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 Public Service Plan Account

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

corporation established to invest the proceeds of the net contributions 

received from the government since April 1, 2000 for the pension plans of 

the Public Service, the Canadian Forces and the Royal Canadian Mounted 

Police, and since March 1, 2007, for the Reserve Force Pension Plan. PSP 

Investments operates at arm’s length from the federal government. Its 

statutory 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.
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Financial Highlights

Corporate Profile Who We Are and What We Do



z Consolidated net assets were $33.8 billion compared to $38.9 billion at the end of fiscal 
year 2008.

z Total portfolio return was negative 22.7% compared to Policy Benchmark of negative 17.6%.

z In fiscal year 2009, all Private Market asset classes (Real Estate, Private Equity, 
Infrastructure) exceeded public market equity returns and outperformed their respective 
benchmarks over a five-year period, or since their inception.

z Major direct investments continue to improve business fundamentals thereby increasing 
long-term value. 

z A majority of Public Equity portfolios outperformed their benchmarks. 

z All fixed income and real return bond portfolios recorded positive returns. 

z Successful restructuring of third-party asset-backed commercial paper in Canada. 

z Mr. Daniel Garant was hired to the senior position of First Vice President, Public  
Market Investments.

z Mr. John Valentini was promoted to the newly created senior position of Executive Vice 
President, Chief Operating Officer and Chief Financial Officer.

NET ASSETS PER PENSION PLAN
As at March 31, 2009 ($ millions)

 Public Service 24,496  72.5%
 Canadian Forces 6,750  20.0%
 RCMP 2,416  7.2%
 Reserve Force 115  0.3%
 Net Assets 33,777  100.0%

ASSET MIX
As at March 31, 2009 (percent)

 Developed World Equity 31.9
 Real-Return Assets 28.1
 Nominal Fixed Income 19.0
 Private Equity 12.4
 Emerging Markets Equity 6.3
 Small Cap Developed World Equity 2.3

100.0 

Highlights Fiscal Year 2009
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EntErprisE risk ManagEMEnt

Continue to build on the Enterprise Risk Management (ERM) initiative begun in fiscal year 2008 by performing 
strategic risk reviews, monitoring and reporting on selected risks as well as promoting a risk awareness culture 
through education and training.

STATUS: CoMplEtEd and ongoing

key accomplishments include:
Strategic investment-related processes were identified, prioritized and reviewed and appropriate recommendations  z
to mitigate risk were issued. 
A business continuity project with a full-scale continuity exercise was completed. z

A Corporate Information Security Policy based on best practice standards was developed. z

An ERM monitoring system was developed to capture and summarize key risks in order to improve the effectiveness  z
of the Board of Directors’ oversight capability. 
A new leadership talent training program was implemented and a new recruiting approach was adopted to ensure  z
retention and attraction of qualified employees.

publiC MarkEts

Build on new leadership in the Public Market Investments Group and set a course for increased internal 
management of assets in areas where PSP Investments demonstrates a competitive advantage to do so and can attract 
the necessary talent.

STATUS: CoMplEtEd

key accomplishments include:
Mr. Daniel Garant joined PSP Investments in September 2008 to lead the Public Market Group.  z

A business plan for Public Markets, which includes the development of new internal management activities, was  z
presented to the Board of Directors in February 2009.

z

z

Corporate Objectives Fiscal Year 2009
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Key Corporate Objectives Fiscal Year 2010

rEfinE poliCy portfolio alignMEnt
Define a policy portfolio, within an  
asset-liability framework, taking into  
account the liabilities of the plans and 
optimizing the Policy Portfolio Structure. 
Develop internal asset-liability  
capabilities and model.2010



2010

poliCy portfolio govErnanCE

Increase resources dedicated to monitoring the performance of Policy Portfolio changes and advise the Board 
of Directors on future improvements. Recommend changes to the asset allocation based on the economic and 
geopolitical outlook. Place increased emphasis on the Plans’ liabilities.

STATUS: CoMplEtEd and ongoing

key accomplishments include:
Three new members joined the Asset Allocation Strategies and Research (AAS&R) Group. This group now acts as  z
the Secretariat of the Policy Portfolio and incorporates the Economics, Asset-Liability Management and Research 
and Monitoring functions.
PSP Investments developed its capabilities in Asset-Liability Modeling (ALM) and worked in close collaboration with  z
the Office of the Chief Actuary of Canada to gather the required liability input. The new ALM framework was used 
by the AAS&R Group to analyze the existing Policy Portfolio. 
The development of an enhanced monitoring system for PSP Investments’ Policy Portfolio was undertaken;  z
this system will incorporate all the interconnectivity required to adjust to the future Enterprise Data 
Management environment.
Quarterly “State of the World” updates are now being presented for discussion at the Management Investment  z
Committee as well as at the Board of Directors level. The full integration of these perspectives will be part of our 
next review of the Policy Portfolio.

z

2009
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ContinuE iMplEMEnting aCtivE  
invEstMEnt ManagEMEnt philosophy
Continue to achieve a high level of effectiveness in 
the management of our direct and co-investments 
by expanding relationships with top-performing 
business partners in Private Markets. Increase 
the proportion of internal active management in 
Public Markets and implement Value Opportunity 
Investing Strategy.

EnhanCE risk ManagEMEnt
Continue implementing a comprehensive  
risk management plan (investment, enterprise 
and operational risk management) to ensure 
timely and ongoing risk monitoring and 
reporting. Enhance risk analysis and risk 
parameters based on experience from recent 
financial crisis and resulting changes to 
market risk practices.



Well. That was quite a year. And at the time of writing this report, glimmers of light on 

the horizon were only slowly starting to emerge. PSP Investments’ Board and Management 

had already fortified themselves last year with human resource changes, revised risk 

management practices and a cohesive approach to leadership. None of that protected us 

from the general market downturn, but it did mean that we were able to effectively manage 

our portfolios through the period. In particular, our continuing diversification reduced our 

dependence on publicly traded stocks and bonds into investments in real estate, private 

equity and infrastructure to help cushion the blows. 

Our continuing diversification could not entirely shelter PSP Investments from the worst 
effects of the financial crisis. PSP Investments recorded a 22.7% loss during fiscal year 2009. 
We continue to believe that our portfolio represents solid long-term value and we expect our 
unrealized losses to recover when markets eventually return to health. 

A critical question is how is PSP Investments positioned to respond to what happens next? 
For the next 21 years, PSP Investments’ inflow of funds is expected to exceed our obligations 
to pensioners. Unlike many funds, we have no pressing short-term obligations to pensioners 
that will force us to sell assets today at distressed prices. In this highly fluid and uncertain 
market environment, it is extremely important to remain patient and grounded in our decision 
making if we are to take advantage of our substantial liquidity for the benefit of our stakeholders. 
To do so, it is critical that we move ahead on our goals and objectives. 
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Chair’s Report

PAUL CANTOR
Chair
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It is remarkable that an organization can move ahead on goals and objectives while 
weathering a storm of this magnitude. Yet this was done in all parts of the organization. At the 
Board, we set ourselves goals which were directed to widening and deepening our ability to 
provide oversight of PSP Investments. 

One initiative was to more closely link our investment strategies to the Plans’ liabilities. 
The responsibilities of PSP Investments’ Asset Allocation Strategies & Research Group were 
realigned to support the Board. In addition, the Group’s work on key macroeconomic issues is 
being incorporated into portfolio allocation for Board approval.

A second initiative is risk definition and involves the modelling of projected cash flows 
related to both assets and liabilities. This has resulted in collaboration between us and our 
colleagues at Treasury Board Secretariat and in the Office of the Chief Actuary.

The third initiative is to design an enterprise-wide risk reporting framework at the Board level. 
Within that framework we are seeking to establish reporting at a level that we call “investment 
management literacy” that helps ensure that there is a clear understanding between management 
and the board of the opportunities and risks that are under discussion. We were somewhat 
surprised to find that this initiative is breaking new ground in the investment management 
community and that further work will be required next year to complete this project. 

Beyond the specific objectives mentioned above, we know that building the cohesiveness 
of our team and our leadership is an important priority. One role of the Board of Directors 
is to set a tone at the top that ensures that PSP Investments has strong values and ethical 
standards. These standards should apply equally to how we operate internally and how we 
interact with our external stakeholders. They should guide our behaviour through even the 
most difficult periods.

Therefore, the Board welcomed the management initiative to develop Core Organizational 
Values on which all of us at PSP Investments can depend. The Values have been disseminated 
widely throughout the organization. They represent the bedrock on which we operate and 
they define our expectations of each other. It’s also important for our people to know that the 
Board of Directors of PSP Investments is one hundred percent supportive of management’s 
initiative. To that end, I have been writing a series of essays and speaking to the employees 
about the Values: 

z  ACT wITH intEgrity     z  STRIvE FOR tEChniCal ExCEllEnCE     z  ACT AS onE tEaM

z  dElEgatE rEsponsibility AND EMbraCE EMpowErMEnt     z  BE rEsults ORIENTED

Executive Compensation
PSP Investments’ Compensation Policy is designed to attract and retain talented employees, 
reward performance and reinforce our business strategies and priorities. As is the case throughout 
the investment industry, variable incentive compensation is the most important component of 
the total compensation offered to executives and portfolio managers.

Our variable incentive compensation programs are designed to reward total fund and asset 
class performance above a pre-established benchmark. They also reward individual performance 
against the achievement of objectives. Performance relative to markets is measured against 
investment performance in the current year and also against our prior four-year performance. 
Measuring against the four-year period serves to align the interests of our managers with 
the sustained investment objectives of PSP Investments. It also reduces the effect of extreme 
performance in any given year, either positive or negative, which aligns us more closely to our 
longer term perspective. PSP Investments introduced a new long-term incentive plan based on 
forward-looking four-year investment performance in fiscal year 2009.
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As a result of 2009’s underperformance, there were no short-term or long-term bonuses 
paid or allocated to any employees in respect of 2009 for total fund performance. The Board 
has decided to pay the short-term bonus based on the achievement of individual objectives. 
Consequently, short-term bonuses earned in 2009 by the highest compensated officers of PSP 
Investments are 39% lower than in the previous year. The 2009 underperformance will also 
adversely affect variable compensation until 2012 as performance incentives are based on a 
four-year period. 

In addition, given the current financial and economic context, the Board and Management 
agreed that officers and senior managers receive no salary increase for fiscal 2010. The Board 
has also decided that its 2010 compensation will not be increased.

The deferred incentive payments in 2009 reflect the strong fund performance achieved 
over the four-year period from 2004 until 2007. Under the deferred incentive plan, payment of 
bonuses earned through 2007 was deferred for two years as a retention mechanism.

Acknowledgments
On behalf of the Board, and on behalf of our stakeholders, I want to thank our President 
and Chief Executive Officer Gordon J. Fyfe and all of the people at PSP Investments for 
their dedication and hard work during such a difficult time. They were called on to make an 
extraordinary effort and they rose to the occasion to do so.

Paul Cantor

Chair

z ACT wITH intEgrity:
By this we mean, first, conducting ourselves in a manner which is always legal, ethical and moral. 
But in addition, we mean keeping our promises to each other and to those we deal with.

z STRIvE FOR tEChniCal ExCEllEnCE:
This means engaging in lifelong learning, paying attention to detail, and being the best in 
the world at what each of us does.

z ACT AS onE tEaM:
When we act as one team, we recognize that each of us brings some special expertise to 
PSP Investments and that none of us have the capacity to do everything. By working together, 
we can achieve more as a group than we could do as a collection of individuals.

z dElEgatE rEsponsibility AND EMbraCE EMpowErMEnt:
We want a decision to be made by the person who knows the most about the matter. If we 
make decisions at the wrong level, the person making the decision can’t make the best 
decision, and the person who should have made the decision isn’t accountable for it.

z BE rEsults ORIENTED:
The primary responsibility of PSP Investments is to support the fulfillment of the pension 
promise. It therefore follows that one of our Core Organizational Principles should be to achieve 
that objective. But we do not get there by a fixation on the bottom line. Instead, we get there by 
adherence to our Core Organization Principles, which, if we live by them, will lead inevitably to 
desirable long-term bottom line results. 

psp invEstMEnts CorE valuEs
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President’s Report

We experienced exceptionally difficult financial and economic times in Canada and around 

the world over the last year. PSP Investments, like most institutional fund managers, 

recorded negative investment returns during the last fiscal year due to the worst deterioration 

of financial markets since the Great Depression. Our return for fiscal year 2009 was 

negative 22.7% largely as a result of the sharp decline in public equity markets during the 

latter half of the fiscal year.

After three years of first quartile performance amongst large Canadian Pension Plans 1, our 
performance is lagging that of our peers in fiscal year 2009. Our four-year average, on the other 
hand, remains at the median when compared to our peers. 

State of the Markets
During the twelve-month period ended March 31, 2009, major stock markets including the  
S&P/TSX Equity, the S&P 500 and the EAFE recorded losses of between negative 32.4% and 
negative 38.1% in local currency. In the first three months of calendar year 2009, public equity 
markets hit their lowest level of the fiscal year. In March 2009, US stock markets were at 
1997 levels, erasing 12 years of returns, while the TSX was trading at 2002 levels. In addition 
during our most recent fiscal year, the Canadian dollar reached a four-year low against the 
US dollar.

1 RBC Dexia – Canadian Pension Plans over $1 billion.

GORDON J. FYFE
President and Chief Executive Officer
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Just two years ago, financial markets were awash with liquidity. Banks, hedge funds and 
other financial institutions were active lenders and were prepared to commit large amounts of 
capital to finance all types of businesses. As a result of the current financial crisis, credit and 
liquidity have disappeared and so have buyers. There are few transactions in real estate and 
private assets and they generally involve sellers in financial distress. 

Our Performance
Like other institutional funds, PSP Investments has diversified its investment portfolio to reduce 
overall long-term risk. In addition to diversifying our public equity portfolios on a geographical 
basis, we have also diversified into other asset classes, including fixed income, private equity, 
infrastructure investments and real estate. 

Despite the diversification of our risk into these very different asset classes, we still 
experienced a 22.7% decline in our overall investment portfolio. During the second half of 
fiscal year 2009, the panic in financial markets resulted in the decline in value of all asset 
classes except for government bonds.

PSP Investments hedges a portion of its total foreign currency exposure. The impact of the 
hedging policy on our 2009 results was negative 2.6%, as the Canadian dollar experienced a 
significant 22.6% drop against the US dollar.

Our Policy Portfolio’s benchmark had a return of negative 17.6%, primarily as result of 
the sharp decline in global public equity markets. While we are disappointed with our relative 
performance, our underperformance is mainly attributable to additional write-downs on our 
asset-backed commercial paper and collateralized debt obligations investments which impacted 
our total return by negative 3.0%. Our Real Estate portfolio, with an annual return of negative 
16.8% also underperformed its benchmark of positive 6.6%, impacting our relative return by 
negative 2.4%. Over a five-year period, our Real Estate portfolio has recorded an annualized 
return of 9.3%, outperforming its benchmark by 2.2%.

For the majority of our Public Equity portfolios, our portfolio managers were successful in 
limiting losses. While our returns were negative, our Canadian Equity, EAFE Large Cap Equity 
and Emerging Markets Equity all outperformed their respective benchmarks.

Our overall return was also positively impacted by the positive returns of our fixed income 
and real return bond portfolios: World Government Bonds 19.4%, World Inflation-Linked Bonds 
5.9%, Canadian Fixed Income 4.7%, and Cash & Cash Equivalents portfolios 2.8%.

Private Market investments had a positive impact on overall results as they outperformed 
public equities. For instance, our Infrastructure portfolio, the result of our diversification 
strategy which began in 2004, recorded a positive return of 6.0% outperforming its benchmark 
of 5.8% for a three-year return (since inception) of 5.5%, 2.2% above its benchmark. Private 
Equity returned negative 32.3% below its benchmark of negative 31.6% for the year, but is 
outperforming its benchmark by 0.6% since inception.

Our Private Market investments suffered from fair-value or mark-to-market adjustments 
which require us to value our assets as if they were for sale as of March 31, 2009. We continue to 
hold effectively all of the investments for which we have recorded unrealized losses and remain 
confident in the quality of our assets. In a period when there are few buyers and weak sellers as 
well as limited transactions, we have to value our private market assets as if they had to be sold 
during the crisis and in a market with very few comparables. As long-term investors with no 
pressure to sell our investments in the short term, we measure the progress of our investments 
by improvements in the fundamentals such as cash flows and earnings. Our principal private 
market assets are continuing to perform well and according to plan.
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Revera Inc. (Revera), Canada’s largest provider of accommodation and care for seniors and 
our largest Private Market investment, was able to pay down debt and increase earnings before 
interest, taxes, depreciation and amortization (EBITDA) during this very difficult economic 
period. Despite those improvements, mark-to-market accounting rules required PSP Investments 
to write down the value of Revera. Since PSP Investments purchased Revera in 2006, the return 
on the investment remains positive and exceeds the Real Estate benchmark. 

Furthermore, the fair value of Telesat Canada, a satellite operator and our second largest 
Private Market investment, has remained unchanged from last year, despite a significant increase 
in EBITDA and an increase in EBITDA margin during the last year. 

In Real Estate, approximately 56% of our holdings are in residential rental properties, 
which have not been as affected by the downturn as have shopping centres and office towers, 
sectors where we have limited exposure. In doing so, we have limited our downside during 
the current recession.

Our Progress
Despite the financial crisis and its impact on PSP Investments’ returns, fiscal year 2009 was 
marked by substantial progress in a number of critical areas.

An important achievement which provides us with a substantial competitive advantage is the 
upholding of PSP Investments’ AAA credit rating during these difficult times. PSP Investments’ 
AAA credit rating was reaffirmed by two credit rating agencies in late fall 2008. Throughout fiscal 
year 2009, our management team identified and implemented a variety of improvements and 
initiated process reviews in operations management, risk management and human resources. 
We continue to look for ways to improve in these and other key areas of our overall operations. 
In particular, we continue to enhance our risk management policies and practices.

A key appointment in the past twelve months was that of Daniel Garant as First Vice President, 
Public Market Investments. Mr. Garant brings exceptional experience in public markets to 
PSP Investments. We welcome him to our team and we look forward to his contribution 
to our efforts.

Credit Crisis
A critical development during fiscal year 2009 was the successful restructuring of the non-bank 
asset-backed commercial paper market. After many months of negotiations and hard work, the 
Pan-Canadian Investors Committee for Third-Party Asset-Backed Commercial Paper was able 
to successfully restructure the financial instruments in question. As at our fiscal year-end 2009, 
although losses have been recorded in the financial statements in accordance with accounting 
rules, there are no actual credit losses realized in this portfolio. 

We have learned from this experience and consequently have taken certain measures, 
namely, new leadership in our Public Market Group as well as improvements in our investment 
risk management practices.

Putting our Liquidity to Work
The global credit crisis dried up liquidity and the business models that rely excessively on 
borrowed capital, such as hedge funds and other financial institutions, has changed dramatically. 
Buying power has shifted to institutions that enjoy significant long-term capital and liquidity 
such as PSP Investments. 

PSP Investments is now pursuing investment opportunities arising from the current 
market disruption. Our 2004 diversification strategy was implemented precisely because PSP 
Investments has the ability to buy and hold illiquid assets for the long term even during periods 
of extreme stress as we just experienced. 
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Each year, we expect a steady cash inflow of new funds totalling approximately $4 billion, 
and net contributions are projected to remain positive until the year 2030. We are under no 
pressure to sell or otherwise realize on our investments in the short term or indeed at any time 
before we are ready to sell of our own accord. 

We see opportunities in these markets and have added to our portfolio as opportunities 
for good assets at attractive prices have become available. 

As a result, we have developed a Public Markets business plan that will facilitate our ability 
to recognize and invest in significant opportunities in public markets around the world. We have 
also recently completed PSP Investments’ three-year strategic plan which is aimed at increasing 
internal and direct investments programs. Investment performance of our direct investments 
where we have a greater influence on long-term value creation has been very good, and we 
intend to continue to capitalize on this strategy.

Final Thoughts
Fiscal year 2009 was a very difficult year, requiring absolute commitment and dedication from 
a large number of people at, or associated with, PSP Investments.

I would like to thank each member of the Board of Directors, and in particular Paul Cantor, 
our Chair, for their incredible availability and support, specifically throughout October and 
November 2008 when the financial crisis was unfolding. 

I would like to also congratulate John Valentini on his well-deserved promotion to Executive 
Vice President, Chief Operating Officer and Chief Financial Officer during the year. Finally, 
I would like to thank all of our employees for their commitment and dedication during fiscal 
year 2009. It took both team and individual effort to get through this very difficult year. 

Sincerely,

Gordon J. Fyfe

President and Chief Executive Officer
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Management’s Discussion

of Fund Performance and Results

M
Economic Overview and Background
Fiscal year 2009 was one of unprecedented economic and financial turmoil. What started as 

a crisis in the US housing market has led to the near-collapse of the global banking system, 

the deepest global recession of the post-war period and the worst equity bear market since 

the 1930s. While the U.S. remains at the epicenter of the storm, no region of the world 

has been spared. The industrialized economies are contracting sharply, and emerging 

markets—which some had seen as relatively immune from the crisis—have been severely 

shaken as well. Global trade is rapidly shrinking and commodity prices have collapsed. 

Meanwhile, the world’s central banks have slashed their policy rates close to zero and non-

conventional monetary policy tools such as direct purchases of securities are either being 

contemplated or implemented. Governments around the world are injecting huge sums into 

their economies to support growth. Yet, the headwinds facing the global economy remain 

immense: the banking system is in shambles, credit conditions remain tight and wealth 

destruction has been massive. 

MAJOR ECONOMIES

The pace at which economic and market conditions have deteriorated over the past fiscal 
year is nothing short of stunning. While the credit crisis that unfolded between July and 
September 2007 did have a significant negative impact on the major economies, and especially 
the U.S., a recession of this severity still appeared to be a risk—albeit a significant one—rather 
than a reality. That all changed in the late summer and early autumn months of 2008. As the 
crisis intensified, the financial sector found itself with several institutions on the verge of collapse 
and government bailouts multiplied. However, the spark that truly ignited the powder keg 
was the bankruptcy of Lehman Brothers in September 2008. Until then, the failure of a major 
institution was only a possibility. At that point, it became a reality. Credit markets completely 
froze up and inter-bank lending ground to a halt. Liquidity evaporated, forcing the world’s central 
banks to massively inject funds into short-term credit markets to ensure their viability. Credit 
spreads soared to all-time highs. Stock markets crashed across the globe, and both the extent 
and the speed of decline were devastating, the worst since the Great Depression. Measures of 
market volatility exploded to all-time peaks. As for government bond yields and money market 
rates, they plunged as investors fled for safety, and three-month US Treasury Bills yields even 
briefly traded in negative territory. In sum, there was nowhere to hide—with the exception of 
government bonds, all asset classes posted steep losses.
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The intensification of the credit crunch had a devastating impact on the real economy. 
US consumers and businesses retrenched sharply and employment plunged. The malaise 
rapidly spread around the globe. The economies of the U.K., the Euro zone and Japan contracted 
significantly, and emerging markets either went into recession or slowed dramatically. Even the 
high-flying Chinese economy ground to a halt. 

In response, the US Federal Reserve flooded the markets with liquidity. It doubled the 
size of its balance sheet via numerous facilities designed to spur credit creation and slashed 
its policy rate to near-zero. Other central banks continued to cut rates as well. Although the 
aggressive measures that were put into place helped thaw credit markets, these have not 
returned to normal. Expectations are mounting that further unconventional measures will be 
required to break the log-jam.

Canada

Although Canada’s domestic economic fundamentals had been solid and its banking system 
relatively healthy, the Canadian economy could not resist the downward tow from its sinking 
US counterpart. Canada’s economy fell into recession in the final quarter of calendar 2008, 
posting a 3.7% annualized decline, and recorded an even larger 5.4% drop in the opening 
quarter of 2009. Although the recession is largely the result of Canada’s heavy export exposure 
to the U.S.—with manufacturing hit particularly hard—and tumbling commodity prices, 
domestic spending also shrank as consumer and business confidence faltered.

The plunge in global commodity prices also took a huge toll on the Canadian dollar, which 
was trading at parity with its US counterpart as recently as July 2008.

United States

The US economy went from bad to worse over the course of fiscal year 2009, with the 
economy falling into a deep and prolonged recession. While the downturn officially started 
in December 2007, it was relatively mild until the closing months of 2008 when economic 
conditions deteriorated dramatically. Real Gross Domestic Product (GDP) contracted at a 
6.3% annualized pace in the final quarter of the calendar year—its worst drop since 1982—
and recorded a similar 6.1% decline in the opening quarter of 2009. Consumer spending 
and business investment contracted sharply and exports faltered as a result of slumping 
world demand. Almost 5.2 million jobs were lost since the beginning of the downturn, and 
approximately two-thirds of those in the five months to March 2009 alone. The unemployment 
rate jumped to 8.5%, its highest since the early 1980s. As for the housing market, it continued 
to slide, with new home sales running at their lowest levels on record, house prices tumbling 
and foreclosures mounting.

Europe

The European economy was also hit hard by the crisis. The U.K., in particular, is in the throes 
of a severe recession and of a housing market meltdown. After performing relatively well for 
most of 2008, the Euro zone economies contracted sharply in the final quarter of the year 
and the opening quarter of 2009. Real GDP plunged at an annualized pace of 6.4% and 9.6% 
respectively as tight credit conditions, faltering confidence and shrinking export demand took 
their toll. Like other central banks, the European Central Bank continued to cut rates, and 
expectations are that it will continue to do so in 2009.

Japan

The Japanese economy has been heavily battered by the global credit crisis and is going through 
its most severe recession of the post-war period. GDP started contracting in the second quarter 
of 2008 and in the fourth quarter, it fell at a catastrophic annual pace of 14.4%. It continued to 
plunge in the first quarter of 2009 with a 15.2% decline. Exports collapsed, falling by more than 
60% in the year to February 2009. As for industrial production, it tumbled by more than 20% 
in 2008. With the economy in such dire straits, deflation has returned as a serious concern.
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Emerging Markets

Emerging markets have not been spared the pain of the global recession. In Asia, in particular, 
several economies—Singapore, Korea and Taiwan are but three examples—recorded catastrophic 
declines in output as the year drew to a close, in part due to collapsing exports. Even China, 
which had been posting double-digit growth rates, saw its year-over-year growth rate slow 
to 6.8% in the final quarter of 2008, suggesting that the economy essentially stalled as the 
year drew to a close. The People’s Bank of China has been easing its monetary policy and the 
Chinese government is currently implementing an important stimulus plan in response to 
the slowdown.

FINANCIAL MARKETS

Global stock markets went through their worst performance of the post-war period as the declines 
recorded in fiscal year 2008 intensified over the course of the past year. After losing 37.4% 
in fiscal year 2009 in local currency terms, the MSCI (Morgan Stanley Capital International) 
World Index ended the fiscal year 48% below the peak reached in mid-October 2007. No major 
indices have been spared. The S&P 500 posted a 38.1% loss in fiscal year 2009, bringing the 
total loss from its peak to the end of the fiscal year to 47.2% as it recorded its worst performance 
since the Great Depression. European and Japanese markets were similarly battered. Finally, 
many emerging markets recorded even sharper declines before recovering some lost ground 
later in the year. 

Canadian Equities

Canadian equities started the year by meaningfully outperforming their US counterparts, 
largely on the back of rising commodity prices. However, once fears of global recession sent 
commodity prices tumbling, they rapidly reversed course, catching up to US equities. Overall, 
the S&P TSX returned negative 32.4%, not far from the performance of US stocks. Energy and 
materials, two broad commodity-based sectors, were the more seriously affected. Financials 
also underperformed the broad index. In contrast, defensive sectors such as consumer staples 
fared better. 

US Equities

In fiscal year 2009, US equities marked the most pronounced downturn since the 1929-1933 
depression with the S&P 500 posting a negative return of 38.1%. All sectors were impacted, 
with financials being hit particularly hard. Indeed, the S&P 500 Financials index lost 63% 
during the year, a 75.1% fall from its peak in January 2007. Given the sharp depreciation of 
the Canadian dollar over the course of the year, the negative performance was not as severe in 
Canadian dollar terms, with the S&P 500 posting a negative return of 24.1%.

Emerging Market Equities

Most emerging markets recorded performances during the year that were similar, and in some 
cases worse, than those of the developed economy markets. After gaining ground in the early 
part of the year, the MSCI Emerging Market Index, expressed in local currency, plunged by 
more than 55% between May and October 2008. Although it regained some ground afterwards, 
it ended the fiscal year with a negative return of 36.7%. The BRIC (Brazil, Russia, India and 
China) performed somewhat worse with a loss of 41.9%, largely as a result of Russia’s dramatic 
slide which at one point left its markets almost 75% of their peak. The best performing region 
was Latin America; the MSCI Emerging Market Latin America Index was off 32.5% in local 
currency terms and by the end of the fiscal year, was up some 33.8% since hitting bottom in 
October 2008.
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Bonds

Fiscal year 2009 was a good year for government bonds as all the ingredients were in place 
to push yields sharply lower. The US Federal Reserve cut its Fed Funds Rate to virtually zero, 
and the world’s major central banks followed in its footsteps. The collapse in equity markets 
fuelled a mass exodus towards safe assets—to the point where three-month T-Bill yields were 
momentarily in negative territory. Commodity prices tumbled, the global economy sank and 
fears of deflation started to spread. While they rose as high as 4.2% in May 2008, 10-year US 
Treasury yields fell to a mere 2.1% in October 2008. Bonds in Canada, U.K. and the European 
market rallied dramatically as these economies soured and their central banks aggressively cut 
rates. Fiscal year 2009 was also a dismal one for corporate bonds; yield spreads surged to record 
highs—more than 600 bps for Moody’s BAA spreads and 275 bps for AA spreads.

Real Estate

Housing markets throughout most of the U.S. remained weak during fiscal year 2009. Even 
resilient markets, such as New York, began to deteriorate in the last two quarters of the year. 
As US home sales continued to plummet, prices plunged, and delinquencies surged. The MSCI 
REIT Index, which had already dropped substantially in fiscal year 2008, declined by more than 
60%. The commercial real estate market also weakened significantly. As a result, Commercial 
Mortgage-Backed Securities (CMBS) spreads widened dramatically. Outside of the U.S., the 
picture was very similar. While certain markets or countries fared better than others, none 
were unaffected by the economic and financial crisis. 

In Canada, which has one of the most stable banking systems in the world, real estate 
markets only began to soften in the last quarter of the year. Job losses in both the manufacturing 
and professional service sectors have resulted in reduced demand for commercial and industrial 
space, while demand for multi-family properties actually increased due to rising unemployment 
and mortgage financing restrictions.

Commodities

Fiscal year 2009 was disastrous for commodity markets. After peaking at the tail end of the 
commodity boom during the summer, prices collapsed. Crude oil went from as high as $145 per 
barrel in July 2008 to a low of less than $32 per barrel in December 2008. From base metals 
to agricultural commodities, most other commodity markets also posted stunningly sharp 
declines. Notably, the Commodity Research Bureau (CRB) Index is down almost 60% from its 
July peak. Gold represents the only real exception to the general trend; its safe-haven status 
momentarily propelled gold futures above $1,000 per ounce.
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Investments Objectives, Investment Policy and the Policy Portfolio

INvESTMENT OBJECTIvES

PSP Investments’ mandate is described in section 4 of the Public Sector Pension Investment 
Board Act:

To manage funds in the best interests of contributors and beneficiaries under the plans;  z
and to maximize returns without undue risk of loss, having regard to the funding, policies 
and requirements of the pension plans and the ability of those plans to meet their financial 
obligations.

Based on these statutory objectives, PSP Investments’ Board of Directors established the following 
investment objectives:

Absolute Return: achieve a return (net of expenses) at least equal to the actuarial rate of  z
return as determined by the Chief Actuary of Canada. 
Relative Performance: achieve a target return exceeding the Policy Portfolio return and  z
operating expenses.

INvESTMENT POLICY 

In fiscal year 2009, PSP Investments developed its asset-liability modeling capabilities by 
building an internal function and teaming up with an external consultant. This development 
reflects PSP Investments’ desire to improve the overall alignment of interests between all 
stakeholders. Discussions with TBS regarding the management of pension financing risks also 
contributed to a better understanding of related issues.

Fiscal year 2009 was also characterized by a building up of PSP Investments’ capacity to 
integrate information into an enhanced Policy Portfolio monitoring dashboard. The integration 
of economic and geopolitical scenarios in the investment process is also being improved.

POLICY PORTFOLIO

The severe market movements underpinned by the possibility of a worldwide recession that 
marked fiscal year 2009 put stress on the narrow ranges allowed for the long-term target weights 
of certain asset classes within the Policy Portfolio. In response to this extraordinary situation, 
PSP Investments’ Board of Directors approved temporary amendments to the Policy Portfolio 
on October 24, 2008. These amendments were meant to allow greater flexibility in managing 
the storm by increasing the allowed ranges. 

Effective March 31, 2009, permanent changes to the Policy Portfolio were approved by the 
Board of Directors. These changes resulted in the regrouping of all equities into a broad asset 
class named “World Equity”, while the other two broad asset classes: “Nominal Fixed Income” 
and “Real Return Assets” remained unchanged. New ranges for the asset class “World Equity” 
were also introduced. 

At the end of fiscal year 2009, all asset classes were within the ranges prescribed in the 
Statement of Investment Policies, Standards and Procedures (SIP&P).
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Change in Net Assets and Fund Performance

CHANGE IN NET ASSETS

The net assets for PSP Investments decreased by $5.1 billion, going from $38.9 billion at the 
end of fiscal year 2008 to $33.8 billion at the end of fiscal year 2009. The investment loss for 
PSP Investments is $9.5 billion, offset by contributions of $4.4 billion. The investment loss 
reflects a consolidated rate of return of negative 22.7% in fiscal year 2009, compared to a return 
of negative 0.3% in fiscal year 2008.

PERFORMANCE MEASUREMENT AND EvALUATION

Based on the Statement of Investment Policies, Standards and Procedures (SIP&P), PSP 
Investments evaluates its investment strategies, as well as individual investment mandates, 
through performance measurement. The performance for each respective investment strategy 
and mandate is compared to an appropriate benchmark.

BENCHMARKS

A combined Policy Portfolio Benchmark is constructed using the asset class benchmarks 
weighted by their allocations as established in the SIP&P. The return for each asset class is 
compared to the relevant benchmark return, while PSP Investments’ return is compared to the 
Policy Portfolio Benchmark return.

RATES OF RETURN

In fiscal 2009, PSP Investments’ rate of return is negative 22.7% as compared to the Policy 
Benchmark rate of return of negative 17.6%. Over the last five fiscal years, PSP Investments has 
posted a positive rate of return of 2.0% as compared to the Policy Benchmark positive rate of 
return of 3.0% over that same period. 

The overall performance was adversely influenced by the financial performance of the 
world’s major stock markets. As outlined in the economic overview beginning on page 11, 
global stock markets recorded their worst declines of the post-war period. For the fiscal year 
ended March 31, 2009, declines in global markets ranged from negative 32.4% to negative 38.1% 
(Canadian, US and EAFE) in local currency. Some of the most important declines occured in 
the first three months of calendar year 2009, the last quarter of the fiscal year. Stock markets 
in the U.S. were at 1997 levels while the TSX was trading at 2002 levels. In the fourth quarter 
alone, the S&P 500 and EAFE declined by more than 10% in local currency. The fund’s overall 
return was generally higher than the returns posted by the major global stock markets due to 
the portfolio being well diversified. 

As a result of a well-diversified portfolio, PSP Investments’ exposure to World Government 
Bonds, Infrastructure, World Inflation-Linked Bonds, Canadian Fixed Income, Cash & Cash 
Equivalents, Real Estate and Private Equity generally outperformed the world’s major stock 
markets and helped cushion the effect of negative performance of public stock markets.

The overall rate of return was also affected by PSP Investments’ foreign Currency Hedging 
Policy which is intended to hedge some of its foreign currency exposure in developed markets. 
Due to the weakening Canadian dollar in fiscal year 2009 against the US dollar, the overall rate 
of return was negatively impacted by 2.6%.

The following outlines the performance highlights by major asset class.
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Public Markets

Public Markets is composed of Developed World Equity, Small Cap Developed World Equity, 
Emerging Markets Equity, Nominal Fixed Income and World Inflation-Linked bonds. 

The majority of public equities portfolios recorded negative returns but were a source of 
value added in fiscal year 2009. Canadian Equity, EAFE Large Cap Equity and Emerging Markets 
Equity recorded negative returns but all outperformed their respective benchmark returns. In 
addition, all Nominal Fixed Income and World Inflation-Linked bond portfolios had positive 
returns for the fiscal year.

External equity and fixed income managers accounted for most of the underperformance. 
A major factor contributing to the decrease in fair value was related to the effect of increased 
credit spreads on the externally managed debt portfolios. On the other hand, internal active 
management added $62M of value, mostly coming from positions in merger arbitrage and fixed 
income strategies.

Private Equity

Private Equity’s return of negative 32.3% for fiscal year 2009, underperformed its benchmark 
return of negative 31.6% by 0.7%. Since inception (the asset class has only existed for 4.75 years), 
Private Equity’s return of negative 17.9% outperformed its benchmark return of negative 
18.5% by 0.6%. 

Major directly held investments are performing according to plan. However, the significant 
market disruption and mark-to-market accounting rules have nevertheless resulted in fair 
value write-downs. Also, in accordance with PSP Investments’ Currency Hedging Policy, all 
foreign currency investments are hedged. The significant drop in the Canadian dollar has 
thereby impacted returns. Private Equity’s return on an unhedged basis was negative 19.8% 
in fiscal 2009.

PRIvATE EQUITY –  
DIvERSIFICATION BY GEOGRAPHY

United States 46.6%
Europe 27.5%
Canada 14.3%
Asia 11.6%

The majority of the Private Equity portfolio has 
North American Exposure.

