,665 0.5 — — —

Fixed Income 971,320 999,893 33.7 563,305 558,319 32.3
Cash Equivalents 29,482 19,746 0.6 52,273 52,255 3.0

2,762,627 2,971,057 100.0% 1,942,010 1,730,757 100.0%
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Canadian Forces Pension Plan Account
Notes to the Financial Statements
For the year ended March 31, 2004

2. INVESTMENTS (continued)

(c) Foreign currency exposure
This Plan Account is exposed to currency risk through holdings of units in PSP Funds of non-Canadian assets
where investment values will fluctuate due to changes in foreign exchange rates.
The underlying foreign currency exposures in Canadian Dollars, before allocating the economic impact of the PSP
Currency Overlay Fund, as at March 31, were as follows:

2004 2003

Currency Fair Value % of Total Fair Value % of Total

($,000) ($,000)

US Dollars 458,542 55.8 261,300 58.9
Euro 136,730 16.6 67,400 15.2
Yen 90,092 11.0 37,743 8.5
British Pound 67,880 8.3 42,214 9.5
Others 68,492 8.3 35,146 7.9

821,736 100.0% 443,803 100.0% 

The fair value of PSP Foreign Equities Fund and PSP Currency Overlay Fund include $1,031 thousand of Canadian
dollars (2003 - $341 thousand) which are not included in the foreign currency exposure.

Further details of Investments are shown in the PSP Investments Financial Statements.

3. BANK OVERDRAFT

The bank overdraft is an infrequent occurrence and arises from temporary requirements to settle security purchases
prior to receiving the contribution from the Pension Fund. The amount is repaid within two business days.

4. FUND TRANSFERS

During the year, PSP Investments received $729.0 million (2003 - $688.0 million) of transfers from the Canadian
Forces Pension Fund. The transfers result from net current employer and employee contributions to the Canadian
Forces Pension Plan.

5. INVESTMENT PERFORMANCE

Portfolio and benchmark returns for the year ended March 31 were as follows:
2004 2003

Portfolio Benchmark Portfolio Benchmark

Returns Returns Returns Returns

Canadian Equities 36.1% 37.7% (18.6)% (17.6)% S&P/ TSX 
Foreign Equities 30.7% 28.8% (30.5)% (29.9)% S&P 500, MSCI EAFE
Real Estate 3.6% 2.5% — — CPI + 4%
Fixed Income 10.9% 10.8% 9.4% 9.2% SC Bond Universe
Cash Equivalents 3.2% 3.0% 3.2% 2.7% SC 91-day T-bill
Total Return 26.1% 25.4% (13.5)% (12.9)%

The total benchmark return aggregates the asset class benchmark returns according to the weights specified in the
Investment Policy, as disclosed in Note 2 (a). The total return includes the impact of the PSP Currency Overlay Fund.
Returns have been calculated in accordance with the mandatory requirements set forth by the Association for
Investment Management and Research (AIMR). Returns are presented gross of expenses.
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Notes to the Financial Statements
For the year ended March 31, 2004

6. EXPENSES

(a) Allocation of expenses
The Act requires that the costs of operation of PSP Investments be charged to the three plans for which it pro-
vides investment services. Under section 4(3) of the Act, the President of the Treasury Board shall determine to
which Plan Account these costs will be charged, in consultation with the Minister of National Defence and the
Solicitor General of Canada. An allocation policy has been developed which allocates the direct costs of invest-
ment activities, such as external investment management fees and custodial fees, to each Plan Account, and
allocates, on a quarterly basis, operating expenses excluding custodial fees, based upon the asset value of each
Plan Account. 
Operating expenses, excluding custodial fees, have been allocated as follows:

2004 2003

Public Service Pension Plan Account 71.1% 70.4%
Canadian Forces Pension Plan Account 21.3% 21.9%
Royal Canadian Mounted Police Pension Plan Account 7.6% 7.7%

Expenses are financed by the Public Service Pension Plan Account, which is reimbursed by the other Plan
Accounts on a quarterly basis.

(b) Operating expenses
Operating expenses allocated to this Plan Account consist of the following:

2004 2003

($,000) ($,000)

Salaries and benefits 1,189 995
General operating expenses 989 696
Professional and consulting fees 404 279

2,582 1,970

Further details of Operating expenses are shown in the PSP Investments Financial Statements.
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PUBLIC SECTOR PENSION INVESTMENT BOARD

Auditors’Report

To the Board of Directors of
Public Sector Pension Investment Board – Royal Canadian Mounted Police Pension Plan Account

We have audited the Balance Sheet and the Statement of Investment Portfolio of the Public Sector
Pension Investment Board – Royal Canadian Mounted Police Pension Plan Account (the “Royal Canadian
Mounted Police Pension Plan Account”) as at March 31, 2004 and the Statements of Net Income (Loss)
and Accumulated Net Income (Loss) from Operations and of Changes in Net Assets for the year then ended.
These financial statements are the responsibility of the Public Sector Pension Investment Board’s (“PSP
Investments”) management. Our responsibility is to express an opinion on these financial statements
based on our audit.

We conducted our audit in accordance with Canadian generally accepted auditing standards. Those stan-
dards require that we plan and perform an audit to obtain reasonable assurance whether the financial
statements are free of material misstatement. An audit includes examining, on a test basis, evidence sup-
porting the amounts and disclosures in the financial statements. An audit also includes assessing the
accounting principles used and significant estimates made by management, as well as evaluating the 
overall financial statement presentation.