PRIvATE EQUITY –  
DIvERSIFICATION BY SECTOR

Consumer Discretionary 30.6%
Telecom 19.8%
Information Technology 9.7%
Health Care 9.2%
Materials and Industrial 9.1%
Financial 6.4%
Other 15.2%

The majority of the Private Equity portfolio 
is in Consumer Discretionary and Telecom.
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Real Estate

Real Estate’s return of negative 16.8% for fiscal year 2009 underperformed the benchmark 
return of positive 6.6%. Over a five-year period, Real Estate’s annualized return of positive 9.3% 
outperformed the benchmark return of positive 7.1% by 2.2%. Market disruption over the last 
year has driven capitalization rates higher when compared to prior years. The depressed global 
markets and the deleveraging process in the industry have negatively impacted capitalization 
rates resulting in a decline in fair values. However, most investment properties are performing 
to expectations and are maintaining or increasing net operating income. A defensive real estate 
strategy was maintained, with new investments focused primarily in multi-residential projects. 
Commercial real estate in general was avoided limiting the downside exposure related to this 
sector. Most foreign currency investments are hedged. Real Estate’s return on an unhedged 
basis was negative 8.3% in fiscal year 2009. 

Canada 51.2%
United States 28.8%
Europe 14.6%
Asia 1.2%
Other 4.2%

The majority of the Real Estate portfolio 
exposure is in North America, mainly 
in Canada.

REAL ESTATE –  
DIvERSIFICATION BY GEOGRAPHY

REAL ESTATE –  
DIvERSIFICATION BY SECTOR

Senior Housing 24.4%
Residential 17.5%
Office 17.3%
Long-Term Care 14.1%
High-Yield Debt 11.1%
Retail 6.9%
Hotel 4.6%
Industrial 1.9%
Other 2.2%

The majority of the Real Estate portfolio 
exposure is in residential rental properties 
(Senior Housing, Residential, Long-Term Care).
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Infrastructure

Infrastructure’s return of positive 6.0% for fiscal year 2009 outperformed the benchmark return 
of positive 5.8% by 0.2%. Annualized return for three years (the asset class has only existed 
for three years) of positive 5.5% outperformed its benchmark return of positive 3.3% by 2.2%. 
The major contributors to the fiscal year 2009 performance were direct investments. Generally, 
the infrastructure portfolio benefited from its large exposure to the energy infrastructure and 
utilities sectors, which fared well because of their relatively stable cash flows and regulated 
environments. Infrastructure had limited exposure to the transportation sector, which proved 
opportunistic given the decline this year in traffic and volumes experienced in the toll roads, 
ports and airport industries. All foreign currency investments are hedged. Infrastructure’s 
return on an unhedged basis was positive 18.7% in fiscal year 2009. 

INFRASTRUCTURE –  
DIvERSIFICATION BY GEOGRAPHY

United States 33.9%
Europe 19.9%
United Kingdom 18.2%
South America 14.0%
Canada 12.0%
Australia 2.0%

The Infrastructure portfolio is diversified mostly 
across the Americas and Europe.

INFRASTRUCTURE –  
DIvERSIFICATION BY SECTOR

Oil & Gas Storage  
and Transport 39.4%

Oil & Gas Exploration  
and Production 17.8%

Transportation 17.0%
Electric Transmission 14.2%
Water Utilities 11.6%

Energy infrastructure and utilities constitute 
more than 65% of the infrastructure portfolio.

Other

From a value added perspective, our holdings in asset-backed commercial paper and collateralized 
debt obligations were significant contributors to underperformance in fiscal year 2009 versus 
the Policy Portfolio’s benchmark return. For the year ended March 31, 2009, investments in 
asset-backed commercial paper decreased overall returns by 1.0%, which was due to a write-
down of $483 million during the fiscal year. Our investment in collateralized debt obligations 
reflects a write-down of $725 million during the fiscal year, decreasing the overall rate of return 
by 2.0%. The investment losses related to asset-backed commercial paper and collateralized 
debt obligations generally reflects the ongoing credit crisis which first unfolded between 
July and September 2007 and further intensified this year, leading to the freeze of credit markets. 
As a result, credit spreads increased significantly, reaching all-time highs. The increased credit 
spreads are the primary cause of the write-downs incurred in both of these investments. 
As at March 31, 2009, although losses have been recorded in the financial statements in 
accordance with accounting rules, there are no actual credit losses realized in asset-backed 
commercial paper and few actual credit losses in the collateralized debt obligations.
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Portfolio and Benchmark Returns

Fiscal Year 2009 5-year

Asset Class
Portfolio 

Returns %
Benchmark 
Returns %

Portfolio 
Returns %

Benchmark 
Returns %

Developed world Equity

Canadian Equity z -32.3 -32.4 3.4 3.2

US Large Cap Equity z -27.7 -24.1 -7.6 -5.6

EAFE Large Cap Equity z -33.6 -34.4 -3.2 -3.0

Small Cap Developed world Equity (4 years) -30.0 -26.7 -9.41 -7.31

Emerging Markets Equity (4 years) -34.0 -35.1 3.51 3.81

Private Equity (4.75 years) -32.3 -31.6 -17.91 -18.51

Nominal Fixed Income

Cash & Cash Equivalents z 2.8 2.4 3.3 3.2
World Government Bonds (2 years) z 19.4 19.4 11.81 11.81

Canadian Fixed Income z 4.7 4.9 5.2 5.2

Real Return Assets

World Inflation-Linked Bonds (4.9 years) z 5.9 6.0 6.11 6.41

Real Estate z -16.8 6.6 9.3 7.1
Infrastructure (3 years) z 6.0 5.8 5.51 3.31

Total Return -22.7 -17.6 2.0 3.0

1 These respective asset classes have existed for less than five years. Their respective returns presented are since 
inception returns.

Returns have been calculated in accordance with the performance calculation methodology recommended by the 
CFA Institute.

The internal rate of return methodology is used to calculate the returns for the Real Estate, Private Equity and 
Infrastructure asset classes.

PSP Investments has identified relevant benchmarking for each asset class. The asset class benchmark returns are 
used in evaluating the relative performance of each asset class.

The total portfolio return includes the performance impact of absolute return strategies. Hedging investment returns 
are either netted against the return of the respective hedged assets, as is the case with Private Asset classes, or included 
in total return, as in the case of Public Markets.
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O
Operating Expenses

Operating Expenses
PSP Investments’ operating expenses during fiscal year 2009 totaled $86 million, compared 
to $77 million in fiscal year 2008. These costs amounted to 0.23% of average net assets 
compared with 0.21% in fiscal year 2008. The increase in operating costs in fiscal year 2009 
can be attributed to a continuing shift to actively managed assets, which generally entail higher 
costs than passive mandates, as well as increased headcount due to the diversification of our 
investment strategy in the private equity, real estate and infrastructure asset classes. Operating 
expenses exclude external investment management fees and transactional costs which are 
applied against investment income. 

PSP Investments goes through an annual budgeting process, which helps ensure operating 
costs remain reasonable and under control. During the year, actual results are monitored to 
the budgeted amounts that were set out at the beginning of the year. For fiscal year 2009 and 
as a result of the market crisis, which led to significantly declining assets under management, 
PSP Investments embarked on a cost control initiative for the year which resulted in reductions 
in total operating expenses. This initiative permitted PSP Investments to finish the year with 
operating expenses $9.9 million below budget.

Total cost as a percentage of average net assets under management is affected by size and 
complexity of investment activities. Size is the most critical factor that impacts a fund’s cost 
structure particularly on a percentage-of-assets basis. The larger a given fund, the higher are 
the economies of scale. Investment activities undertaken by PSP Investments are as complex 
and diversified as those of larger funds/plans but, as yet, without the critical asset base over 
which to spread the requisite costs. With assets forecast to continue increasing at a significant 
rate over the next few years, PSP Investments’ expense ratios (as a percentage of assets) are 
expected to gradually decrease.

International Financial Reporting Standards (IFRS)
In February 2008, the Accounting Standards Board (AcSB) confirmed that Canadian generally 
accepted accounting principles for publicly accountable enterprises will converge with IFRS 
effective January 1, 2011. The conversion to IFRS will be required, for PSP Investments, for 
interim and annual financial statements beginning on April 1, 2011. IFRS uses a conceptual 
framework similar to Canadian GAAP, but there are significant differences on recognition, 
measurement and disclosure.

PSP Investments is currently evaluating the impact of the adoption of IFRS on its Consolidated 
Financial Statements.
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R
Risk Management

Risk Management Governance
Effective governance is essential in order to safeguard the capital entrusted to PSP Investments 

and to ensure that appropriate objectives are pursued and achieved in line with the fulfillment 

of its legislated mandate.

PSP Investments promotes a risk-aware culture involving all employees. The Board of Directors, 
senior management and employees are not only active participants in risk identification, but 
also in risk evaluation, risk monitoring and risk mitigation.

In order to oversee and manage risks related to its investments and operations, senior 
management has created various committees including the Risk Steering Committee, the 
Valuation Committee and the New Product Committee.

In fiscal year 2009, PSP Investments put in place solid foundations to support a comprehensive 
Enterprise Risk Management program. Amongst the significant achievements are:

The development of an Enterprise Risk Management Policy which outlines the guiding  z

principles for strategic risk reviews, annual risk assessments for all business units, risk 
monitoring and reporting processes for the Board of Directors, as well as the development 
of enterprise risk awareness by all employees;

 The addition of experienced professionals dedicated to risk management; and z

 The identification of the major risks PSP Investments is facing and for which action plans  z

have been developed.

Furthermore, PSP Investments implemented proactive and concrete methods of risk 
identification, monitoring, reporting and mitigation of all risks inherent in PSP Investments’ 
activities including, but not limited to, investment risk and operational risk.

Investment Risk Management
PSP Investments defines investment risk as all risks inherent to the investment process, including 
financial risks, model risk and valuation risk. Financial risks include market risk, credit risk 
and liquidity risk:

 Market risk is the risk of loss due to changes in the level, volatility and correlation of equity  z

prices, the term structure of interest rates, as well as currency and commodity spot and 
forward prices.

 Credit risk is the risk of loss resulting from the failure of a borrower or counterparty to  z

honour its financial or contractual obligations.

Liquidity risk is the risk of financial loss as a result of an institution’s inability to meet  z

day-to-day financial obligations as they come due, or the liquidation of an asset in adverse 
market conditions. The main sources of liquidity risk are treasury movements, renewal of 
corporate borrowings and contingency collateral calls.
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INvESTMENT RISK CONTROLS

In fiscal year 2008, PSP Investments developed the Investment Risk Handbook (“the Handbook”). 
This Handbook contains an Investment Risk Policy, approved by the Board of Directors 
in fiscal year 2009, as well as Investment Risk Guidelines and Procedures, approved by 
senior management.

The Handbook establishes a framework, including a risk budget, to ensure that investment 
activities respect the Board of Directors’ risk tolerance. In addition, the Handbook provides 
supplementary investment risk controls, including concentration limits by issuers, geographical 
regions, industries and financial products.

IMPACT OF RECENT MARKET EvENTS

In fiscal year 2009, unprecedented market events put unusual pressure on most of PSP 
Investments’ investment risk measures. In this context, the Risk Management Group was called 
upon to contribute to the investment process by identifying the sources of risk and by presenting 
mitigation solutions. For instance, active risk measurement and credit risk monitoring were 
conducted in response to high volatility and increased default probabilities in the markets.

Operational Risk Management
The Operational Risk Management Policy currently in place within PSP Investments was 
approved by the Board of Directors in fiscal year 2009. This policy provides clear direction 
in terms of the definition of operational risk, the methodology used to assess operational 
risk, the roles and responsibilities of all stakeholders, new product approval and business 
continuity requirements. 

Operational risk management at PSP Investments is structured around seven types of risk:

Human Resources Management z

Process Management z

System Management z

Theft and Fraud (External and Internal) z

Ethical, Fiduciary and Legal z

Disaster Risk z

Compliance z

In fiscal year 2009, operational risk management activities were forward-looking 
with risk assessments and recommendations aimed at reducing or controlling operational 
risks. Furthermore, a business continuity exercise at the remote contingency site was  
successfully completed.
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Internal Audit and Compliance

I
Internal Audit
Internal Audit is an independent objective assurance and consulting activity designed to 

add value and improve PSP Investments’ operations. It helps to achieve PSP Investments’ 

objectives by using a systematic disciplined approach to evaluate and improve the 

effectiveness of processes, systems, risk management, control and governance process. In 

order to ensure the independence required for Internal Audit to play its role effectively, the 

group reports functionally to the Audit and Conflicts Committee of the Board of Directors, 

and administratively to the Executive Vice President, Chief Operating Officer and Chief 

Financial Officer.

Internal Controls
The internal control environment is derived from the Committee of Sponsoring Organizations 
(COSO) model. Assisted by internal auditors, PSP Investments reviews annually its control 
environment, general controls and key controls in all departments. The control functions 
are carried out at various levels: investment and operations’ managers, risk management, 
compliance, internal and external audit. Each control is designed to ensure that PSP Investments’ 
policies and procedures are respected and applied consistently. Internal policies and procedures 
provide a framework for the implementation of the main corporate controls. Corporate policies 
are approved by the Board of Directors and include, among other things, authority delegation, 
contract signatures, risk management and human resources. Corporate procedures present 
precise and specific guidelines for the adequate execution of internal processes. 

Compliance
PSP Investments must act with integrity and maintain high ethical standards at all times. The 
objective of the Compliance Department is to ensure that PSP Investments complies with internal 
policies and procedures. This is mainly achieved through daily monitoring of transactions 
and processes ensuring compliance with the Code of Conduct for Officers and Employees 
(the “Code of Conduct”), policies and procedures, and industry regulations. In addition, PSP 
Investments requires employees to read and acknowledge compliance to the Code of Conduct 
on an annual basis. This document establishes rules of conduct, including maintaining the 
confidentiality of information, and governs the personal trading and investment activities of 
employees. Management reports quarterly on compliance matters to the Audit and Conflicts 
Committee of the Board of Directors.
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G
Effective governance is essential to safeguard the capital entrusted to PSP Investments and 

to ensure that appropriate objectives are pursued and achieved in line with the fulfillment 

of the corporation’s legislated mandate. This section describes PSP Investments’ governance 

model, including PSP Investments’ mandate, the roles of the Board of Directors and Board 

committees and key policies that guide the organization’s activities and behaviour.

Legislated Mandate
Effective April 1, 2000, the federal government created three new pension fund accounts—one 
for each of the Public Service, Canadian Forces and Royal Canadian Mounted Police (RCMP) 
pension plans. Employer and employee contributions in respect of each plan for service since 
April 1, 2000, are credited to these pension fund accounts. Amounts equal to the balances of 
these accounts (that is, contributions minus benefits payments for service since April 1, 2000, 
and plan administration expenses) are transferred to separate accounts at PSP Investments, to 
be invested in accordance with the approved investment policy and strategy.

On March 1, 2007, the federal government established the Reserve Force Pension Plan. 
Since that date, an amount equal to the balance of pension fund account set-up for this plan is 
transferred to PSP Investments pursuant to the terms of the establishing regulation and within 
the meaning of the Public Sector Pension Investment Board Act (“the Act”). 

The government manages and administers these pension 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 Reserve Force Plan, and the Minister of Public Safety for 
the RCMP Plan.

PSP Investments’ mandate is set forth in the Act. This mandate is twofold; it consists of 
managing funds received for the Public Service, Canadian Forces, RCMP and Reserve Force 
pension plans (the “Plans”) “in the best interests of the contributors and beneficiaries”, the 
whole “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 Plans and the ability of those Plans to 
meet their financial obligations”.

Governance
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Roles and Responsibilities of the Board of Directors and Board Committees

BOARD OF DIRECTORS

In order to ensure that legislative and regulatory objectives are met, the Board of Directors has 
defined its role to include, among other responsibilities, the following:

Appointment and termination of the President and CEO. z

Annual review and approval of proposed amendments to the written Statement of Investment  z
Policies, Standards and Procedures (SIP&P).

Approval of strategies and benchmarks for achieving investment performance objectives. z

Adoption of appropriate policies for the proper conduct and management of PSP Investments,  z
including a Code of Conduct for Officers and Employees and Conflict of Interest Procedures 
for Directors.

Ensuring that an effective operational and risk management system is in place, including  z
appropriate risk management policies.

Approval of human resources and compensation policies. z

Establishment of appropriate performance evaluation processes for the Board of Directors,  z
the President and CEO and other members of senior management.

Approval of quarterly and annual financial statements for each underlying Pension Plan  z
Account and for PSP Investments as a whole.

The Terms of Reference describing the roles and responsibilities of the Board Chair and 
the Board of Directors and its committees may be viewed in their entirety on PSP Investments’ 
website www.investpsp.ca under “Governance – Duties & Responsibilities”. Every three 
years, a governance review is conducted to assess the extent to which PSP Investments’ Terms 
of Reference are being implemented and based on the examination, a governance report is 
submitted to the Governance Committee. The purpose of this report is to assist the Board of 
Directors in ensuring that each of the key fiduciaries has carried out its duties and responsibilities 
as set out in its Terms of Reference. The next governance review will take place at the end of 
fiscal year 2010. The Board of Directors also periodically reviews all policies and applicable 
procedures of PSP Investments.

BOARD COMMITTEES

The Board of Directors has established four standing committees and one special committee 
to assist in the fulfillment of its obligations. An Investment Sub-Committee existed prior to 
November 2008 but has since been abolished:

Investment Committee z

Audit and Conflicts Committee z

Human Resources and   z
Compensation Committee

Governance Committee z

Special Committee z

Investment Sub-Committee (abolished on  z
November 14, 2008)
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Investment Committee

The Investment Committee is responsible for overseeing the investment management function of 
PSP Investments. In particular, the Investment Committee performs the duties that are assigned 
to it by the Board of Directors including, among others, the approval of all investment proposals 
and related borrowings, and the execution of the documentation related to such investments and 
borrowings, except if PSP Investments’ Delegation of Authority provides otherwise. The Investment 
Committee is also responsible for recommending to the Board of Directors a written Statement 
of Investments Policies, Standards and Procedures (SIP&P) for each Plan and to annually review 
the SIP&P and recommend changes, if necessary. Finally, also significant among the Investment 
Committee’s responsibilities, is the approval of the engagement of external investment managers 
empowered with discretionary authority to invest PSP Investments’ assets. 

The Investment Committee is comprised of all members of the Board of Directors and is 
chaired by Mr. Anthony R. Gage.

Audit and Conflicts Committee

The Audit and Conflicts Committee’s role is generally to review the adequacy and effectiveness of 
PSP Investments’ system of internal controls. This includes internal controls over the accounting 
and financial reporting systems within PSP Investments, as well as internal information system 
controls and security. The Audit and Conflicts Committee is also in charge of monitoring the 
application of the Code of Conduct for Officers and Employees.

Many of the duties of the Audit and Conflicts Committee are laid out in the Act. In addition 
to those mentioned above, these duties include: 

Reviewing PSP Investments’ and the Plans’ quarterly and annual financial statements,  z

recommending them to the Board for approval and discussing any letters to management 
regarding any significant concerns on the part of the joint auditors; 

Meeting with PSP Investments’ joint auditors to discuss PSP Investments’ annual financial  z

statements and the auditors’ report; and

Adopting and maintaining an appropriate whisleblowing mechanism for reporting financial  z

fraud or other fraudulent and inappropriate activities. 

On March 31, 2009, the Audit and Conflicts Committee was comprised of the 
following Directors: 

Keith G. Martell, Chair z  
Cheryl Barke z r
Jamie Baillie z

Anthony R. Gag z e 
Anil K. Rastog z i
William J. Saunderso z n

Human Resources and Compensation Committee

The Board of Directors strongly believes in the importance of the human resource function to the 
success of PSP Investments. In that view, the Human Resources and Compensation Committee 
assists the Board of Directors in ensuring that the necessary policies and procedures are in place to 
efficiently manage PSP Investments’ human resources and to offer all employees fair and competitive 
compensation. In this spirit, the Human Resources and Compensation Committee is responsible for:

Making recommendations to the Board of Directors regarding PSP Investments’ human  z

resources, training policy and compensation policies and periodically reviewing such 
policies and recommending changes as necessary; 

Making recommendations to the Board of Director on the remuneration of the officers of  z

PSP Investments;

Reviewing annually, on an aggregate basis, the total compensation of all employees of  z

PSP Investments;

Ensuring the compliance of PSP Investments’ human resources policies and practices with  z

applicable legislation; and

Reviewing PSP Investments’ succession planning and reporting to the Board of Directors  z

on such planning.
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On March 31, 2009, the Human Resources and Compensation Committee was comprised 
of the following Directors:

Michael P. Muelle z r, Chair 
Bob Baldwi z n

Anthony R. Gag z e
Jean Lefebvr z e

Governance Committee

The Governance Committee’s role is generally to assist the Board of Directors in developing 
and monitoring PSP Investments’ approach to its own governance. The Board of Directors has 
designated the Governance Committee to monitor the application of the Conflict of Interest 
Procedures for Directors. Among the more significant of the Governance Committee’s duties 
are the following: 

Monitoring and assessing the relationship between the Board of Directors and Management,  z

defining the limits to Management’s responsibilities and ensuring that the Board of Directors 
is able to function independently of Management; 

Reviewing on a biannual basis with the assistance and input of the Chief Executive Officer  z

and the Chair of PSP Investments, the Terms of Reference for the Board of Directors and the 
committees of the Board of Directors, and recommending to the Board such amendments 
as may be necessary or advisable;

Developing and recommending to the Board of Directors for its approval, the by-laws and  z

governance-related policies;

Overseeing the implementation of procedures for assessing the effectiveness of the Board of  z

Directors as a whole and for conducting a peer review. 

On March 31, 2009, the Governance Committee was comprised of the 
following Directors:

Bob Baldwi z n, Chair
Cheryl Barker z  
Léon Courville z  

Anil K. Rastog z i
William J. Saunderso z n

Special Committee

The Board of Directors established a Special Committee effective June 27, 2008 to assist in 
improving the linkage of the Plans’ liabilities to PSP Investments’ strategy.

On March 31, 2009, the Special Committee was comprised of the following Directors:

Jean Lefebvre, Chai z r
Bob Baldwi z n

Anthony R. Gag z e
Michael P. Muelle z r

Investment Sub-Committee

The Investment Sub-Committee was abolished on November 14, 2008. Its main role was to 
review individual private or structured investments in securities not publicly traded, and to 
make recommendations to the Investment Committee regarding such investments. Since 
the abolishment of the Investment Sub-Committee, the duties previously performed by the 
Investment Sub-Committee are performed by the Investment Committee.
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Accountability and Reporting to Government
PSP Investments’ President and CEO is appointed by and reports to the Board of Directors. In 
turn, the Board of Directors reports to Parliament through the President of the Treasury Board, 
who is responsible for PSP Investments’ legislation. 

The President of the Treasury Board is also required to table PSP Investments’ annual report 
in Parliament. PSP Investments is required to provide its annual report as well as quarterly 
financial statements to the President of the Treasury Board, the Minister of National Defence 
and the Minister of Public Safety. During the last fiscal year, PSP Investments conducted a 
thorough review of its annual report disclosure with a view of complying with best corporate 
governance and disclosure practices. 

The President and CEO and the Chair of PSP Investments are required to meet once a year 
with Advisory Committees appointed to oversee the Plans. PSP Investments also communicates 
on an ongoing basis with the Chief Actuary of Canada and with Treasury Board officers. 

Pursuant to the Financial Administration Act (FAA), the Auditor General of Canada serves as 
the joint auditor of PSP Investments and is responsible, amongst other duties, for conducting a 
special examination. Until recently, PSP Investments was subject to a Special Examination held 
once every five years, as provided for in the FAA. The 2009 Budget Implementation Act amended the 
FAA. Pursuant to the new FAA provisions, a Special Examination in respect of PSP Investments 
and its subsidiaries must be carried out at least once every ten years. The most recent Special 
Examination in respect of PSP Investments was conducted in fiscal year 2006. The results, 
which were presented in a Special Examination Report dated November 15, 2005, indicated 
that there were no significant deficiencies in PSP Investments’ systems and practices.

In collaboration with the Auditor General of Canada, the Board of Directors recommended 
to conduct the next Special Examination of PSP Investments in a year from now.

Directors’ Selection
PSP Investments’ Board of Directors is comprised of twelve members including the Chair, all of 
whom are considered “independent” for the purposes of Canadian securities legislation. 

As at March 31, 2009, eleven board positions were occupied and the vacant position was 
in the process of being filled. On April 3, 2009, following the resignation of a Director, the 
number of vacant positions was increased to two.

The Governor in Council appoints all members of the Board of Directors on the 
recommendation of the President of the Treasury Board. Qualified candidates for directorship 
are selected and recommended to the President of the Treasury Board by an eight-member 
Nominating Committee established by the President of the Treasury Board. The Nominating 
Committee operates at arm’s length from the Board of Directors and the Treasury Board. 
PSP Investments’ legislation disqualifies as Directors, members of the Senate, the House of 
Commons and provincial legislatures, PSP Investments or federal government employees and 
those entitled to benefits from the Plans. Directors hold office during good behavior for a term 
not exceeding four years. On the expiry of the term of an incumbent Director, the incumbent 
Director continues in office until he or she is reappointed or a successor is appointed.

The Board of Directors plays an active role in guiding PSP Investments. Therefore, a 
substantial time commitment is expected of Board members, Board Chair or Chair of a committee 
of the Board for meeting, travel and preparation for meetings. 

All Directors of PSP Investments must have an excellent understanding of the role of a 
director and possess a general knowledge of pensions and a broad knowledge of investment 
management and its related risks. A short biography for each of the Directors as of March 31, 2009 
can be found at pages 46-48. 
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Assessment of Board Performance
The regulations adopted under the Act require the Board of Directors to set out in the annual 
report the procedures in place for the assessment of its own performance. In accordance with 
those requirements, the Governance Committee implemented a formal evaluation process 
designed to encourage frank and confidential discussions between the Chair and individual 
Directors, as well as between the Chair and the President and CEO of PSP Investments. 

To facilitate the assessment process, guidelines for evaluating the performance of the Chair 
of the Board, the individual performance of all Board members, of the chairs of the Board 
committees and of the Board as a whole 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 information and presents it to the Board of Directors. The Board discussion focuses on 
concerns and opportunities for improvement, what is working properly and what has improved 
since previous assessments.

Conflict of Interest Procedures for Directors
The Conflict of Interest Procedures for Directors are intended to provide a workable process 
for identifying, minimizing and resolving potential conflicts of interest. Derived from the Act 
and the Conflict of Interest Act, they set out in detail Directors’ statutory and fiduciary duties 
relating to conflicts of interest and help ensure that Directors have a full understanding and 
appreciation of PSP Investments’ principles and values. Ultimately, these procedures aim to 
assist Directors in determining appropriate business practices and behaviour. 

The Conflict of Interest Procedures for Directors, among other things:

Require Directors to give written notice to the Board of Directors of the nature and extent  z
of their interest in a transaction or proposed transaction;
Prohibit Directors from voting on a resolution or participating in a discussion in any  z
circumstances if they have a conflict of interest;
Require the disclosure of any other business activity in which they participate which  z
directly or indirectly affects PSP Investments’ activities or is in competition with PSP 
Investments’s activities.

The Governance Committee is responsible for monitoring the application of the Conflict 
of Interest Procedures for Directors. These procedures may be viewed in their entirety on PSP 
Investments’ website www.investpsp.ca under “Governance – Code of Conduct for Directors”. 

Director Education Program
The Act requires the Nominating Committee to “have regard to the desirability of having on 
the Board of Directors a sufficient number of Directors with proven financial ability or relevant 
work experience such that [PSP Investments] will be able to effectively achieve its objects.” The 
legislation then calls for Directors with relevant expertise to use their knowledge or skills in 
exercising their duties. 

To improve Directors’ financial knowledge and skills, PSP Investments created a Director 
Education Program which provides financial and staff resources to Directors. In fiscal year 
2009, each Director was allocated an individual budget equal to 15% of the retainer meeting 
fees he or she earned in fiscal year 2008 to be used mainly to strengthen their understanding 
of investment management. In addition to offering individual courses, conferences and reading 
material, the Director Education Program also includes group training sessions organized the day 
before each regular Board of Directors’ meeting. During these sessions, distinguished speakers 
are invited to make presentations on various subjects to enhance the Board’s expertise.
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Code of Conduct
In accordance with the Act, PSP Investments has a Code of Conduct for Officers and Employees 
(the “Code of Conduct”). In addition to ensuring stringent compliance with the relevant statutory 
requirements, the Code of Conduct serves as a framework that provides officers and employees 
with a full understanding of the organization’s corporate principles and values with the objective 
to assist them in determining appropriate business practices and behaviour. 

The Code of Conduct includes a whistleblowing provision designed to encourage officers and 
employees to step forward and report any financial fraud or other fraudulent and inappropriate 
activities. Among other things, the Code of Conduct deals with overall honesty and integrity; 
compliance with the Code of Conduct and the law; conflict of interest procedures for officers 
and employees; the integrity of accounting records and financial information; the handling 
and use of confidential information; prohibitions on insider trading; the reporting of personal 
investment transactions; receiving entertainment or gifts; external appointments or employment 
within any organisation or association; political activities; and dealings with public officials. 

The Audit and Conflicts Committee is responsible for monitoring the application of 
the Code of Conduct. The Code of Conduct may be viewed on PSP Investments’ website  
www.investpsp.ca under “Governance – Code of Conduct for Officers and Employees”.

Directors’ Compensation
The approach to director remuneration adopted by the Board of Directors reflects key requirements 
of the Act. The first requirement is that the Board should include a “sufficient number of 
Directors with proven financial ability or relevant work experience such that PSP Investments 
will be able to effectively achieve its objectives.” The second requirement is that Directors’ 
compensation should be set “having regard to the remuneration received by persons having 
similar responsibilities and engaged in similar activities.” 

The Board reviews Directors’ compensation once every two years and considers any changes 
that may be warranted based on a report and recommendations provided by the Governance 
Committee. The most recent review was conducted in fiscal year 2009 with the assistance of 
an independent compensation consultant.

The following remuneration for Directors was approved by the Board of Directors in 
fiscal year 2009 and the Board has agreed that there will be no increase of these amounts for 
fiscal year 2010:

Annual retainer for the Chair: $125,000 z

Annual retainer for each Director other than the Chair: $27,500 z

Attendance fee for each Board meeting: $1,500  z 1

Attendance fee for each committee meeting: $1,250  z 1

Annual retainer for each Chair of a committee of the Board of Directors: $8,750 z

Additional meeting fee for each Director who attends a meeting in person if the Director’s  z

primary residence is outside Québec or Ontario, or in any case where a Board of Directors 
or committee meeting is held in a location outside Québec and requires a Director to travel 
more than three hours away from his or her primary residence: $1,500

Directors of PSP Investments are not entitled to additional compensation in the form of 
retirement benefits or short-term or long-term incentives.

The Board of Directors met 13 times during fiscal year 2009 and its committees held 34 
meetings. This amounted to a total remuneration for Directors of $825,409. The tables on the 
following two pages illustrate and breakdown the above mentioned results.

1 For a meeting of less than one hour: $500. Only a single fee is paid when Board of Directors and Investment 
Committee meetings are held concurrently.



32 |   Public Sector Pension Investment Board   |

Attendance of Directors 
Board and Committees – Fiscal Year 2009

Board of  
Directors/ 
Investment  
Committee

Audit and  
Conflicts  

Committee
Governance 
Committee

Human 
Resources and 
Compensation 

Committee Investment 
Sub- 

Committee 4
Special 

CommitteeRegular Special Regular Special Regular Special Regular Special

Number of meetings
Fiscal Year 2009

8 5 5 3 4 - 5 3 5 9

Jamie Baillie 6/8 4/5 5/5 3/3 5/5

Bob Baldwin 8/8 4/5 4/4 5/5 3/3 9/9

Cheryl Barker 8/8 4/5 5/5 3/3 4/4

Paul Cantor 1 8/8 5/5

Léon Courville 8/8 5/5 4/4 5/5

Anthony R. Gage 2 8/8 3/5 5/5 3/3 5/5 3/3 5/5 8/9

Jean Lefebvre 8/8 4/5 5/5 3/3 5/5 8/9

Keith G. Martell 3 8/8 5/5 4/5 3/3 1/1 4/5

Michael P. Mueller 8/8 5/5 5/5 3/3 5/5 8/8

Anil K. Rastogi 8/8 5/5 5/5 3/3 4/4

william J. Saunderson 7/8 2/5 4/5 1/3 4/4

1  Mr. Cantor is not a member of the Audit and Conflicts Committee, of the Governance Committee, of the Human Resources and Compensation 
Committee and of the Investment Sub-Committee, but as Board Chair, he may attend all of the Committee meetings.

2  Mr. Gage was appointed Chair of the Investment Committee on November 14, 2008.
3  Mr. Martell’s mandate as a member of the Human Resources and Compensation Committee terminated on April 3, 2008.
4  The Investment Sub-Committee was abolished on November 14, 2008.
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Remuneration of Directors 
Fiscal Year 2009

Remuneration 1

Name
Annual 

Retainer

Chair of a 
Committee/ 

Retainer

Boards/ 
Committees 

Meeting Fees
Travel  
Fees Total

Jamie Baillie $27,500 – $28,000 $9,000 $64,500

Bob Baldwin $27,500   $8,750 $41,250 – $77,500

Cheryl Barker $27,500 – $30,000 $12,000 $69,500

Paul Cantor  $125,000
(Chairperson)

– – – $125,000

Léon Courville $27,500 – $28,500 – $56,000

Anthony R. Gage $27,500   $8,750 $48,000 $9,000 $93,250

Jean Lefebvre $27,500   $6,659 $40,750 – $74,909

Keith G. Martell $27,500   $8,750 $31,000 $9,000 $76,250

Michael P. Mueller $27,500   $8,750 $42,250 – $78,500

Anil K. Rastogi $27,500 – $31,500 – $59,000

william J. Saunderson $27,500 – $23,500 – $51,000

1 The Directors are also entitled to reimbursement of their reasonable travel and related expenses when applicable. 

Investment Governance Oversight
In order to ensure an adequate governance oversight of its investments, PSP Investments has 
adopted a Policy on Social and Environmental Responsibility and Proxy Voting Guidelines. 
PSP Investments also participates in collaborative initiatives with other like-minded 
institutional investors. 

SOCIAL AND ENvIRONMENTAL RESPONSIBILITY 

The primary responsibility of PSP Investments is to support the fulfillment of the pension 
promise. PSP Investments adopted a Policy on Social and Environmental Responsibility in 
2005 which embodies PSP Investments’ belief, that the adoption of socially responsible policies 
and practices in the corporations and entities in which it invests will enhance long-term 
shareholder value. The Policy on Social and Environmental Responsibility may be viewed on 
PSP Investments’ website www.investpsp.ca under “Investments – Investment Policies – Policy 
on Social & Environmental Responsibility”.
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PROXY vOTING GUIDELINES

The Proxy Voting Guidelines (the “Guidelines”) are designed to ensure that voting securities 
beneficially owned by PSP Investments will be voted in accordance with its investment policy 
and objectives. The Guidelines stipulate that PSP Investments will give due consideration to 
corporate governance principles when assessing 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 areas of corporate governance with respect to which PSP 
Investments may be requested to vote from time to time and the principles on which it will 
rely, at least initially, in determining a response to such requests. Areas important in terms of 
their potential impact on performance include:

Independence and effectiveness of a company’s board of directors; z

Management and directors’ compensation, including equity compensation plans; z

Takeover protection; z

Shareholder rights; z

Responsible investing. z

In fiscal year 2009, PSP Investments reviewed and amended the Guidelines to take into 
consideration the principal trends noted in the last proxy season. 

To ensure a more active management of its proxy voting, PSP Investments is assisted by 
two service providers in voting the equities held in accounts managed internally as well as in 
segregated accounts managed by external managers. With the assistance of a service provider and 
through collaborative initiatives with other like-minded institutional investors, PSP Investments 
is also actively engaging issuers to improve their corporate governance practices.

The Guidelines may be viewed on PSP Investments’ website www.investpsp.ca under 
“Investments – Investment Policies – Proxy Voting Guidelines”.

COLLABORATIvE INITIATIvES

In 2006, PSP Investments joined the Canadian Coalition for Good Governance. In 2007, 
Gordon J. Fyfe, PSP Investments’ President and CEO, became a member of its board 
of directors. 

In 2006, PSP Investments became a signatory of the Carbon Disclosure Project and is 
now part of a group of 475 institutional investors representing $55 trillion in assets under 
management who are encouraging public companies to disclose how they are managing climate 
change risks and opportunities that may be affecting their business.
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C
Compensation

PSP Investments’ Board of Directors oversees all aspects of compensation for employees of 

PSP Investments and approves a total compensation package for PSP Investments’ officers, 

including an annual base salary as well as short- and long-term incentives. 

PSP Investments’ compensation policy is designed to attract and retain talented employees, 
reward performance and reinforce business strategies and priorities. Our employees are often 
solicited by other organizations that need to fill similar positions to those at PSP Investments. The 
Board of Directors recognizes the fundamental value added by a motivated and committed team 
and strongly believes that the recruitment and retention of performance-oriented employees is 
fundamental to achieving PSP Investments’ objectives.

In order to attract and retain talented employees, the Board of Directors has established a 
Compensation Policy that aims to maintain total compensation at a fair and competitive level. 
Our compensation plans are aligned with PSP Investments’ strategic plan and integrated with 
business performance measurement. Total compensation is comprised of base salary and short-
term and long-term incentives, benefits, pension and other remuneration. 

In addition, our Employee Performance Management Planning process contributes to 
improving business performance and employee engagement.

In order to ensure that we offer competitive compensation to our employees, managers and 
officers, we benchmark our compensation packages with those of peers. Our reference market 
is a representative sample of organizations in the pension fund and investment management 
industry, the financial services industry and other selected samples, if appropriate, for the 
positions being benchmarked. Organizations comprising our core comparator group include the 
following large Canadian public pension plans: Alberta Investment Management Corporation, 
British Columbia Investment Management Corporation, Caisse de dépôt et placement du Québec, 
Canada Pension Plan Investment Board, Hospitals of Ontario Pension Plan, Ontario Municipal 
Employees Retirement System and Ontario Teachers Pension Plan. Our selection is based on 
the following three main criteria, being the size of the pension plans, their business sector and 
their talent pool. Data from these external reference markets is gathered periodically and on ad-
hoc basis using compensation surveys generated by well-established specialized compensation 
consulting firms. 

To remain competitive, PSP Investments aims at the following:

 1.  Base salaries at the median of the comparator group;

 2.  Incentive compensation plans with potential payouts superior to the median of the 
comparator group for superior performance; and

 3.  Benefits that compare favourably to the comparator group.

At the executive level, compensation is comprised of base salaries (approximately 
30%), incentive compensation plans at target (approximately 60%) and benefits 
(approximately 10%). 
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To ensure the alignment of officers’ compensation with the organization’s Compensation 
Policy, the Board of Directors retained the services of independent compensation consulting 
firms to recommend the appropriate annual base salary adjustments for fiscal year 2009 and 
the appropriate compensation levels, especially with respect to incentive compensation. 

BASE SALARY

In fiscal year 2009, base salaries were increased in accordance with our Compensation Policy, 
but officers’ and senior managers’ base salaries were not increased for fiscal year 2010.

Base salary reviews take place annually and any changes are effective from the beginning of 
each fiscal year. Changes to the base salary may also occur during the year to reflect significant 
changes in responsibility, market conditions or exceptional circumstances. 

INCENTIvE PLAN

In the course of fiscal year 2009, PSP Investments undertook a detailed review of incentive plans 
offered to both officers and employees to ensure that total compensation remained competitive 
with the comparator group and reflected PSP Investments’ principles and objectives of attracting, 
retaining and motivating employees to achieve sustained high performance. This review was 
conducted with the support and advice of an independent consulting firm.

As a result of the review, the Board of Directors approved:

 a Short-Term Incentive Plan (STIP), which replaced the Annual Incentive Plans (AIP) as of  z
April 1, 2008 and better recognizes the current year performance results;
a Long-Term Incentive Plan (LTIP), which replaced the Deferred Incentive Plan (DIP) as of  z
April 1, 2008 and is based on four-year forward-looking cycles with possible payouts after 
the fourth year; and 
a new Restricted Fund Unit Plan (RFU), effective on April 1, 2009, and which introduces  z
performance and retention awards for key participants.

Short-Term Incentive Plan

DESCRIPTION OF THE PLAN

PSP Investments Short-Term Incentive Plan (the “STIP”) was established in February 2009, 
with effect from April 1, 2008.

The STIP is designed to: (i) reward participants for the achievement of superior and 
sustained individual contribution and for PSP Investments’ performance; (ii) attract and retain 
high calibre employees; and (iii) align the interests of participants with PSP Investments’ 
stakeholders. Employees eligible to participate in the STIP are PSP Investments’ permanent 
salaried employees and any other employees designated by the CEO as eligible.

The STIP is a cash-based plan that pays a percentage of base salary to participants based 
on the achievement of strategic objectives and investment performance on the assets managed 
by PSP Investments. Under the STIP, the target incentive will be based on the achievement of 
individual strategic objectives as well as on investment performance, which may include any 
combination of (i) the total fund investment performance of PSP Investments, (ii) the investment 
performance of a particular asset class, or (iii) the investment performance of a portfolio. 
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At the beginning of each fiscal year, each participant in the STIP will be advised of his or 
her target and maximum short-term incentive award. The performance measures chosen and 
the weighting given to each will depend on the participant’s position level. For the first four 
years of participation in the STIP, participants will go through a transition period building 
up to a rolling four-year period for calculating the investment performance. The investment 
performance measure is calculated on the current year investment performance and on the 
prior four-year period of participation in the STIP by an employee. 

The Human Resources and Compensation Committee reviews the annual incentive 
compensation payment process and is satisfied that the payments are calculated in accordance 
with the terms of the STIP. In addition, the Board of Directors approves the annual incentive 
compensation payable to officers of PSP Investments.

FISCAL YEAR 2009 PERFORMANCE

In fiscal year 2009, the total fund investment performance of PSP Investments ended below the 
incentive threshold and, therefore, no payouts were earned for that component of the short-term 
incentive plan. The four-year total fund performance ended below threshold and generated no 
incentive payment for eligible participants. 

The one-year investment performance of asset classes ended either below or slightly above 
incentive thresholds and, therefore, incentive payouts were earned for eligible participants in 
asset classes that exceeded incentive thresholds. The four-year asset class performance ended 
above threshold for Real Estate, Private Equity and Infrastructure (three years since inception) 
and generated incentive payments for eligible participants. 

The results of the strategic objectives component of the STIP indicate that objectives were 
achieved and, therefore, generated on an aggregate basis the right for eligible employees to 
receive an incentive award.

The total incentive amount earned under the STIP was $5.2 million in fiscal year 2009, 
$6.1 million in fiscal year 2008 and $7.9 million in fiscal year 2007.

Long-Term Incentive Plan

DESCRIPTION OF THE PLAN

The PSP Investments Long-Term Incentive Plan (the “LTIP”) was established in February 2009 
with effect from April 1, 2008. Similarly to the STIP, the LTIP is designed to: (i) reward participants 
for the achievement of superior and sustained investment performance by PSP Investments; 
(ii) attract and retain high calibre employees; and (iii) align the interest of participants with 
that of PSP Investments’ stakeholders.

The LTIP is a cash-based plan that pays a percentage of base salary to participants based 
on the achievement of investment performance on the assets managed by PSP Investments. It 
is provided to PSP Investments’ permanent employees in managerial positions as well as to any 
other employees who are recommended by the CEO and approved by the Human Resource 
and Compensation Committee of the Board of Directors.

At the beginning of each fiscal year, each participant in the LTIP will be advised of his or 
her target incentive amount. This target incentive amount will be based on a forward-looking 
four-year investment performance, which may include any combination of: (i) the total fund 
investment performance of PSP Investments and (ii) the investment performance of a particular 
asset class. The performance measures chosen and the weighting given to each depend on the 
participant’s position level. 

The incentive amount is determined at the end of the four-year performance period based 
on the annualized rate of return by which the total fund actual value added and the asset class 
actual value added exceeded the incentive thresholds. The incentive amount calculated for the 
participant will be adjusted based on the total fund rate of return over the four-year performance 
period. This will either increase or decrease the incentive amount payable resulting from the 
performance of the total fund return over the four-year period. 
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In order to transition from the Deferred Incentive Plan using a three-year payout cycle 
to the LTIP using a four-year payout cycle and to compensate for the gap in the incentive 
opportunity between the payout cycles of the two plans, a shadow Deferred Incentive Plan has 
been maintained in fiscal year 2009. Earned Deferred Incentive Plan awards in fiscal year 2009 
will be calculated at the end of fiscal year 2011 for payout early fiscal year 2012. 

The Human Resources and Compensation Committee reviewed the long-term incentive 
compensation grant process and is satisfied that the grants were calculated in accordance with 
the terms of the LTIP. 

In addition, the Board of Directors approved the Deferred Incentive Plan compensation 
payable and long-term incentive compensation granted to officers of PSP Investments.

DEFERRED INCENTIvE PAYMENTS

The Deferred Incentive Plan amounts paid in fiscal year 2009 were amounts earned in fiscal year 
2007 with a two-year deferral period. The Human Resources and Compensation Committee 
is satisfied that the payouts were calculated in accordance with the terms of the Deferred 
Incentive Plan.

The total incentive amount paid under the Deferred Incentive Plan was $3.0 million in 
fiscal year 2009, $2.6 million in fiscal year 2008 and $2.5 million in fiscal year 2007. 

Restricted Fund Unit
PSP Investments’ Restricted Fund Unit (the “RFU”) was established in February 2009 with 
effect as of April 1, 2009. Under the RFU, annual grants of restricted fund units can be made 
to the CEO and to employees who report directly to this position upon the recommendation 
of the CEO and with the approval of the Human Resources and Compensation Committee of 
the Board of Directors. Upon the recommendation of the CEO and with the approval of the 
Human Resources and Compensation Committee, annual discretionary grants may also be 
made to other participants based on performance-related considerations.

The grants made under the RFU will vest over a three-year period from the effective date of 
the grant. The annual amount paid will be adjusted by the total fund investment performance 
for the period covered since the grant. 

Group Insurance Benefits
The Group Insurance Plan introduced in the fall of 2007 provides the following group insurance 
benefits: health and dental care, long-term disability, critical illness, life insurance, accidental 
death and dismemberment and an employee assistance program. The Plan is intended to ensure 
a proper balance between employee needs and competitiveness with our peer group.

Other Remuneration
PSP Investments’ officers are provided with a perquisites allowance to cover some expenses 
frequently offered to senior executives, such as a car allowance, parking facilities and health 
and fitness club memberships. In addition, PSP Investments offers its officers a health and 
lifestyle assessment.
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Retirement Plans
All PSP Investments’ employees participate in the Public Sector Pension Investment Board Pension Plan (the “Employee 
Pension Plan”) and all eligible employees participate in the Supplemental Employee Retirement Plan of the Public Sector 
Pension Investment Board (the “SERP”). 

The Employee Pension Plan provides partially indexed pension benefits equal to 2% of the employee’s best average 
earnings, being the average of the best three consecutive calendar years of base salary earnings.

The benefits payable under this Plan are limited by reason of the requirements in respect of registered pension plans 
under the Income Tax Act (Canada). The SERP has been established for all employees, as an unfunded arrangement, to 
provide defined benefits in excess of the Employee Pension Plan, where such benefits are so limited. 

Employees participating in the Employee Pension Plan and the SERP contribute 3.5% of their base salary, up to the 
maximum contribution allowable under the Income Tax Act (Canada).

Retirement Benefits

Name

Number  
of Years  

of Credited  
Service 1

Annual Benefit Accrued 
Obligation at 
Start of Year 
(Proposed 

Regulations) 2, 4

Accrued 
Obligation 

at Start of Year 
(Final 

Regulations) 4, 5
Compensatory 

Increase 6

Non-
Compensatory 

Increase 7

Accrued 
Obligation at 
Year End 2, 8

At Year
End 2

At Age 
65  2, 3

Gordon J. Fyfe 5.50 $51,600 $183,600 $365,200 $493,200 $98,500 $(90,300) $501,400 

Bruno Guilmette 3.42 $16,100 $119,300 – $112,100 $40,000 $(30,500) $121,600 

Neil Cunningham 1.42 $ 6,400 $ 73,200 $ 14,200 $ 23,700 $49,200 $ (6,400) $ 66,500 

Derek Murphy 5.08 $29,800 $107,500 $204,300 $294,800 $66,200 $(49,800) $311,200 

John valentini 4.00 $23,800 $132,900 $118,800 $183,300 $85,900 $(41,900) $227,300 

1 Number of credited years of service used for both the Employee Pension Plan and the Supplemental Employee Retirement Plan. 
2 Sum of benefits accrued under the Employee Pension Plan and the Supplemental Employee Retirement Plan.
3 For the purpose of calculating the annual benefits payable at age 65, the final average earnings are calculated as at March 31, 2009.
4 Accrued obligation using a discount rate of 5.3%. The obligations are calculated as at March 31, 2008 using the assumptions and methods that 

were used for the accounting disclosures as at December 31, 2007 with the exception that there were no salary projections. These obligations 
were calculated based on our interpretation at that time of the proposed Canadian Securities Administrators (CSA) requirements.

5 Accrued obligation using a discount rate of 5.3%. The obligations are calculated as at March 31, 2008 using the assumptions and methods that 
were used for the accounting disclosures as at December 31, 2007. These obligations are in line with the final CSA requirements.

6 Includes service cost at the beginning of the year, the impact of pay different from that reflected in last year’s calculation (difference in the accrued 
obligation between the expected and the actual salary) and impact of amendments to the pension plans if any.

7 Includes change in assumptions, non-pay-related experience (which includes the interest cost for the year, employee contributions made in the 
year and benefit payment made in the year).

8 Accrued obligation using a discount rate of 6.6%. The obligations are calculated as at March 31, 2009 using the assumptions and methods that 
were used for the accounting disclosures as at December 31, 2008. These obligations are in line with the final CSA requirements.
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Summary Compensation Table
Payments under the Annual Incentive Plan for 2009 are 39% lower than in the previous year reflecting the total fund 
performance for 2009. Total compensation earned in fiscal year 2009 by PSP Investments’ most highly compensated 
officers is 8% lower than in the previous year and excludes payments under the Deferred Incentive Plan. 

Compensation paid during the fiscal year 2009 to the most highly compensated officers of PSP Investments includes 
the payment of amounts earned over the four-year period ended March 31, 2007 under the Deferred Incentive Plan and 
deferred for two years as a retention mechanism. 

Name
Fiscal 
Year Base Salary

Annual 
Incentive 

Plan

Deferred 
Incentive  

Plan 3

Benefits 
and Other 

Compensation
Pension and 
SERP Plans

Total 
Compensation

Gordon J. Fyfe 1

President and  
Chief Executive Officer

2009

2008

2007

$485,000

$466,000

$450,000

$189,122

$153,780

$660,800

$611,100

$546,163

$504,400

$35,876

$32,062

$35,000

$98,500

$83,100

$72,500

$1,419,598

$1,281,105

$1,722,700

Bruno Guilmette 2

First Vice President, 
Infrastructure investments

2009

2008

2007

$263,000

$250,000

$200,000

$310,941

$240,000

$339,301

$423,542

–

–

$24,748

$24,516

$40,000 $1,062,231

$514,516

$539,301

Neil Cunningham 
First Vice President, 
Real Estate Investments

2009

2008

2007

$260,000

$240,365

$195,000

$180,760

$531,026

$364,700

$364,673

$314,612

$338,500

$25,660

$19,562

$15,000

$49,200

$11,200

 

$880,293

$1,116,765

$913,200

Derek Murphy
First Vice President, 
Private Equity

2009

2008

2007

$314,000

$300,000

$275,000

$117,762

$389,773 4

$332,900

$336,105

$257,093

$322,200

$25,668

$22,062

$25,000

$66,200

$58,100

$43,800

$859,735

$1,027,028

$998,900

John valentini 5

Executive Vice President, 
Chief Operating Officer and 
Chief Financial Officer

2009

2008

2007

$342,250

$290,000

$275,000

$170,890

$174,400

$204,782

$207,653

$83,383

–

$29,235

$22,062

$22,000

$85,900

$34,000

$32,200

$835,928

$603,845

$533,982

Derek watchorn 6

President and Chief Executive 
Officer of Revera Inc.

2009

2008

2007

$569,250

$568,880

$550,000

$390,648

$426,938

$134,100

$538,000

$199,552

–

$25,295

$34,261

$33,225

$10,000

 $9,500

 $9,000

$1,533,193

$1,239,131

$726,325

Notes
1  If Mr. Fyfe’s employment is terminated for any reason other than for good and sufficient cause, he is entitled to a payment equal to two times his 

base salary, plus two times the average annual amount earned under the short-term and long-term incentive plans for the three-year period prior 
to the termination. Mr. Fyfe is subject to post employment non-solicitation of employees and confidentiality obligations.

2  If Mr. Guilmette’s employment is terminated for any reason other than for good and sufficient cause, he is entitled to a payment equal to one time 
his base salary, plus one year of annual incentive equivalent to the greater of either the previous year’s annual incentive payment or the annual target 
incentive at the time of departure. Mr. Guilmette is subject to post employment non-solicitation of employees and confidentiality obligations.

3  Amounts paid in fiscal year 2009 were earned in fiscal year 2007.
4  The award was recalculated in fiscal year 2009 using a revised benchmark result for fiscal year 2008.
5  Mr. Valentini’s role was expanded and he was promoted to the position of Executive Vice President, Chief Operating Officer and Chief Financial 

Officer on July 1, 2008. If Mr. Valentini’s employment is terminated for any reason other than for good and sufficient cause, he is entitled to a 
payment equal to one time his base salary, plus one year of annual incentive equivalent to the greater of either the previous year’s annual incentive 
payment or the annual target incentive at the time of departure. Mr. Valentini is subject to post employment non-solicitation of employees and 
confidentiality obligations.

6  Mr. Watchorn is not an employee of PSP Investments, but is employed by Revera Inc., a wholly-owned subsidiary of PSP Investments. 
His compensation is based on a contract with Revera Inc. Revera Inc.’s financial year ends on December 31.
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A

ACT
The Public Sector Pension Investment Board Act is the legislation 
which governs PSP Investments.

ACTIvE INvESTMENT MANAGEMENT
The application of manager skill in selecting investments, with 
the goal of earning higher returns than the general market.

ACTIvE RISK
The probability of investment losses from active investment 
management relative to a benchmark.

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 and the Senate.

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-BACKED COMMERCIAL PAPER (ABCP)
Short-term corporate securities, typically with a maturity of 
less than one year, issued by a bank or other conduit, which 
are backed by assets such as real estate, auto loans, or other 
commercial assets. 

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.

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 
sufficient to pay all current and future pension benefits. In 
making our investment decisions, we take into consideration 
the financial obligations of the pension funds for which 
PSP Investments invests money.

B

BASIS POINT OR BPS
One-hundredth of a percentage point. The difference between 
5.25% and 5.50% 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.

BRIC
BRIC or BRICs are terms used in economics to refer to the 
combination of Brazil, Russia, India, and China.

C

CAPITALIZATION RATE (CAP RATE)
The net operating income produced by a real estate asset 
divided by its market value. Capitalization rate is an indirect 
measure of how fast an investment will pay for itself and is 
typically used to compare real estate property values.

CASH EQUIvALENTS
Short-term, highly liquid securities (e.g. commercial papers, 
treasury bills, demand 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.

CFA INSTITUTE
CFA Institute (CFA®) is an international, non-profit 
organization of more than 96,000 investment practitioners 
and educators in over 133 countries and territories. The 
investment performance standards of CFA Institute details 
methodology and guidelines that promote uniformity in 
reporting investment performance.

COLLATERALIZED DEBT OBLIGATIONS 
A type of asset-backed security that is constructed from a 
portfolio of fixed income assets. Collateralized debt obligations 
are usually divided into several tranches with different risk 
levels and corresponding interest payments. Any losses are 
applied first to the more junior tranches (lowest risk rating), 
before moving up in seniority. 

COST vALUE (OR BOOK vALUE) 
The purchase price, or original cost, of an investment.

Glossary



42 |   Public Sector Pension Investment Board   |

Glossary

COUNTERPARTY RISK
The risk to each party of a contract that the counterparty will 
not live up to its contractual obligations. 

CREDIT RISK
Risk of loss resulting from the failure of a borrower or counterparty 
to honour its financial or contractual obligations.

CUSTODIAN
An independent organization entrusted with holding 
investments on behalf of the owner. The custodian maintains 
the financial records for the investments and may perform other 
services for the owner as well.

D

DERIvATIvE FINANCIAL INSTRUMENTS (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 US stocks fluctuates in value with 
the index, but involves buying one contract 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.

DISCOUNT RATE
The interest rate used in determining the present value of 
future cash flows.

DIvERSIFICATION
A strategy to spread investment risk among different asset classes 
(stocks and bonds), among different types of assets (public and 
private equities, real estate, infrastructure), among securities 
(different stocks), among economic sectors (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 
An estimate of the amount of consideration that would be agreed 
upon in an arm’s length transaction between knowledgeable, 
willing parties who are under no compulsion to act.

FISCAL YEAR
A company’s accounting or financial reporting year. PSP 
Investments’ 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 specific 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.

G

GENERAL PARTNER
The managing partner in a Limited Partnership. The General 
Partner receives a management fee and a percentage of the 
Limited Partnership’s profits, and acts as the intermediary 
between investors with capital and businesses seeking capital 
to grow.

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.

INFLATION-LINKED
That has a behaviour highly correlated with inflation.

Glossary
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INFRASTRUCTURE
Long-term capital facilities such as highways, utilities, airports 
and pipelines offering essential services to the community. 
Investments in infrastructure assets are attractive due to the 
low volatility of returns and desirable revenue characteristics 
such as predictability and sensitivity to inflation.

INTEREST RATE RISK
The risk that an investment’s value will change due to 
fluctuations in interest rates. Long-term fixed income securities, 
such as bonds and preferred stock, subject their owners to the 
greatest amount of interest rate risk. Short-term securities, 
such as Treasury bills, are influenced much less by interest 
rate movements.

INTERNAL RATE OF RETURN (IRR)
The discount rate at which the net present value of an 
investment equals zero. 

INTERNATIONAL FINANCIAL REPORTING  
STANDARDS (IFRS)
IFRS is the collection of financial reporting standards developed 
by the International Accounting Standards Board (IASB), an 
independent, international standard setting organization. The 
Canadian Accounting Standards Board (AcSB) is adopting 
IFRS for all Publicly Accountable Enterprises (PAEs) effective 
January 1, 2011. These changes are part of a worldwide shift 
to IFRS; they are intended to facilitate global capital flows and 
bring greater clarity and consistency to financial reporting in 
the global marketplace. 

INvESTMENT MANAGEMENT FEE
An annual fee paid to an investment manager for its services. 
The fee can be based on the level of assets under management, 
or on the performance of the portfolio.

L

LIMITED PARTNER
An investor in a Limited Partnership (i.e., private equity fund).

LIMITED PARTNERSHIP
The legal structure used by most venture and private equity 
funds. Created pursuant to a Limited Partnership Agreement 
entered into between a General Partner and one or more Limited 
Partners, a limited partnership is usually a fixed-life investment 
vehicle. The partnership is managed by the General Partner 
using policy laid down in the Limited Partnership Agreement. 
This agreement also covers terms, fees, structures and other 
items agreed on between the Limited Partners and the General 
Partner. The Limited Partners receive income, capital gains and 
tax benefits.

LIQUIDITY RISK
Liquidity risk is the risk of financial loss as a result of an 
institution’s inability to meet day-to-day financial obligations as 
they come due, or the liquidation of an asset in adverse market 
conditions. The main sources of liquidity risk are treasury 
movements, renewal of corporate borrowings and contingency 
collateral calls.

M

MARKET RISK
Market risk is the risk of loss due to changes in the level, 
volatility and correlation of equity prices, the term structure 
of interest rates, as well as currency and commodity spot and 
forward prices.

MEZZANINE DEBT FINANCING
The use of subordinated debt together with equity to finance 
a company. Investors in subordinated instruments stand 
behind those with senior instruments such as bonds. To 
enhance investment returns, the subordinated instrument 
may have stock conversion features such as rights, warrants, 
or options.

MSCI EAFE INDEX
A stock index created by Morgan Stanley Capital International 
(MSCI) to measure the returns of investments in Europe, 
Australia and the Far East. It contains stocks from 21 countries, 
including Japan, Australia, Hong Kong, New Zealand, 
Singapore, the UK and the Euro zone countries.

n

NET PRESENT vALUE (NPv)
The present value of an investment’s future net cash flows less 
the initial investment.

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.
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P

PASSIvE INvESTMENT MANAGEMENT
A strategy designed to replicate a market index return. 

PENSION FUND ACCOUNT
Created effective April 1, 2000, by the federal government to 
receive the employer and employee net contributions in respect 
of the pension plans to provide for liabilities for service since 
April 1, 2000. There are four pension fund accounts, one for 
each of the Public Service Pension Plan, the Canadian Forces 
Pension Plan and the Royal Canadian Mounted Police (RCMP) 
Pension Plan. A pension fund account was also set up effective 
March 1, 2007, for the Reserve Force Pension Plan.

PENSION PLAN ACCOUNT (OR PLAN ACCOUNT)
Separate accounts established by PSP Investments for each of 
the pension fund accounts to receive from the government the 
pension fund account’s proceeds of the net contributions as 
well as the allocation of its investments and the results of its 
operations. There are four pension plan accounts, one for each 
pension fund. The combined results of the four pension plan 
accounts are referred to as the “Consolidated Plan Account”.

PENSION PLANS (OR PLANS)
The pension plans of the federal Public Service, the Canadian 
Forces, the Royal Canadian Mounted Police and the 
Reserve Force.

PLAN LIABILITIES
Plan liabilities represent the financial obligations of a pension 
plan relative to the benefits earned by the plan participants. 
The liabilities correspond to the value calculated by the pension 
actuary of all accrued benefits as of the date of valuation payable 
in the future.

POLICY PORTFOLIO
The asset mix, set by the Board of Directors, identifying how 
the funds managed should be allocated between different asset 
classes (example: cash, fixed income securities, equities, real 
estate, etc.).

PORTFOLIO
A group of investments, such as equities and bonds and 
possibly financial instruments such as derivatives grouped for 
investment purposes.

PRIvATE EQUITY
Ownership interest in assets that do not trade on public 
exchanges or over-the-counter or interests in a publicly traded 
security with restrictions on liquidity.

R

RETURN (OR RATE OF RETURN)
The percentage of change in asset value in a particular period, 
consisting of income (such as interest, dividends or rent), plus 
realized and unrealized capital gains or capital losses.

RISK
The probability of investment losses, either in absolute terms, 
or versus a benchmark.

RISK-ADJUSTED RETURN
A measure of investment return adjusted to reflect the risk that 
was assumed to produce that return.

S 

SHORT SELLING
The selling of a security that the seller does not own at the 
time of sale.  The seller will borrow the security in order to 
complete the delivery.  Short-sellers assume that they will be 
able to buy the security at a lower amount than the price at 
which they sold short.

S&P / TSX EQUITY INDEX
The most diversified Canadian market index representing 
almost 90% of the capitalization of Canadian-based companies 
listed on the TSX, excluding income trusts. A committee of 
the Toronto Stock Exchange and Standard and Poor’s selects 
companies for inclusion in the S&P / TSX Equity Index.

STANDARD AND POOR’S 500 COMPOSITE 
INDEX (S&P 500 TOTAL RETURN INDEX)
A US index consisting of 500 stocks chosen 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 and Poor’s 
company selects stocks for inclusion in the Index.

Glossary
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STATEMENT OF INvESTMENT POLICIES, 
STANDARDS AND PROCEDURES (SIP&P)
A written investment policy approved by PSP Investments’ 
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 matters such as categories of 
investments; use of derivative products; asset diversification 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.

STRUCTURED INvESTMENT vEHICLE
A structured investment vehicle (SIV) is a fund which borrows 
money by issuing short-term securities at low interest and then 
lends that money by buying long-term securities at higher 
interest, making a profit for investors from the difference.

SUBPRIME MORTGAGE
A type of mortgage that is normally made out to borrowers with 
low credit quality; as a result, lending institutions often charge a 
higher rate of interest on subprime mortgages to compensate 
themselves for carrying more risk.

SwAPS
Financial derivatives in which two counterparties exchange one 
stream of cash flows for another stream. Swaps can be used to 
hedge risk or to speculate on market outcomes. For example, 
in an interest-rate swap one party could agree to pay a fixed 
interest rate and receive an adjustable rate from another party. 
There are many other types of swaps, including currency swaps, 
debt-equity swaps and credit-default swaps.

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

vALUE-AT-RISK (vaR)
A method used to measure market risk. VaR is the maximum 
loss not exceeded within a given probability (defined as the 
“confidence level”), over a given period of time.

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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PAUL CANTOR
Chair, PSP Investments 
Senior Advisor, Bennett Jones LLP

Member:  
Investment Committee

Board member since March 28, 2000

Mr. Cantor is Senior Advisor at Bennett Jones LLP where he advises on business and 
governance related issues. Previously, he was Chair & CEO of National Trust Company; 
President & CEO of Confederation Life; and President, Investment Bank, Canadian 
Imperial Bank of Commerce (CIBC). Mr. Cantor was Managing Partner and then Chair 
of Russell Reynolds Associates Canada. He was the founding Executive Director of the 
World Bank-Canada government sponsored Leadership Centre for Financial Sector 
Supervision at York University. He began his career at the Government of Canada’s 
Department of Finance and its crown corporation, Polysar Limited. Mr. Cantor has held 
Board appointments at CIBC, National Trust, Torstar, E-L Financial, Hees International 
Bancorp, ING Direct and Intact Financial Corporation. He is Chair of the Board of 
Governors of York University. He also served on the Federal Reserve Bank of New York’s 
International Capital Markets Committee; on Revenue Canada Taxation’s Advisory 
Committee; and on the Ontario Premier’s Council on Economic Renewal. More recently, 
Mr. Cantor acted as Chair of the ICD Commission on the Governance of Executive 
Compensation. Mr. Cantor holds a B.A. from the University of Alberta, an LL.B. from the 
University of Toronto and is a Fellow of the Institute of Canadian Bankers 
(Ryerson University).

JAMIE BAILLIE
President and Chief Executive Officer 
Credit Union Atlantic

Member: 
 Audit and Conflict Committee /  
Investment Committee

Board member since March 5, 2007

Mr. Baillie was appointed President & CEO of Credit Union Atlantic in 2005. Prior to 
joining the credit union, he held various leadership roles in Nova Scotia business and 
government, including three years as Chief of Staff, Office of the Premier. Previously, 
Mr. Baillie was a Partner with Robertson Surrette, a prominent executive search firm. 
Mr. Baillie is also a member of the Equifax Canada, Inc. Advisory Board. For the past 
three years, Mr. Baillie has been named one of Atlantic Canada’s Top 50 CEOs by Atlantic 
Business Magazine. As an active community volunteer, he is past-chair of the Board of 
Neptune Theatre, and is an active member of the Boards of Dalhousie University and 
the Halifax International Airport Authority. Mr. Baillie holds a B.Comm. degree from 
Dalhousie University, a Chartered Accountant (CA) designation, and is a graduate of the 
Canadian Securities Institute.

BOB BALDwIN
Consultant

Member: 
Governance Committee – Chair / Human 
Resources and Compensation Committee / 
Special Committee / 
Investment Committee

Board member since March 28, 2000

Mr. Baldwin is an Ottawa-based consultant who specializes in pensions, ageing society 
and labour market issues. Previously, Mr. Baldwin was Director of Social and Economic 
Policy at the Canadian Labour Congress (CLC) and was the CLC’s pension specialist from 
1977 to 2005. Mr. Baldwin is a member of the Committee on Professional Conduct of the 
Canadian Institute of Actuaries; he chairs the Board of Trustees of the Canada Wide 
Industrial Pension Plan and advises the Trade Union Advisory Committee to the OECD 
on pension issues. Mr. Baldwin is a Senior Associate with Informetrica Limited, Adjunct 
Research Professor at Carleton University and a Policy Associate of the Caledon Institute 
of Social Policy. He holds a Masters Degree in Political Science from the University of 
Western Ontario.

Directors’ Biographies
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CHERYL BARKER
Corporate Director

Member: 
Audit and Conflicts Committee / 
Governance Committee / 
Investment Committee

Board member since December 18, 2006

Ms. Barker is a member of the Board of Directors and Chair of the Finance/Audit 
Committee of Canadian Television Fund as well as a trustee of Lanesborough REIT and 
Chair of its Audit Committee. Ms. Barker was President of Manitoba Telecom Services 
Inc. (MTS) from 2004 until her retirement from MTS in February 2006. Ms. Barker’s 
career in the telecommunications industry and business community as a whole is 
extensive. She spent the last 19 years with MTS, serving in a variety of key positions, 
including President and Chief Operating Officer of MTS Communications Inc., Chair, 
President and Chief Executive Officer of Bell Intrigna Inc., Executive Vice-President 
Finance, Chief Financial Officer and Treasurer of MTS. Ms. Barker is a Chartered 
Accountant, and holds a Bachelor of Science and a Certificate of Education from the 
University of Manitoba.

LÉON COURvILLE
Corporate Director

Member: 
Governance Committee / 
Investment Committee

Board member since March 5, 2007

Mr. Léon Courville dedicated his entire career to the sciences of management and of 
finance, first by working at universities in Canada and the United States as a professor 
and a researcher, and, subsequently, by serving as President of the National Bank of 
Canada. Mr. Courville is presently enjoying an active retirement as a corporate director 
and as vineyard owner, Domaine Les Brome which he started in 1999. The works of 
Mr. Courville have garnered awards and bursaries in Canada and abroad, including the 
Coopers & Lybrand Award for a business publication for his work entitled The Storm-
Navigating the New Economy. Mr. Courville holds a Ph.D in Economics from Carnegie-
Mellon University. He is currently a member of the Board of Directors of Nav Canada 
and the Institut du Tourisme et de l’Hôtellerie du Québec.

ANTHONY R. GAGE
Corporate Director

Member: 
Investment Committee – Chair /  
Audit and Conflicts Committee / 
Human Resources and Compensation 
Committee / Special Committee

Board member since June 27, 2006

Mr. Gage is currently on the Board of Governors of the University of Victoria, a director 
of Sky Investment Counsel and Head of the Management Committee of JEA Pension 
System Solutions. He is a former Chair of the Board of Phillips, Hager & North Investment 
Management. His career at Phillips, Hager & North spanned over 20 years including 
being President and Chief Executive Officer from 1994-1999. Prior to Phillips, Hager & 
North, Mr. Gage was Assistant Vice-President and Director of Confed Investment 
Counseling; the pension fund management arm of Confederation Life. Mr. Gage holds 
a Bachelor of Arts (Economics) from the University of Victoria and Masters in Business 
Administration (Finance) from the University of British Columbia. He is a Chartered 
Financial Analyst (CFA) and an accredited Chartered Director (McMaster University).

JEAN LEFEBvRE
Corporate Director

Member: 
Special Committee – Chair / 
Human Resources and Compensation 
Committee / Investment Committee 

Board member since August 25, 2003

Mr. Jean Lefebvre is currently an independent asset management consultant. Previously, 
he was the former Senior Vice-President at TAL Global Asset Management from 1998 
to 2001. In addition, Mr. Lefebvre worked in the consulting business as pension and 
asset management consultant with William M. Mercer. From 1976 to 1980, he worked 
with Tomenson-Alexander under the same capacity. Mr. Lefebvre’s career began at the 
Dominion Life Insurance Company as actuarial assistant. He later held the position of 
Chief Actuary at AEterna Life and at Westmount Life where he was also Chief 
Administrative Officer and member of the Board of Directors. Throughout the first 
16 years of his early career, Mr. Lefebvre was lecturer in actuarial science at the 
University of Montréal. Mr. Lefebvre has a B.A. and a B.Sc. from the University of Montréal 
and is a Fellow of the Society of Actuaries and a Fellow of the Canadian Institute 
of Actuaries.
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KEITH G. MARTELL
Executive Chair of the Board 
First Nations Bank of Canada

Member 
Audit and Conflicts Committee – Chair / 
Investment Committee

Board member since January 23, 2001

Mr. Martell has been Chair of the Board of First Nations Bank of Canada since it was 
founded in 1996. He is also a member of the Boards of Directors of the North West 
Company Inc., Potash Corporation of Saskatchewan Inc., and Saskatoon Friendship Inn, 
and is a Trustee on the Primrose Lake Settlement Trust. Mr. Martell received a Bachelor 
of Commerce degree from the University of Saskatchewan in 1985 and is a Chartered 
Accountant. His experience includes audit and consulting with KPMG and positions as 
the Executive Director of Finance and Senior Official for Fiscal Relations with the 
Federation of Saskatchewan Indian Nations.

MICHAEL P. MUELLER
Corporate Director

Member 
Human Resources and Compensation 
Committee – Chair / Investment 
Committee / Special Committee

Board member since December 18, 2006

Mr. Mueller is Chairman of the Board of The Scarborough Hospital, and a board member 
of AIM Therapeutics, Budco, The Katimavik Foundation and The Scarborough Hospital 
Foundation. He also serves as a strategic advisor to a number of Canadian, US and 
European companies. From 2003 until 2005 he was President and CEO of MDS Capital 
Corporation. Prior to that, Mr. Mueller held a series of senior executive positions at 
TD Bank, including Vice Chairman and Global Head of Investment and Corporate 
Banking. Mr. Mueller is a former board director of TM BioScience, MDS Capital and 
Canadian Medical Discoveries Fund I and II. Mr. Mueller holds a Bachelor of Science 
Degree from the University of Western Ontario, and a Master of Business Administration 
from York University.

ANIL K. RASTOGI*
Corporate Director

Member: 
Audit and Conflicts Committee /  
Governance Committee /  
Investment Committee

Board member since October 12, 2004

Mr. Rastogi was Vice President and Chief Information Officer of McCain Foods Limited 
(“McCain”) from 1995 until his retirement from McCain in November 2007. Prior to 
joining McCain in 1995, Mr. Rastogi held various senior positions mainly in the technology 
sector, at VIA Rail Canada Inc., Morgan Financial Corporation, Wellington Insurance 
Company, William M. Mercer Limited, AT&T Capital Canada and Simpson Limited. 
Mr. Rastogi had begun his career with IBM in Norway in 1968, where he held positions 
of increasing responsibility. In addition to his MBA from the Ivey Business School, UWO, 
he has a Diploma in International Management and is a CGA. He completed the Directors 
Education Program with the Institute of Corporate Directors Corporate Governance 
College, in October 2006, and holds the institute-certified designation of ICD.D.

wILLIAM J. SAUNDERSON
Corporate Director

Member: 
Audit and Conflicts Committee / 
Governance Committee /  
Investment Committee

Board member since December 18, 2006

Mr. Saunderson is a Fellow of the Ontario Institute of Chartered Accountants and a 
recipient of its Award of Outstanding Merit. He obtained a Bachelor of Arts degree from 
the University of Toronto (Trinity College) and received an Honourary Doctorate degree 
from the University of Ottawa. Currently, he is Chairman of ROI Fund and Vice Chairman 
of the University of Ottawa Pension Investment Committee. He co-founded Sceptre 
Investment Counsel and then became a Member of the Legislative Assembly of Ontario, 
serving as Minister of Economic Development, Trade and Tourism and Chairman of 
Ontario Exports. He is actively involved with the Toronto Symphony Orchestra, Shaw 
Festival, Anglican Diocese of Toronto, Trinity College and University of Toronto Schools.

* Mr. Rastogi resigned from the Board of Directors on April 3, 2009. 
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GUY ARCHAMBAULT First Vice President, Human Resources

NEIL CUNNINGHAM First Vice President, Real Estate Investments

GORDON J. FYFE President and Chief Executive Officer

DANIEL GARANT First Vice President, Public Market Investments

BRUNO GUILMETTE First Vice President, Infrastructure Investments

PIERRE MALO First Vice President, Asset Allocation Strategies and Research

DEREK MURPHY First Vice President, Private Equity
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Management’s Responsibility for Financial Reporting

the consolidated financial statements of the public sector pension investment board (psp investments) as well as the 
financial statements of the public service, the canadian forces, the Royal canadian Mounted police and the Reserve 
forces pension plan accounts (“the financial statements”) have been prepared by management and approved by the board 
of directors. the financial statements have been prepared 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 
applicable provisions of part X of the Financial Administration Act and, as appropriate, the Public Sector Pension Investment 
Board Act (“the act”), the accompanying regulations, the by-laws, and the statement of investment policies, standards 
and procedures (“the sip & p”). 

in this regard, investments of psp investments held during the year ended March 31, 2009 were in accordance with 
the act and the sip&p.