In our opinion, these financial statements present fairly, in all material respects, the financial position of
the Royal Canadian Mounted Police Pension Plan Account and the investments held as at March 31, 2004
and the results of its operations and of changes in its net assets for the year then ended in accordance with
Canadian generally accepted accounting principles.

Further, in our opinion, the transactions of the Royal Canadian Mounted Police Pension Plan Account that
have come to our attention during our audit of the financial statements, have, in all significant respects,
been in accordance with the Public Sector Pension Investment Board Act (the “Act”) and the by-laws.

Further, in our opinion, the record of investments kept by PSP Investments’management pursuant to
paragraph 35 (1) (c) of the Act fairly presents, in all material respects, the information required by the Act.

Chartered Accountants
Toronto, Ontario
April 30, 2004
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Balance Sheet
As at March 31

2004 2003
($,000) ($,000)

ASSETS
Investments – at fair value (Note 2) 1,057,240 615,460
Other assets 164 99

1,057,404 615,559

LIABILITIES
Accounts payable and accrued liabilities 314 172
Due to the Public Service Pension Plan Account (Note 5a) 452 442

766 614
NET ASSETS 1,056,638 614,945

NET ASSETS REPRESENTED BY
Accumulated net income (loss) from operations 104,815 (78,812)
Accumulated fund transfers 951,823 693,757

1,056,638 614,945

On behalf of the Board of Directors:

Keith Martell

Director and Chair of the Audit and Conflicts Committee

Statement of Changes in Net Assets
For the year ended March 31

2004 2003
($,000) ($,000)

NET ASSETS, BEGINNING OF YEAR 614,945 435,375
CHANGES IN NET ASSETS

Fund transfers (Note 3) 258,066 251,229
Net income (loss) from operations 183,627 (71,659)

NET ASSETS, END OF YEAR 1,056,638 614,945
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Statement of Net Income (Loss) and
Accumulated Net Income (Loss) from Operations
For the year ended March 31

2004 2003
($,000) ($,000)

INVESTMENT INCOME AND GAINS (LOSSES)
Interest and dividends 22,658 15,913
Net realized gains (losses) 13,618 165
Change in unrealized appreciation

(depreciation) in value of investments 148,947 (86,740)

185,223 (70,662)

EXPENSES (Note 5)
Operating expenses (Note 5b) 921 693
External investment management fees 675 304

1,596 997

NET INCOME (LOSS) FROM OPERATIONS 183,627 (71,659)

ACCUMULATED NET INCOME (LOSS) FROM OPERATIONS, 
BEGINNING OF YEAR (78,812) (7,153)

ACCUMULATED NET INCOME (LOSS) FROM OPERATIONS, 
END OF YEAR 104,815 (78,812)

Statement of Investment Portfolio
As at March 31

2004 2003

Investments (Note 2) Cost Fair Value Cost Fair Value 

($,000) ($,000) ($,000) ($,000)

PSP Canadian Equities Fund
35,213,173.590086 units 334,410 396,018 265,380 240,461
(2003 - 28,388,906.696673 units)

PSP Foreign Equities Fund
31,453,586.722645 units 288,002 291,785 206,605 157,772
(2003 - 21,884,145.223347 units)

PSP Currency Overlay Fund 
863,902.396206 units 8,987 6,545 — — 
(2003 - Nil)

PSP Real Estate Fund
533,575.860052 units 5,271 5,440 — — 
(2003 - Nil)

PSP Fixed Income Fund
33,111,660.436000 units 345,572 355,844 200,467 198,660
(2003 - 19,471,215.478186 units)

PSP Cash Equivalents Fund
162,067.776519 units 1,619 1,608 18,576 18,567
(2003 - 1,856,127.916565 units)

983,861 1,057,240 691,028 615,460
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PUBLIC SECTOR PENSION INVESTMENT BOARD

Notes to the Financial Statements
For the year ended March 31, 2004

ORGANIZATION
The Public Sector Pension Investment Board (“PSP Investments” ) was formed pursuant to the Public Sector Pension
Investment Board Act (the “Act” ) with a mandate to invest in financial markets the contributions to the Public
Service, Canadian Forces and Royal Canadian Mounted Police pension plans. Prior to the implementation of the pro-
visions of the Act, the balances of the plans were credited with a rate of interest based on long-term Government
of Canada bonds.
The Royal Canadian Mounted Police Pension Fund was established by amendments to the Royal Canadian Mounted
Police Superannuation Act, to receive contributions and make benefit payments in respect of member service after
April 1, 2000. The excess of contributions over benefits is transferred, by the Royal Canadian Mounted Police Pension
Fund, to PSP Investments – Royal Canadian Mounted Police Pension Plan Account for investment. PSP Investments
maintains records of the Pension Fund’s net contributions, as well as the allocation of its investments and the results
of its operations to each of the Plan Accounts.
PSP Investments is responsible for managing amounts that are transferred to it in the best interests of the benefi-
ciaries and contributors under the Royal Canadian Mounted Police Superannuation Act. The amounts are to be invested
with a view to achieving a maximum rate of return, without undue risk of loss, having regard to the funding,
policies and requirements of the Royal Canadian Mounted Police Superannuation Act.

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Basis of presentation
These financial statements present the financial position and operations of PSP Investments as they pertain to the
investment of the excess funds transferred to it from the Royal Canadian Mounted Police Pension Fund. Accordingly,
they do not reflect all of the assets, or the details of the pension contributions, payments and liabilities of the Royal
Canadian Mounted Police Pension Fund. The statements have been prepared in accordance with Canadian generally
accepted accounting principles and the requirements of the Act.