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.

psp investments’ external “joint” auditors, the office of the auditor general of canada and deloitte & touche llp 
(“the external auditors”) have conducted an independent examination of the financial statements in accordance with 
canadian generally accepted auditing standards, performing 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 John valentini 
president and  executive vice president,  
chief executive officer chief operating officer and chief financial officer 
May 11, 2009 May 11, 2009

F
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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 financial 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, 2009 were in accordance with the Act and PSP 
Investments’ Statement of Investment Policies, Standards and Procedures”.

paul cantor 
chair of the board 
May 11, 2009
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Auditors’ report

to the president of the treasury board

We have audited the consolidated balance sheet of the public sector pension investment board (psp investments) as at 
March 31, 2009, and the consolidated statements of net loss from operations and comprehensive income 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 standards 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 supporting 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 consolidated financial statements present fairly, in all material respects, the financial position 
of psp investments as at March 31, 2009, and the results of its operations and changes in its net assets for the year then 
ended in accordance with canadian generally accepted accounting principles. as required by the Financial Administration 
Act, we report that, in our opinion, these principles have been applied on a basis consistent with that of the 
preceding year.

further, in our opinion, the transactions of psp investments and of its wholly-owned subsidiaries that have come to 
our notice during our audit of the consolidated financial statements have, in all significant respects, been in accordance 
with the applicable provisions of part X of the Financial Administration Act and regulations, the Public Sector Pension 
Investment Board Act and regulations and the by-laws of psp investments and its wholly-owned subsidiaries.

 
 sheila fraser, fca
1 chartered accountant auditor permit no. 18527 auditor general of canada

Montreal, canada ottawa, canada 
May 11, 2009 May 11, 2009

Public Sector Pension Investment Board

Consolidated
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Public Sector Pension Investment Board

CoNsoLidAted BALANCe sHeet
as at March 31

($ millions) 2009 2008

ASSETS

Investments (Note 3 (a))  $ 38,431  $ 42,176
Investment-related assets (Note 3 (a)) 741 2,333
Cash 1 4
Other assets 40 23

TOTAL ASSETS  $ 39,213  $ 44,536

LIABILITIES

Investment-related liabilities (Note 3 (a))  $ 5,375  $ 5,536
Accounts payable and accrued liabilities 61 75

TOTAL LIABILITIES  $ 5,436  $ 5,611

NET ASSETS  $ 33,777  $ 38,925

Share capital (Note 5)  $ –  $ –
Public Service Pension Plan Account 24,496 28,264
Canadian Forces Pension Plan Account 6,750 7,819
Royal Canadian Mounted Police Pension Plan Account 2,416 2,787
Reserve Force Pension Plan Account 115 55

NET ASSETS  $ 33,777  $ 38,925

Commitments (Note 13)

the accompanying notes are an integral part of the consolidated financial statements.

on behalf of the board of directors:

 

paul cantor Keith Martell
chair of the board chair of the audit and conflicts committee



|   Public Sector Pension Investment Board   | 55

Public Sector Pension Investment Board

CoNsoLidAted stAteMeNt oF Net Loss FroM operAtioNs  
ANd CoMpreHeNsive iNCoMe
for the year ended March 31

($ millions) 2009 2008

INVESTMENT LOSS (Note 7)  $ (9,493)  $ (197)

OpErATINg ExpENSES (Note 8)  $ 86  $ 77

NET LOSS FrOM OpErATIONS AND COMprEHENSIVE INCOME (Note 9)  $ (9,579)  $ (274)

the accompanying notes are an integral part of the consolidated financial statements.

CoNsoLidAted stAteMeNt oF CHANGes iN Net Assets
for the year ended March 31

($ millions) 2009 2008

NET ASSETS, BEgINNINg OF YEAr (as previously reported)  $ 38,925  $ 34,968

Change in accounting policy – financial instruments   –   (6)

NET ASSETS, BEgINNINg OF YEAr (as restated)  $ 38,925  $ 34,962

Fund transfers (Note 6)   4,431   4,237
Net loss from operations and comprehensive income   (9,579)   (274)

(Decrease) increase in net assets for the year   (5,148)   3,963

NET ASSETS, END OF YEAr  $ 33,777  $ 38,925

the accompanying notes are an integral part of the consolidated financial statements.
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Public Sector Pension Investment Board

Notes to tHe CoNsoLidAted FiNANCiAL stAteMeNts
for the year ended March 31, 2009

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 the net contributions of the public service, canadian forces 
and Royal canadian Mounted police pension plans in financial markets. at the end of March 2007, psp investments’ 
mandate was expanded to include the investment of the net contributions of the Reserve force pension plan. the first 
net contributions were received from the Reserve force pension plan in april 2007.

the public service, canadian forces and Royal canadian Mounted police pension funds were established by 
amendments 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 payments in 
respect of member service after april 1, 2000. the Reserve force pension fund was established by an amendment to the 
Canadian Forces Superannuation Act to receive contributions and make benefit payments in respect of member service 
after March 1, 2007. the net contributions are 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 beneficiaries 
and contributors under the Superannuation Acts. the amounts are to be invested with a view of achieving a maximum 
rate of return, without undue risk of loss, with regards 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 consolidated financial statements present the financial position and operations of psp investments and its wholly-
owned subsidiaries as they pertain to the investment of the net contributions transferred to it from the public service, 
canadian forces, Royal canadian Mounted police and Reserve force pension funds (“the pension funds”). accordingly, 
they do not reflect all of the assets or the details of the pension contributions, payments and liabilities of all the pension 
funds. the consolidated financial statements have been prepared in accordance with canadian generally accepted 
accounting principles (gaap) and the requirements of the act. psp investments qualifies as an investment company 
and therefore reports its investments at fair value, in accordance with accounting guideline 18, “investment companies” 
(acg-18). all changes in fair value were included in investment income as net unrealized gains or losses in the year the 
change occurred (note 7 (a)). 

comparative figures have been reclassified to conform to the current year’s presentation.

Plan accounts

psp investments maintains records of each 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. separate financial statements for each plan account have 
been prepared.
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Public Sector Pension Investment Board

Notes to tHe CoNsoLidAted FiNANCiAL stAteMeNts
for the year ended March 31, 2009

1. SUMMArY OF SIgNIFICANT ACCOUNTINg pOLICIES (continued)

Valuation of inVestments

investments for each asset class are recorded as of the trade date (the date upon which the substantial risks and rewards 
are transferred) and are stated at fair value. fair value is an estimate of the amount of consideration that would be agreed 
upon in an arm’s length transaction between knowledgeable, willing parties who are under no compulsion to act.

Market prices or rates are used to determine fair value where an active market exists (such as a recognized stock 
exchange), as it is the best evidence of the fair value of an investment. if quoted market prices or rates are not available, 
then fair values are estimated using present value or other valuation techniques, using inputs existing at the balance sheet 
dates. if available, market observable inputs are applied to valuation models.

valuation techniques are generally applied to private equity, infrastructure and real estate investments as well as 
over-the-counter (otc) derivatives. the values derived from applying these techniques are impacted by the choice of 
valuation model and the underlying assumptions made concerning factors such as the amounts and timing of future cash 
flows, discount rates, volatility and credit risk.

fair values of investments are determined as follows:

(a)  cash & cash equivalent investments are recorded at cost plus accrued interest, which approximate fair value, and 
are mostly comprised of cash, floating rate notes, term deposits and government short-term securities. 

(b)  Quoted market prices for public equities, using the bid price for long positions and the ask price for short positions, 
are used to present the fair value of these investments.

  unit values obtained from each of the funds’ administrators, reflecting the market prices of the underlying securities, 
are used to present the fair value of pooled funds.

(c)  private equity and infrastructure investments are fair-valued at least annually. 

  the fair value for investments held directly by psp investments is determined using acceptable industry valuation 
methods such as earnings multiples, discounted cash flows analysis, price of recent investments and publicly traded 
comparables. valuation techniques involve assumptions including discount rates and the projected length of cash 
flows. the valuation methodologies have been developed based on the International Private Equity and Venture Capital 
Valuation Guidelines. 

  in the case of investments in fund portfolios, fair value is generally determined based on the audited fair values 
reported by the fund’s general partner using acceptable industry valuation methods. 

  for each investment the relevant methodology is applied consistently over time.
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Public Sector Pension Investment Board

Notes to tHe CoNsoLidAted FiNANCiAL stAteMeNts
for the year ended March 31, 2009

1. SUMMArY OF SIgNIFICANT ACCOUNTINg pOLICIES (continued)

 Valuation of inVestments (continued)

(d)  the fair value of investments in real estate held directly by psp investments is determined at least annually, using 
acceptable industry valuation methods, such as discounted cash flows and comparable transactions. valuation 
techniques involve various assumptions including capitalization rate and the projected cash flows and/or net operating 
income. the assumptions are supported by observable market data. Management uses the services of a third-party 
appraiser to determine the fair value of real estate investments. these valuations are prepared using professional 
appraisal standards, such as the canadian uniform standards of professional appraisal practice and the uniform 
standards of professional appraisal practice in the united states of america. 

  in the case of investments in fund portfolios, fair value is generally determined based on the audited fair values 
reported by the fund’s general partner using acceptable industry valuation methods.

  the fair value of real estate loans is estimated by discounting expected future cash flows using interest rates offered 
for similar loans to borrowers with similar credit ratings. Management may use the services of a third-party appraiser 
to determine the fair value of real estate loans.

  for each investment the relevant methodology is applied consistently over time.

(e)  fixed income securities are valued at quoted market prices using the bid price for long positions and the ask price 
for short positions, where available. Where quoted market prices are not available, estimated values are calculated 
using either an appropriate interest rate curve with a spread associated with the credit quality of the issuer or other 
generally accepted pricing methodologies.

(f)  all listed derivative financial instruments are recorded at fair value using quoted market prices with the bid price for 
long positions and the ask price for short positions. for derivatives traded otc, appropriate valuation techniques, 
such as discounted cash flows using current market yields, are used to determine fair value. the assumptions used 
include the statistical behaviour of the underlying instruments and the ability of the model to price consistently with 
observed market transactions. for many pricing models there is no material subjectivity because the methodologies 
employed do not necessitate significant judgement and the pricing inputs are observed from actively quoted markets. 
additionally, the pricing models used are widely accepted and used by other market participants.

  the fair value of credit derivatives, including credit default swaps and synthetic collateralized debt obligations, are 
also determined based on valuation techniques. certain assumptions are made with respect to the probability of the 
event of default of the underlying securities, of its recovery rate and its corresponding impact on cash distributions. the 
instrument is then valued by discounting the expected cash flows by an appropriate discount factor.

Valuation of caPital DeBt financing

the fair value of psp investments’ short-term capital debt financing includes the cost amount and accrued interest, which 
approximates fair value. the fair value of psp investments’ long-term capital debt financing is determined based on quoted 
market prices. 
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Public Sector Pension Investment Board

Notes to tHe CoNsoLidAted FiNANCiAL stAteMeNts
for the year ended March 31, 2009

1. SUMMArY OF SIgNIFICANT ACCOUNTINg pOLICIES (continued)

transaction costs

transaction costs are incremental costs directly attributable to the acquisition, issue, or disposal of a financial asset or 
financial liability. transaction costs are expensed as incurred and recorded as a component of investment income. 

inVestment management fees

investment management fees are costs directly attributable to the external management of funds on behalf of psp 
investments. investment management fees incurred for the private equity, Real estate and infrastructure asset classes are 
paid, as determined by the fund manager, either by the investment directly, through capital contributions by psp 
investments or offset against distributions received from the investment (note 3 (a) (ii)). these amounts are recorded 
against investment income. investment management fees are also incurred for certain public equity investments and these 
amounts are paid directly by psp investments and recorded against investment income (note 7).

income recognition

investment income is made up of dividends, accrued interest income, realized gains and losses on the disposal of 
investments and unrealized gains and losses which reflect the change in unrealized appreciation (depreciation) of 
investments held at the end of the year. dividend income is recognized on the ex-dividend date. investment income from 
private market investments also includes the related distributions from pooled funds, limited partnerships as well as from 
direct and co-investments.

translation of foreign currencies

investment transactions in foreign currencies are recorded at the rates of exchange prevailing 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 exchange are included in 
investment income.

funD transfers

amounts received from each pension fund are recorded in their respective plan account.

income taxes

psp investments and the majority of its subsidiaries are exempt from part i tax under paragraph 149(1)(d) of the Income 
Tax Act (canada).

use of estimates

in preparing these consolidated financial statements, management must make certain estimates and assumptions which 
can affect the reported values of assets and liabilities, principally the valuation of private equity, infrastructure and real 
estate investments, related income and expenses and note disclosures. actual results may differ from estimates.
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Public Sector Pension Investment Board

Notes to tHe CoNsoLidAted FiNANCiAL stAteMeNts
for the year ended March 31, 2009

2. CHANgES IN ACCOUNTINg pOLICIES

new accounting stanDarDs

on april 1, 2008, psp investments adopted the Canadian Institute of Chartered Accountants (CICA) Handbook section 1535, 
“capital disclosures”, as well as section 3862, “financial instruments – disclosures” and section 3863, “financial 
instruments – presentation”.

section 1535, “capital disclosures” specifies the disclosure of (i) an entity’s objectives, policies, and processes for 
managing capital, (ii) quantitative data about what the entity regards as capital, (iii) whether the entity has complied with 
any capital requirements, and (iv) if it has not complied, the consequences of such non-compliance. the adoption of this 
standard has no significant impact on psp investments’ consolidated financial statements other than additional note 
disclosure in note 11.

section 3862, “financial instruments – disclosures” and section 3863, “financial instruments – presentation” replace 
section 3861, “financial instruments – disclosure and presentation”. the new standards revise and enhance disclosures 
about the significance of financial instruments to the entity’s financial position and performance, the nature and extent 
of the risks arising from financial instruments and how the entity manages those risks. the adoption of this standard is 
disclosed in note 4.

additionally, in January 2009, the emerging issues committee (eic) of the cica issued eic-173 “credit risk and 
the fair value of financial assets and financial liabilities” which requires that the fair value of financial instruments (including 
derivative financial instruments) take into account the counterparties’ credit risk for assets and psp investments’ credit 
risk for liabilities. the adoption of eic-173 did not have a significant impact on psp investments’ consolidated financial 
statements.

future accounting changes

in february 2008, the accounting standards board (acsb) confirmed that canadian gaap for publicly accountable 
enterprises will be converged with international financial Reporting standards (ifRs) effective January 1, 2011. 
psp investments will be required to report under ifRs for interim and annual consolidated financial statements effective 
april 1, 2011 with ifRs comparatives. 

psp investments is currently evaluating the impact of the adoption of ifRs on its consolidated 
financial statements. 
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Public Sector Pension Investment Board

Notes to tHe CoNsoLidAted FiNANCiAL stAteMeNts
for the year ended March 31, 2009

3. INVESTMENTS

(a) inVestment Portfolio

the investment portfolio, before allocating the effect of derivative contracts and investment-related assets and liabilities 
to the asset classes to which they relate, as at March 31, is as follows:

($ millions) 2009 2008

  Fair Value   Cost   Fair Value   Cost

Developed World Equity      
 Canadian Equity  $ 6,356  $ 7,700  $ 7,614  $ 7,083
 US Large Cap Equity   716   985   1,847   2,086
 EAFE Large Cap Equity   1,161   1,847   1,989   2,117
Small Cap Developed World Equity   740   994   1,375   1,624
Emerging Markets Equity   1,461   1,838   1,836   1,615
private Equity   4,247   4,982   4,040   3,901
Nominal Fixed Income
 Cash & Cash Equivalents   3,075   3,325   3,670   3,669
 World Government Bonds   759   675   1,790   1,799
 Canadian Fixed Income   7,282   7,319   8,712   9,152
real return Assets   
 World Inflation-Linked Bonds   196   198   207   195
 Real Estate   7,105   6,425   5,737   4,648
 Infrastructure   2,711   2,335   1,376   1,347
Absolute return   2,622 2,731   1,983   2,017

INVESTMENTS  $ 38,431  $ 41,354  $  42,176  $ 41,253

Investment-related Assets
 Amounts receivable from pending trades  $ 256  $ 264  $ 1,781  $ 1,777
 Derivative-related receivables   485 65   552   85

Total Investment-related Assets  $  741  $ 329  $ 2,333  $ 1,862

Investment-related Liabilities 
 Amounts payable from pending trades  $ (505)  $ (506)  $ (1,981)  $ (1,983)
 Securities sold short   (527)   (612)   (727)   (746)
 Derivative-related payables   (1,710)   (98)   (1,277)   (52)
 Capital debt financing (Note 10)   
  Short-term   (1,579)   (1,579)   (1,551)   (1,551)
  Long-term   (1,054)   (1,024)   –   –

Total Investment-related Liabilities  $ (5,375)  $ (3,819)  $ (5,536)  $ (4,332)

NET INVESTMENTS  $ 33,797  $ 37,864  $ 38,973  $ 38,783
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3. INVESTMENTS (continued)

(a) inVestment Portfolio (continued)

Developed world equity, small cap Developed world equity and emerging markets equity(i) 

 developed World equity, small cap developed World equity and emerging Markets equity (referred to as “public Market 
equities”) include common shares, american depository receipts, global depository receipts, participation notes, preferred 
shares, income trust units, exchange traded funds, and securities convertible into common shares of publicly 
listed issuers.

Private equity, real estate and infrastructure(ii) 

 the private equity asset class is comprised of direct investments and fund portfolios in equity ownerships or investments 
with the risk and return characteristics of equity. they include investments in private companies, mezzanine debt and 
distressed debt. as at March 31, 2009, the total amount of financing included in the private equity portfolio for direct 
investments controlled by psp investments is nil (2008 – nil).

the real estate asset class is comprised of direct ownerships in properties, third-party debts and fund investments in 
the real estate sector. the real estate investments are classified into two portfolios (an equity portfolio and a debt portfolio). 
the equity portfolio is comprised of direct ownerships in income-producing properties in office, retail, industrial, hospitality 
and residential sectors, as well as private funds and publicly traded securities invested in real estate assets. the debt 
portfolio is comprised of third-party loans such as junior and senior debts, construction loans, bridge loans, income-
participating loans, mezzanine loans and other structured investments where significant portions of the value are attributed 
to the underlying real estate assets. Real estate investments are made in accordance with the approved policies for leverage 
specifically applicable for this asset class. the real estate asset class is accounted for in the investment portfolio net of all 
third-party financings. as at March 31, 2009, the total amount of financing included in the real estate portfolio for direct 
investments controlled by psp investments is approximately $3,750 million (2008 – $2,900 million).

infrastructure investments are comprised of direct investments and fund portfolios in equity and debt instruments 
in public and private companies primarily engaged in the management, ownership or operation of assets in power, 
regulated businesses, transportation, telecom or social infrastructure. infrastructure investments are made in accordance 
with the approved policies for leverage specifically applicable for this asset class. as at March 31, 2009, the total amount 
of financing included in the infrastructure portfolio for direct investments controlled by psp investments is approximately 
$550 million (2008 – $350 million).
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3. INVESTMENTS (continued)

(a) inVestment Portfolio (continued)

(ii) Private equity, real estate and infrastructure (continued)

the fair value of certain direct investments in private equity and infrastructure are determined using valuation 
techniques whereby certain assumptions cannot be fully supported by prices from observable current market transactions. 
varying certain key elements of the valuation technique will have an impact on the fair value of the investments as at 
March 31, 2009. for example, increasing the discount rate by 50 bps would result in a decrease to the fair value of these 
investments of $236 million; decreasing the discount rate by 50 bps would result in an increase to the fair value of these 
investments of $387 million.

the private equity, Real estate and infrastructure asset classes are referred to as “private Market investments”. the 
fair values of the majority of private market investments are reviewed at least annually, and any resulting adjustments are 
reflected as unrealized gains or losses in investment income. the fair value of private market investments that are invested 
in funds are determined based on the audited annual financial statements received from external investment managers.

investment management fees, as disclosed in note 1, are incurred for private market investments and generally vary 
between 0.2% and 5.5% of the total invested amount. investment management fees of $193 million for the year ended 
March 31, 2009 (2008 – $123 million) were recorded against investment income.

nominal fixed income and world inflation-linked Bonds(iii) 

 nominal fixed income includes cash & cash equivalents and bonds. cash on hand and cash equivalents include the 
following instruments having a maximum term of one year or less: demand deposits, treasury bills, short-term notes, 
bankers’ acceptances, term deposits and guaranteed investment certificates. floating rate notes are considered cash and 
cash equivalents provided the coupons reset more than once per year. bonds include canadian government bonds, canadian 
provincial and territorial bonds, canadian municipal and corporate bonds, as well as international sovereign bonds.

psp investments held third-party or non-bank sponsored asset-backed commercial paper (abcp) that suffered a 
liquidity disruption in mid-august 2007. 

subsequent to the liquidity disruption event, psp investments participated in a restructuring process with other 
investors. on august 16, 2007, a standstill agreement was entered into by a number of significant investors and financial 
institutions that transacted with the non-bank sponsored conduits. the pan-canadian investors committee for third-
party structured asset-backed commercial paper (“the investors’ committee”) was subsequently formed, consisting of 
an important number of major abcp investors, to oversee the restructuring process during this standstill period.

as part of the investors’ committee restructuring plan, the following asset categories were pooled together under 
three separate vehicles: (1) leveraged super senior (lss) tranches of collateralized debt obligations and other assets 
(collectively referred to as “lss/Hybrid assets”); (2) traditional assets which include securitized assets (for example, 
credit card receivables and auto loans); and (3) ineligible assets which include assets with uncertain credit quality by 
reason of their exposure to us subprime mortgages or otherwise. investors in abcp received long-term floating rate notes 
(for each of the aforementioned investment vehicles) with maturities based upon the maturity of the underlying assets. 
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3. INVESTMENTS (continued)

(a) inVestment Portfolio (continued)

(iii) nominal fixed income and world inflation-linked Bonds (continued)

under the investors’ committee restructuring plan, the lss/Hybrid assets were split into two separate and distinct 
master asset vehicles (Mav); the first, referred to as “Mav1”, in which case investors elected to commit their pro rata 
share of a margin funding facility associated with their underlying assets; and the second, referred to as “Mav2”, whereby 
investors are able to commit less than, or none of their pro rata share of a margin funding facility, in which case certain 
investors, foreign banks and canadian banks will fund the remaining portion. psp investments participated in Mav1. 
Within the Mav1, the lss/Hybrid assets were further restructured into different classes (class a-1, class a-2, class b, 
class c, traditional assets (ta) and ineligible assets (ia)) of floating rate notes in order to permit a credit rating to be 
obtained on two of these notes (class a-1 and class a-2). a third Mav, referred to as “Mav3”, includes series secured 
solely by ta and ia notes. additionally, the margin funding facilities in Mav1 and Mav2 are provided by third-party 
lenders, canadian banks, asset providers, noteholders and the federal and provincial governments of canada. these 
facilities are designed to reduce the risk that the newly formed vehicles will not be able to meet margin calls if future 
circumstances warrant them. the key parties to the restructuring have also agreed to enhance the transaction by including 
a moratorium which prevents collateral calls for a period of 18 months from the implementation and closing date of 
the restructuring.

as at January 21, 2009, the investors’ committee implemented and closed the abcp restructuring transaction. pursuant 
to the terms of the restructuring, abcp holders exchanged their investments for long-term floating rate notes. as at 
January 21, 2009, psp investments held abcp with an overall face value of $1,962 million. psp investments has adopted 
a valuation technique to determine the fair value of the long-term floating rate notes that were received.

under the terms of the restructuring plan, psp investments has received $878 million of Mav1 class a-1 notes, 
$590 million of Mav1 class a-2 notes, $101 million of Mav1 class b notes, $48 million of Mav1 class c notes, 
$28 million of Mav1 ta tracking notes, $89 million of Mav1 ia tracking notes, $114 million of Mav3 ta tracking notes 
and $114 million of Mav3 ia tracking notes. in addition, psp capital inc., a wholly-owned subsidiary of psp investments, 
has provided funding facilities of a maximum amount of $969 million to support potential margin calls on the long-term 
floating rate notes.

the Mav1 notes, excluding ta and ia notes, are expected to return approximately banker’s acceptance (ba) plus 
30 bps (before funding facility and administrative costs) and have an average maturity of eight years. the Mav1 and 
Mav3 ta tracking notes and the Mav1 and Mav3 ia tracking notes reflect the net return and maturity of the respective 
series’ underlying assets (assumed to have a maturity of eight years). for the purpose of valuation, the restructured floating 
rate notes of Mav1, excluding ta and ia notes, were proxied to comparable eight-year floating rate notes as at 
January 21, 2009. the class a-1 and class a-2 notes are a-rated and the class b and class c notes are established at a 
credit rating of bb for valuation purposes, and accordingly, were proxied to floating rate notes with similar credit quality 
and terms. Mav1 and Mav3 ta tracking notes are assumed to be aaa-rated and to have a maturity of eight years and a 
return of ba + 40 bps. the ta tracking notes were proxied to comparable floating rate notes as at January 21, 2009. the 
Mav1 and Mav3 ia tracking notes contain principally assets that have exposure to us subprime loans and mortgages. 
a valuation of the ia tracking notes was performed based on the credit quality of the underlying assets. the implicit cost 
of the funding facilities, approximating 120 bps, reduces the expected yield of the long-term floating rate notes.
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3. INVESTMENTS (continued)

(a) inVestment Portfolio (continued)

(iii) nominal fixed income and world inflation-linked Bonds (continued)

based on the above valuation methodology, management’s best estimate of the fair value of psp investments’ abcp, 
prior to the exchange into long-term floating rate notes at January 21, 2009, is equal to approximately $971 million 
(March 31, 2008 – $1,522 million).

on March 31, 2009, psp investments measured the fair value of its new long-term floating rate notes.  during this 
valuation, psp investments reviewed the assumptions made in its valuation technique, taking into consideration new 
information available as well as changes in the credit market environment. as at March 31, 2009, the fair value of the 
new long-term floating rate notes amounted to $1,039 million and the cumulative write-down on both the abcp and 
new long-term floating rate notes amounted to $923 million, representing 47% of the original face value. the fair value 
calculation includes a negative amount of $94 million in respect of the funding facilities as at March 31, 2009.  

the long-term floating rate notes are reported as canadian fixed income under the investment portfolio (note 3 (a)). 
the write-down on the abcp is included as part of the absolute return on investment income in note 7 (b).

the fair value of the long-term floating rate notes was established as a function of the information available as at 
March 31, 2009, which includes certain assumptions used in the valuation model such as interest rate spreads, assumed 
credit rating of restructured notes, expected returns of the restructured notes, as well as the maturity and liquidity of the 
restructured notes. varying certain key elements of the valuation technique will have an impact on the fair value of the 
long-term floating rate notes as at March 31, 2009. for example, increasing interest rate spreads by 50 bps would result 
in a decrease to the fair value of the long-term floating rate notes by $60 million. the fair value of the long-term floating 
rate notes may change in future periods as a result of fluctuations in the major elements of the valuation methodology.

absolute return(iv) 

in addition to the different asset classes outlined in the asset mix policy, psp investments employs a number of absolute 
return strategies, consisting of derivative financial products such as those described in note 3 (b), whose objective is to 
generate positive returns regardless of market conditions.

(B) DeriVatiVe financial instruments

derivative financial instruments are financial contracts, the value of which is derived from changes in underlying assets, 
interest or exchange rates. psp investments uses derivative financial instruments to increase returns or to replicate 
investments synthetically. derivatives are also used to reduce the risk associated with existing investments.

psp investments uses the following types of derivative financial instruments as described below:

swaps(i) 

swaps are transactions whereby two counterparties exchange cash flow streams with each other based on predetermined 
conditions that include a notional amount and a term. swaps are used to increase returns or to adjust exposures of certain 
assets without directly purchasing or selling the underlying assets.
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3. INVESTMENTS (continued)

(B) DeriVatiVe financial instruments (continued)

futures(ii) 

 futures are standardized contracts to take or make delivery of an asset (buy or sell) at a specific time in the future for a 
specific price that has been agreed upon today. futures are used to adjust exposures to specified assets without directly 
purchasing or selling the underlying assets.

forwards(iii) 

 forwards are contracts involving the sale by one party and the purchase by another party of a predefined amount of an 
underlying instrument, at a predefined price and a predefined date in the future. forwards are used for yield enhancement 
purposes or to manage exposures to currencies and interest rates.

options(iv) 

 options are the right, but not the obligation, to buy or sell a given amount of an underlying security, index, or commodity, 
at an agreed-upon price stipulated in advance, either at a determined date or at any time before the predefined 
maturity date.

warrants and rights(v) 

 Warrants are options on an underlying asset which is in the form of a transferable security and which can be listed on 
an exchange.

Rights are securities giving shareholders entitlement to purchase new shares issued by a corporation at a predetermined 
price (normally less than the current market price) in proportion to the number of shares already owned. Rights are issued 
only for a short period of time, after which they expire.

collateralized Debt obligations(vi) 

a type of asset-backed security that is constructed from a portfolio of credit-related assets. collateralized debt obligations 
are usually divided into several tranches with different credit risk levels and corresponding interest payments. any losses 
are applied first to the more junior tranches (lowest risk rating) before moving up in seniority.

notional values of derivative financial instruments are not recorded as assets or liabilities as they represent the face 
amount of the contract. notional values do not represent the potential gain or loss associated with the market or credit risk 
of such transactions. Rather, it serves as the basis upon which the cash flows and the fair value of the contracts 
are determined.
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3. INVESTMENTS (continued)

(B) DeriVatiVe financial instruments (continued)

the following table summarizes the derivatives portfolio as at March 31:

($ millions) 2009 2008

INVESTMENTS
  Notional
  Value

  Fair
  Value

  Notional
  Value

  Fair
  Value

Equity and Commodity Derivatives
 Futures  $ 628  $ –  $ 876  $ 8
 Total Return Swaps 2,909 106 5,160 (41)
 Variance Swaps 107 6 229 (3)
 Warrants 1 1 38 10
 Options:  Listed-purchased – – 188 6
  Listed-written – – 197 (6)
Currency Derivatives
 Forwards 20,620 (171) 14,356 (183)
 Swaps – – 833 (71)
 Options: OTC-purchased 619 7 1,730 32
  OTC-written 156 (2) 917 (27)
Interest rate Derivatives
 Bond forwards 349 – 2,766 2
 Futures – – 1,426 –
 Interest Rate Swaps 3,933 (4) 5,492 16
 Total Return Swaps 3,525 55 3,367 15
 Swaptions 2,506 – 7,219 –
 Options: Listed-purchased – – 868 1
  Listed-written 2,494 – 1,229 (3)
  OTC-written 1,500 – – –
Credit Derivatives: 1

  Purchased 64 52 62 29
  Sold 1,632 (1,275) 1,351 (510)

Total  $ 41,043  $ (1,225)  $ 48,304  $ (725)

1  credit derivatives include collateralized debt obligations and a credit default swap. psp investments, through sold credit derivatives, indirectly 
guarantees the underlying reference obligations. the maximum potential exposure is the notional amount of the sold credit derivatives as shown in 
the table above.
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3. INVESTMENTS (continued)

(B) DeriVatiVe financial instruments (continued)

the fair value of derivative contracts, as at March 31, is represented by: 

($ millions) 2009 2008

Derivative-related receivables  $ 485  $ 552
Derivative-related payables (1,710) (1,277)

Total  $ (1,225)  $ (725)

the term to maturity based on notional value for the derivatives, as at March 31, is as follows:

($ millions) 2009 2008

Under 1 year  $ 36,265  $ 34,589
1 to 5 years 4,170 11,741
Over 5 years 608 1,974

Total  $ 41,043  $ 48,304
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3. INVESTMENTS (continued)

(c) inVestment asset mix

the statement of investment policies, standards and procedures (sip&p) sets out the long-term target weights of the 
assets that shall be invested for the four plan accounts. investments are classified by asset mix category as set out in the 
sip&p based on the economic intent of the investment strategies of the underlying assets.

the net investments, as at March 31, are as follows:

($ millions)  2009  2008

Asset Class Fair Value

 policy 
 portfolio 
 Long-Term 
 Target  Fair Value

 Policy 
 Portfolio 
 Long-Term 
 Target

Developed World Equity 
 Canadian Equity  $ 8,815 26.1% 30.0%  $ 11,538  29.6%  30.0%
 US Large Cap Equity 926 2.7 5.0 1,763  4.5 5.0
 EAFE Large Cap Equity 1,043 3.1 5.0 1,831  4.7 5.0
Small Cap Developed World Equity 781 2.3 5.0 1,930 5.0 5.0
Emerging Markets Equity 2,122 6.3 7.0 2,726  7.0 7.0
private Equity 4,191 12.4 10.0 3,972  10.2 10.0
Nominal Fixed Income
 Cash & Cash Equivalents 1 73 0.2 2.0 533  1.4 2.0
 World Government Bonds 2,105 6.2 5.0 2,248  5.8 5.0
 Canadian Fixed Income 4,253 12.6 8.0 4,849  12.4 8.0
real return Assets
 World Inflation-Linked Bonds 2,389 7.1 5.0 2,211  5.7 5.0
 Real Estate 4,653 13.8 10.0 4,029  10.3 10.0
 Infrastructure 2,446 7.2 8.0 1,343  3.4 8.0

NET INVESTMENTS  $ 33,797 100.0% 100.0%  $ 38,973  100.0% 100.0%

1 includes amounts related to absolute return and real estate debt strategies.
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3. INVESTMENTS (continued)

(D) securities lenDing

psp investments participates in securities lending programs whereby it lends securities in order to enhance portfolio 
returns. any such securities lending requires collateral in cash, high-quality debt instruments or shares securities with a 
fair value equal to no less than 102% of the value of the securities lent. as at March 31, 2009, securities with an estimated 
fair value of $2,701 million (2008 – $5,097 million) were loaned out, while securities contractually receivable as collateral 
had an estimated fair value of $2,827 million (2008 – $5,292 million).

(e) securities collateral

psp investments deposited or pledged securities with a fair value of $1,042 million as collateral with various financial 
institutions as at March 31, 2009 (2008 – $411 million). securities with a fair value of $106 million (2008 – $31 million) 
have been received from other counterparties as collateral. psp investments does not repledge any collateral held. all 
collateral deposited, pledged and received were held with counterparties who had a minimum credit rating of “a–” as at 
March 31, 2009. the terms and conditions are outlined in note 4 (b) (i).

4. INVESTMENT rISK MANAgEMENT

investment risk management is a central part of psp investments’ strategic management. it is a continuous process whereby 
psp investments methodically addresses the risks related to its various investment activities with the goal of achieving a 
maximum rate of return without undue risk of loss and a sustained benefit within each activity and across the 
total portfolio.

a risk governance structure that includes required reporting on risk to all levels within the organization also ensures 
that appropriate objectives are pursued and achieved in line with the fulfillment of psp investments’ legislated mandate. 
the board of directors and its committees oversee various issues related to risk and receive assurance from management 
and an independent internal auditor reporting directly to the audit and conflicts committee. 

the use of financial instruments exposes psp investments to credit and liquidity risks as well as market risks including 
foreign exchange and interest rate risks. these risks are managed in accordance with the investment Risk Handbook, 
which is an integral part of psp investments’ risk control system. the investment Risk Handbook contains an investment 
Risk Management policy which supplements the sip&p (policy portfolio). the policy portfolio determines a diversification 
strategy to mitigate risk whereby psp investments invests in a diversified portfolio of investments based on established 
criteria. additionally, the objective of these policies is to provide a framework for the management of credit, liquidity and 
market risks. derivative financial instruments, traded either on exchanges or otc are one of the vehicles used to mitigate 
the impact of market risk.

Risk Management is responsible for overseeing the various risk management functions including, but not limited to, 
investment risk functions. Risk Management monitors these risks and reports to senior management on a 
continuous basis.
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4. INVESTMENT rISK MANAgEMENT (continued)

(a) 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, volatility in share and commodity prices, interest rate, 
foreign exchange or other risk variables affecting all securities traded in the market.

Market risk is measured using the method known as value-at-Risk (vaR). vaR is the maximum loss not exceeded 
with a given probability defined as the confidence level, over a given period of time. psp investments has chosen a yearly 
95% confidence level to measure and report vaR. psp investments uses a Historical vaR model incorporating three years 
of monthly market returns which are scaled to a twelve-month holding period. Risk Management is responsible for 
implementing and maintaining a vaR measurement methodology for all asset classes and all financial risk factors.

Historical vaR is statistically valid under normal market conditions and does not specifically consider losses from 
severe market events. the Historical vaR model also assumes that the future will behave in a similar pattern to the past. 
if future market conditions differ significantly from those of the past, potential losses may differ from those originally 
estimated. the vaR is an estimate of a single value in a distribution of potential losses that can be experienced. as a result, 
it is not an estimate of the maximum potential loss.

the goal of actively managing the portfolio is to outperform the policy portfolio benchmarks while maintaining the 
active risk under 400 basis points. Relative vaR, as a result, is the maximum amount of loss of total investments, with 
95% certainty, relative to the policy portfolio benchmark over a twelve-month period.

the following table shows the total Relative vaR and the diversification effect as at March 31. the diversification 
effect captures the effect of holding different types of assets which may react differently in various types of situations and 
thus having the effect of reducing overall Relative vaR.