Valuation of investments
Investments consist of the unit interest in PSP Investments’assets (The “PSP Funds” ) that are allocated to this Plan
Account. Investments are recorded as of the trade date and are stated at fair value. Fair value is the amount of the
consideration that would be agreed upon in an arm’s length transaction between knowledgeable, willing parties
who are under no compulsion to act. Fair value for investments in pooled funds is based on unit values, which reflect
the quoted market prices or other generally accepted pricing methodologies for the underlying securities.

Income recognition
The investment income has been allocated by PSP Investments according to the number of units of PSP Funds held
by the Royal Canadian Mounted Police Pension Plan Account.
Investment income is recorded on the accrual basis and represents realized gains and losses on the disposal of
investments, change in unrealized appreciation (depreciation) on investments held at the end of the year, interest
income and dividends. These income items include the related distributions from PSP Funds.

Translation of foreign currencies
Transactions in foreign currencies are recorded at the rates of exchange on the transaction date. Investments deno-
minated in foreign currencies and held at the end of the year are translated at exchange rates in effect at the year
end date. The resulting realized and unrealized gains and losses on foreign exchanges are included in investment
income.
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PUBLIC SECTOR PENSION INVESTMENT BOARD

Notes to the Financial Statements
For the year ended March 31, 2004

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

Fund transfers
Amounts received from the Royal Canadian Mounted Police Pension Fund are recorded on a cash basis.

Income Taxes
PSP Investments is exempt from Part I tax under paragraph 149(1) (d) of the Income Tax Act (Canada).

Use of estimates
In preparing these financial statements, management must make certain estimates and assumptions which can
affect the reported values of assets and liabilities, related income and expenses and note disclosures. Actual results
may differ from estimates.

2. INVESTMENTS

The Statement of Investment Portfolio provides details of investments held as at March 31, 2004.

(a) Investment Policy
PSP Investments has established a Statement of Investment Policies, Standards and Procedures, (the
“ Investment Policy” ) which sets out the manner in which the assets shall be invested for the Royal Canadian
Mounted Police Pension Plan Account. Asset mix policy and benchmarks as at March 31, 2004 were as follows:

Asset Class Policy Mix Benchmark

Canadian Equities 35.0% S&P/ TSX
Foreign Equities 30.0% S&P 500, MSCI EAFE
Real Estate * up to 5.0% CPI + 4%
Fixed Income 32.0% SC Bond Universe
Cash Equivalents 3.0% SC 91-day T-bill

* Any investments in the Real Estate asset class will automatically reduce the designated target weight for the Fixed Income asset class.

(b) Investment asset mix
The investment asset mix, after allocating the impact of PSP Currency Overlay Fund, as at March 31 was as follows:

2004 2003

% of % of

Portfolio Portfolio

(At Fair (At Fair

Asset Class Cost Fair Value Value) Cost Fair Value Value)

($,000) ($,000) ($,000) ($,000)

Canadian Equities 334,410 396,018 37.5 265,380 240,461 39.0
Foreign Equities 288,002 292,831 27.7 206,605 157,772 25.7
Real Estate 5,271 5,440 0.5 — — —
Fixed Income 345,572 355,844 33.7 200,467 198,660 32.3
Cash Equivalents 10,606 7,107 0.6 18,576 18,567 3.0

983,861 1,057,240 100.0% 691,028 615,460 100.0%
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Notes to the Financial Statements
For the year ended March 31, 2004

2. INVESTMENTS (continued)

(c) Foreign currency exposure
This Plan Account is exposed to currency risk through holdings of units in PSP Funds of non-Canadian assets
where investment values will fluctuate due to changes in foreign exchange rates.
The underlying foreign currency exposures in Canadian Dollars, before allocating the economic impact of the PSP
Currency Overlay Fund, as at March 31, were as follows:

2004 2003

Currency Fair Value % of Total Fair Value % of Total

($,000) ($,000)

US Dollars 163,199 55.8 92,821 58.9
Euro 48,664 16.6 23,942 15.2
Yen 32,064 11.0 13,407 8.5
British Pound 24,158 8.3 14,995 9.5
Others 24,377 8.3 12,485 7.9

292,462 100.0% 157,650 100.0% 

The fair value of PSP Foreign Equities Fund and PSP Currency Overlay Fund include $369 thousand of Canadian
dollars (2003 - $122 thousand) which are not included in the foreign currency exposure.

Further details of Investments are shown in the PSP Investments Financial Statements.

3. FUND TRANSFERS

During the year, PSP Investments received $258.1 million (2003 - $251.2 million) of transfers from the Royal
Canadian Mounted Police Pension Fund. The transfers result from net current employer and employee contributions
to the Royal Canadian Mounted Police Pension Plan.

4. INVESTMENT PERFORMANCE

Portfolio and benchmark returns for the year ended March 31 were as follows:
2004 2003

Portfolio Benchmark Portfolio Benchmark

Returns Returns Returns Returns

Canadian Equities 36.1% 37.7% (18.6)% (17.6)% S&P/ TSX 
Foreign Equities 30.7% 28.8% (30.5)% (29.9)% S&P 500, MSCI EAFE
Real Estate 3.6% 2.5% — — CPI + 4%
Fixed Income 10.9% 10.8% 9.4% 9.2% SC Bond Universe
Cash Equivalents 3.2% 3.0% 3.2% 2.7% SC 91-day T-bill
Total Return 26.1% 25.4% (13.5)% (12.9)%

The total benchmark return aggregates the asset class benchmark returns according to the weights specified in the
Investment Policy, as disclosed in Note 2 (a). The total return includes the impact of the PSP Currency Overlay Fund.
Returns have been calculated in accordance with the mandatory requirements set forth by the Association for
Investment Management and Research (AIMR). Returns are presented gross of expenses.
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PUBLIC SECTOR PENSION INVESTMENT BOARD

Notes to the Financial Statements
For the year ended March 31, 2004

5. EXPENSES

(a) Allocation of expenses
The Act requires that the costs of operation of PSP Investments be charged to the three plans for which it pro-
vides investment services. Under section 4(3) of the Act, the President of the Treasury Board shall determine to
which Plan Account these costs will be charged, in consultation with the Minister of National Defence and the
Solicitor General of Canada. An allocation policy has been developed which allocates the direct costs of invest-
ment activities, such as external investment management fees and custodial fees, to each Plan Account, and
allocates, on a quarterly basis, operating expenses excluding custodial fees, based upon the asset value of each
Plan Account.
Operating expenses, excluding custodial fees, have been allocated as follows:

2004 2003

Public Service Pension Plan Account 71.1% 70.4%

Canadian Forces Pension Plan Account 21.3% 21.9%

Royal Canadian Mounted Police Pension Plan Account 7.6% 7.7%

Expenses are financed by the Public Service Pension Plan Account, which is reimbursed by the other Plan
Accounts on a quarterly basis.

(b) Operating expenses
Operating expenses allocated to this Plan Account consist of the following:

2004 2003

($,000) ($,000)

Salaries and benefits 424 350
General operating expenses 353 245
Professional and consulting fees 144 98

921 693

Further details of Operating expenses are shown in the PSP Investments Financial Statements.
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Public Sector Pension Investment Board

PUBLIC SECTOR PENSION INVESTMENT BOARD

Auditors’Report

To the Board of Directors of
Public Sector Pension Investment Board

We have audited the Balance Sheet and the Statement of Investment Portfolio of the Public Sector
Pension Investment Board (“PSP Investments”) as at March 31, 2004 and the Statements of Net Income
(Loss) from Operations and of Changes in Net Assets for the year then ended. These financial statements
are the responsibility of PSP Investments’management. Our responsibility is to express an opinion on these
financial statements based on our audit.

We conducted our audit in accordance with Canadian generally accepted auditing standards. Those stan-
dards require that we plan and perform an audit to obtain reasonable assurance whether the financial
statements are free of material misstatement. An audit includes examining, on a test basis, evidence sup-
porting the amounts and disclosures in the financial statements. An audit also includes assessing the
accounting principles used and significant estimates made by management, as well as evaluating the over-
all financial statement presentation.

In our opinion, these financial statements present fairly, in all material respects, the financial position
of PSP Investments and the investments held as at March 31, 2004 and the results of its operations and
of changes in its net assets for the year then ended in accordance with Canadian generally accepted
accounting principles.

Further, in our opinion, the transactions of PSP Investments that have come to our attention during our
audit of the financial statements have, in all significant respects, been in accordance with the Public Sector
Pension Investment Board Act (the “Act”) and the by-laws.

Further, in our opinion, the record of investments kept by PSP Investments’management pursuant to
paragraph 35 (1) (c) of the Act fairly presents, in all material respects, the information required by the Act.

Chartered Accountants
Toronto, Ontario
April 30, 2004
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Public Sector Pension Investment Board
Balance Sheet
As at March 31

2004 2003
($,000) ($,000)

ASSETS
Investments – at fair value (Note 2) 14,233,209 8,101,641
Cash 1,571 — 
Other assets (Note 3) 3,039 2,031

14,237,819 8,103,672

LIABILITIES
Bank overdraft (Note 4) — 2,973
Accounts payable and accrued liabilities 5,890 4,987

5,890 7,960

NET ASSETS 14,231,929 8,095,712

NET ASSETS REPRESENTED BY
Public Service Pension Plan Account 10,205,922 5,756,832
Canadian Forces Pension Plan Account 2,969,369 1,723,935
Royal Canadian Mounted Police Pension Plan Account 1,056,638 614,945

14,231,929 8,095,712

On behalf of the Board of Directors:

Keith Martell
Director and Chair of the Audit and Conflicts Committee

Statement of Changes in Net Assets
For the year ended March 31

2004 2003
($,000) ($,000)

NET ASSETS, BEGINNING OF YEAR 8,095,712 5,646,639
CHANGES IN NET ASSETS

Fund transfers (Note 5) 3,695,567 3,382,074
Net income (loss) from operations 2,440,650 (933,001)

NET ASSETS, END OF YEAR 14,231,929 8,095,712
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PUBLIC SECTOR PENSION INVESTMENT BOARD

Statement of Net Income (Loss) from Operations
For the year ended March 31

2004 2003
($,000) ($,000)

INVESTMENT INCOME AND GAINS (LOSSES) (Note 6)
Interest and dividends 312,240 247,218
Net realized gains (losses) 192,369 (163,819)
Change in unrealized appreciation

(depreciation) in value of investments 1,957,158 (1,003,410)

2,461,767 (920,011)

EXPENSES
Operating expenses (Note 8a) 12,110 8,997
External investment management fees 9,007 3,993

21,117 12,990

NET INCOME (LOSS) FROM OPERATIONS (Note 9) 2,440,650 (933,001)

Statement of Investment Portfolio
As at March 31

2004 2003

Investments (Note 2) Cost Fair Value Cost Fair Value 

($,000) ($,000) ($,000) ($,000)

PSP Canadian Equities Fund
Active management 2,092,955 2,467,869 1,599,043 1,478,865
Indexed management 2,456,707 2,863,973 1,885,369 1,683,141