Active risk Taken

(Relative VaR – $ millions) 2009 2008

Public Market Equities  $ 788  $ 414
Nominal Fixed Income – 10
Real Return Assets 1,065 843
Absolute Return 1,160 204

Total Relative VaR (Undiversified) 3,013 1,471

Diversification Effect (1,660) (591)

Total relative Var  $ 1,353  $ 880

Risk Management monitors the absolute risk of the policy portfolio on a quarterly basis to ensure no undue loss may 
be experienced by psp investments.
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4. INVESTMENT rISK MANAgEMENT (continued)

(a) market risk (continued)

generally, changes in vaR between reporting periods are due to changes in the level of exposure, volatilities and/or 
correlations among asset classes. although vaR is a widely accepted risk measure, it must be complemented by other risk 
measures. psp investments therefore uses stress testing and scenario analysis to examine the impact on financial results 
of abnormally large movements in risk factors. stress testing and scenario analysis are used to test a portfolio’s sensitivity 
to various risk factors and key model assumptions. these methods also use historically stressed periods to evaluate how 
a current portfolio would fare under such circumstances. stress testing is also deployed to assess new product behaviour. 
stress testing and scenario analysis are utilized as a complement to the Historical vaR measure in order to provide greater 
insight on the size of potential losses that may be experienced. psp investments uses the expected shortfall and tail analysis 
measures to determine this. expected shortfall is defined as the conditional expectation beyond the vaR level. it is measured 
by averaging all data points showing a loss greater than vaR measured at a given confidence level. by increasing the 
confidence level of the vaR measure from 95% to 99%, psp investments is able to assess the size of the potential loss that 
would be exceeded one year out of 100 (instead of one year out of 20). therefore, there is a greater probability for larger 
losses, at the 99% confidence level, in extreme market conditions. Risk Management presents a stress testing and scenario 
analysis report to senior management on a quarterly basis.

interest rate risk(i) 

interest rate risk refers to the effect on the fair value of psp investments’ net asset value due to fluctuations in interest 
rates. changes in interest rates will directly affect the fair value of psp investments’ assets. the most significant exposure 
to interest rate risk is the investment in bonds and real estate loans.

the terms to maturity of the investments, before allocating the effect of derivative contracts and investment-related 
assets and liabilities, as at March 31, are as follows:

 Terms to Maturity

($ millions)
  Within
  1 Year

  1 to 5 
  Years

  5 to 10
  Years

  Over 
   10 Years

 2009
  Total

 2008
  Total

Government of Canada bonds  $ 1,278  $ 1,228  $ 238  $ 454  $ 3,198  $ 1,783
Provincial and Territorial bonds 302 412 269 495 1,478 1,295
Municipal bonds 12 22 50 4 88 119
Corporate bonds 125 593 408 1,392 2,518 5,515

Total Canadian Fixed Income  $ 1,717  $ 2,255  $ 965  $ 2,345  $ 7,282  $ 8,712

Total World government Bonds  $ 9  $ 305  $ 246  $ 199  $ 759  $ 1,790

Total World Inflation-Linked Bonds  $ –  $ 18  $ 25  $ 153  $ 196  $ 207

real Estate Loans 1  $ 359  $ 364  $ –  $ 29  $ 752  $ 504

grand Total  $ 2,085  $ 2,942  $ 1,236  $ 2,726  $ 8,989  $ 11,213

1 Real estate loans are a component of the Real estate asset class disclosed in note 3 (a).
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4. INVESTMENT rISK MANAgEMENT (continued)

(a) market risk (continued)

(i) interest rate risk (continued)

the terms to maturity of psp investments’ capital debt financing are disclosed in note 10.

absolute return strategies, as described in note 3, and derivative contracts are also subject to interest rate risk 
exposures. these exposures are reflected in the vaR calculation described in note 4 (a).

additionally, accounts receivable from pending trades and cash & cash equivalents are considered short-term in 
nature, and, as a result, their exposure to interest rate risk would not be significant.

foreign currency risk(ii) 

psp investments and its subsidiaries are exposed to currency risk through holdings of securities, units in pooled funds 
and units in limited partnerships of non-canadian assets. fluctuations in the relative value of the canadian dollar against 
these foreign currencies can result in a positive or a negative effect on the fair value of the investments. to mitigate this 
risk, psp investments may take, through foreign exchange forward contracts, positions in foreign currencies. psp 
investments’ policy is to hedge 50% of its foreign currency investments excluding emerging markets equity.

the underlying net foreign currency exposures, after allocating the effect of derivative contracts and investment-
related assets and liabilities for both monetary and non-monetary items, as at March 31, are as follows:

2009 2008

Currency Fair Value  % of Total Fair Value  % of Total

(in Canadian $) ($ millions) ($ millions)

US Dollar  $ 4,624 52.9%  $  5,822 52.8%
Euro 2,066 23.6 2,294 20.8
British Pound 519 5.9 917 8.3
Yen 389 4.5 640 5.8
Hong Kong Dollar 300 3.4 246 2.2
New Taiwan Dollar 174 2.0 231 2.1
Korean Won 166 1.9 245 2.2
Australian Dollar 165 1.9 188 1.7
Brazilian Real 65 0.7 432 3.9
Others 278 3.2 21 0.2

Total  $  8,746 100.0%  $ 11,036 100.0%

psp investments and its subsidiaries also have commitments, denominated in foreign currencies of $7,108 million 
($4,737 million us, €651 million, £2 million and 433 million south african Rands (ZaR)) which are not included in the 
foreign currency exposure table.
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4. INVESTMENT rISK MANAgEMENT (continued)

(B) creDit risk

psp investments is exposed to credit risk, that is, the risk that the issuer of a debt security or a counterparty to a derivative 
contract is unable to meet its financial obligations.

credit risk encompasses the risk of a deterioration of creditworthiness and the respective concentration risk. credit 
risk monitoring entails an evaluation of the credit quality of each issuer to which psp investments is exposed. to perform 
this evaluation psp investments relies on four recognized credit rating agencies. a minimum of two credit ratings are 
used to classify each security; securities rated by only one agency are classified as “not rated”. if the agencies disagree as 
to a security credit quality, psp investments uses the lowest of the available ratings.

to monitor the evolution of credit risk, psp investments periodically produces a concentration report by credit rating 
of all credit-sensitive financial securities with the exception of securities held in pooled funds or for private market 
investments. concentration tables are also produced by issuer, geographic area and industry. 

psp investments’ concentration of credit risk by credit rating, as at March 31, is as follows:

2009 2008

Investment grade (AAA to BBB–) 88.7% 86.5%
Below investment grade (BB+ and below) – 0.3
Not rated:
 Rated by a single credit rating agency 1 8.5 0.4
 Not rated by credit rating agencies 2 2.8 12.8

Total 100.0% 100.0%

1  as at March 31, 2009, includes class a-1 and class a-2 abcp holdings that were restructured and converted to floating rate long-term notes on 
January 21, 2009. these notes are a-rated by dominion bond Rating service (dbRs) (note 3 (a) (iii)).

2  includes class a-1 and class a-2 abcp holdings that were not rated by dbRs as at March 31, 2008.

the breakdown of credit concentration risk does not include investments in distressed debt included in pooled funds 
in the amount of approximately $2 billion as at March 31, 2009 (2008 – $507 million). such investments are excluded 
as they typically include debt securities of issuers close to default, and the investment in such securities are quasi-equity 
in nature.

as at March 31, 2009, psp investments also has a net notional exposure of $1.4 billion to collateralized debt obligations, 
of which 71% of the dollar exposure is rated “investment grade”, as well as funding facilities of a maximum amount of 
$969 million to support potential margin calls on the long-term floating rate notes (note 3 (a) (iii)).

as at March 31, 2009, psp investments’ maximum exposure to credit risk, not taking into consideration the excluded 
elements described above, amounts to approximately $11.0 billion (2008 – $13.6 billion).

counterparty risk(i) 

counterparty risk represents the credit risk from current and potential exposure related to transactions involving derivative 
contracts. in order to minimize derivative contract counterparty risk, psp investments deals only with counterparties 
with a minimum credit rating of “a−” as at the trade date, as provided by a recognized credit rating agency. psp investments 
monitors the credit ratings of counterparties on a daily basis and has the ability to terminate all trades with counterparties 
who have their credit rating downgraded below “a−” subsequent to the trade date. psp investments also uses credit 
mitigation techniques such as master-netting arrangements and collateral transfers through the use of credit support 
annexes (csa).
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4. INVESTMENT rISK MANAgEMENT (continued)

(B) creDit risk (continued)

(ii) counterparty risk (continued)

psp investments’ policy also requires the use of the international swaps and derivative association (isda) Master 
agreement with all counterparties to derivative contracts. the isda Master agreement provides the contractual framework 
within which dealing activities across a full range of otc products are conducted and contractually binds both parties 
to apply close-out netting across all outstanding transactions covered by an agreement if either party defaults or other 
pre-determined events occur.

additionally, the csa to the isda Master agreement enables psp investments to realize any collateral placed with 
it in the event of the failure of the counterparty and requires psp investments to contribute further collateral when 
requested. the csa also regulates the exchange of collateral when the credit exposure to a counterparty exceeds a 
predetermined threshold. note 3 (e) provides information on the collateral deposited and received.

Risk Management is responsible for counterparty risk monitoring and mitigation as well as maintaining a comprehensive, 
disciplined, and enterprise-wide process for tracking and managing counterparty risk. as such, Risk Management measures 
counterparty risk on an ongoing basis, evaluates and tracks the creditworthiness of current counterparties and mitigates 
counterparty risk through collateral management. 

(c) liquiDity risk

liquidity risk corresponds to psp investments’ ability to meet its financial obligations. psp investments’ cash position is 
monitored on a daily basis. in general, investments in cash and cash equivalents, debt and public equities are expected 
to be highly liquid, as they will be invested in securities that are actively traded. Risk Management utilizes appropriate 
measures and controls to monitor liquidity risk in order to ensure that there is sufficient liquidity to meet financial 
obligations as they come due. a liquidity report taking into consideration future forecasted cash flows is prepared and 
presented to senior management on a weekly basis. this ensures that sufficient cash reserves are available to meet forecasted 
cash outflows. additionally, a contingency plan, involving back-up sources of liquidity, is maintained and can be deployed 
in case of market disruption.

psp investments has the ability to raise additional capital through the use of its capital debt program. this program 
allows psp investments to issue short-term promissory notes and medium-term notes to a maximum amount of $3 billion 
and $1 billion, respectively. note 10 provides additional information on the usage of the capital debt program.

the terms to maturity of the notional amount of derivatives, including related payable amounts, are disclosed in 
note 3 (b). all other significant financial liabilities have a term to maturity of one year or less.

5. SHArE CApITAL

share capital consists of 10 shares having a par value of $10 that are issued to the Minister, the president of the treasury 
board, to be held on behalf of Her Majesty in right of canada.
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6. FUND TrANSFErS

psp investments received fund transfers of $4,431 million for the year ended March 31, 2009 (2008 – $4,237 million) 
from the pension funds. the transfers received are comprised of the net employer and employee contributions to their 
respective pension plans in respect of member service after april 1, 2000 for the public service, canadian forces and 
Royal canadian Mounted police pension funds. the transfers received from the Reserve force pension fund are comprised 
of the net employer and employee contributions in respect of member service after March 1, 2007.

the breakdown of the fund transfers, for the year ended March 31, is as follows:

($ millions) 2009 2008

Public Service Pension Fund  $ 3,179  $ 3,057
Canadian Forces Pension Fund 853 842
Royal Canadian Mounted Police Pension Fund 314 282
Reserve Force Pension Fund 85 56

Total  $ 4,431  $ 4,237

7. INVESTMENT INCOME (LOSS)

(a) inVestment income (loss)

investment income (loss), for the year ended March 31, is as follows:

($ millions) 2009 2008

Interest income  $ 468  $ 725
Dividend income 409 371
Other income 239 109
Security lending income 7 9
Interest expense (Note 10) (67) (51)
Transaction costs (37) (23)
External investment management fees 1 (53) (61)

966 1,079

Net realized (losses) gains 2 (6,202) 1,563

Net unrealized losses 3 (4,257) (2,839)

Investment Income (Loss)  $ (9,493)  $ (197)

1  these are amounts incurred for public market investments and paid directly by psp investments (note 1). amounts incurred for private Market 
investments are disclosed in note 3 (a) (ii). 

2  includes foreign currency losses of $606 million for the year ended March 31, 2009 (2008 – $585 million). 

3  includes unrealized gains of $184 million for the year ended March 31, 2009 for certain direct investments in private equity and infrastructure 
determined using valuation techniques for which certain assumptions cannot be fully supported by prices from observable current market 
transactions.
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7. INVESTMENT INCOME (LOSS) (continued)

(B) inVestment income (loss) By asset mix

investment income (loss) by asset mix based on the economic intent of the investment strategies of the underlying assets 
as outlined in the sip&p, for the year ended March 31, after allocating net realized and unrealized gains and losses on 
investments to the asset classes to which they relate, is as follows:

($ millions) 2009 2008

Developed World Equity
 Canadian Equity  $ (3,598)  $ 236
 US Large Cap Equity (449) (469)
 EAFE Large Cap Equity (593) (239)
Small Cap Developed World Equity (492) (636)
Emerging Markets Equity (985) 171
private Equity (1,591) 262
Nominal Fixed Income
 Cash & Cash Equivalents 35 56
 World Government Bonds 478 167
 Canadian Fixed Income 195 293
real return Assets
 World Inflation-Linked Bonds 164 79
 Real Estate (782) 753
 Infrastructure 112 27
Absolute return 1 (1,987) (897)

Investment Income (Loss)  $ (9,493)  $ (197)

1 includes amounts related to real estate debt strategies.

8. OpErATINg ExpENSES

operating expenses consist of the following for the year ended March 31:

($ thousands) 2009 2008

Salaries and benefits  $ 48,287  $ 34,584
Professional and consulting fees 9,993 20,509
Office supplies and equipment 8,780 6,882
Other operating expenses 7,986 6,265
Depreciation of fixed assets 4,657 3,189
Occupancy costs 3,614 2,523
Custodial fees 1,253 2,041
Remuneration earned by Directors 911 762
Travel and related expenses for Directors 383 162
Communication expenses 93 163

Total  $ 85,957  $ 77,080
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8. OpErATINg ExpENSES (continued)

professional and consulting fees paid or accrued to the external auditors include audit fees of $526,000 (2008 – $352,000), 
audit-related fees of $156,000 (2008 – $140,000) and non-audit fees of $68,000 (2008 – nil). audit fees of $571,000 
(2008 – $418,500) and non-audit fees of $268,000 (2008 – $103,000) were paid and accrued to the externally contracted 
internal auditors of psp investments.

9. ALLOCATION OF NET INCOME (LOSS) FrOM OpErATIONS AND COMprEHENSIVE INCOME

the net income (loss) from operations and comprehensive income of psp investments is allocated to each plan account 
as follows:

(a) inVestment income (loss)

the investment income (loss) is allocated proportionately based upon the asset value held by each plan account.

(B) exPenses

the act requires that the costs of operation of psp investments be charged to the plans for which it provides 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 Minister of public safety. an allocation policy has been 
developed which allocates the direct costs of investment activities, such as external investment management fees and custodial 
fees, to each plan account, based upon the asset value of each plan account at the time the expense was incurred. 

all other operating expenses, excluding the direct cost of investment activities listed above, for the year ended 
March 31, have been allocated as follows:

2009 2008

Public Service Pension Plan Account 72.6% 72.6%
Canadian Forces Pension Plan Account 20.1 20.1
Royal Canadian Mounted Police Pension Plan Account 7.2 7.2
Reserve Force Pension Plan Account 0.1 0.1

Total 100.0% 100.0%

expenses are paid by psp investments by way of advances from the public service pension plan account, which are 
reimbursed by the other plan accounts on a quarterly basis.
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10. CApITAL DEBT FINANCINg

as of March 31, 2009, psp capital inc., a wholly-owned subsidiary of psp investments, has $1,579 million (2008 – 
$1,551 million) of short-term promissory notes outstanding with maturity dates between 28 and 364 days of issuance. 
these notes are included in note 3 (a) as a short-term investment-related liability. as at March 31, 2009, psp capital inc. 
has $1 billion (2008 – nil) of medium-term notes issued and outstanding. these medium-term notes bear interest of 
4.57% per annum and have a maturity date of december 9, 2013; $600 million of these medium-term notes were issued 
on december 9, 2008 and $400 million were issued on february 24, 2009. these medium-term notes are included in 
note 3 (a) as a long-term investment-related liability. as at March 31, 2009, the fair value, including accrued interest, of 
these medium-term notes is $1,054 million (2008 – nil). the maximum authorized by the board of directors for the 
short-term promissory notes and medium-term notes is $3 billion and $1 billion, respectively. the capital raised was 
used primarily to finance real estate and infrastructure investments and is unconditionally and irrevocably guaranteed 
by psp investments.

interest expense, for the year ended March 31, is as follows:

($ millions) 2009 2008

Short-term promissory notes  $ 57  $ 51
Medium-term notes 10 –

Total  $ 67  $ 51

the operating expenses incurred by psp capital inc. were allocated to each plan account as described in 
note 9 (b).

11. CApITAL MANAgEMENT

as an investment company, psp investments objectives in managing its capital are:

–  to invest fund transfers, outlined in note 6, in the best interests of the beneficiaries and contributors under the 
Superannuation Acts. the funds received are invested with a view of achieving a maximum rate of return, without 
undue risk of loss, with regards to the funding, policies and requirements of the pension plans established under the 
Superannuation Acts. the funds are also invested in accordance with the investment Risk Management policies which 
are outlined in note 4.

–  to maintain an appropriate credit rating to achieve access to the capital markets at the lowest cost of capital. through 
psp capital inc., and its leverage policies, psp investments has the ability to raise capital by issuing short-term 
promissory notes and medium-term notes. note 10 provides information on the capital debt financing and note 4 (c) 
provides information on psp investments’ liquidity. additionally, as at March 31, 2009, psp investments has an 
operating line of credit of $10 million. as at March 31, 2009, no amounts have been withdrawn.

the capital structure of psp investments consists of fund transfers and capital debt financing. psp investments has 
no externally imposed restrictions on capital.
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12. gUArANTEES AND INDEMNITY

psp investments provides indemnification to its directors, its officers and to certain psp investments representatives 
who are asked to serve the boards or like bodies of entities in which psp investments has made a substantial investment. 
as a result, but subject to the act, psp investments may be required to indemnify these parties for costs incurred, such 
as claims, actions or litigations in connection with the exercise of their duties. to date, psp investments has not received 
any claims nor made any payment for such indemnity.

as part of investment transactions, psp investments and its subsidiaries guaranteed letter of credit facilities totaling 
$15 million as at March 31, 2009 (2008 – $12 million). the beneficiaries of these letter of credit facilities have the ability 
to draw against these facilities to the extent that the contractual obligations, as defined in the related agreements, are 
not met.

as at March 31, 2009, psp investments agreed to guarantee, as part of an investment transaction, a non-revolving 
term loan. in the event of a default, psp investments would assume the obligation up to $403 million plus interest and 
other related costs.

psp investments also unconditionally and irrevocably guarantees all credit facilities, short-term promissory notes 
and medium-term notes issued by its wholly-owned subsidiary, psp capital inc.

13. COMMITMENTS

psp investments and its subsidiaries have committed to enter into investment transactions, which will be funded over 
the next several years in accordance with agreed terms and conditions. as at March 31, 2009, the outstanding commitments 
amounted to $7,578 million ($4,629 million for private equity investments, $1,795 million for real estate investments, 
$578 million for public market investments and $576 million for infrastructure investments).
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Auditors’ report

to the president of the treasury board

We have audited the balance sheet of the public sector pension investment board – public service pension plan account 
(“the public service pension plan account”) as at March 31, 2009, and the statements of net loss from operations and 
comprehensive income 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 standards 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 supporting 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 as at March 31, 2009, and the results of its operations and changes in its net assets for the 
year then ended in accordance with canadian generally accepted accounting principles. as required by the Financial 
Administration Act, we report that, in our opinion, these principles have been applied on a basis consistent with that of 
the preceding year.

further, in our opinion, the transactions of the public service pension plan account that have come to our notice 
during our audit of the financial statements have, in all significant respects, been in accordance with the applicable 
provisions of part X of the Financial Administration Act and regulations, the Public Sector Pension Investment Board Act and 
regulations and the by-laws of psp investments and its wholly-owned subsidiaries.

 
 sheila fraser, fca
1 chartered accountant auditor permit no. 18527 auditor general of canada

Montreal, canada ottawa, canada 
May 11, 2009 May 11, 2009
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($ millions) 2009 2008

ASSETS

Investments (Note 3 (a))  $ 27,865  $ 30,620
Investment-related assets (Note 3 (a)) 537 1,693
Other assets 26 13
Due from the Canadian Forces Pension Plan Account (Note 7) 6 12
Due from the Royal Canadian Mounted Police Pension Plan Account (Note 7) 2 4

TOTAL ASSETS  $ 28,436  $ 32,342

LIABILITIES

Investment-related liabilities (Note 3 (a))  $ 3,897  $ 4,019
Accounts payable and accrued liabilities 43 59

TOTAL LIABILITIES  $ 3,940  $ 4,078

NET ASSETS  $ 24,496  $ 28,264

Accumulated net income from operations and comprehensive income  $ 184  $ 7,131
Accumulated fund transfers 24,312 21,133

NET ASSETS  $ 24,496  $ 28,264

Commitments (Note 11)

the accompanying notes are an integral part of the financial statements.

on behalf of the board of directors:

 

paul cantor Keith Martell
chair of the board chair of the audit and conflicts committee
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stAteMeNt oF Net Loss FroM operAtioNs  
ANd CoMpreHeNsive iNCoMe
for the year ended March 31

($ millions) 2009 2008

INVESTMENT LOSS (Note 6)  $ (6,884)  $ (143)

OpErATINg ExpENSES (Note 7)  $ 63  $ 56

NET LOSS FrOM OpErATIONS AND COMprEHENSIVE INCOME  $ (6,947)  $ (199)

the accompanying notes are an integral part of the financial statements.

stAteMeNt oF CHANGes iN Net Assets
for the year ended March 31

($ millions) 2009 2008

NET ASSETS, BEgINNINg OF YEAr (as previously reported)  $ 28,264  $ 25,410 

Change in accounting policy – financial instruments – (4)

NET ASSETS, BEgINNINg OF YEAr (as restated)  $ 28,264  $ 25,406

Fund transfers (Note 5) 3,179 3,057
Net loss from operations and comprehensive income (6,947) (199)

(Decrease) increase in net assets for the year (3,768) 2,858

NET ASSETS, END OF YEAr  $ 24,496  $ 28,264

the accompanying notes are an integral part of the financial statements.
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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 the net contributions of the public service, canadian forces and Royal 
canadian Mounted police pension plans in financial markets. at the end of March 2007, psp investments’ mandate was 
expanded to include the investment of the net contributions of the Reserve force pension plan. the first net contributions 
were received from the Reserve force pension plan in april 2007.

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 net contributions are 
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 in the plan account.

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 of achieving a 
maximum rate of return, without undue risk of loss, with regards 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 and its wholly-owned 
subsidiaries as they pertain to the investment of the net contributions transferred to it from the public service pension 
fund in respect of member service after april 1, 2000. 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 financial statements have 
been prepared in accordance with canadian generally accepted accounting principles (gaap) and the requirements of 
the act. psp investments qualifies as an investment company and therefore reports its investments at fair value, in 
accordance with accounting guideline 18, “investment companies” (acg-18). all changes in fair value were included 
in investment income as net unrealized gains or losses in the year the change occurred (note 6 (a)).

comparative figures have been reclassified to conform to the current year’s presentation.
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1. SUMMArY OF SIgNIFICANT ACCOUNTINg pOLICIES (continued)

Valuation of inVestments

investments for each asset class are recorded as of the trade date (the date upon which the substantial risks and rewards 
are transferred) and are stated at fair value. fair value is an estimate of the amount of consideration that would be agreed 
upon in an arm’s length transaction between knowledgeable, willing parties who are under no compulsion to act.

Market prices or rates are used to determine fair value where an active market exists (such as a recognized stock 
exchange), as it is the best evidence of the fair value of an investment. if quoted market prices or rates are not available, 
then fair values are estimated using present value or other valuation techniques, using inputs existing at the balance sheet 
dates. if available, market observable inputs are applied to valuation models.

valuation techniques are generally applied to private equity, infrastructure and real estate investments as well as 
over-the-counter (otc) derivatives. the values derived from applying these techniques are impacted by the choice of 
valuation model and the underlying assumptions made concerning factors such as the amounts and timing of future cash 
flows, discount rates, volatility and credit risk.

fair values of investments are determined as follows:

(a)  cash & cash equivalent investments are recorded at cost plus accrued interest, which approximate fair value, and 
are mostly comprised of cash, floating rate notes, term deposits and government short-term securities. 

(b)  Quoted market prices for public equities, using the bid price for long positions and the ask price for short positions, 
are used to present the fair value of these investments.

  unit values obtained from each of the funds’ administrators, reflecting the market prices of the underlying securities, 
are used to present the fair value of pooled funds.

(c)  private equity and infrastructure investments are fair-valued at least annually. 

  the fair value for investments held directly by psp investments is determined using acceptable industry valuation 
methods such as earnings multiples, discounted cash flows analysis, price of recent investments and publicly traded 
comparables. valuation techniques involve assumptions including discount rates and the projected length of cash 
flows. the valuation methodologies have been developed based on the International Private Equity and Venture Capital 
Valuation Guidelines. 

  in the case of investments in fund portfolios, fair value is generally determined based on the audited fair values 
reported by the fund’s general partner using acceptable industry valuation methods. 

  for each investment the relevant methodology is applied consistently over time.
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1. SUMMArY OF SIgNIFICANT ACCOUNTINg pOLICIES (continued)

Valuation of inVestments (continued)

(d)  the fair value of investments in real estate held directly by psp investments is determined at least annually, using 
acceptable industry valuation methods, such as discounted cash flows and comparable transactions. valuation 
techniques involve various assumptions including capitalization rate and the projected cash flows and/or net operating 
income. the assumptions are supported by observable market data. Management uses the services of a third-party 
appraiser to determine the fair value of real estate investments. these valuations are prepared using professional 
appraisal standards, such as the canadian uniform standards of professional appraisal practice and the uniform 
standards of professional appraisal practice in the united states of america. 

  in the case of investments in fund portfolios, fair value is generally determined based on the audited fair values 
reported by the fund’s general partner using acceptable industry valuation methods.

  the fair value of real estate loans is estimated by discounting expected future cash flows using interest rates offered 
for similar loans to borrowers with similar credit ratings. Management may use the services of a third-party appraiser 
to determine the fair value of real estate loans.

  for each investment the relevant methodology is applied consistently over time.

(e)  fixed income securities are valued at quoted market prices using the bid price for long positions and the ask price 
for short positions, where available. Where quoted market prices are not available, estimated values are calculated 
using either an appropriate interest rate curve with a spread associated with the credit quality of the issuer or other 
generally accepted pricing methodologies.

(f)  all listed derivative financial instruments are recorded at fair value using quoted market prices with the bid price for 
long positions and the ask price for short positions. for derivatives traded otc, appropriate valuation techniques, 
such as discounted cash flows using current market yields, are used to determine fair value. the assumptions used 
include the statistical behaviour of the underlying instruments and the ability of the model to price consistently with 
observed market transactions. for many pricing models there is no material subjectivity because the methodologies 
employed do not necessitate significant judgement and the pricing inputs are observed from actively quoted markets. 
additionally, the pricing models used are widely accepted and used by other market participants.

  the fair value of credit derivatives, including credit default swaps and synthetic collateralized debt obligations, are 
also determined based on valuation techniques. certain assumptions are made with respect to the probability of the 
event of default of the underlying securities, of its recovery rate and its corresponding impact on cash distributions. the 
instrument is then valued by discounting the expected cash flows by an appropriate discount factor.

Valuation of caPital DeBt financing

the fair value of psp investments’ short-term capital debt financing includes the cost amount and accrued interest, which 
approximates fair value. the fair value of psp investments’ long-term capital debt financing is determined based on quoted 
market prices. 
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1. SUMMArY OF SIgNIFICANT ACCOUNTINg pOLICIES (continued)

transaction costs

transaction costs are incremental costs directly attributable to the acquisition, issue, or disposal of a financial asset or 
financial liability. transaction costs are expensed as incurred and recorded as a component of investment income. 

inVestment management fees

investment management fees are costs directly attributable to the external management of funds on behalf of psp 
investments. investment management fees incurred for the private equity, Real estate and infrastructure asset classes are 
paid, as determined by the fund manager, either by the investment directly, through capital contributions by psp 
investments or offset against distributions received from the investment (note 3 (a) (ii)). these amounts are recorded 
against investment income. investment management fees are also incurred for certain public equity investments and these 
amounts are paid directly by psp investments and recorded against investment income (note 6).

income recognition

the investment income (loss) has been allocated proportionately based on the asset value held by the public service 
pension plan account (“the plan”).

investment income is made up of dividends, accrued interest income, realized gains and losses on the disposal of 
investments and unrealized gains and losses which reflect the change in unrealized appreciation (depreciation) of 
investments held at the end of the year. dividend income is recognized on the ex-dividend date. investment income from 
private market investments also includes the related distributions from pooled funds, limited partnerships as well as from 
direct and co-investments.

translation of foreign currencies

investment transactions in foreign currencies are recorded at the rates of exchange prevailing 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 exchange are included in 
investment income.

funD transfers

amounts received from the public service pension fund are recorded in its respective plan account.

income taxes

psp investments and the majority of its subsidiaries are exempt from part i tax under paragraph 149(1)(d) of the Income 
Tax Act (canada).
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1. SUMMArY OF SIgNIFICANT ACCOUNTINg pOLICIES (continued)

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, principally the valuation of private equity, infrastructure and real estate investments, 
related income and expenses and note disclosures. actual results may differ from estimates.

2. CHANgES IN ACCOUNTINg pOLICIES

new accounting stanDarDs

on april 1, 2008, psp investments adopted the Canadian Institute of Chartered Accountants (CICA) Handbook section 1535, 
“capital disclosures”, as well as section 3862, “financial instruments – disclosures” and section 3863, “financial 
instruments – presentation”.

section 1535, “capital disclosures” specifies the disclosure of (i) an entity’s objectives, policies, and processes for 
managing capital, (ii) quantitative data about what the entity regards as capital, (iii) whether the entity has complied with 
any capital requirements, and (iv) if it has not complied, the consequences of such non-compliance. the adoption of this 
standard has no significant impact on psp investments’ financial statements other than additional note disclosure in 
note 9.

section 3862, “financial instruments – disclosures” and section 3863, “financial instruments – presentation” replace 
section 3861, “financial instruments – disclosure and presentation”. the new standards revise and enhance disclosures 
about the significance of financial instruments to the entity’s financial position and performance, the nature and extent 
of the risks arising from financial instruments and how the entity manages those risks. the adoption of this standard is 
disclosed in note 4.

additionally, in January 2009, the emerging issues committee (eic) of the cica issued eic-173 “credit risk and 
the fair value of financial assets and financial liabilities” which requires that the fair value of financial instruments (including 
derivative financial instruments) take into account the counterparties’ credit risk for assets and psp investments’ credit 
risk for liabilities. the adoption of eic-173 did not have a significant impact on psp investments’ financial statements.

future accounting changes

in february 2008, the accounting standards board (acsb) confirmed that canadian gaap for publicly accountable 
enterprises will be converged with international financial Reporting standards (ifRs) effective January 1, 2011. 
psp investments will be required to report under ifRs for interim and annual financial statements effective april 1, 2011 
with ifRs comparatives. 

psp investments is currently evaluating the impact of the adoption of ifRs on its financial statements. 
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3. INVESTMENTS

(a) inVestment Portfolio

the investment portfolio, before allocating the effect of derivative contracts and investment-related assets and liabilities 
to the asset classes to which they relate, as at March 31, is as follows:

($ millions) 2009 2008

  Fair Value Cost   Fair Value Cost

Developed World Equity    
 Canadian Equity  $ 4,608  $ 5,588  $ 5,528  $ 5,146
 US Large Cap Equity 519 715 1,341 1,516
 EAFE Large Cap Equity 842 1,340 1,444 1,538
Small Cap Developed World Equity 536 721 998 1,180
Emerging Markets Equity 1,059 1,333 1,333 1,172
private Equity 3,080 3,611 2,933 2,833
Nominal Fixed Income
 Cash & Cash Equivalents 2,230 2,411 2,665 2,664
 World Government Bonds 550 489 1,300 1,306
 Canadian Fixed Income 5,280 5,307 6,325 6,644
real return Assets
 World Inflation-Linked Bonds 142 144 150 142
 Real Estate 5,152 4,656 4,165 3,374
 Infrastructure 1,966 1,693 999 978
Absolute return 1,901 1,983 1,439 1,464

INVESTMENTS  $ 27,865  $ 29,991  $ 30,620  $ 29,957

Investment-related Assets
 Amounts receivable from pending trades  $ 186  $ 191  $ 1,293  $ 1,290
 Derivative-related receivables 351 47 400  62

Total Investment-related Assets  $ 537  $ 238  $ 1,693  $ 1,352

Investment-related Liabilities 
 Amounts payable from pending trades  $ (366)  $ (367)  $ (1,438)  $ (1,440)
 Securities sold short (382) (444) (528) (542)
 Derivative-related payables (1,240) (71) (926) (38)
 Capital debt financing (Note 8)
  Short-term (1,145) (1,145) (1,127) (1,127)
  Long-term (764) (742) – –

Total Investment-related Liabilities  $ (3,897)  $ (2,769)  $ (4,019)  $ (3,147)

NET INVESTMENTS  $ 24,505  $ 27,460  $ 28,294  $ 28,162
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3. INVESTMENTS (continued)

(a) inVestment Portfolio (continued)

Developed world equity, small cap Developed world equity and emerging markets equity(i) 

developed World equity, small cap developed World equity and emerging Markets equity (referred to as “public Market 
equities”) include common shares, american depository receipts, global depository receipts, participation notes, preferred 
shares, income trust units, exchange traded funds, and securities convertible into common shares of publicly listed issuers.

Private equity, real estate and infrastructure(ii) 

the private equity asset class is comprised of direct investments and fund portfolios in equity ownerships or investments 
with the risk and return characteristics of equity. they include investments in private companies, mezzanine debt and 
distressed debt. as at March 31, 2009, the total amount of financing included in the private equity portfolio for direct 
investments controlled by psp investments for the plan is nil (2008 – nil).

the real estate asset class is comprised of direct ownerships in properties, third-party debts and fund investments in 
the real estate sector. the real estate investments are classified into two portfolios (an equity portfolio and a debt portfolio). 
the equity portfolio is comprised of direct ownerships in income-producing properties in office, retail, industrial, hospitality 
and residential sectors, as well as private funds and publicly traded securities invested in real estate assets. the debt 
portfolio is comprised of third-party loans such as junior and senior debts, construction loans, bridge loans, income-
participating loans, mezzanine loans and other structured investments where significant portions of the value are attributed 
to the underlying real estate assets. Real estate investments are made in accordance with the approved policies for leverage 
specifically applicable for this asset class. the real estate asset class is accounted for in the investment portfolio net of all 
third-party financings. as at March 31, 2009, the total amount of financing included in the real estate portfolio for direct 
investments controlled by psp investments for the plan is approximately $2,720 million (2008 – $2,100 million).

infrastructure investments are comprised of direct investments and fund portfolios in equity and debt instruments 
in public and private companies primarily engaged in the management, ownership or operation of assets in power, 
regulated businesses, transportation, telecom or social infrastructure. infrastructure investments are made in accordance 
with the approved policies for leverage specifically applicable for this asset class. as at March 31, 2009, the total amount 
of financing included in the infrastructure portfolio for direct investments controlled by psp investments for the plan is 
approximately $400 million (2008 – $250 million).
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3. INVESTMENTS (continued)

(a) inVestment Portfolio (continued)

(ii) Private equity, real estate and infrastructure (continued)

the fair value of certain direct investments in private equity and infrastructure are determined using valuation 
techniques whereby certain assumptions cannot be fully supported by prices from observable current market transactions. 
varying certain key elements of the valuation technique will have an impact on the fair value of the investments as at 
March 31, 2009. for example, increasing the discount rate by 50 bps would result in a decrease to the fair value of these 
investments of $171 million; decreasing the discount rate by 50 bps would result in an increase to the fair value of these 
investments of $281 million.

the private equity, Real estate and infrastructure asset classes are referred to as “private Market investments”. the 
fair values of the majority of private market investments are reviewed at least annually, and any resulting adjustments are 
reflected as unrealized gains or losses in investment income. the fair value of private market investments that are invested 
in funds are determined based on the audited annual financial statements received from external investment managers.

investment management fees, as disclosed in note 1, are incurred for private market investments and generally vary 
between 0.2% and 5.5% of the total invested amount. investment management fees of $140 million for the year ended 
March 31, 2009 (2008 – $91 million) were recorded against investment income.

nominal fixed income and world inflation-linked Bonds(iii) 

nominal fixed income includes cash & cash equivalents and bonds. cash on hand and cash equivalents include the 
following instruments having a maximum term of one year or less: demand deposits, treasury bills, short-term notes, bankers’ 
acceptances, term deposits and guaranteed investment certificates. floating rate notes are considered cash and cash equivalents 
provided the coupons reset more than once per year. bonds include canadian government bonds, canadian provincial and 
territorial bonds, canadian municipal and corporate bonds, as well as international sovereign bonds.

psp investments held third-party or non-bank sponsored asset-backed commercial paper (abcp) that suffered a 
liquidity disruption in mid-august 2007.

subsequent to the liquidity disruption event, psp investments participated in a restructuring process with other 
investors. on august 16, 2007, a standstill agreement was entered into by a number of significant investors and financial 
institutions that transacted with the non-bank sponsored conduits. the pan-canadian investors committee for third-
party structured asset-backed commercial paper (“the investors’ committee”) was subsequently formed, consisting of 
an important number of major abcp investors, to oversee the restructuring process during this standstill period.

as part of the investors’ committee restructuring plan, the following asset categories were pooled together under 
three separate vehicles: (1) leveraged super senior (lss) tranches of collateralized debt obligations and other assets 
(collectively referred to as “lss/Hybrid assets”); (2) traditional assets which include securitized assets (for example, 
credit card receivables and auto loans); and (3) ineligible assets which include assets with uncertain credit quality by 
reason of their exposure to us subprime mortgages or otherwise. investors in abcp received long-term floating rate notes 
(for each of the aforementioned investment vehicles) with maturities based upon the maturity of the underlying assets.
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3. INVESTMENTS (continued)

(a) inVestment Portfolio (continued)

(iii) nominal fixed income and world inflation-linked Bonds (continued)

under the investors’ committee restructuring plan, the lss/Hybrid assets were split into two separate and distinct 
master asset vehicles (Mav); the first, referred to as “Mav1”, in which case investors elected to commit their pro rata 
share of a margin funding facility associated with their underlying assets; and the second, referred to as “Mav2”, whereby 
investors are able to commit less than, or none of their pro rata share of a margin funding facility, in which case certain 
investors, foreign banks and canadian banks will fund the remaining portion. psp investments participated in Mav1. 
Within the Mav1, the lss/Hybrid assets were further restructured into different classes (class a-1, class a-2, class b, 
class c, traditional assets (ta) and ineligible assets (ia)) of floating rate notes in order to permit a credit rating to be 
obtained on two of these notes (class a-1 and class a-2). a third Mav, referred to as “Mav3”, includes series secured 
solely by ta and ia notes. additionally, the margin funding facilities in Mav1 and Mav2 are provided by third-party 
lenders, canadian banks, asset providers, noteholders and the federal and provincial governments of canada. these 
facilities are designed to reduce the risk that the newly formed vehicles will not be able to meet margin calls if future 
circumstances warrant them. the key parties to the restructuring have also agreed to enhance the transaction by including 
a moratorium which prevents collateral calls for a period of 18 months from the implementation and closing date of the 
restructuring.