4,549,662 5,331,842 3,484,412 3,162,006

PSP Foreign Equities Fund
Active management 1,419,440 1,612,849 1,361,247 1,164,159
Indexed management 2,234,584 2,314,825 1,174,264 916,272

3,654,024 3,927,674 2,535,511 2,080,431

PSP Currency Overlay Fund 
Net cash, options on currency and
currency contract investment (Note 2g) 88,960 87,590 — —

PSP Real Estate Fund
Net Real Estate investment (Note 2h) 72,042 74,342 — — 

PSP Fixed Income Fund
Active management 2,192,974 2,252,362 1,273,561 1,285,882
Indexed management 2,496,071 2,537,529 1,363,255 1,328,868

4,689,045 4,789,891 2,636,816 2,614,750

PSP Cash Equivalents Fund
Cash Equivalents 21,870 21,870 244,454 244,454

13,075,603 * 14,233,209 * 8,901,193* 8,101,641 *

* Includes investment receivables of $19.1 million (2003 - $57.5 million) and investment payables of $58.0 million (2003 - $83.4 million) per-
taining to pending trades and forward currency contracts for a net payable of $38.9 million (2003 - $25.9 million). Also includes accrued
income of $36.0 million (2003 - $25.0 million).
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Public Sector Pension Investment Board
Notes to the Financial Statements
For the year ended March 31, 2004

ORGANIZATION
The Public Sector Pension Investment Board (“PSP Investments” ) was formed pursuant to the Public Sector Pension
Investment Board Act (the “Act” ) with a mandate to invest in financial markets the contributions to the Public
Service, Canadian Forces and Royal Canadian Mounted Police pension plans. Prior to the implementation of the pro-
visions of the Act, the balances of the plans were credited with a rate of interest based on long-term Government
of Canada bonds.
The Public Service, Canadian Forces and Royal Canadian Mounted Police Pension Funds were established by amend-
ments to the Public Service Superannuation Act, the Canadian Forces Superannuation Act and the Royal Canadian
Mounted Police Superannuation Act (“ the Superannuation Acts” ), to receive contributions and make benefit pay-
ments in respect of member service after April 1, 2000. The excess of contributions over benefits is transferred, by
each Pension Fund, to their respective PSP Investments-Plan Account for investment.
PSP Investments is responsible for managing amounts that are transferred to it in the best interests of the bene-
ficiaries and contributors under the Superannuation Acts. The amounts are to be invested with a view to achieving
a maximum rate of return, without undue risk of loss, having regard to the funding, policies and requirements of the
pension plans established under the Superannuation Acts.

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Basis of presentation
These financial statements present the financial position and operations of PSP Investments as they pertain to the
investment of the excess funds transferred to it from the Public Service, Canadian Forces and Royal Canadian
Mounted Police Pension Funds. Accordingly, they do not reflect all of the assets, or the details of the pension 
contributions, payments and liabilities of all three Pension Funds. The statements have been prepared in accordance
with Canadian generally accepted accounting principles and the requirements of the Act.

Plan Accounts
PSP Investments maintains records of each Pension Funds’net contributions, as well as the allocation of its invest-
ments and the results of its operations to each of the Plan Accounts. 
Separate financial statements for each Plan Account have been published. 

Valuation of investments
Investments are recorded as of the trade date and are stated at fair value. Fair value is the amount of the conside-
ration that would be agreed upon in an arm’s length transaction between knowledgeable, willing parties who are
under no compulsion to act.

Fair values of investments are determined as follows:

(a) Short-term deposits are recorded at cost which, together with accrued interest income, approximates fair value.
(b) Market prices for equities and unit values for pooled funds are used to represent the fair value of investments.

Unit values reflect the quoted market prices of the underlying securities.
(c) Fixed Income securities are valued at year-end quoted market prices where available. Where quoted market

prices are not available, estimated values are calculated using an appropriate interest rate curve with a spread
associated with the credit quality of the issuer.

(d) Currency forward contracts are derivative financial instruments between two parties to exchange currencies at
a designated price and future delivery date. Forward contracts are valued at the gain or loss that would arise
as a result of closing the position at the reporting date.

(e) Currency options are derivative financial instruments which give the owner the opportunity to buy or sell the
underlying currency, from or to respectively, the writer of the option at a fixed price on the option’s expiry
date. Currency options are traded over-the-counter and are valued at the premium adjusted by the gain or loss
that would arise as a result of closing the position at the reporting date.

(f) The fair value of investments in Real Estate is determined at least annually using acceptable industry valua-
tion methods, such as discounted cash flows. 
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PUBLIC SECTOR PENSION INVESTMENT BOARD

Notes to the Financial Statements
For the year ended March 31, 2004

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

Income recognition
Investment income is recorded on the accrual basis and represents realized gains and losses on the disposal of
investments, change in unrealized appreciation (depreciation) on investments held at the end of the year, interest
income and dividends. These income items include the related distributions from pooled funds.

Translation of foreign currencies
Transactions in foreign currencies are recorded at the rates of exchange on the transaction date. Investments denomi-
nated in foreign currencies and held at the end of the year are translated at exchange rates in effect at the year end
date. The resulting realized and unrealized gains and losses on foreign exchange are included in investment income.

Fund transfers
Amounts received from each Pension Fund are recorded on a cash basis in their respective Plan Account.

Income Taxes
PSP Investments is exempt from Part I tax under paragraph 149(1) (d) of the Income Tax Act (Canada).

Use of estimates
In preparing these financial statements, management must make certain estimates and assumptions which can
affect the reported values of assets and liabilities, related income and expenses and note disclosures. Actual results
may differ from estimates.

2. INVESTMENTS

The Statement of Investment Portfolio provides details of investments held as at March 31, 2004.

(a) Investment Policy
PSP Investments has established a Statement of Investment Policies, Standards and Procedures, (the
“ Investment Policy” ) which sets out the manner in which the assets shall be invested for the three Plan
Accounts. Asset mix policy and benchmarks as at March 31, 2004 were as follows:

Asset Class Policy Mix Benchmark

Canadian Equities 35.0% S&P/ TSX
Foreign Equities 30.0% S&P 500, MSCI EAFE
Real Estate * up to 5.0% CPI + 4%
Fixed Income 32.0% SC Bond Universe
Cash Equivalents 3.0% SC 91-day T-bill

* Any investments in the Real Estate asset class will automatically reduce the designated target weight for the Fixed Income asset class.

(b) Investment asset mix
The investment asset mix, after allocating the impact of PSP Currency Overlay Fund, as at March 31, was as follows:

2004 2003
% of % of

Portfolio Portfolio
(At Fair (At Fair

Asset Class Cost Fair Value Value) Cost Fair Value Value)

($,000) ($,000) ($,000) ($,000)

Canadian Equities 4,549,662 5,331,842 37.5 3,484,412 3,162,006 39.0
Foreign Equities 3,669,399 3,941,679 27.7 2,535,511 2,080,431 25.7
Real Estate 72,042 74,342 0.5 — — —
Fixed Income 4,689,045 4,789,891 33.6 2,636,816 2,614,750 32.3
Cash Equivalents 95,455 95,455 0.7 244,454 244,454 3.0

13,075,603 14,233,209 100.0% 8,901,193 8,101,641 100.0%
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Public Sector Pension Investment Board
Notes to the Financial Statements
For the year ended March 31, 2004

2. INVESTMENTS (continued)

(c) Foreign currency exposure
PSP Investments is exposed to currency risk through holdings of securities and units in pooled funds of non-
Canadian assets where investment values will fluctuate due to changes in foreign exchange rates. PSP
Investments also takes, through derivative contracts, trading positions in foreign currencies with the objective of
adding value. 
The underlying net foreign currency exposures in Canadian Dollars, before allocating the economic impact of PSP
Currency Overlay Fund, as at March 31 were as follows:

2004 2003

Currency Fair Value % of Total Fair Value % of Total

($,000) ($,000)

US Dollars 2,196,766 55.8 1,223,964 58.9
Euro 655,043 16.6 315,711 15.2
Yen 431,609 11.0 176,794 8.5
British Pound 325,194 8.3 197,733 9.5
Others 328,131 8.3 164,628 7.9

3,936,743 100.0% 2,078,830 100.0%

The fair values of PSP Foreign Equities Fund and PSP Currency Overlay Fund include $4,936 thousand of Canadian
dollars (2003 - $1,601 thousand) which are not included in the foreign currency exposure.

(d) Credit risk
Credit risk arises in the Cash Equivalents and the Fixed Income asset classes. Credit risk is managed through mini-
mum DBRS (or equivalent) rating requirements.
PSP Investments’ highest concentration of credit risk is with the Government of Canada through its holding of
$1.8 billion of Government of Canada issued securities.
PSP Investments, to minimize derivative contract credit risk, deals only with counterparties, which are major finan-
cial institutions with a minimum credit standard rating of “A” , as supported by a recognized credit rating agency.

(e) Market risk
Market risk is the risk that the value of an investment will fluctuate as a result of changes in market prices,
whether those changes are caused by factors specific to the individual investment, or factors affecting all secu-
rities traded in the market. PSP Investments has a diversification strategy to manage this risk.

PSP Canadian Equities Fund – 10 largest holdings
% of PSP Canadian

Company Name Fair Value Equities Fund

($,000)

1 Bank of Nova Scotia 269,892 5.1
2 Royal Bank of Canada 254,876 4.8
3 Nortel Networks Corporation 213,712 4.0
4 Manulife Financial Corporation 203,180 3.8
5 The Toronto Dominion Bank 189,523 3.6
6 Encana Corporation 183,087 3.4
7 Bank of Montreal 161,311 3.0
8 Canadian Imperial Bank of Commerce 158,028 3.0
9 Alcan Inc. 129,296 2.4
10 Sun Life Financial Services of Canada Inc. 122,267 2.3
Total 10 largest Holdings 1,885,172 35.4 %

Some of the holdings shown above are held through Indexed Pooled Fund participation.
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PUBLIC SECTOR PENSION INVESTMENT BOARD

Notes to the Financial Statements
For the year ended March 31, 2004

2. INVESTMENTS (continued)

(e) Market risk (continued)
PSP Foreign Equities Fund – 10 largest holdings

% of PSP Foreign
Company Name Fair Value Equities Fund

($,000)

1 Citigroup Inc. 59,653 1.5
2 Vodafone Group Plc 51,150 1.3
3 General Electric Company 45,320 1.2
4 Tyco International Ltd 44,303 1.1
5 Nextel Communications Inc. 43,761 1.1
6 Exxon Mobil Corporation 40,390 1.0
7 Royal Dutch Petroleum Company 40,311 1.0
8 Microsoft Corporation 39,568 1.0
9 Pfizer Inc. 39,304 1.0
10 Wal-Mart Stores Inc. 38,046 1.0
Total 10 largest Holdings 441,806 11.2%

Some of the holdings shown above are held through Indexed Pooled Fund participation.