as at January 21, 2009, the investors’ committee implemented and closed the abcp restructuring transaction. 
pursuant to the terms of the restructuring, abcp holders exchanged their investments for long-term floating rate notes. 
as at January 21, 2009, psp investments held abcp with an overall face value of $1,962 million, of which $1,422 million 
has been allocated to the plan. psp investments has adopted a valuation technique to determine the fair value of the 
long-term floating rate notes that were received. 

under the terms of the restructuring plan, psp investments has received $878 million of Mav1 class a-1 notes, 
$590 million of Mav1 class a-2 notes, $101 million of Mav1 class b notes, $48 million of Mav1 class c notes, 
$28 million of Mav1 ta tracking notes, $89 million of Mav1 ia tracking notes, $114 million of Mav3 ta tracking notes 
and $114 million of Mav3 ia tracking notes. the amounts that have been allocated to the plan are as follows: $636 million 
of Mav1 class a-1 notes, $428 million of Mav1 class a-2 notes, $72 million of Mav1 class b notes, $35 million of 
Mav1 class c notes, $20 million of Mav1 ta tracking notes, $65 million of Mav1 ia tracking notes, $83 million of 
Mav3 ta tracking notes and $83 million of Mav3 ia tracking notes. in addition, psp capital inc., a wholly-owned 
subsidiary of psp investments, has provided funding facilities of a maximum amount of $969 million to support potential 
margin calls on the long-term floating rate notes.
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3. INVESTMENTS (continued)

(a) inVestment Portfolio (continued)

(iii) nominal fixed income and world inflation-linked Bonds (continued)

the Mav1 notes, excluding ta and ia notes, are expected to return approximately banker’s acceptance (ba) plus 
30 bps (before funding facility and administrative costs) and have an average maturity of eight years. the Mav1 and 
Mav3 ta tracking notes and the Mav1 and Mav3 ia tracking notes reflect the net return and maturity of the respective 
series’ underlying assets (assumed to have a maturity of eight years). for the purpose of valuation, the restructured floating 
rate notes of Mav1, excluding ta and ia notes, were proxied to comparable eight-year floating rate notes as at 
January 21, 2009. the class a-1 and class a-2 notes are a-rated and the class b and class c notes are established at a 
credit rating of bb for valuation purposes, and accordingly, were proxied to floating rate notes with similar credit quality 
and terms. Mav1 and Mav3 ta tracking notes are assumed to be aaa-rated and to have a maturity of eight years and a 
return of ba + 40 bps. the ta tracking notes were proxied to comparable floating rate notes as at January 21, 2009. the 
Mav1 and Mav3 ia tracking notes contain principally assets that have exposure to us subprime loans and mortgages. 
a valuation of the ia tracking notes was performed based on the credit quality of the underlying assets. the implicit cost 
of the funding facilities, approximating 120 bps, reduces the expected yield of the long-term floating rate notes.

based on the above valuation methodology, management’s best estimate of the fair value of abcp allocated to the 
plan, prior to the exchange into long-term floating rate notes at January 21, 2009, is equal to approximately $704 million 
(March 31, 2008 – $1,105 million).

on March 31, 2009, psp investments measured the fair value of its new long-term floating rate notes. during this 
valuation, psp investments reviewed the assumptions made in its valuation technique, taking into consideration new 
information available as well as changes in the credit market environment. as at March 31, 2009, the fair value of the 
new long-term floating rate notes allocated to the plan amounted to $755 million and the cumulative write-down on 
both the abcp and new long-term floating rate notes allocated to the plan amounted to $667 million, representing 47% 
of the original face value. the fair value calculation includes a negative amount of $68 million in respect of the funding 
facilities allocated to the plan as at March 31, 2009. 

the long-term floating rate notes allocated to the plan are reported as canadian fixed income under the investment 
portfolio (note 3 (a)). the write-down on the abcp is included as part of the absolute return on investment income in 
note 6 (b).

the fair value of the long-term floating rate notes was established as a function of the information available as at 
March 31, 2009, which includes certain assumptions used in the valuation model such as interest rate spreads, assumed 
credit rating of restructured notes, expected returns of the restructured notes, as well as the maturity and liquidity of the 
restructured notes. varying certain key elements of the valuation technique will have an impact on the fair value of the 
long-term floating rate notes allocated to the plan as at March 31, 2009. for example, increasing interest rate spreads by 
50 bps would result in a decrease to the fair value of the long-term floating rate notes allocated to the plan by $44 million. 
the fair value of the long-term floating rate notes allocated to the plan may change in future periods as a result of 
fluctuations in the major elements of the valuation methodology.

absolute return(iv) 

in addition to the different asset classes outlined in the asset mix policy, psp investments employs a number of absolute 
return strategies, consisting of derivative financial products such as those described in note 3 (b), whose objective is to 
generate positive returns regardless of market conditions.
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3. INVESTMENTS (continued)

(B) DeriVatiVe financial instruments

derivative financial instruments are financial contracts, the value of which is derived from changes in underlying assets, 
interest or exchange rates. psp investments uses derivative financial instruments to increase returns or to replicate 
investments synthetically. derivatives are also used to reduce the risk associated with existing investments.

psp investments uses the following types of derivative financial instruments as described below:

swaps(i) 

swaps are transactions whereby two counterparties exchange cash flow streams with each other based on predetermined 
conditions that include a notional amount and a term. swaps are used to increase returns or to adjust exposures of certain 
assets without directly purchasing or selling the underlying assets.

futures(ii) 

futures are standardized contracts to take or make delivery of an asset (buy or sell) at a specific time in the future for a 
specific price that has been agreed upon today. futures are used to adjust exposures to specified assets without directly 
purchasing or selling the underlying assets.

forwards(iii) 

forwards are contracts involving the sale by one party and the purchase by another party of a predefined amount of an 
underlying instrument, at a predefined price and a predefined date in the future. forwards are used for yield enhancement 
purposes or to manage exposures to currencies and interest rates.

options(iv) 

options are the right, but not the obligation, to buy or sell a given amount of an underlying security, index, or commodity, 
at an agreed-upon price stipulated in advance, either at a determined date or at any time before the predefined 
maturity date.

warrants and rights(v) 

Warrants are options on an underlying asset which is in the form of a transferable security and which can be listed on 
an exchange.

Rights are securities giving shareholders entitlement to purchase new shares issued by a corporation at a predetermined 
price (normally less than the current market price) in proportion to the number of shares already owned. Rights are issued 
only for a short period of time, after which they expire.

collateralized Debt obligations(vi) 

a type of asset-backed security that is constructed from a portfolio of credit-related assets. collateralized debt obligations 
are usually divided into several tranches with different credit risk levels and corresponding interest payments. any losses 
are applied first to the more junior tranches (lowest risk rating) before moving up in seniority.



|   Public Sector Pension Investment Board   | 95

Public Service Pension Plan Account

Notes to tHe FiNANCiAL stAteMeNts
for the year ended March 31, 2009

3. INVESTMENTS (continued)

(B) DeriVatiVe financial instruments (continued)

notional values of derivative financial instruments are not recorded as assets or liabilities as they represent the face 
amount of the contract. notional values do not represent the potential gain or loss associated with the market or credit 
risk of such transactions. Rather, it serves as the basis upon which the cash flows and the fair value of the contracts 
are determined.

the following table summarizes the derivatives portfolio as at March 31:

($ millions) 2009 2008

INVESTMENTS
Notional

Value
Fair

Value
Notional

Value
Fair

Value

Equity and Commodity Derivatives
 Futures  $ 455  $ –  $ 636  $ 6
 Total Return Swaps 2,109 77 3,746 (30)
 Variance Swaps 78 5 166 (2)
 Warrants 1 1 27 7
 Options:  Listed-purchased – – 137 4
  Listed-written – – 143 (5)
Currency Derivatives
 Forwards 14,951 (126) 10,422 (133)
 Swaps – – 605 (52)
 Options: OTC-purchased 449 5 1,256 24
  OTC-written 113 (1) 666 (20)
Interest rate Derivatives
 Bond forwards 253 – 2,008 2
 Futures – – 1,035 –
 Interest Rate Swaps 2,852 (3) 3,987 12
 Total Return Swaps 2,556 40 2,444 11
 Swaptions 1,817 – 5,241 –
 Options: Listed-purchased – – 631 1
  Listed-written 1,807 – 892 (2)
  OTC-written 1,088 – – –
Credit Derivatives: 1

  Purchased 46 38 46 21
  Sold 1,183 (925) 980 (370)

Total  $ 29,758  $ (889)  $ 35,068  $ (526)

1  credit derivatives include collateralized debt obligations and a credit default swap. psp investments, through sold credit derivatives, indirectly 
guarantees the underlying reference obligations. the maximum potential exposure is the notional amount of the sold credit derivatives as shown in 
the table above.
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3. INVESTMENTS (continued)

(B) DeriVatiVe financial instruments (continued)

the fair value of derivative contracts, as at March 31, is represented by: 

($ millions) 2009 2008

Derivative-related receivables  $ 351  $ 400

Derivative-related payables (1,240) (926)

Total  $ (889)  $ (526)

the term to maturity based on notional value for the derivatives, as at March 31, is as follows:

($ millions) 2009 2008

Under 1 year  $ 26,294  $ 25,111
1 to 5 years 3,024 8,523
Over 5 years 440 1,434

Total  $ 29,758  $ 35,068
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3. INVESTMENTS (continued)

(c) inVestment asset mix

the statement of investment policies, standards and procedures (sip&p) sets out the long-term target weights of the 
assets that shall be invested for the four plan accounts. investments are classified by asset mix category as set out in the 
sip&p based on the economic intent of the investment strategies of the underlying assets.

the net investments, as at March 31, are as follows:

($ millions)  2009  2008

Asset Class Fair Value

 policy 
 portfolio 
 Long-Term 
 Target  Fair Value

 Policy 
 Portfolio 
 Long-Term 
 Target

Developed World Equity 
 Canadian Equity  $ 6,391 26.1% 30.0%  $ 8,377 29.6% 30.0%
 US Large Cap Equity 672 2.7 5.0 1,280 4.5 5.0
 EAFE Large Cap Equity 756 3.1 5.0 1,329 4.7 5.0
Small Cap Developed World Equity 566 2.3 5.0 1,401 5.0 5.0
Emerging Markets Equity 1,539 6.3 7.0 1,979 7.0 7.0
private Equity 3,039 12.4 10.0 2,884 10.2 10.0
Nominal Fixed Income
 Cash & Cash Equivalents 1 53 0.2 2.0 386 1.4 2.0
 World Government Bonds 1,526 6.2 5.0 1,632 5.8 5.0
 Canadian Fixed Income 3,084 12.6 8.0 3,521 12.4 8.0
real return Assets  
 World Inflation-Linked Bonds 1,732 7.1 5.0 1,605 5.7 5.0
 Real Estate 3,374 13.8 10.0 2,925 10.3 10.0
 Infrastructure 1,773 7.2 8.0 975 3.4 8.0

NET INVESTMENTS  $ 24,505 100.0 % 100.0%  $ 28,294 100.0% 100.0%

1 includes amounts related to absolute return and real estate debt strategies.
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3. INVESTMENTS (continued)

(D) securities lenDing

the plan participates in securities lending programs whereby it lends securities in order to enhance portfolio returns. 
any such securities lending requires collateral in cash, high-quality debt instruments or shares securities with a fair value 
equal to no less than 102% of the value of the securities lent. as at March 31, 2009, securities with an estimated fair value 
of $1,958 million (2008 – $3,701 million) were loaned out, while securities contractually receivable as collateral had an 
estimated fair value of $2,050 million (2008 – $3,842 million). 

(e) securities collateral

the plan deposited or pledged securities with a fair value of $755 million as collateral with various financial institutions 
as at March 31, 2009 (2008 – $298 million). securities with a fair value of $77 million (2008 – $23 million) have been 
received from other counterparties as collateral. psp investments does not repledge any collateral held. all collateral 
deposited, pledged and received were held with counterparties who had a minimum credit rating of “a–” as at 
March 31, 2009. the terms and conditions are outlined in note 4 (b) (i).

4. INVESTMENT rISK MANAgEMENT

investment risk management is a central part of psp investments’ strategic management. it is a continuous process whereby 
psp investments methodically addresses the risks related to its various investment activities with the goal of achieving a 
maximum rate of return without undue risk of loss and a sustained benefit within each activity and across the 
total portfolio.

a risk governance structure that includes required reporting on risk to all levels within the organization also ensures 
that appropriate objectives are pursued and achieved in line with the fulfillment of psp investments’ legislated mandate. 
the board of directors and its committees oversee various issues related to risk and receive assurance from management 
and an independent internal auditor reporting directly to the audit and conflicts committee. 

the use of financial instruments exposes psp investments to credit and liquidity risks as well as market risks including 
foreign exchange and interest rate risks. these risks are managed in accordance with the investment Risk Handbook, 
which is an integral part of psp investments’ risk control system. the investment Risk Handbook contains an investment 
Risk Management policy which supplements the sip&p (policy portfolio). the policy portfolio determines a diversification 
strategy to mitigate risk whereby psp investments invests in a diversified portfolio of investments based on established 
criteria. additionally, the objective of these policies is to provide a framework for the management of credit, liquidity and 
market risks. derivative financial instruments, traded either on exchanges or otc are one of the vehicles used to mitigate 
the impact of market risk.

Risk Management is responsible for overseeing the various risk management functions including, but not limited to, 
investment risk functions. Risk Management monitors these risks and reports to senior management on a 
continuous basis.
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4. INVESTMENT rISK MANAgEMENT (continued)

(a) 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, volatility in share and commodity prices, interest rate, 
foreign exchange or other risk variables affecting all securities traded in the market.

Market risk is measured using the method known as value-at-Risk (vaR). vaR is the maximum loss not exceeded 
with a given probability defined as the confidence level, over a given period of time. psp investments has chosen a yearly 
95% confidence level to measure and report vaR. psp investments uses a Historical vaR model incorporating three years 
of monthly market returns which are scaled to a twelve-month holding period. Risk Management is responsible for 
implementing and maintaining a vaR measurement methodology for all asset classes and all financial risk factors.

Historical vaR is statistically valid under normal market conditions and does not specifically consider losses from 
severe market events. the Historical vaR model also assumes that the future will behave in a similar pattern to the past. 
if future market conditions differ significantly from those of the past, potential losses may differ from those originally 
estimated. the vaR is an estimate of a single value in a distribution of potential losses that can be experienced. as a result, 
it is not an estimate of the maximum potential loss.

the goal of actively managing the portfolio is to outperform the policy portfolio benchmarks while maintaining the 
active risk under 400 basis points. Relative vaR, as a result, is the maximum amount of loss of total investments, with 
95% certainty, relative to the policy portfolio benchmark over a twelve-month period.

the following table shows the total Relative vaR and the diversification effect as at March 31. the diversification 
effect captures the effect of holding different types of assets which may react differently in various types of situations and 
thus having the effect of reducing overall Relative vaR.

Active risk Taken

(Relative VaR – $ millions) 2009 2008

Public Market Equities  $ 571  $ 300
Nominal Fixed Income – 7
Real Return Assets 772 613
Absolute Return 841 148

Total Relative VaR (Undiversified) 2,184 1,068

Diversification Effect (1,203) (429)

Total relative Var  $ 981  $ 639

Risk Management monitors the absolute risk of the policy portfolio on a quarterly basis to ensure no undue loss may 
be experienced by psp investments.
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4. INVESTMENT rISK MANAgEMENT (continued)

(a) market risk (continued)

generally, changes in vaR between reporting periods are due to changes in the level of exposure, volatilities and/or 
correlations among asset classes. although vaR is a widely accepted risk measure, it must be complemented by other risk 
measures. psp investments therefore uses stress testing and scenario analysis to examine the impact on financial results 
of abnormally large movements in risk factors. stress testing and scenario analysis are used to test a portfolio’s sensitivity 
to various risk factors and key model assumptions. these methods also use historically stressed periods to evaluate how 
a current portfolio would fare under such circumstances. stress testing is also deployed to assess new product behaviour. 
stress testing and scenario analysis are utilized as a complement to the Historical vaR measure in order to provide greater 
insight on the size of potential losses that may be experienced. psp investments uses the expected shortfall and tail analysis 
measures to determine this. expected shortfall is defined as the conditional expectation beyond the vaR level. it is measured 
by averaging all data points showing a loss greater than vaR measured at a given confidence level. by increasing the 
confidence level of the vaR measure from 95% to 99%, psp investments is able to assess the size of the potential loss that 
would be exceeded one year out of 100 (instead of one year out of 20). therefore, there is a greater probability for larger 
losses, at the 99% confidence level, in extreme market conditions. Risk Management presents a stress testing and scenario 
analysis report to senior management on a quarterly basis.

interest rate risk(i) 

interest rate risk refers to the effect on the fair value of psp investments’ net asset value due to fluctuations in interest 
rates. changes in interest rates will directly affect the fair value of psp investments’ assets. the most significant exposure 
to interest rate risk is the investment in bonds and real estate loans.

the terms to maturity of the investments, before allocating the effect of derivative contracts and investment-related 
assets and liabilities, as at March 31, are as follows:

 Terms to Maturity

($ millions)
  Within
  1 Year

  1 to 5 
  Years

  5 to 10
  Years

  Over 
   10 Years

2009
  Total

2008
  Total

Government of Canada bonds  $ 927  $  890  $  173  $  328  $  2,318  $  1,295
Provincial and Territorial bonds 219 299 195 359 1,072 940
Municipal bonds 9 16 36 3 64 86
Corporate bonds 91 430 296 1,009 1,826 4,004

Total Canadian Fixed Income  $ 1,246  $  1,635  $  700  $  1,699  $  5,280  $  6,325

Total World government Bonds  $ 7  $  221  $  178  $  144  $  550  $  1,300

Total World Inflation-Linked Bonds  $ –  $   13  $   18  $  111  $  142  $  150

real Estate Loans 1  $ 260  $  264  $   –  $   21  $  545  $  366

grand Total  $ 1,513  $  2,133  $  896  $  1,975  $  6,517  $  8,141

1 Real estate loans are a component of the Real estate asset class disclosed in note 3 (a).
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4. INVESTMENT rISK MANAgEMENT (continued)

(a) market risk (continued)

(i) interest rate risk (continued)

the terms to maturity of psp investments’ capital debt financing are disclosed in note 8.

absolute return strategies, as described in note 3, and derivative contracts are also subject to interest rate risk 
exposures. these exposures are reflected in the vaR calculation described in note 4 (a).

additionally, accounts receivable from pending trades and cash & cash equivalents are considered short-term in 
nature, and, as a result, their exposure to interest rate risk would not be significant.

foreign currency risk(ii) 

psp investments and its subsidiaries are exposed to currency risk through holdings of securities, units in pooled funds 
and units in limited partnerships of non-canadian assets. fluctuations in the relative value of the canadian dollar against 
these foreign currencies can result in a positive or a negative effect on the fair value of the investments. to mitigate this 
risk, psp investments may take, through foreign exchange forward contracts, positions in foreign currencies. psp 
investments’ policy is to hedge 50% of its foreign currency investments excluding emerging markets equity.

the underlying net foreign currency exposures, after allocating the effect of derivative contracts and investment-
related assets and liabilities for both monetary and non-monetary items, as at March 31, are as follows:

 2009  2008

Currency Fair Value  % of Total Fair Value  % of Total

(in Canadian $) ($ millions) ($ millions)

US Dollar  $ 3,353 52.9%  $ 4,227 52.8%
Euro 1,498 23.6 1,666 20.8
British Pound 376 5.9 666 8.3
Yen 282  4.5 464 5.8
Hong Kong Dollar 217 3.4 179 2.2
New Taiwan Dollar 126 2.0 167 2.1
Korean Won 120 1.9 178 2.2
Australian Dollar 120 1.9 136 1.7
Brazilian Real 47 0.7 313 3.9
Others 202 3.2 16 0.2

Total  $ 6,341 100.0%  $  8,012 100.0%

psp investments and its subsidiaries also have commitments, denominated in foreign currencies of $5,154 million 
($3,435 million us, €472 million, £2 million and 314 million south african Rands (ZaR)) which are not included in the 
foreign currency exposure table.
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4. INVESTMENT rISK MANAgEMENT (continued)

(B) creDit risk

psp investments is exposed to credit risk, that is, the risk that the issuer of a debt security or a counterparty to a derivative 
contract is unable to meet its financial obligations.

credit risk encompasses the risk of a deterioration of creditworthiness and the respective concentration risk. credit 
risk monitoring entails an evaluation of the credit quality of each issuer to which psp investments is exposed. to perform 
this evaluation psp investments relies on four recognized credit rating agencies. a minimum of two credit ratings are 
used to classify each security; securities rated by only one agency are classified as “not rated”. if the agencies disagree as 
to a security credit quality, psp investments uses the lowest of the available ratings.

to monitor the evolution of credit risk, psp investments periodically produces a concentration report by credit rating 
of all credit-sensitive financial securities with the exception of securities held in pooled funds or for private market 
investments. concentration tables are also produced by issuer, geographic area and industry. 

psp investments’ concentration of credit risk by credit rating, as at March 31, is as follows:

2009 2008

Investment grade (AAA to BBB–) 88.7% 86.5%
Below investment grade (BB+ and below) – 0.3
Not rated:
 Rated by a single credit rating agency 1 8.5 0.4
 Not rated by credit rating agencies 2 2.8 12.8

Total 100.0% 100.0%

1  as at March 31, 2009, includes class a-1 and class a-2 abcp holdings that were restructured and converted to floating rate long-term notes on 
January 21, 2009. these notes are a-rated by dominion bond Rating service (dbRs) (note 3 (a) (iii)).

2  includes class a-1 and class a-2 abcp holdings that were not rated by dbRs as at March 31, 2008.

the breakdown of credit concentration risk does not include investments in distressed debt included in pooled funds 
in the amount of approximately $2 billion as at March 31, 2009 (2008 – $507 million). such investments are excluded 
as they typically include debt securities of issuers close to default, and the investment in such securities are quasi-equity 
in nature.

as at March 31, 2009, psp investments also has a net notional exposure of $1.4 billion to collateralized debt obligations, 
of which 71% of the dollar exposure is rated “investment grade”, as well as funding facilities of a maximum amount of 
$969 million to support potential margin calls on the long-term floating rate notes (note 3 (a) (iii)).

as at March 31, 2009, psp investments’ maximum exposure to credit risk, not taking into consideration the excluded 
elements described above, amounts to approximately $11.0 billion (2008 – $13.6 billion).

counterparty risk(i) 

counterparty risk represents the credit risk from current and potential exposure related to transactions involving derivative 
contracts. in order to minimize derivative contract counterparty risk, psp investments deals only with counterparties 
with a minimum credit rating of “a−” as at the trade date, as provided by a recognized credit rating agency. psp investments 
monitors the credit ratings of counterparties on a daily basis and has the ability to terminate all trades with counterparties 
who have their credit rating downgraded below “a−” subsequent to the trade date. psp investments also uses credit 
mitigation techniques such as master-netting arrangements and collateral transfers through the use of credit support 
annexes (csa).
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4. INVESTMENT rISK MANAgEMENT (continued)

(B) creDit risk (continued)

(i) counterparty risk (continued)

psp investments’ policy also requires the use of the international swaps and derivative association (isda) Master 
agreement with all counterparties to derivative contracts. the isda Master agreement provides the contractual framework 
within which dealing activities across a full range of otc products are conducted and contractually binds both parties 
to apply close-out netting across all outstanding transactions covered by an agreement if either party defaults or other 
pre-determined events occur.

additionally, the csa to the isda Master agreement enables psp investments to realize any collateral placed with 
it in the event of the failure of the counterparty and requires psp investments to contribute further collateral when 
requested. the csa also regulates the exchange of collateral when the credit exposure to a counterparty exceeds a 
predetermined threshold. note 3 (e) provides information on the collateral deposited and received.

Risk Management is responsible for counterparty risk monitoring and mitigation as well as maintaining a comprehensive, 
disciplined, and enterprise-wide process for tracking and managing counterparty risk. as such, Risk Management measures 
counterparty risk on an ongoing basis, evaluates and tracks the creditworthiness of current counterparties and mitigates 
counterparty risk through collateral management.

(c) liquiDity risk

liquidity risk corresponds to psp investments’ ability to meet its financial obligations. psp investments’ cash position is 
monitored on a daily basis. in general, investments in cash and cash equivalents, debt and public equities are expected 
to be highly liquid, as they will be invested in securities that are actively traded. Risk Management utilizes appropriate 
measures and controls to monitor liquidity risk in order to ensure that there is sufficient liquidity to meet financial 
obligations as they come due. a liquidity report taking into consideration future forecasted cash flows is prepared and 
presented to senior management on a weekly basis. this ensures that sufficient cash reserves are available to meet forecasted 
cash outflows. additionally, a contingency plan, involving back-up sources of liquidity, is maintained and can be deployed 
in case of market disruption.

psp investments has the ability to raise additional capital through the use of its capital debt program. this program 
allows psp investments to issue short-term promissory notes and medium-term notes to a maximum amount of $3 billion 
and $1 billion, respectively. note 8 provides additional information on the usage of the capital debt program.

the terms to maturity of the notional amount of derivatives, including related payable amounts, are disclosed in 
note 3 (b). all other significant financial liabilities have a term to maturity of one year or less.

5. FUND TrANSFErS

psp investments received fund transfers of $3,179 million for the year ended March 31, 2009 (2008 – $3,057 million) 
from the public service pension fund. the transfers received are comprised of the net employer and employee contributions 
to the public service pension plan in respect of member service after april 1, 2000.
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6. INVESTMENT INCOME (LOSS)

(a) inVestment income (loss)

investment income (loss), for the year ended March 31, is as follows:

($ millions) 2009 2008

Interest income  $ 339  $ 527
Dividend income 297 269
Other income 173 79
Security lending income 5 7
Interest expense (Note 8) (48) (37)
Transaction costs (26) (16)
External investment management fees 1 (38) (45)

702 784

Net realized (losses) gains 2 (4,499) 1,138

Net unrealized losses 3 (3,087) (2,065)

Investment Income (Loss)  $ (6,884)  $ (143)

1  these are amounts incurred for public market investments and paid directly by psp investments (note 1). amounts incurred for private Market 
investments are disclosed in note 3 (a) (ii).

2  includes foreign currency losses of $439 million for the year ended March 31, 2009 (2008 – $425 million).

3  includes unrealized gains of $133 million for the year ended March 31, 2009 for certain direct investments in private equity and infrastructure 
determined using valuation techniques for which certain assumptions cannot be fully supported by prices from observable current 
market transactions.
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6. INVESTMENT INCOME (LOSS) (continued)

(B) inVestment income (loss) By asset mix

investment income (loss) by asset mix based on the economic intent of the investment strategies of the underlying assets 
as outlined in the sip&p, for the year ended March 31, after allocating net realized and unrealized gains and losses on 
investments to the asset classes to which they relate, is as follows:

($ millions) 2009 2008

Developed World Equity
 Canadian Equity  $ (2,610)  $ 172
 US Large Cap Equity (326) (341)
 EAFE Large Cap Equity (430) (174)
Small Cap Developed World Equity (357) (461)
Emerging Markets Equity (715) 124
private Equity (1,153) 190
Nominal Fixed Income
 Cash & Cash Equivalents 25 41
 World Government Bonds 347 121
 Canadian Fixed Income 142 214
real return Assets
 World Inflation-Linked Bonds 119 57
 Real Estate (566) 547
 Infrastructure 81 19
Absolute return 1 (1,441) (652)

Investment Income (Loss)  $ (6,884)  $ (143)

1 includes amounts related to real estate debt strategies.
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7. ExpENSES

(a) allocation of exPenses

the act requires that the costs of operation of psp investments be charged to the plans for which it provides 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 Minister of public safety. an allocation 
policy has been developed which allocates the direct costs of investment activities, such as external investment management 
fees and custodial fees, to each plan account, based upon the asset value of each plan account at the time the expense 
was incurred. 

all other operating expenses, excluding the direct cost of investment activities listed above, for the year ended 
March 31, have been allocated as follows:

2009 2008

Public Service Pension Plan Account 72.6% 72.6%
Canadian Forces Pension Plan Account 20.1 20.1
Royal Canadian Mounted Police Pension Plan Account 7.2 7.2
Reserve Force Pension Plan Account 0.1 0.1

Total 100.0% 100.0%

expenses are paid by psp investments by way of advances from the public service pension plan account, which are 
reimbursed by the other plan accounts on a quarterly basis.

(B) oPerating exPenses

operating expenses allocated to this plan account, for the year ended March 31, consist of the following:

($ thousands) 2009 2008

Salaries and benefits  $ 35,055  $ 25,107
Professional and consulting fees 7,255 14,889
Office supplies and equipment 6,374 4,997
Other operating expenses 5,797 4,549
Depreciation of fixed assets 3,381 2,315
Occupancy costs 2,624 1,832
Custodial fees 910 1,482
Remuneration earned by Directors 661 553
Travel and related expenses for Directors 278 117
Communication expenses 68 118

Total  $ 62,403  $ 55,959
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8. CApITAL DEBT FINANCINg

as of March 31, 2009, psp capital inc., a wholly-owned subsidiary of psp investments, has $1,579 million  
(2008 – $1,551 million) of short-term promissory notes outstanding with maturity dates between 28 and 364 days of 
issuance, of which $1,145 million (2008 – $1,127 million) has been allocated to the public service pension plan account 
and included in note 3 (a) as a short-term investment-related liability. as at March 31, 2009, psp capital inc. has $1 billion 
(2008 – nil) of medium-term notes issued and outstanding, of which $725 million (2008 – nil) has been allocated to the 
public service pension plan account. these medium-term notes bear interest of 4.57% per annum and have a maturity 
date of december 9, 2013; $600 million of these medium-term notes were issued on december 9, 2008 and $400 million 
were issued on february 24, 2009. these medium-term notes are included in note 3 (a) as a long-term investment-related 
liability. as at March 31, 2009, the fair value, including accrued interest, of these medium-term notes is $1,054 million 
(2008 – nil), of which $764 million (2008 – nil) has been allocated to the public service pension plan account. the 
maximum authorized by the board of directors for the short-term promissory notes and medium-term notes is $3 billion 
and $1 billion, respectively. the capital raised was used primarily to finance real estate and infrastructure investments 
and is unconditionally and irrevocably guaranteed by psp investments. 

the operating expenses incurred by psp capital inc. were allocated to each plan account as described in  
note 7 (a).

interest expense, for the year ended March 31, is as follows:

($ millions) 2009 2008

Short-term promissory notes  $ 41  $ 37
Medium-term notes 7 –

Total  $ 48  $ 37

9. CApITAL MANAgEMENT

as an investment company, psp investments objectives in managing its capital are:

–  to invest fund transfers, outlined in note 5, in the best interests of the beneficiaries and contributors under the 
Superannuation Acts. the funds received are invested with a view of achieving a maximum rate of return, without 
undue risk of loss, with regards to the funding, policies and requirements of the pension plans established under the 
Superannuation Acts. the funds are also invested in accordance with the investment Risk Management policies which 
are outlined in note 4.

–  to maintain an appropriate credit rating to achieve access to the capital markets at the lowest cost of capital. through 
psp capital inc., and its leverage policies, psp investments has the ability to raise capital by issuing short-term 
promissory notes and medium-term notes. note 8 provides information on the capital debt financing and note 4 (c) 
provides information on psp investments’ liquidity. additionally, as at March 31, 2009, psp investments has an 
operating line of credit of $10 million. as at March 31, 2009, no amounts have been withdrawn.

the capital structure of psp investments consists of fund transfers and capital debt financing. psp investments has 
no externally imposed restrictions on capital.
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10. gUArANTEES AND INDEMNITY

psp investments provides indemnification to its directors, its officers and to certain psp investments representatives 
who are asked to serve the boards or like bodies of entities in which psp investments has made a substantial investment. 
as a result, but subject to the act, psp investments may be required to indemnify these parties for costs incurred, such 
as claims, actions or litigations in connection with the exercise of their duties. to date, psp investments has not received 
any claims nor made any payment for such indemnity.

as part of investment transactions, psp investments and its subsidiaries guaranteed letter of credit facilities. the 
beneficiaries of these letter of credit facilities have the ability to draw against these facilities to the extent that the contractual 
obligations, as defined in the related agreements, are not met. as at March 31, 2009, the maximum exposure of the plan 
was $11 million (2008 – $9 million).

as at March 31, 2009, psp investments agreed to guarantee, as part of an investment transaction, a non-revolving 
term loan. in the event of a default, the plan would assume the obligation up to $292 million plus interest and other 
related costs.

psp investments also unconditionally and irrevocably guarantees all credit facilities, short-term promissory notes 
and medium-term notes issued by its wholly-owned subsidiary, psp capital inc.

11. COMMITMENTS

psp investments and its subsidiaries have committed to enter into investment transactions, which will be funded over 
the next several years in accordance with agreed terms and conditions. as at March 31, 2009, the outstanding commitments 
for the plan amounted to $5,494 million ($3,356 million for private equity investments, $1,301 million for real estate 
investments, $419 million for public market investments and $418 million for infrastructure investments).
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Auditors’ report

to the Minister of national defence

We have audited the balance sheet of the public sector pension investment board – canadian forces pension plan account 
(“the canadian forces pension plan account”) as at March 31, 2009, and the statements of net loss from operations 
and comprehensive income 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 standards 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 supporting 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 as at March 31, 2009, and the results of its operations and changes in its net assets for the 
year then ended in accordance with canadian generally accepted accounting principles. as required by the Financial 
Administration Act, we report that, in our opinion, these principles have been applied on a basis consistent with that of 
the preceding year.

further, in our opinion, the transactions of the public service pension plan account that have come to our notice 
during our audit of the financial statements have, in all significant respects, been in accordance with the applicable 
provisions of part X of the Financial Administration Act and regulations, the Public Sector Pension Investment Board Act and 
regulations and the by-laws of psp investments and its wholly-owned subsidiaries.

 
 sheila fraser, fca
1 chartered accountant auditor permit no. 18527 auditor general of canada

Montreal, canada ottawa, canada 
May 11, 2009 May 11, 2009
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BALANCe sHeet
as at March 31

($ millions) 2009 2008

ASSETS

Investments (Note 3 (a))  $ 7,684  $ 8,477
Investment-related assets (Note 3 (a)) 148 469
Other assets 7 4

TOTAL ASSETS  $ 7,839  $ 8,950

LIABILITIES

Investment-related liabilities (Note 3 (a))  $ 1,074  $ 1,113
Accounts payable and accrued liabilities 9 6
Due to the Public Service Pension Plan Account (Note 7) 6 12

TOTAL LIABILITIES  $ 1,089  $ 1,131

NET ASSETS  $ 6,750  $ 7,819

Accumulated net income from operations and comprehensive income  $      96  $ 2,018
Accumulated fund transfers 6,654 5,801

NET ASSETS  $ 6,750  $ 7,819

Commitments (Note 11)

the accompanying notes are an integral part of the financial statements.

on behalf of the board of directors:

 

paul cantor Keith Martell
chair of the board chair of the audit and conflicts committee
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stAteMeNt oF Net Loss FroM operAtioNs ANd  
CoMpreHeNsive iNCoMe
for the year ended March 31

($ millions) 2009 2008

INVESTMENT LOSS (Note 6)  $ (1,905)  $ (40)

OpErATINg ExpENSES (Note 7)  $ 17  $ 15

NET LOSS FrOM OpErATIONS AND COMprEHENSIVE INCOME  $ (1,922)  $ (55)

the accompanying notes are an integral part of the financial statements.

stAteMeNt oF CHANGes iN Net Assets
for the year ended March 31

($ millions) 2009 2008

NET ASSETS, BEgINNINg OF YEAr (as previously reported)  $ 7,819  $ 7,033

Change in accounting policy – financial instruments – (1)

NET ASSETS, BEgINNINg OF YEAr (as restated)  $ 7,819  $ 7,032

Fund transfers (Note 5) 853 842
Net loss from operations and comprehensive income (1,922) (55)

(Decrease) increase in net assets for the year (1,069) 787

NET ASSETS, END OF YEAr  $ 6,750  $ 7,819

the accompanying notes are an integral part of the financial statements.
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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 the net contributions of the public service, canadian forces and Royal 
canadian Mounted police pension plans in financial markets. at the end of March 2007, psp investments’ mandate was 
expanded to include the investment of the net contributions of the Reserve force pension plan. the first net contributions 
were received from the Reserve force pension plan in april 2007.

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 net contributions 
are 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 in the plan account.

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 of achieving 
a maximum rate of return, without undue risk of loss, with regards 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 and its wholly-owned 
subsidiaries as they pertain to the investment of the net contributions transferred to it from the canadian forces pension 
fund in respect of member service after april 1, 2000. 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 financial statements have 
been prepared in accordance with canadian generally accepted accounting principles (gaap) and the requirements of 
the act. psp investments qualifies as an investment company and therefore reports its investments at fair value, in 
accordance with accounting guideline 18, “investment companies” (acg-18). all changes in fair value were included 
in investment income as net unrealized gains or losses in the year the change occurred (note 6 (a)).

comparative figures have been reclassified to conform to the current year’s presentation.
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1. SUMMArY OF SIgNIFICANT ACCOUNTINg pOLICIES (continued)

Valuation of inVestments

investments for each asset class are recorded as of the trade date (the date upon which the substantial risks and rewards 
are transferred) and are stated at fair value. fair value is an estimate of the amount of consideration that would be agreed 
upon in an arm’s length transaction between knowledgeable, willing parties who are under no compulsion to act.

Market prices or rates are used to determine fair value where an active market exists (such as a recognized stock 
exchange), as it is the best evidence of the fair value of an investment. if quoted market prices or rates are not available, 
then fair values are estimated using present value or other valuation techniques, using inputs existing at the balance sheet 
dates. if available, market observable inputs are applied to valuation models.

valuation techniques are generally applied to private equity, infrastructure and real estate investments as well as 
over-the-counter (otc) derivatives. the values derived from applying these techniques are impacted by the choice of 
valuation model and the underlying assumptions made concerning factors such as the amounts and timing of future cash 
flows, discount rates, volatility and credit risk.

fair values of investments are determined as follows:

(a)  cash & cash equivalent investments are recorded at cost plus accrued interest, which approximate fair value, and 
are mostly comprised of cash, floating rate notes, term deposits and government short-term securities. 

(b)  Quoted market prices for public equities, using the bid price for long positions and the ask price for short positions, 
are used to present the fair value of these investments.

  unit values obtained from each of the funds’ administrators, reflecting the market prices of the underlying securities, 
are used to present the fair value of pooled funds.

(c)  private equity and infrastructure investments are fair-valued at least annually. 

  the fair value for investments held directly by psp investments is determined using acceptable industry valuation 
methods such as earnings multiples, discounted cash flows analysis, price of recent investments and publicly traded 
comparables. valuation techniques involve assumptions including discount rates and the projected length of cash 
flows. the valuation methodologies have been developed based on the International Private Equity and Venture Capital 
Valuation Guidelines. 

  in the case of investments in fund portfolios, fair value is generally determined based on the audited fair values 
reported by the fund’s general partner using acceptable industry valuation methods. 

  for each investment the relevant methodology is applied consistently over time.



114 |   Public Sector Pension Investment Board   |

Canadian Forces Pension Plan Account

Notes to tHe FiNANCiAL stAteMeNts
for the year ended March 31, 2009

1. SUMMArY OF SIgNIFICANT ACCOUNTINg pOLICIES (continued)

Valuation of inVestments (continued)

(d)  the fair value of investments in real estate held directly by psp investments is determined at least annually, using 
acceptable industry valuation methods, such as discounted cash flows and comparable transactions. valuation 
techniques involve various assumptions including capitalization rate and the projected cash flows and/or net operating 
income. the assumptions are supported by observable market data. Management uses the services of a third-party 
appraiser to determine the fair value of real estate investments. these valuations are prepared using professional 
appraisal standards, such as the canadian uniform standards of professional appraisal practice and the uniform 
standards of professional appraisal practice in the united states of america. 

  in the case of investments in fund portfolios, fair value is generally determined based on the audited fair values 
reported by the fund’s general partner using acceptable industry valuation methods.

  the fair value of real estate loans is estimated by discounting expected future cash flows using interest rates offered 
for similar loans to borrowers with similar credit ratings. Management may use the services of a third-party appraiser 
to determine the fair value of real estate loans.

  for each investment the relevant methodology is applied consistently over time.

(e)  fixed income securities are valued at quoted market prices using the bid price for long positions and the ask price 
for short positions, where available. Where quoted market prices are not available, estimated values are calculated 
using either an appropriate interest rate curve with a spread associated with the credit quality of the issuer or other 
generally accepted pricing methodologies.

(f)  all listed derivative financial instruments are recorded at fair value using quoted market prices with the bid price for 
long positions and the ask price for short positions. for derivatives traded otc, appropriate valuation techniques, 
such as discounted cash flows using current market yields, are used to determine fair value. the assumptions used 
include the statistical behaviour of the underlying instruments and the ability of the model to price consistently with 
observed market transactions. for many pricing models there is no material subjectivity because the methodologies 
employed do not necessitate significant judgement and the pricing inputs are observed from actively quoted markets. 
additionally, the pricing models used are widely accepted and used by other market participants.

  the fair value of credit derivatives, including credit default swaps and synthetic collateralized debt obligations, are 
also determined based on valuation techniques. certain assumptions are made with respect to the probability of the 
event of default of the underlying securities, of its recovery rate and its corresponding impact on cash distributions. the 
instrument is then valued by discounting the expected cash flows by an appropriate discount factor.

Valuation of caPital DeBt financing

the fair value of psp investments’ short-term capital debt financing includes the cost amount and accrued interest, which 
approximates fair value. the fair value of psp investments’ long-term capital debt financing is determined based on quoted 
market prices. 
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1. SUMMArY OF SIgNIFICANT ACCOUNTINg pOLICIES (continued)

transaction costs

transaction costs are incremental costs directly attributable to the acquisition, issue, or disposal of a financial asset or 
financial liability. transaction costs are expensed as incurred and recorded as a component of investment income. 

inVestment management fees

investment management fees are costs directly attributable to the external management of funds on behalf of psp 
investments. investment management fees incurred for the private equity, Real estate and infrastructure asset classes are 
paid, as determined by the fund manager, either by the investment directly, through capital contributions by psp 
investments or offset against distributions received from the investment (note 3 (a) (ii)). these amounts are recorded 
against investment income. investment management fees are also incurred for certain public equity investments and these 
amounts are paid directly by psp investments and recorded against investment income (note 6).

income recognition

the investment income (loss) has been allocated proportionately based on the asset value held by the canadian forces 
pension plan account (“the plan”).

investment income is made up of dividends, accrued interest income, realized gains and losses on the disposal of 
investments and unrealized gains and losses which reflect the change in unrealized appreciation (depreciation) of 
investments held at the end of the year. dividend income is recognized on the ex-dividend date. investment income from 
private market investments also includes the related distributions from pooled funds, limited partnerships as well as from 
direct and co-investments.

translation of foreign currencies

investment transactions in foreign currencies are recorded at the rates of exchange prevailing 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 exchange are included in 
investment income.

funD transfers

amounts received from the canadian forces pension fund are recorded in its respective plan account.

income taxes

psp investments and the majority of its subsidiaries are exempt from part i tax under paragraph 149(1)(d) of the Income 
Tax Act (canada).
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1. SUMMArY OF SIgNIFICANT ACCOUNTINg pOLICIES (continued)

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, principally the valuation of private equity, infrastructure and real estate investments, 
related income and expenses and note disclosures. actual results may differ from estimates.

2. CHANgES IN ACCOUNTINg pOLICIES

new accounting stanDarDs

on april 1, 2008, psp investments adopted the Canadian Institute of Chartered Accountants (CICA) Handbook section 1535, 
“capital disclosures”, as well as section 3862, “financial instruments – disclosures” and section 3863, “financial 
instruments – presentation”.

section 1535, “capital disclosures” specifies the disclosure of (i) an entity’s objectives, policies, and processes for 
managing capital, (ii) quantitative data about what the entity regards as capital, (iii) whether the entity has complied with 
any capital requirements, and (iv) if it has not complied, the consequences of such non-compliance. the adoption of this 
standard has no significant impact on psp investments’ financial statements other than additional note disclosure in 
note 9.

section 3862, “financial instruments – disclosures” and section 3863, “financial instruments – presentation” replace 
section 3861, “financial instruments – disclosure and presentation”. the new standards revise and enhance disclosures 
about the significance of financial instruments to the entity’s financial position and performance, the nature and extent 
of the risks arising from financial instruments and how the entity manages those risks. the adoption of this standard is 
disclosed in note 4.

additionally, in January 2009, the emerging issues committee (eic) of the cica issued eic-173 “credit risk and 
the fair value of financial assets and financial liabilities” which requires that the fair value of financial instruments (including 
derivative financial instruments) take into account the counterparties’ credit risk for assets and psp investments’ credit 
risk for liabilities. the adoption of eic-173 did not have a significant impact on psp investments’ financial statements.

future accounting changes

in february 2008, the accounting standards board (acsb) confirmed that canadian gaap for publicly accountable 
enterprises will be converged with international financial Reporting standards (ifRs) effective January 1, 2011. 
psp investments will be required to report under ifRs for interim and annual financial statements effective april 1, 2011 
with ifRs comparatives. 

psp investments is currently evaluating the impact of the adoption of ifRs on its financial statements. 
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3. INVESTMENTS

(a) inVestment Portfolio

the investment portfolio, before allocating the effect of derivative contracts and investment-related assets and liabilities 
to the asset classes to which they relate, as at March 31, is as follows:

($ millions) 2009 2008

  Fair Value Cost   Fair Value Cost

Developed World Equity    
 Canadian Equity  $    1,271  $    1,540  $    1,530  $    1,422
 US Large Cap Equity 143 197 371 419
 EAFE Large Cap Equity 232 369 400 425
Small Cap Developed World Equity 148 199 277 326
Emerging Markets Equity 292 368 369 324
private Equity 849 995 812 784
Nominal Fixed Income
 Cash & Cash Equivalents 615 665 738 738
 World Government Bonds 152 134 360 361
 Canadian Fixed Income 1,456 1,463 1,751 1,839
real return Assets
 World Inflation-Linked Bonds 39 39 42 39
 Real Estate 1,421 1,284 1,153 934
 Infrastructure 542 467 276 271
Absolute return 524 548 398 406

INVESTMENTS  $    7,684  $    8,268  $    8,477  $    8,288

Investment-related Assets
 Amounts receivable from pending trades  $ 51  $ 53  $       358  $       357
 Derivative-related receivables 97 13 111 17

Total Investment-related Assets  $       148  $         66  $       469  $       374

Investment-related Liabilities 
 Amounts payable from pending trades  $ (101)  $ (101)  $ (398)  $ (398)
 Securities sold short (105) (122) (146) (150)
 Derivative-related payables (342) (19) (257) (10)
 Capital debt financing (Note 8)
  Short-term (316) (316) (312) (312)
  Long-term (210) (205) – –

Total Investment-related Liabilities  $ (1,074)  $ (763)  $ (1,113)  $ (870)

NET INVESTMENTS  $    6,758  $    7,571  $    7,833  $    7,792
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3. INVESTMENTS (continued)

(a) inVestment Portfolio (continued)

Developed world equity, small cap Developed world equity and emerging markets equity(i) 

developed World equity, small cap developed World equity and emerging Markets equity (referred to as “public Market 
equities”) include common shares, american depository receipts, global depository receipts, participation notes, preferred 
shares, income trust units, exchange traded funds, and securities convertible into common shares of publicly 
listed issuers.

Private equity, real estate and infrastructure(ii) 

the private equity asset class is comprised of direct investments and fund portfolios in equity ownerships or investments 
with the risk and return characteristics of equity. they include investments in private companies, mezzanine debt and 
distressed debt. as at March 31, 2009, the total amount of financing included in the private equity portfolio for direct 
investments controlled by psp investments for the plan is nil (2008 – nil).

the real estate asset class is comprised of direct ownerships in properties, third-party debts and fund investments in 
the real estate sector. the real estate investments are classified into two portfolios (an equity portfolio and a debt portfolio). 
the equity portfolio is comprised of direct ownerships in income-producing properties in office, retail, industrial, hospitality 
and residential sectors, as well as private funds and publicly traded securities invested in real estate assets. the debt 
portfolio is comprised of third-party loans such as junior and senior debts, construction loans, bridge loans, income-
participating loans, mezzanine loans and other structured investments where significant portions of the value are attributed 
to the underlying real estate assets. Real estate investments are made in accordance with the approved policies for leverage 
specifically applicable for this asset class. the real estate asset class is accounted for in the investment portfolio net of all 
third-party financings. as at March 31, 2009, the total amount of financing included in the real estate portfolio for direct 
investments controlled by psp investments for the plan is approximately $750 million (2008 – $600 million).

infrastructure investments are comprised of direct investments and fund portfolios in equity and debt instruments 
in public and private companies primarily engaged in the management, ownership or operation of assets in power, 
regulated businesses, transportation, telecom or social infrastructure. infrastructure investments are made in accordance 
with the approved policies for leverage specifically applicable for this asset class. as at March 31, 2009, the total amount 
of financing included in the infrastructure portfolio for direct investments controlled by psp investments for the plan is 
approximately $100 million (2008 – $70 million).
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3. INVESTMENTS (continued)

(a) inVestment Portfolio (continued)

(ii) Private equity, real estate and infrastructure (continued)

the fair value of certain direct investments in private equity and infrastructure are determined using valuation 
techniques whereby certain assumptions cannot be fully supported by prices from observable current market transactions. 
varying certain key elements of the valuation technique will have an impact on the fair value of the investments as at 
March 31, 2009. for example, increasing the discount rate by 50 bps would result in a decrease to the fair value of these 
investments of $47 million; decreasing the discount rate by 50 bps would result in an increase to the fair value of these 
investments of $77 million.

the private equity, Real estate and infrastructure asset classes are referred to as “private Market investments”. the 
fair values of the majority of private market investments are reviewed at least annually, and any resulting adjustments are 
reflected as unrealized gains or losses in investment income. the fair value of private market investments that are invested 
in funds are determined based on the audited annual financial statements received from external investment managers.

investment management fees, as disclosed in note 1, are incurred for private market investments and generally vary 
between 0.2% and 5.5% of the total invested amount. investment management fees of $39 million for the year ended 
March 31, 2009 (2008 – $24 million) were recorded against investment income.

nominal fixed income and world inflation-linked Bonds(iii) 

nominal fixed income includes cash & cash equivalents and bonds. cash on hand and cash equivalents include the 
following instruments having a maximum term of one year or less: demand deposits, treasury bills, short-term notes, 
bankers’ acceptances, term deposits and guaranteed investment certificates. floating rate notes are considered cash and 
cash equivalents provided the coupons reset more than once per year. bonds include canadian government bonds, canadian 
provincial and territorial bonds, canadian municipal and corporate bonds, as well as international sovereign bonds.

psp investments held third-party or non-bank sponsored asset-backed commercial paper (abcp) that suffered a 
liquidity disruption in mid-august 2007. 

subsequent to the liquidity disruption event, psp investments participated in a restructuring process with other 
investors. on august 16, 2007, a standstill agreement was entered into by a number of significant investors and financial 
institutions that transacted with the non-bank sponsored conduits. the pan-canadian investors committee for third-
party structured asset-backed commercial paper (“the investors’ committee”) was subsequently formed, consisting of 
an important number of major abcp investors, to oversee the restructuring process during this standstill period. 

as part of the investors’ committee restructuring plan, the following asset categories were pooled together under 
three separate vehicles: (1) leveraged super senior (lss) tranches of collateralized debt obligations and other assets 
(collectively referred to as “lss/Hybrid assets”); (2) traditional assets which include securitized assets (for example, 
credit card receivables and auto loans); and (3) ineligible assets which include assets with uncertain credit quality by 
reason of their exposure to us subprime mortgages or otherwise. investors in abcp received long-term floating rate notes 
(for each of the aforementioned investment vehicles) with maturities based upon the maturity of the underlying assets.
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3. INVESTMENTS (continued)

(a) inVestment Portfolio (continued)

(iii) nominal fixed income and world inflation-linked Bonds (continued)

under the investors’ committee restructuring plan, the lss/Hybrid assets were split into two separate and distinct 
master asset vehicles (Mav); the first, referred to as “Mav1”, in which case investors elected to commit their pro rata 
share of a margin funding facility associated with their underlying assets; and the second, referred to as “Mav2”, whereby 
investors are able to commit less than, or none of their pro rata share of a margin funding facility, in which case certain 
investors, foreign banks and canadian banks will fund the remaining portion. psp investments participated in Mav1. 
Within the Mav1, the lss/Hybrid assets were further restructured into different classes (class a-1, class a-2, class b, 
class c, traditional assets (ta) and ineligible assets (ia)) of floating rate notes in order to permit a credit rating to be 
obtained on two of these notes (class a-1 and class a-2). a third Mav, referred to as “Mav3”, includes series secured 
solely by ta and ia notes. additionally, the margin funding facilities in Mav1 and Mav2 are provided by third-party 
lenders, canadian banks, asset providers, noteholders and the federal and provincial governments of canada. these 
facilities are designed to reduce the risk that the newly formed vehicles will not be able to meet margin calls if future 
circumstances warrant them. the key parties to the restructuring have also agreed to enhance the transaction by including 
a moratorium which prevents collateral calls for a period of 18 months from the implementation and closing date of 
the restructuring.

as at January 21, 2009, the investors’ committee implemented and closed the abcp restructuring transaction. 
pursuant to the terms of the restructuring, abcp holders exchanged their investments for long-term floating rate notes. 
as at January 21, 2009, psp investments held abcp with an overall face value of $1,962 million, of which $393 million 
has been allocated to the plan. psp investments has adopted a valuation technique to determine the fair value of the long-
term floating rate notes that were received. 

under the terms of the restructuring plan, psp investments has received $878 million of Mav1 class a-1 notes, 
$590 million of Mav1 class a-2 notes, $101 million of Mav1 class b notes, $48 million of Mav1 class c notes, 
$28 million of Mav1 ta tracking notes, $89 million of Mav1 ia tracking notes, $114 million of Mav3 ta tracking notes 
and $114 million of Mav3 ia tracking notes. the amounts that have been allocated to the plan are as follows: $176 million 
of Mav1 class a-1 notes, $118 million of Mav1 class a-2 notes, $21 million of Mav1 class b notes, $10 million of 
Mav1 class c notes, $6 million of Mav1 ta tracking notes, $18 million of Mav1 ia tracking notes, $22 million of Mav3 
ta tracking notes and $22 million of Mav3 ia tracking notes. in addition, psp capital inc., a wholly-owned subsidiary 
of psp investments, has provided funding facilities of a maximum amount of $969 million to support potential margin 
calls on the long-term floating rate notes.
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(a) inVestment Portfolio (continued)

(iii) nominal fixed income and world inflation-linked Bonds (continued)

the Mav1 notes, excluding ta and ia notes, are expected to return approximately banker’s acceptance (ba) plus 
30 bps (before funding facility and administrative costs) and have an average maturity of eight years. the Mav1 and 
Mav3 ta tracking notes and the Mav1 and Mav3 ia tracking notes reflect the net return and maturity of the respective 
series’ underlying assets (assumed to have a maturity of eight years). for the purpose of valuation, the restructured floating 
rate notes of Mav1, excluding ta and ia notes, were proxied to comparable eight-year floating rate notes as at 
January 21, 2009. the class a-1 and class a-2 notes are a-rated and the class b and class c notes are established at a 
credit rating of bb for valuation purposes, and accordingly, were proxied to floating rate notes with similar credit quality 
and terms. Mav1 and Mav3 ta tracking notes are assumed to be aaa-rated and to have a maturity of eight years and a 
return of ba + 40 bps. the ta tracking notes were proxied to comparable floating rate notes as at January 21, 2009. the 
Mav1 and Mav3 ia tracking notes contain principally assets that have exposure to us subprime loans and mortgages. 
a valuation of the ia tracking notes was performed based on the credit quality of the underlying assets. the implicit cost 
of the funding facilities, approximating 120 bps, reduces the expected yield of the long-term floating rate notes.

based on the above valuation methodology, management’s best estimate of the fair value of abcp allocated to the 
plan, prior to the exchange into long-term floating rate notes at January 21, 2009, is equal to approximately $194 million 
(March 31, 2008 – $306 million).

on March 31, 2009, psp investments measured the fair value of its new long-term floating rate notes. during this 
valuation, psp investments reviewed the assumptions made in its valuation technique, taking into consideration new 
information available as well as changes in the credit market environment. as at March 31, 2009, the fair value of the 
new long-term floating rate notes allocated to the plan amounted to $207 million and the cumulative write-down on 
both the abcp and new long-term floating rate notes allocated to the plan amounted to $186 million, representing 47% 
of the original face value. the fair value calculation includes a negative amount of $19 million in respect of the funding 
facilities allocated to the plan as at March 31, 2009. 

the long-term floating rate notes allocated to the plan are reported as canadian fixed income under the investment 
portfolio (note 3 (a)). the write-down on the abcp is included as part of the absolute return on investment income in 
note 6 (b).

the fair value of the long-term floating rate notes was established as a function of the information available as at 
March 31, 2009, which includes certain assumptions used in the valuation model such as interest rate spreads, assumed 
credit rating of restructured notes, expected returns of the restructured notes, as well as the maturity and liquidity of the 
restructured notes. varying certain key elements of the valuation technique will have an impact on the fair value of the 
long-term floating rate notes allocated to the plan as at March 31, 2009. for example, increasing interest rate spreads by 
50 bps would result in a decrease to the fair value of the long-term floating rate notes allocated to the plan by $12 million. 
the fair value of the long-term floating rate notes allocated to the plan may change in future periods as a result of 
fluctuations in the major elements of the valuation methodology.

absolute return(iv) 

in addition to the different asset classes outlined in the asset mix policy, psp investments employs a number of absolute 
return strategies, consisting of derivative financial products such as those described in note 3 (b), whose objective is to 
generate positive returns regardless of market conditions.
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3. INVESTMENTS (continued)

(B) DeriVatiVe financial instruments

derivative financial instruments are financial contracts, the value of which is derived from changes in underlying assets, 
interest or exchange rates. psp investments uses derivative financial instruments to increase returns or to replicate 
investments synthetically. derivatives are also used to reduce the risk associated with existing investments.

psp investments uses the following types of derivative financial instruments as described below:

swaps(i) 

swaps are transactions whereby two counterparties exchange cash flow streams with each other based on predetermined 
conditions that include a notional amount and a term. swaps are used to increase returns or to adjust exposures of certain 
assets without directly purchasing or selling the underlying assets.

futures(ii) 

futures are standardized contracts to take or make delivery of an asset (buy or sell) at a specific time in the future for a 
specific price that has been agreed upon today. futures are used to adjust exposures to specified assets without directly 
purchasing or selling the underlying assets.

forwards(iii) 

forwards are contracts involving the sale by one party and the purchase by another party of a predefined amount of an 
underlying instrument, at a predefined price and a predefined date in the future. forwards are used for yield enhancement 
purposes or to manage exposures to currencies and interest rates.

options(iv) 

options are the right, but not the obligation, to buy or sell a given amount of an underlying security, index, or commodity, 
at an agreed-upon price stipulated in advance, either at a determined date or at any time before the predefined 
maturity date.

warrants and rights(v) 

Warrants are options on an underlying asset which is in the form of a transferable security and which can be listed on 
an exchange.

Rights are securities giving shareholders entitlement to purchase new shares issued by a corporation at a predetermined 
price (normally less than the current market price) in proportion to the number of shares already owned. Rights are issued 
only for a short period of time, after which they expire.

collateralized Debt obligations(vi) 

a type of asset-backed security that is constructed from a portfolio of credit-related assets. collateralized debt obligations 
are usually divided into several tranches with different credit risk levels and corresponding interest payments. any losses 
are applied first to the more junior tranches (lowest risk rating) before moving up in seniority.
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3. INVESTMENTS (continued)

(B) DeriVatiVe financial instruments (continued)

notional values of derivative financial instruments are not recorded as assets or liabilities as they represent the face 
amount of the contract. notional values do not represent the potential gain or loss associated with the market or credit 
risk of such transactions. Rather, it serves as the basis upon which the cash flows and the fair value of the contracts 
are determined.

the following table summarizes the derivatives portfolio as at March 31:

($ millions)  2009  2008

INVESTMENTS
Notional

Value
Fair

Value
Notional

Value
Fair

Value

Equity and Commodity Derivatives
 Futures  $     126  $         –  $     176  $       1
 Total Return Swaps 582 21 1,037 (8)
 Variance Swaps 21            1 46 (1)
 Warrants – – 8 2
 Options:  Listed-purchased – – 38 2
  Listed-written – – 40 (1)
Currency Derivatives
 Forwards 4,123 (33) 2,885 (37)
 Swaps – – 167 (14)
 Options: OTC-purchased         124 1 348 6
  OTC-written 31 (1) 184 (5)
Interest rate Derivatives
 Bond forwards 70 – 556 –
 Futures – – 287 –
 Interest Rate Swaps 786        (1) 1,104 3
 Total Return Swaps 705 11 677 3
 Swaptions 501 – 1,451 –
 Options: Listed-purchased – – 174 –
  Listed-written 499 – 247 (1)
  OTC-written 300 – – –
Credit Derivatives: 1

  Purchased 13 10 12 6
  Sold 326        (254) 272 (102)

Total  $  8,207  $  (245)  $  9,709  $  (146)

1  credit derivatives include collateralized debt obligations and a credit default swap. psp investments, through sold credit derivatives, indirectly 
guarantees the underlying reference obligations. the maximum potential exposure is the notional amount of the sold credit derivatives as shown in 
the table above.
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3. INVESTMENTS (continued)

(B) DeriVatiVe financial instruments (continued)

the fair value of derivative contracts, as at March 31, is represented by: 

($ millions) 2009 2008

Derivative-related receivables  $ 97  $ 111

Derivative-related payables (342) (257)

Total  $ (245)  $ (146)

the term to maturity based on notional value for the derivatives, as at March 31, is as follows:

($ millions) 2009 2008

Under 1 year  $ 7,251  $ 6,952
1 to 5 years 834 2,360
Over 5 years 122 397

Total  $ 8,207  $ 9,709



|   Public Sector Pension Investment Board   | 125

Canadian Forces Pension Plan Account

Notes to tHe FiNANCiAL stAteMeNts
for the year ended March 31, 2009

3. INVESTMENTS (continued)

(c) inVestment asset mix

the statement of investment policies, standards and procedures (sip&p) sets out the long-term target weights of the 
assets that shall be invested for the four plan accounts. investments are classified by asset mix category as set out in the 
sip&p based on the economic intent of the investment strategies of the underlying assets.

the net investments, as at March 31, are as follows:

($ millions)  2009  2008

Asset Class Fair Value

 policy 
 portfolio 
 Long-Term 
 Target  Fair Value

 Policy 
 Portfolio 
 Long-Term 
 Target

Developed World Equity 
 Canadian Equity  $ 1,763 26.1% 30.0%  $ 2,319 29.6% 30.0%
 US Large Cap Equity 185 2.7 5.0 354 4.5 5.0
 EAFE Large Cap Equity 208 3.1 5.0 368 4.7 5.0
Small Cap Developed World Equity 156 2.3 5.0 388 5.0 5.0
Emerging Markets Equity 424 6.3 7.0 548 7.0 7.0
private Equity 838 12.4 10.0 798 10.2 10.0
Nominal Fixed Income
 Cash & Cash Equivalents 1 15 0.2 2.0 107 1.4 2.0
 World Government Bonds 421 6.2 5.0 452 5.8 5.0
 Canadian Fixed Income 850 12.6 8.0 975 12.4 8.0
real return Assets
 World Inflation-Linked Bonds 478 7.1 5.0 444 5.7 5.0
 Real Estate 930 13.8 10.0 810 10.3 10.0
 Infrastructure 490 7.2 8.0 270 3.4 8.0

NET INVESTMENTS  $ 6,758 100.0% 100.0%  $ 7,833 100.0% 100.0%

1 includes amounts related to absolute return and real estate debt strategies.
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3. INVESTMENTS (continued)

(D) securities lenDing

the plan participates in securities lending programs whereby it lends securities in order to enhance portfolio returns. 
any such securities lending requires collateral in cash, high-quality debt instruments or shares securities with a fair value 
equal to no less than 102% of the value of the securities lent. as at March 31, 2009, securities with an estimated fair value 
of $540 million (2008 – $1,024 million) were loaned out, while securities contractually receivable as collateral had an 
estimated fair value of $565 million (2008 – $1,064 million). 

(e) securities collateral

the plan deposited or pledged securities with a fair value of $208 million as collateral with various financial institutions 
as at March 31, 2009 (2008 – $83 million). securities with a fair value of $21 million (2008 – $6 million) have been 
received from other counterparties as collateral. psp investments does not repledge any collateral held. all collateral 
deposited, pledged and received were held with counterparties who had a minimum credit rating of “a–” as at 
March 31, 2009. the terms and conditions are outlined in note 4 (b) (i).

4. INVESTMENT rISK MANAgEMENT

investment risk management is a central part of psp investments’ strategic management. it is a continuous process whereby 
psp investments methodically addresses the risks related to its various investment activities with the goal of achieving a 
maximum rate of return without undue risk of loss and a sustained benefit within each activity and across the 
total portfolio.

a risk governance structure that includes required reporting on risk to all levels within the organization also ensures 
that appropriate objectives are pursued and achieved in line with the fulfillment of psp investments’ legislated mandate. 
the board of directors and its committees oversee various issues related to risk and receive assurance from management 
and an independent internal auditor reporting directly to the audit and conflicts committee. 

the use of financial instruments exposes psp investments to credit and liquidity risks as well as market risks including 
foreign exchange and interest rate risks. these risks are managed in accordance with the investment Risk Handbook, 
which is an integral part of psp investments’ risk control system. the investment Risk Handbook contains an investment 
Risk Management policy which supplements the sip&p (policy portfolio). the policy portfolio determines a diversification 
strategy to mitigate risk whereby psp investments invests in a diversified portfolio of investments based on established 
criteria. additionally, the objective of these policies is to provide a framework for the management of credit, liquidity and 
market risks. derivative financial instruments, traded either on exchanges or otc are one of the vehicles used to mitigate 
the impact of market risk.

Risk Management is responsible for overseeing the various risk management functions including, but not limited to, 
investment risk functions. Risk Management monitors these risks and reports to senior management on a 
continuous basis.
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4. INVESTMENT rISK MANAgEMENT (continued)

(a) 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, volatility in share and commodity prices, interest rate, 
foreign exchange or other risk variables affecting all securities traded in the market.

Market risk is measured using the method known as value-at-Risk (vaR). vaR is the maximum loss not exceeded 
with a given probability defined as the confidence level, over a given period of time. psp investments has chosen a yearly 
95% confidence level to measure and report vaR. psp investments uses a Historical vaR model incorporating three years 
of monthly market returns which are scaled to a twelve-month holding period. Risk Management is responsible for 
implementing and maintaining a vaR measurement methodology for all asset classes and all financial risk factors.

Historical vaR is statistically valid under normal market conditions and does not specifically consider losses from 
severe market events. the Historical vaR model also assumes that the future will behave in a similar pattern to the past. 
if future market conditions differ significantly from those of the past, potential losses may differ from those originally 
estimated. the vaR is an estimate of a single value in a distribution of potential losses that can be experienced. as a result, 
it is not an estimate of the maximum potential loss.

the goal of actively managing the portfolio is to outperform the policy portfolio benchmarks while maintaining the 
active risk under 400 basis points. Relative vaR, as a result, is the maximum amount of loss of total investments, with 
95% certainty, relative to the policy portfolio benchmark over a twelve-month period.

the following table shows the total Relative vaR and the diversification effect as at March 31. the diversification 
effect captures the effect of holding different types of assets which may react differently in various types of situations and 
thus having the effect of reducing overall Relative vaR.

Active risk Taken

(Relative VaR – $ millions) 2009 2008

Public Market Equities  $ 158  $ 83
Nominal Fixed Income – 2
Real Return Assets 213 169
Absolute Return 232 41

Total Relative VaR (Undiversified) 603 295

Diversification Effect (332) (119)

Total relative Var  $ 271  $ 176

Risk Management monitors the absolute risk of the policy portfolio on a quarterly basis to ensure no undue loss may 
be experienced by psp investments.
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4. INVESTMENT rISK MANAgEMENT (continued)

(a) market risk (continued)

generally, changes in vaR between reporting periods are due to changes in the level of exposure, volatilities and/or 
correlations among asset classes. although vaR is a widely accepted risk measure, it must be complemented by other risk 
measures. psp investments therefore uses stress testing and scenario analysis to examine the impact on financial results 
of abnormally large movements in risk factors. stress testing and scenario analysis are used to test a portfolio’s sensitivity 
to various risk factors and key model assumptions. these methods also use historically stressed periods to evaluate how 
a current portfolio would fare under such circumstances. stress testing is also deployed to assess new product behaviour. 
stress testing and scenario analysis are utilized as a complement to the Historical vaR measure in order to provide greater 
insight on the size of potential losses that may be experienced. psp investments uses the expected shortfall and tail analysis 
measures to determine this. expected shortfall is defined as the conditional expectation beyond the vaR level. it is measured 
by averaging all data points showing a loss greater than vaR measured at a given confidence level. by increasing the 
confidence level of the vaR measure from 95% to 99%, psp investments is able to assess the size of the potential loss that 
would be exceeded one year out of 100 (instead of one year out of 20). therefore, there is a greater probability for larger 
losses, at the 99% confidence level, in extreme market conditions. Risk Management presents a stress testing and scenario 
analysis report to senior management on a quarterly basis.

interest rate risk(i) 

interest rate risk refers to the effect on the fair value of psp investments’ net asset value due to fluctuations in interest 
rates. changes in interest rates will directly affect the fair value of psp investments’ assets. the most significant exposure 
to interest rate risk is the investment in bonds and real estate loans.

the terms to maturity of the investments, before allocating the effect of derivative contracts and investment-related 
assets and liabilities, as at March 31, are as follows:

 Terms to Maturity

($ millions)
  Within
  1 Year

  1 to 5 
  Years

  5 to 10
  Years

  Over 
   10 Years

2009
  Total

2008
  Total

Government of Canada bonds  $   255  $   246  $     48  $     91  $   640  $   358

Provincial and Territorial bonds 60 82 54 99 295 260
Municipal bonds 2 4 10 1 17 24
Corporate bonds 25 119 82 278 504 1,109

Total Canadian Fixed Income  $   342  $   451  $   194  $   469  $ 1,456  $ 1,751

Total World government Bonds  $       2  $     61  $     49  $     40  $   152  $   360

Total World Inflation-Linked Bonds  $        -  $       4  $       5  $     30  $     39  $     42

real Estate Loans 1  $     72  $     73  $       –  $      6  $   151  $   101

grand Total  $   416  $   589  $   248  $   545  $ 1,798  $ 2,254

1 Real estate loans are a component of the Real estate asset class disclosed in note 3 (a).
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4. INVESTMENT rISK MANAgEMENT (continued)

(a) market risk (continued)

(i) interest rate risk (continued)

the terms to maturity of psp investments’ capital debt financing are disclosed in note 8.

absolute return strategies, as described in note 3, and derivative contracts are also subject to interest rate risk 
exposures. these exposures are reflected in the vaR calculation described in note 4 (a).

additionally, accounts receivable from pending trades and cash & cash equivalents are considered short-term in 
nature, and, as a result, their exposure to interest rate risk would not be significant.

foreign currency risk(ii) 

psp investments and its subsidiaries are exposed to currency risk through holdings of securities, units in pooled funds 
and units in limited partnerships of non-canadian assets. fluctuations in the relative value of the canadian dollar against 
these foreign currencies can result in a positive or a negative effect on the fair value of the investments. to mitigate this 
risk, psp investments may take, through foreign exchange forward contracts, positions in foreign currencies. psp investments’ 
policy is to hedge 50% of its foreign currency investments excluding emerging markets equity.

the underlying net foreign currency exposures, after allocating the effect of derivative contracts and investment-
related assets and liabilities for both monetary and non-monetary items, as at March 31, are as follows:

2009 2008

Currency Fair Value  % of Total Fair Value  % of Total

(in Canadian $) ($ millions) ($ millions)

US Dollar  $  924 52.9%  $ 1,170 52.8%
Euro 413 23.6 461 20.8
British Pound 104 5.9 184 8.3
Yen 78 4.5 129 5.8
Hong Kong Dollar 60 3.4 49 2.2
New Taiwan Dollar 35 2.0 47 2.1
Korean Won 33 1.9 49 2.2
Australian Dollar 33 1.9 38 1.7
Brazilian Real 13 0.7 87 3.9
Others 56 3.2 4 0.2

Total  $ 1,749 100.0%  $ 2,218 100.0%

psp investments and its subsidiaries also have commitments, denominated in foreign currencies of $1,421 million 
($947 million us, €130 million and 87 million south african Rands (ZaR)) which are not included in the foreign currency 
exposure table.
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4. INVESTMENT rISK MANAgEMENT (continued)

(B) creDit risk 

psp investments is exposed to credit risk, that is, the risk that the issuer of a debt security or a counterparty to a derivative 
contract is unable to meet its financial obligations.

credit risk encompasses the risk of a deterioration of creditworthiness and the respective concentration risk. credit 
risk monitoring entails an evaluation of the credit quality of each issuer to which psp investments is exposed. to perform 
this evaluation psp investments relies on four recognized credit rating agencies. a minimum of two credit ratings are 
used to classify each security; securities rated by only one agency are classified as “not rated”. if the agencies disagree as 
to a security credit quality, psp investments uses the lowest of the available ratings.

to monitor the evolution of credit risk, psp investments periodically produces a concentration report by credit rating 
of all credit-sensitive financial securities with the exception of securities held in pooled funds or for private market 
investments. concentration tables are also produced by issuer, geographic area and industry. 

psp investments’ concentration of credit risk by credit rating, as at March 31, is as follows:

2009 2008

Investment grade (AAA to BBB–) 88.7% 86.5%
Below investment grade (BB+ and below) – 0.3
Not rated:
 Rated by a single credit rating agency 1 8.5 0.4
 Not rated by credit rating agencies 2 2.8 12.8

Total 100.0% 100.0%

1  as at March 31, 2009, includes class a-1 and class a-2 abcp holdings that were restructured and converted to floating rate long-term notes on 
January 21, 2009. these notes are a-rated by dominion bond Rating service (dbRs) (note 3 (a) (iii)).

2  includes class a-1 and class a-2 abcp holdings that were not rated by dbRs as at March 31, 2008.

the breakdown of credit concentration risk does not include investments in distressed debt included in pooled funds 
in the amount of approximately $2 billion as at March 31, 2009 (2008 – $507 million). such investments are excluded 
as they typically include debt securities of issuers close to default, and the investment in such securities are quasi-equity 
in nature.

as at March 31, 2009, psp investments also has a net notional exposure of $1.4 billion to collateralized debt obligations, 
of which 71% of the dollar exposure is rated “investment grade”, as well as funding facilities of a maximum amount of 
$969 million to support potential margin calls on the long-term floating rate notes (note 3 (a) (iii)).

as at March 31, 2009, psp investments’ maximum exposure to credit risk, not taking into consideration the excluded 
elements described above, amounts to approximately $11.0 billion (2008 – $13.6 billion).

counterparty risk(i) 

counterparty risk represents the credit risk from current and potential exposure related to transactions involving derivative 
contracts. in order to minimize derivative contract counterparty risk, psp investments deals only with counterparties 
with a minimum credit rating of “a−” as at the trade date, as provided by a recognized credit rating agency. psp investments 
monitors the credit ratings of counterparties on a daily basis and has the ability to terminate all trades with counterparties 
who have their credit rating downgraded below “a−” subsequent to the trade date. psp investments also uses credit 
mitigation techniques such as master-netting arrangements and collateral transfers through the use of credit support 
annexes (csa).
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4. INVESTMENT rISK MANAgEMENT (continued)

(B) creDit risk (continued)

(i) counterparty risk (continued)

psp investments’ policy also requires the use of the international swaps and derivative association (isda) Master 
agreement with all counterparties to derivative contracts. the isda Master agreement provides the contractual framework 
within which dealing activities across a full range of otc products are conducted and contractually binds both parties 
to apply close-out netting across all outstanding transactions covered by an agreement if either party defaults or other 
pre-determined events occur.

additionally, the csa to the isda Master agreement enables psp investments to realize any collateral placed with 
it in the event of the failure of the counterparty and requires psp investments to contribute further collateral when 
requested. the csa also regulates the exchange of collateral when the credit exposure to a counterparty exceeds a 
predetermined threshold. note 3 (e) provides information on the collateral deposited and received.