The PSP Fixed Income Fund holds securities invested in Canada as follows:

% of PSP Fixed
Fair Value Income Fund

($,000)

Government of Canada 1,807,738 37.7
Provincial 1,083,539 22.6
Municipal 13,996 0.3
Corporate 1,574,920 32.9
Cash and Cash Equivalents 309,698 6.5
Total of PSP Fixed Income Fund 4,789,891 100.0%

Some of the holdings shown above are held through Indexed Pooled Fund participation.

As at March 31, 2004, 47% of the PSP Fixed Income Fund was managed actively with duration of 6.3 years (a
1% increase in interest rates would result in a decline in the value of the actively managed fixed income secu-
rities of 6.3%). The balance of portfolio is managed passively against the SC Bond Universe index. The index has
a duration of 6.0 years.

(f) Securities lending
PSP Investments participates in securities lending programs whereby it lends securities it owns to other parties.
Any such securities lending requires collateral in cash or high quality debt instruments or shares securities with
a fair value equal to no less than 105% of the value of the securities lent. As at March 31, 2004, securities
with an estimated fair value of $763,886 thousand (2003- nil) were loaned out, while securities contractually
receivable as collateral had an estimated fair value of $805,868 thousand (2003- nil).

(g) PSP Currency Overlay Fund
The PSP Currency Overlay Fund comprises cash equivalents and derivative instruments (currency forward and
currency options contracts) used to reduce the foreign currency  risk exposure or, as an alternative to holding the
underlying currency.
In accordance with the Investment Policy, the market exposures created by the derivative contracts are fully
covered by cash or other assets.
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2. INVESTMENTS (continued)

(g) PSP Currency Overlay Fund (continued)
The following table summarizes the portfolio of the PSP Currency Overlay Fund as at March 31:

2004 2003

Notional Fair Notional Fair 
Investment Value* Value Value * Value

($,000) ($,000) ($,000) ($,000)

Cash Equivalents 81,296 —
Currency Options 785,775 13,294 — —
Currency Forwards 374,561 (7,000) — —

87,590 —

* Notional value represents the amount to which a rate or price is applied in order to calculate the exchange of cash flows and it does
not represent the potential gain, loss or net exposure associated with the market or credit risk of such transactions. Rather, it serves
as the basis upon which the returns from and the fair value of the contracts are determined. All amounts are in Canadian dollars.

(h) PSP Real Estate Fund
The PSP Real Estate Fund comprises investment in two funds managed by external advisors. These funds hold
a diversified portfolio of primarily Canadian income producing properties. Certain of the funds require investors
to finance any cash deficiencies. The Funds are permitted to use financing on the underlying properties to a
maximum leverage of 65% for one of the funds and a maximum leverage of 75% for the second fund.
Management fees are based upon a percentage of assets under management and are charged to the funds. The
reported fair value for the funds is net of these fees.
As at March 31, 2004, PSP Investments has committed to invest an additional $15.9 million in those real estate
funds.
The underlying real estate exposures by type of property and location as at March 31, were as follows:

3. OTHER ASSETS

Other assets as at March 31 consist of the following:
2004 2003

($,000) ($,000)

Fixed assets 2,152 1,287
Other assets 887 744

3,039 2,031

4. BANK OVERDRAFT

The bank overdraft is an infrequent occurrence and arises from temporary requirements to settle security purchases
prior to receiving the contribution from one of the Pension Funds. The amount is repaid within two business days.
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Type of Property 2004 2003

% %

Office 48 —
Industrial 33 —
Retail 17 —
Land 2 —

100% — %

Location 2004 2003

% %

Ontario 51 —
Alberta 29 —
British Columbia 20 —

100% — %
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5. FUND TRANSFERS

During the year, PSP Investments received $3,695.6 million (2003 - $3,382.1 million) of transfers from the three
Pension Funds. The transfers result from net current employer and employee contributions to their respective
Pension Plan.
The breakdown of the fund transfers for the year ended March 31 is as follows:

2004 2003

($,000) ($,000)

Public Service Pension Fund 2,708,522 2,442,872
Canadian Forces Pension Fund 728,979 687,973
Royal Canadian Mounted Police Pension Fund 258,066 251,229
Total Fund Transfers 3,695,567 3,382,074

6. INVESTMENT INCOME AND GAINS(LOSSES)

(a) Investment income and gains (losses) before allocating the effect of derivative contracts
Investment income and gains (losses), before giving effect to derivative contracts and before allocating the
realized gains (losses) and change in unrealized appreciation (depreciation) in value of investments for the year
ended March 31, is presented below. Income from assets backing derivative financial instruments is reported in
the particular backing asset category.

2004 2003

($,000) ($,000)

Interest-Bearing Investments
Short-term 4,881 6,380
Canadian bonds and debentures 178,741 143,221

183,622 149,601
Equity Investments

Canadian equities dividends 71,819 48,842
Foreign equities dividends 55,602 48,775

127,421 97,617
Real Estate Investments 1,197 —

312,240 247,218
Net gain (loss) on investments 
and derivatives financial instruments 2,149,527 (1,167,229)

2,461,767 (920,011)

(b) Investment income and gains(losses) by Asset Class
Investment income and gains (losses) by asset class, after allocating the effect of derivative contracts and net
realized gains (losses) and change in unrealized appreciation (depreciation) in value of investments, for the year
ended March 31, is as follows:

Asset Class 2004 2003

($,000) ($,000)

Canadian Equities 1,275,930 (449,105)
Foreign Equities1 808,064 (657,459)
Real Estate 3,496 —
Fixed Income 369,396 180,173
Cash Equivalents 4,881 6,380

2,461,767 (920,011)

1 Including foreign currency realized gains of $1,987 thousand (2003 - $1,425 thousand) and foreign currency unrealized gains of
$152,261 thousand (2003 - unrealized loss of $27,209 thousand)
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7. INVESTMENT PERFORMANCE

Portfolio and benchmark returns for the year ended March 31 were as follows:
2004 2003

Portfolio Benchmark Portfolio Benchmark
Returns Returns Returns Returns

Canadian Equities 36.1% 37.7% (18.6)% (17.6)% S&P/ TSX 
Foreign Equities 30.7% 28.8% (30.5)% (29.9)% S&P 500, MSCI EAFE
Real Estate 3.6% 2.5% — — CPI + 4%
Fixed Income 10.9% 10.8% 9.4% 9.2% SC Bond Universe
Cash Equivalents 3.2% 3.0% 3.2% 2.7% SC 91-day T-bill
Total Return 26.1% 25.4% (13.5)% (12.9)%

The total benchmark return aggregates the asset class benchmark returns according to the weights specified in the
Investment Policy, as disclosed in Note 2 (a). The total return includes the impact of the PSP Currency Overlay Fund.
Returns have been calculated in accordance with the mandatory requirements set forth by the Association for
Investment Management and Research (AIMR). Returns are presented gross of expenses.

8. EXPENSES

(a) Operating expenses
Operating expenses consist of the following:

2004 2003

($,000) ($,000)

Salaries and benefits 5,582 4,544
Professional and consulting fees* 1,867 1,273
Office supplies and equipment 1,476 1,091
Occupancy costs 729 570
Depreciation of fixed assets 621 105
Custody and fund administration 460 351
Remuneration earned by Directors 434 425
Travel and related expenses for Directors 177 150
Communication expenses 224 151
Other operating expenses 540 337

12,110 8,997

* Included in Professional and consulting fees are audit and audit-related fees of $428 thousand (2003 - $187 thousand) that were
paid to the external auditors of PSP Investments. No amounts were paid for non-audit fees to the external auditors in fiscal years
2004 and 2003.

Total remuneration earned by Directors in fiscal year 2004 includes 1) an annual retainer of $71,500 for the
Board Chairperson and of $16,000 for each Director; 2) an annual retainer of $5,000 for each committee chair;
3) Board and committee meeting fees of $1,000 per meeting and; 4) a travel time meeting fee of $1,000 if dis-
tance to and from the meeting is greater than 1,000 km from the director’s primary residence. Separate fees
are not paid for Investment committee meetings when they are held as a committee of the whole during Board
meetings. The Board Chairperson is not eligible for Board and committee meeting fees.
Directors of PSP Investments come from various regions of the country and accordingly they incur travel and
accommodation expenses in attending meetings of the Board and committees.
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8. EXPENSES (continued)

(b) Salaries and benefits
Included in salaries and benefits is compensation earned by executive officers. The total compensation earned
during the fiscal year by the executive officers was as follows:

Long Term

Base Annual Incentive

Employee / Position Year Salary Bonus 5 Plan 5 Benefits 6

($) ($) ($) ($)

Gordon J. Fyfe 1

President and Chief Executive 2004 188,000 244,000 — 17,000
Officer 

Danielle G. Morin 2 2004 208,000 144,000 — 29,000
First Vice President 2003 195,000 88,800 — 29,000
and Chief Financial Officer (CFO)

Pierre Malo 3 2004 65,000 78,500 — 8,000
Vice President

Derek Murphy 4 2004 — — — —
First Vice President, Private Equity
1 The President and Chief Executive Officer commenced employment on October 9, 2003, and in addition to above, was awarded a signing

bonus of $450,000.
2 The bonus for fiscal year 2004 includes a special bonus of $50,000, for being acting CEO.
3 The Vice President commenced employment on December 8, 2003, and in addition to above, was awarded a signing bonus of $325,000.
4 The First Vice President, Private Equity commenced employment on March 31, 2004, and was awarded a signing bonus of $51,000.
5 Bonus awards include short-term and long-term components and are based on the achievement of agreed objectives. PSP Investments

has established a new program for the long-term bonus which was implemented in fiscal year 2003. 
6 Benefits include other miscellaneous non-cash remuneration. In addition to the above, the executive officers are covered by a contribu-

tory defined benefit pension plan which provides them with a pension benefit of 2% of the best 3 years average earnings for each year
of service. Furthermore, the President and CEO and the CFO are members of a supplementary executive retirement plan.

9. ALLOCATION OF NET INCOME (LOSS) FROM OPERATIONS

The allocation of the net income (loss) from operations of PSP Investments to each Plan Account is as follows:

(a) Investment Income and Gains (Losses)
The investment income has been allocated according to the number of units of PSP funds held by each Plan
Account.

(b) Expenses 
The Act requires that the costs of operation of PSP Investments be charged to the three plans for which it pro-
vides investment services. Under section 4(3) of the Act, the President of the Treasury Board shall determine to
which Plan Account these costs will be charged in consultation with the Minister of National Defence and the
Solicitor General of Canada. An allocation policy has been developed which allocates the direct costs of invest-
ment activities, such as external investment management fees and custodial fees, to each Plan Account, and
allocates, on a quarterly basis, operating expenses excluding custodial fees, based upon the asset value of each
Plan Account. 
Operating expenses, excluding custodial fees, have been allocated as follows:

2004 2003

Public Service Pension Plan Account 71.1% 70.4%
Canadian Forces Pension Plan Account 21.3% 21.9%
Royal Canadian Mounted Police Pension Plan Account 7.6% 7.7%

Expenses are paid by PSP Investments by way of an advance from the Public Service Pension Plan Account,
which is reimbursed by the other Plan Accounts on a quarterly basis.
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