Risk Management is responsible for counterparty risk monitoring and mitigation as well as maintaining a comprehensive, 
disciplined, and enterprise-wide process for tracking and managing counterparty risk. as such, Risk Management measures 
counterparty risk on an ongoing basis, evaluates and tracks the creditworthiness of current counterparties and mitigates 
counterparty risk through collateral management.

(c) liquiDity risk

liquidity risk corresponds to psp investments’ ability to meet its financial obligations. psp investments’ cash position is 
monitored on a daily basis. in general, investments in cash and cash equivalents, debt and public equities are expected 
to be highly liquid, as they will be invested in securities that are actively traded. Risk Management utilizes appropriate 
measures and controls to monitor liquidity risk in order to ensure that there is sufficient liquidity to meet financial 
obligations as they come due. a liquidity report taking into consideration future forecasted cash flows is prepared and 
presented to senior management on a weekly basis. this ensures that sufficient cash reserves are available to meet forecasted 
cash outflows. additionally, a contingency plan, involving back-up sources of liquidity, is maintained and can be deployed 
in case of market disruption.

psp investments has the ability to raise additional capital through the use of its capital debt program. this program 
allows psp investments to issue short-term promissory notes and medium-term notes to a maximum amount of $3 billion 
and $1 billion, respectively. note 8 provides additional information on the usage of the capital debt program.

the terms to maturity of the notional amount of derivatives, including related payable amounts, are disclosed in 
note 3 (b). all other significant financial liabilities have a term to maturity of one year or less.

5. FUND TrANSFErS

psp investments received fund transfers of $853 million for the year ended March 31, 2009 (2008 – $842 million) from 
the canadian forces pension fund. the transfers received are comprised of the net employer and employee contributions 
to the canadian forces pension plan in respect of member service after april 1, 2000.



132 |   Public Sector Pension Investment Board   |

Canadian Forces Pension Plan Account

Notes to tHe FiNANCiAL stAteMeNts
for the year ended March 31, 2009

6. INVESTMENT INCOME (LOSS)

(a) inVestment income (loss)

investment income (loss), for the year ended March 31, is as follows:

($ millions) 2009 2008

Interest income  $      94  $    145
Dividend income 82 76
Other income 48 22
Security lending income 1 2
Interest expense (Note 8) (13) (10)
Transaction costs (7) (5)
External investment management fees 1 (11) (12)

194 218

Net realized (losses) gains 2 (1,245) 315

Net unrealized losses 3 (854) (573)

Investment Income (Loss)  $ (1,905)  $ (40)

1  these are amounts incurred for public market investments and paid directly by psp investments (note 1). amounts incurred for private Market 
investments are disclosed in note 3 (a) (ii).

2  includes foreign currency losses of $122 million for the year ended March 31, 2009 (2008 – $117 million).

3  includes unrealized gains of $37 million for the year ended March 31, 2009 for certain direct investments in private equity and infrastructure 
determined using valuation techniques for which certain assumptions cannot be fully supported by prices from observable current 
market transactions.
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6. INVESTMENT INCOME (LOSS) (continued)

(B) inVestment income (loss) By asset mix

investment income (loss) by asset mix based on the economic intent of the investment strategies of the underlying assets 
as outlined in the sip&p, for the year ended March 31, after allocating net realized and unrealized gains and losses on 
investments to the asset classes to which they relate, is as follows:

($ millions) 2009 2008

Developed World Equity
 Canadian Equity  $  (723)  $     47
 US Large Cap Equity (90) (94)
 EAFE Large Cap Equity (120) (48)
Small Cap Developed World Equity (99) (128)
Emerging Markets Equity (198) 34
private Equity (318) 53
Nominal Fixed Income
 Cash & Cash Equivalents 7 11
 World Government Bonds 96 34
 Canadian Fixed Income 39 58
real return Assets
 World Inflation-Linked Bonds 33 16
 Real Estate (156) 151
 Infrastructure 22 6
Absolute return 1 (398) (180)

Investment Income (Loss)  $ (1,905)  $ (40)

1 includes amounts related to real estate debt strategies.



134 |   Public Sector Pension Investment Board   |

Canadian Forces Pension Plan Account

Notes to tHe FiNANCiAL stAteMeNts
for the year ended March 31, 2009

7. ExpENSES

(a) allocation of exPenses

the act requires that the costs of operation of psp investments be charged to the plans for which it provides 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 Minister of public safety. an allocation 
policy has been developed which allocates the direct costs of investment activities, such as external investment management 
fees and custodial fees, to each plan account, based upon the asset value of each plan account at the time the expense 
was incurred. 

all other operating expenses, excluding the direct cost of investment activities listed above, for the year ended 
March 31, have been allocated as follows:

2009 2008

Public Service Pension Plan Account 72.6% 72.6%
Canadian Forces Pension Plan Account 20.1 20.1
Royal Canadian Mounted Police Pension Plan Account 7.2 7.2
Reserve Force Pension Plan Account 0.1 0.1

Total 100.0% 100.0%

expenses are paid by psp investments by way of advances from the public service pension plan account, which are 
reimbursed by the other plan accounts on a quarterly basis.

(B) oPerating exPenses

operating expenses allocated to this plan account, for the year ended March 31, consist of the following:

($ thousands) 2009 2008

Salaries and benefits  $ 9,706  $ 6,952
Professional and consulting fees 2,008 4,122
Office supplies and equipment 1,765 1,383
Other operating expenses 1,605 1,259
Depreciation of fixed assets 936 641
Occupancy costs 726 507
Custodial fees 252 410
Remuneration earned by Directors 183 153
Travel and related expenses for Directors 77 33
Communication expenses 19 33

Total  $ 17,277  $ 15,493



|   Public Sector Pension Investment Board   | 135

Canadian Forces Pension Plan Account

Notes to tHe FiNANCiAL stAteMeNts
for the year ended March 31, 2009

8. CApITAL DEBT FINANCINg

as of March 31, 2009, psp capital inc., a wholly-owned subsidiary of psp investments, has $1,579 million  
(2008 – $1,551 million) of short-term promissory notes outstanding with maturity dates between 28 and 364 days of 
issuance, of which $316 million (2008 – $312 million) has been allocated to the canadian forces pension plan account 
and included in note 3 (a) as a short-term investment-related liability. as at March 31, 2009, psp capital inc. has $1 billion 
(2008 – nil) of medium-term notes issued and outstanding, of which $200 million (2008 – nil) has been allocated to the 
canadian forces pension plan account. these medium-term notes bear interest of 4.57% per annum and have a maturity 
date of december 9, 2013; $600 million of these medium-term notes were issued on december 9, 2008 and $400 million 
were issued on february 24, 2009. these medium-term notes are included in note 3 (a) as a long-term investment-related 
liability. as at March 31, 2009, the fair value, including accrued interest, of these medium-term notes is $1,054 million 
(2008 – nil), of which $210 million (2008 – nil) has been allocated to the canadian forces pension plan account. the 
maximum authorized by the board of directors for the short-term promissory notes and medium-term notes is $3 billion 
and $1 billion, respectively. the capital raised was used primarily to finance real estate and infrastructure investments 
and is unconditionally and irrevocably guaranteed by psp investments. 

the operating expenses incurred by psp capital inc. were allocated to each plan account as described in  
note 7 (a).

interest expense, for the year ended March 31, is as follows:

($ millions) 2009 2008

Short-term promissory notes  $ 11  $ 10
Medium-term notes 2 –

Total  $ 13  $ 10

9. CApITAL MANAgEMENT

as an investment company, psp investments objectives in managing its capital are:

–  to invest fund transfers, outlined in note 5, in the best interests of the beneficiaries and contributors under the 
Superannuation Acts. the funds received are invested with a view of achieving a maximum rate of return, without 
undue risk of loss, with regards to the funding, policies and requirements of the pension plans established under the 
Superannuation Acts. the funds are also invested in accordance with the investment Risk Management policies which 
are outlined in note 4.

–  to maintain an appropriate credit rating to achieve access to the capital markets at the lowest cost of capital. through 
psp capital inc., and its leverage policies, psp investments has the ability to raise capital by issuing short-term 
promissory notes and medium-term notes. note 8 provides information on the capital debt financing and note 4 (c) 
provides information on psp investments’ liquidity. additionally, as at March 31, 2009, psp investments has an 
operating line of credit of $10 million. as at March 31, 2009, no amounts have been withdrawn.

the capital structure of psp investments consists of fund transfers and capital debt financing. psp investments has 
no externally imposed restrictions on capital.
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10. gUArANTEES AND INDEMNITY

psp investments provides indemnification to its directors, its officers and to certain psp investments representatives 
who are asked to serve the boards or like bodies of entities in which psp investments has made a substantial investment. 
as a result, but subject to the act, psp investments may be required to indemnify these parties for costs incurred, such 
as claims, actions or litigations in connection with the exercise of their duties. to date, psp investments has not received 
any claims nor made any payment for such indemnity.

as part of investment transactions, psp investments and its subsidiaries guaranteed letter of credit facilities. the 
beneficiaries of these letter of credit facilities have the ability to draw against these facilities to the extent that the contractual 
obligations, as defined in the related agreements, are not met. as at March 31, 2009, the maximum exposure of the plan 
was $3 million (2008 – $2 million).

as at March 31, 2009, psp investments agreed to guarantee, as part of an investment transaction, a non-revolving 
term loan. in the event of a default, the plan would assume the obligation up to $81 million plus interest and other 
related costs.

psp investments also unconditionally and irrevocably guarantees all credit facilities, short-term promissory notes 
and medium-term notes issued by its wholly-owned subsidiary, psp capital inc.

11. COMMITMENTS

psp investments and its subsidiaries have committed to enter into investment transactions, which will be funded over 
the next several years in accordance with agreed terms and conditions. as at March 31, 2009, the outstanding commitments 
for the plan amounted to $1,516 million ($926 million for private equity investments, $359 million for real estate 
investments, $116 million for public market investments and $115 million for infrastructure investments).
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Auditors’ report

to the Minister of public safety

We have audited the balance sheet 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, 2009, and the 
statements of net loss from operations and comprehensive income 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 standards 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 supporting 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 as at March 31, 2009, and the results of its operations and changes in 
its net assets for the year then ended in accordance with canadian generally accepted accounting principles. as required 
by the Financial Administration Act, we report that, in our opinion, these principles have been applied on a basis consistent 
with that of the preceding year.

further, in our opinion, the transactions of the Royal canadian Mounted police pension plan account that have 
come to our notice during our audit of the financial statements have, in all significant respects, been in accordance with 
the applicable provisions of part X of the Financial Administration Act and regulations, the Public Sector Pension Investment 
Board Act and regulations and the by-laws of psp investments and its wholly-owned subsidiaries.

 
 sheila fraser, fca
1 chartered accountant auditor permit no. 18527 auditor general of canada

Montreal, canada ottawa, canada 
May 11, 2009 May 11, 2009

Royal Canadian Mounted Police Pension Plan Account
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BALANCe sHeet
as at March 31

($ millions) 2009 2008

ASSETS
Investments (Note 3 (a))  $  2,751  $  3,020
Investment-related assets (Note 3 (a)) 53 167
Other assets 2 1

TOTAL ASSETS  $  2,806  $  3,188

LIABILITIES
Investment-related liabilities (Note 3 (a))  $ 385  $ 396
Accounts payable and accrued liabilities 3 1
Due to the Public Service Pension Plan Account (Note 7) 2 4

TOTAL LIABILITIES  $ 390  $ 401

NET ASSETS  $  2,416  $  2,787

Accumulated net income from operations and comprehensive income  $ 36  $ 721

Accumulated fund transfers 2,380 2,066

NET ASSETS  $  2,416  $  2,787

Commitments (Note 11)

the accompanying notes are an integral part of the financial statements.

on behalf of the board of directors:

 

paul cantor Keith Martell
chair of the board chair of the audit and conflicts committee
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stAteMeNt oF Net Loss FroM operAtioNs  
ANd CoMpreHeNsive iNCoMe
for the year ended March 31

($ millions) 2009 2008

INVESTMENT LOSS (Note 6)  $ (679)  $ (13)

OpErATINg ExpENSES (Note 7) 6 6

NET LOSS FrOM OpErATIONS AND COMprEHENSIVE INCOME  $ (685)  $ (19)

the accompanying notes are an integral part of the financial statements.

stAteMeNt oF CHANGes iN Net Assets
for the year ended March 31

($ millions) 2009 2008

NET ASSETS, BEgINNINg OF YEAr (as previously reported)  $ 2,787  $ 2,525

Change in accounting policy – financial instruments – (1)

NET ASSETS, BEgINNINg OF YEAr (as restated)  $ 2,787  $ 2,524

Fund transfers (Note 5) 314 282
Net loss from operations and comprehensive income (685) (19)

(Decrease) increase in net assets for the year (371) 263

NET ASSETS, END OF YEAr  $ 2,416  $ 2,787

the accompanying notes are an integral part of the financial statements.
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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 the net contributions of the public service, canadian forces and Royal 
canadian Mounted police pension plans in financial markets. at the end of March 2007, psp investments’ mandate was 
expanded to include the investment of the net contributions of the Reserve force pension plan. the first net contributions 
were received from the Reserve force pension plan in april 2007.

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 net contributions are 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 in the plan account.

psp investments is responsible for managing amounts that are transferred to it in the best interests of the beneficiaries 
and contributors under the Royal Canadian Mounted Police Superannuation Act. the amounts are to be invested with a view 
of achieving a maximum rate of return, without undue risk of loss, with regards 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 and its wholly-owned 
subsidiaries as they pertain to the investment of the net contributions transferred to it from the Royal canadian Mounted 
police pension fund in respect of member service after april 1, 2000. 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 financial statements have been prepared in accordance with canadian generally accepted accounting principles 
(gaap) and the requirements of the act. psp investments qualifies as an investment company and therefore reports its 
investments at fair value, in accordance with accounting guideline 18, “investment companies” (acg-18). all changes in 
fair value were included in investment income as net unrealized gains or losses in the year the change occurred 
(note 6 (a)).

comparative figures have been reclassified to conform to the current year’s presentation.
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1. SUMMArY OF SIgNIFICANT ACCOUNTINg pOLICIES (continued)

Valuation of inVestments

investments for each asset class are recorded as of the trade date (the date upon which the substantial risks and rewards 
are transferred) and are stated at fair value. fair value is an estimate of the amount of consideration that would be agreed 
upon in an arm’s length transaction between knowledgeable, willing parties who are under no compulsion to act.

Market prices or rates are used to determine fair value where an active market exists (such as a recognized stock 
exchange), as it is the best evidence of the fair value of an investment. if quoted market prices or rates are not available, 
then fair values are estimated using present value or other valuation techniques, using inputs existing at the balance sheet 
dates. if available, market observable inputs are applied to valuation models.

valuation techniques are generally applied to private equity, infrastructure and real estate investments as well as 
over-the-counter (otc) derivatives. the values derived from applying these techniques are impacted by the choice of 
valuation model and the underlying assumptions made concerning factors such as the amounts and timing of future cash 
flows, discount rates, volatility and credit risk.

fair values of investments are determined as follows:

(a)  cash & cash equivalent investments are recorded at cost plus accrued interest, which approximate fair value, and 
are mostly comprised of cash, floating rate notes, term deposits and government short-term securities. 

(b)  Quoted market prices for public equities, using the bid price for long positions and the ask price for short positions, 
are used to present the fair value of these investments.

  unit values obtained from each of the funds’ administrators, reflecting the market prices of the underlying securities, 
are used to present the fair value of pooled funds.

(c)  private equity and infrastructure investments are fair-valued at least annually. 

   the fair value for investments held directly by psp investments is determined using acceptable industry valuation 
methods such as earnings multiples, discounted cash flows analysis, price of recent investments and publicly traded 
comparables. valuation techniques involve assumptions including discount rates and the projected length of cash 
flows. the valuation methodologies have been developed based on the International Private Equity and Venture Capital 
Valuation Guidelines. 

  in the case of investments in fund portfolios, fair value is generally determined based on the audited fair values 
reported by the fund’s general partner using acceptable industry valuation methods. 

  for each investment the relevant methodology is applied consistently over time.
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1. SUMMArY OF SIgNIFICANT ACCOUNTINg pOLICIES (continued)

Valuation of inVestments (continued)

(d)  the fair value of investments in real estate held directly by psp investments is determined at least annually, using 
acceptable industry valuation methods, such as discounted cash flows and comparable transactions. valuation 
techniques involve various assumptions including capitalization rate and the projected cash flows and/or net operating 
income. the assumptions are supported by observable market data. Management uses the services of a third-party 
appraiser to determine the fair value of real estate investments. these valuations are prepared using professional 
appraisal standards, such as the canadian uniform standards of professional appraisal practice and the uniform 
standards of professional appraisal practice in the united states of america. 

  in the case of investments in fund portfolios, fair value is generally determined based on the audited fair values 
reported by the fund’s general partner using acceptable industry valuation methods.

  the fair value of real estate loans is estimated by discounting expected future cash flows using interest rates offered 
for similar loans to borrowers with similar credit ratings. Management may use the services of a third-party appraiser 
to determine the fair value of real estate loans.

 for each investment the relevant methodology is applied consistently over time. 

(e)  fixed income securities are valued at quoted market prices using the bid price for long positions and the ask price 
for short positions, where available. Where quoted market prices are not available, estimated values are calculated 
using either an appropriate interest rate curve with a spread associated with the credit quality of the issuer or other 
generally accepted pricing methodologies.

(f)  all listed derivative financial instruments are recorded at fair value using quoted market prices with the bid price for 
long positions and the ask price for short positions. for derivatives traded otc, appropriate valuation techniques, 
such as discounted cash flows using current market yields, are used to determine fair value. the assumptions used 
include the statistical behaviour of the underlying instruments and the ability of the model to price consistently with 
observed market transactions. for many pricing models there is no material subjectivity because the methodologies 
employed do not necessitate significant judgement and the pricing inputs are observed from actively quoted markets. 
additionally, the pricing models used are widely accepted and used by other market participants.

  the fair value of credit derivatives, including credit default swaps and synthetic collateralized debt obligations, are 
also determined based on valuation techniques. certain assumptions are made with respect to the probability of the 
event of default of the underlying securities, of its recovery rate and its corresponding impact on cash distributions. the 
instrument is then valued by discounting the expected cash flows by an appropriate discount factor.

Valuation of caPital DeBt financing

the fair value of psp investments’ short-term capital debt financing includes the cost amount and accrued interest, which 
approximates fair value. the fair value of psp investments’ long-term capital debt financing is determined based on quoted 
market prices. 
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1. SUMMArY OF SIgNIFICANT ACCOUNTINg pOLICIES (continued)

transaction costs

transaction costs are incremental costs directly attributable to the acquisition, issue, or disposal of a financial asset or 
financial liability. transaction costs are expensed as incurred and recorded as a component of investment income. 

inVestment management fees

investment management fees are costs directly attributable to the external management of funds on behalf of psp 
investments. investment management fees incurred for the private equity, Real estate and infrastructure asset classes are 
paid, as determined by the fund manager, either by the investment directly, through capital contributions by psp 
investments or offset against distributions received from the investment (note 3 (a) (ii)). these amounts are recorded 
against investment income. investment management fees are also incurred for certain public equity investments and these 
amounts are paid directly by psp investments and recorded against investment income (note 6).

income recognition

the investment income (loss) has been allocated proportionately based on the asset value held by the Royal canadian 
Mounted police pension plan account (“the plan”).

investment income is made up of dividends, accrued interest income, realized gains and losses on the disposal of 
investments and unrealized gains and losses which reflect the change in unrealized appreciation (depreciation) of 
investments held at the end of the year. dividend income is recognized on the ex-dividend date. investment income from 
private market investments also includes the related distributions from pooled funds, limited partnerships as well as from 
direct and co-investments.

translation of foreign currencies

investment transactions in foreign currencies are recorded at the rates of exchange prevailing 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 exchange are included in 
investment income.

funD transfers

amounts received from the Royal canadian Mounted police pension fund are recorded in its respective plan account.

income taxes

psp investments and the majority of its subsidiaries are exempt from part i tax under paragraph 149(1)(d) of the Income 
Tax Act (canada).
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1. SUMMArY OF SIgNIFICANT ACCOUNTINg pOLICIES (continued)

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, principally the valuation of private equity, infrastructure and real estate investments, 
related income and expenses and note disclosures. actual results may differ from estimates.

2. CHANgES IN ACCOUNTINg pOLICIES

new accounting stanDarDs

on april 1, 2008, psp investments adopted the Canadian Institute of Chartered Accountants (CICA) Handbook section 1535, 
“capital disclosures”, as well as section 3862, “financial instruments – disclosures” and section 3863, “financial 
instruments – presentation”.

section 1535, “capital disclosures” specifies the disclosure of (i) an entity’s objectives, policies, and processes for 
managing capital, (ii) quantitative data about what the entity regards as capital, (iii) whether the entity has complied with 
any capital requirements, and (iv) if it has not complied, the consequences of such non-compliance. the adoption of this 
standard has no significant impact on psp investments’ financial statements other than additional note disclosure 
in note 9.

section 3862, “financial instruments – disclosures” and section 3863, “financial instruments – presentation” replace 
section 3861, “financial instruments – disclosure and presentation”. the new standards revise and enhance disclosures 
about the significance of financial instruments to the entity’s financial position and performance, the nature and extent 
of the risks arising from financial instruments and how the entity manages those risks. the adoption of this standard is 
disclosed in note 4.

additionally, in January 2009, the emerging issues committee (eic) of the cica issued eic-173 “credit risk and 
the fair value of financial assets and financial liabilities” which requires that the fair value of financial instruments (including 
derivative financial instruments) take into account the counterparties’ credit risk for assets and psp investments’ credit 
risk for liabilities. the adoption of eic-173 did not have a significant impact on psp investments’ financial statements.

future accounting changes

in february 2008, the accounting standards board (acsb) confirmed that canadian gaap for publicly accountable 
enterprises will be converged with international financial Reporting standards (ifRs) effective January 1, 2011. 
psp investments will be required to report under ifRs for interim and annual financial statements effective april 1, 2011 
with ifRs comparatives. 

psp investments is currently evaluating the impact of the adoption of ifRs on its financial statements.
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3. INVESTMENTS

(a) inVestment Portfolio

the investment portfolio, before allocating the effect of derivative contracts and investment-related assets and liabilities 
to the asset classes to which they relate, as at March 31, is as follows:

($ millions) 2009 2008

 Fair Value Cost   Fair Value Cost

Developed World Equity    
 Canadian Equity  $ 455  $ 545  $ 545  $ 502
 US Large Cap Equity 52 70 132 149
 EAFE Large Cap Equity 83 132 142 151
Small Cap Developed World Equity 53 70 98 115
Emerging Markets Equity 105 132 131 117
private Equity 304 358 289 279
Nominal Fixed Income
 Cash & Cash Equivalents 220 238 263 261
 World Government Bonds 54 50 128 130
 Canadian Fixed Income 521 524 624 656
real return Assets
 World Inflation-Linked Bonds 14 15 15 14
 Real Estate 508 461 411 333
 Infrastructure 194 167 99 96
Absolute return 188 194 143 144

INVESTMENTS  $ 2,751  $ 2,956  $ 3,020  $ 2,947

Investment-related Assets
 Amounts receivable from pending trades  $ 18  $ 19  $ 127  $ 127
 Derivative-related receivables 35 5 40 6

Total Investment-related Assets  $ 53  $ 24  $ 167  $ 133

Investment-related Liabilities 
 Amounts payable from pending trades  $ (36)  $ (36)  $ (142)  $ (142)
 Securities sold short (38) (44) (52) (53)
 Derivative-related payables (122) (8) (92) (4)
 Capital debt financing (Note 8)
  Short-term (113) (113) (110) (110)
  Long-term (76) (74) – –

Total Investment-related Liabilities  $ (385)  $ (275)  $ (396)  $ (309)

NET INVESTMENTS  $     2,419  $     2,705  $     2,791  $     2,771



146 |   Public Sector Pension Investment Board   |

Royal Canadian Mounted Police Pension Plan Account

Notes to tHe FiNANCiAL stAteMeNts
for the year ended March 31, 2009

3. INVESTMENTS (continued)

(a) inVestment Portfolio (continued)

Developed world equity, small cap Developed world equity and emerging markets equity(i) 

developed World equity, small cap developed World equity and emerging Markets equity (referred to as “public Market 
equities”) include common shares, american depository receipts, global depository receipts, participation notes, preferred 
shares, income trust units, exchange traded funds, and securities convertible into common shares of publicly listed issuers.

Private equity, real estate and infrastructure(ii) 

the private equity asset class is comprised of direct investments and fund portfolios in equity ownerships or investments 
with the risk and return characteristics of equity. they include investments in private companies, mezzanine debt and 
distressed debt. as at March 31, 2009, the total amount of financing included in the private equity portfolio for direct 
investments controlled by psp investments for the plan is nil (2008 – nil).

the real estate asset class is comprised of direct ownerships in properties, third-party debts and fund investments in 
the real estate sector. the real estate investments are classified into two portfolios (an equity portfolio and a debt portfolio). 
the equity portfolio is comprised of direct ownerships in income-producing properties in office, retail, industrial, hospitality 
and residential sectors, as well as private funds and publicly traded securities invested in real estate assets. the debt 
portfolio is comprised of third-party loans such as junior and senior debts, construction loans, bridge loans, income-
participating loans, mezzanine loans and other structured investments where significant portions of the value are attributed 
to the underlying real estate assets. Real estate investments are made in accordance with the approved policies for leverage 
specifically applicable for this asset class. the real estate asset class is accounted for in the investment portfolio net of all 
third-party financings. as at March 31, 2009, the total amount of financing included in the real estate portfolio for direct 
investments controlled by psp investments for the plan is approximately 270 million (2008 – $200 million).

infrastructure investments are comprised of direct investments and fund portfolios in equity and debt instruments 
in public and private companies primarily engaged in the management, ownership or operation of assets in power, 
regulated businesses, transportation, telecom or social infrastructure. infrastructure investments are made in accordance 
with the approved policies for leverage specifically applicable for this asset class. as at March 31, 2009, the total amount 
of financing included in the infrastructure portfolio for direct investments controlled by psp investments for the plan is 
approximately $50 million (2008 – $30 million).
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3. INVESTMENTS (continued)

(a) inVestment Portfolio (continued)

(ii) Private equity, real estate and infrastructure (continued)

the fair value of certain direct investments in private equity and infrastructure are determined using valuation 
techniques whereby certain assumptions cannot be fully supported by prices from observable current market transactions. 
varying certain key elements of the valuation technique will have an impact on the fair value of the investments as at 
March 31, 2009. for example, increasing the discount rate by 50 bps would result in a decrease to the fair value of these 
investments of $17 million; decreasing the discount rate by 50 bps would result in an increase to the fair value of these 
investments of $28 million.

the private equity, Real estate and infrastructure asset classes are referred to as “private Market investments”. the 
fair values of the majority of private market investments are reviewed at least annually, and any resulting adjustments are 
reflected as unrealized gains or losses in investment income. the fair value of private market investments that are invested 
in funds are determined based on the audited annual financial statements received from external investment managers.

investment management fees, as disclosed in note 1, are incurred for private market investments and generally vary 
between 0.2% and 5.5% of the total invested amount. investment management fees of $14 million for the year ended 
March 31, 2009 (2008 – $8 million) were recorded against investment income.

nominal fixed income and world inflation-linked Bonds(iii) 

nominal fixed income includes cash & cash equivalents and bonds. cash on hand and cash equivalents include the 
following instruments having a maximum term of one year or less: demand deposits, treasury bills, short-term notes, 
bankers’ acceptances, term deposits and guaranteed investment certificates. floating rate notes are considered cash and 
cash equivalents provided the coupons reset more than once per year. bonds include canadian government bonds, canadian 
provincial and territorial bonds, canadian municipal and corporate bonds, as well as international sovereign bonds.

psp investments held third-party or non-bank sponsored asset-backed commercial paper (abcp) that suffered a 
liquidity disruption in mid-august 2007. 

subsequent to the liquidity disruption event, psp investments participated in a restructuring process with other 
investors. on august 16, 2007, a standstill agreement was entered into by a number of significant investors and financial 
institutions that transacted with the non-bank sponsored conduits. the pan-canadian investors committee for third-
party structured asset-backed commercial paper (“the investors’ committee”) was subsequently formed, consisting of 
an important number of major abcp investors, to oversee the restructuring process during this standstill period.

as part of the investors’ committee restructuring plan, the following asset categories were pooled together under 
three separate vehicles: (1) leveraged super senior (lss) tranches of collateralized debt obligations and other assets 
(collectively referred to as “lss/Hybrid assets”); (2) traditional assets which include securitized assets (for example, 
credit card receivables and auto loans); and (3) ineligible assets which include assets with uncertain credit quality by 
reason of their exposure to us subprime mortgages or otherwise. investors in abcp received long-term floating rate notes 
(for each of the aforementioned investment vehicles) with maturities based upon the maturity of the underlying assets.



148 |   Public Sector Pension Investment Board   |

Royal Canadian Mounted Police Pension Plan Account

Notes to tHe FiNANCiAL stAteMeNts
for the year ended March 31, 2009

3. INVESTMENTS (continued)

(a) inVestment Portfolio (continued)

(iii) nominal fixed income and world inflation-linked Bonds (continued)

under the investors’ committee restructuring plan, the lss/Hybrid assets were split into two separate and distinct 
master asset vehicles (Mav); the first, referred to as “Mav1”, in which case investors elected to commit their pro rata 
share of a margin funding facility associated with their underlying assets; and the second, referred to as “Mav2”, whereby 
investors are able to commit less than, or none of their pro rata share of a margin funding facility, in which case certain 
investors, foreign banks and canadian banks will fund the remaining portion. psp investments participated in Mav1. 
Within the Mav1, the lss/Hybrid assets were further restructured into different classes (class a-1, class a-2, class b, 
class c, traditional assets (ta) and ineligible assets (ia)) of floating rate notes in order to permit a credit rating to be 
obtained on two of these notes (class a-1 and class a-2). a third Mav, referred to as “Mav3”, includes series secured 
solely by ta and ia notes. additionally, the margin funding facilities in Mav1 and Mav2 are provided by third-party 
lenders, canadian banks, asset providers, noteholders and the federal and provincial governments of canada. these 
facilities are designed to reduce the risk that the newly formed vehicles will not be able to meet margin calls if future 
circumstances warrant them. the key parties to the restructuring have also agreed to enhance the transaction by including 
a moratorium which prevents collateral calls for a period of 18 months from the implementation and closing date of 
the restructuring.

as at January 21, 2009, the investors’ committee implemented and closed the abcp restructuring transaction. 
pursuant to the terms of the restructuring, abcp holders exchanged their investments for long-term floating rate notes. 
as at January 21, 2009, psp investments held abcp with an overall face value of $1,962 million, of which $141 million 
has been allocated to the plan. psp investments has adopted a valuation technique to determine the fair value of the 
long-term floating rate notes that were received.   

under the terms of the restructuring plan, psp investments has received $878 million of Mav1 class a-1 notes, 
$590 million of Mav1 class a-2 notes, $101 million of Mav1 class b notes, $48 million of Mav1 class c notes, 
$28 million of Mav1 ta tracking notes, $89 million of Mav1 ia tracking notes, $114 million of Mav3 ta tracking notes 
and $114 million of Mav3 ia tracking notes. the amounts that have been allocated to the plan are as follows: $63 million 
of Mav1 class a-1 notes, $42 million of Mav1 class a-2 notes, $7 million of Mav1 class b notes, $3 million of Mav1 
class c notes, $2 million of Mav1 ta tracking notes, $6 million of Mav1 ia tracking notes, $9 million of Mav3 ta 
tracking notes and $9 million of Mav3 ia tracking notes. in addition, psp capital inc., a wholly-owned subsidiary of 
psp investments, has provided funding facilities of a maximum amount of $969 million to support potential margin calls 
on the long-term floating rate notes.
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3. INVESTMENTS (continued)

(a) inVestment Portfolio (continued)

(iii) nominal fixed income and world inflation-linked Bonds (continued)

the Mav1 notes, excluding ta and ia notes, are expected to return approximately banker’s acceptance (ba) plus 
30 bps (before funding facility and administrative costs) and have an average maturity of eight years. the Mav1 and 
Mav3 ta tracking notes and the Mav1 and Mav3 ia tracking notes reflect the net return and maturity of the respective 
series’ underlying assets (assumed to have a maturity of eight years). for the purpose of valuation, the restructured floating 
rate notes of Mav1, excluding ta and ia notes, were proxied to comparable eight-year floating rate notes as at 
January 21, 2009. the class a-1 and class a-2 notes are a-rated and the class b and class c notes are established at a 
credit rating of bb for valuation purposes, and accordingly, were proxied to floating rate notes with similar credit quality 
and terms. Mav1 and Mav3 ta tracking notes are assumed to be aaa-rated and to have a maturity of eight years and a 
return of ba + 40 bps. the ta tracking notes were proxied to comparable floating rate notes as at January 21, 2009. the 
Mav1 and Mav3 ia tracking notes contain principally assets that have exposure to us subprime loans and mortgages. 
a valuation of the ia tracking notes was performed based on the credit quality of the underlying assets. the implicit cost 
of the funding facilities, approximating 120 bps, reduces the expected yield of the long-term floating rate notes.

based on the above valuation methodology, management’s best estimate of the fair value of abcp allocated to the 
plan, prior to the exchange into long-term floating rate notes at January 21, 2009, is equal to approximately $70 million 
(March 31, 2008 – $109 million).

on March 31, 2009, psp investments measured the fair value of its new long-term floating rate notes. during this 
valuation, psp investments reviewed the assumptions made in its valuation technique, taking into consideration new 
information available as well as changes in the credit market environment. as at March 31, 2009, the fair value of the 
new long-term floating rate notes allocated to the plan amounted to $74 million and the cumulative write-down on both 
the abcp and new long-term floating rate notes allocated to the plan amounted to $67 million, representing 47% of the 
original face value. the fair value calculation includes a negative amount of $7 million in respect of the funding facilities 
allocated to the plan as at March 31, 2009.

the long-term floating rate notes allocated to the plan are reported as canadian fixed income under the investment 
portfolio (note 3 (a)). the write-down on the abcp is included as part of the absolute return on investment income in 
note 6 (b).

the fair value of the long-term floating rate notes was established as a function of the information available as at 
March 31, 2009, which includes certain assumptions used in the valuation model such as interest rate spreads, assumed 
credit rating of restructured notes, expected returns of the restructured notes, as well as the maturity and liquidity of the 
restructured notes. varying certain key elements of the valuation technique will have an impact on the fair value of the 
long-term floating rate notes allocated to the plan as at March 31, 2009. for example, increasing interest rate spreads by 
50 bps would result in a decrease to the fair value of the long-term floating rate notes allocated to the plan by $4 million. 
the fair value of the long-term floating rate notes allocated to the plan may change in future periods as a result of 
fluctuations in the major elements of the valuation methodology.

absolute return(iv) 

in addition to the different asset classes outlined in the asset mix policy, psp investments employs a number of absolute 
return strategies, consisting of derivative financial products such as those described in note 3 (b), whose objective is to 
generate positive returns regardless of market conditions.



150 |   Public Sector Pension Investment Board   |

Royal Canadian Mounted Police Pension Plan Account

Notes to tHe FiNANCiAL stAteMeNts
for the year ended March 31, 2009

3. INVESTMENTS (continued)

(B) DeriVatiVe financial instruments

derivative financial instruments are financial contracts, the value of which is derived from changes in underlying assets, 
interest or exchange rates. psp investments uses derivative financial instruments to increase returns or to replicate 
investments synthetically. derivatives are also used to reduce the risk associated with existing investments.

psp investments uses the following types of derivative financial instruments as described below:

swaps(i) 

swaps are transactions whereby two counterparties exchange cash flow streams with each other based on predetermined 
conditions that include a notional amount and a term. swaps are used to increase returns or to adjust exposures of certain 
assets without directly purchasing or selling the underlying assets.

futures(ii) 

futures are standardized contracts to take or make delivery of an asset (buy or sell) at a specific time in the future for a 
specific price that has been agreed upon today. futures are used to adjust exposures to specified assets without directly 
purchasing or selling the underlying assets.

forwards(iii) 

forwards are contracts involving the sale by one party and the purchase by another party of a predefined amount of an 
underlying instrument, at a predefined price and a predefined date in the future. forwards are used for yield enhancement 
purposes or to manage exposures to currencies and interest rates.

options(iv) 

options are the right, but not the obligation, to buy or sell a given amount of an underlying security, index, or commodity, 
at an agreed-upon price stipulated in advance, either at a determined date or at any time before the predefined 
maturity date.

warrants and rights(v) 

Warrants are options on an underlying asset which is in the form of a transferable security and which can be listed on 
an exchange.

Rights are securities giving shareholders entitlement to purchase new shares issued by a corporation at a predetermined 
price (normally less than the current market price) in proportion to the number of shares already owned. Rights are issued 
only for a short period of time, after which they expire.

collateralized Debt obligations(vi) 

a type of asset-backed security that is constructed from a portfolio of credit-related assets. collateralized debt obligations 
are usually divided into several tranches with different credit risk levels and corresponding interest payments. any losses 
are applied first to the more junior tranches (lowest risk rating) before moving up in seniority.
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3. INVESTMENTS (continued)

(B) DeriVatiVe financial instruments (continued)

notional values of derivative financial instruments are not recorded as assets or liabilities as they represent the face 
amount of the contract. notional values do not represent the potential gain or loss associated with the market or credit 
risk of such transactions. Rather, it serves as the basis upon which the cash flows and the fair value of the contracts 
are determined.

the following table summarizes the derivatives portfolio as at March 31:

($ millions) 2009 2008

INVESTMENTS
Notional

Value
Fair

Value
Notional

Value
Fair

Value

Equity and Commodity Derivatives
 Futures  $        45  $ –  $        63  $ 1
 Total Return Swaps 208 8 370 (3)
 Variance Swaps 8 – 16 –
 Warrants – – 3 1
 Options:  Listed-purchased – – 13 –
  Listed-written – – 14 –
Currency Derivatives
 Forwards 1,476 (12) 1,028 (13)
 Swaps – – 60 (5)
 Options: OTC-purchased 44 1 124 2
  OTC-written 11 – 66 (2)
Interest rate Derivatives
 Bond forwards 25 – 198 –
 Futures – – 102 –
 Interest Rate Swaps 282 – 393 1
 Total Return Swaps 252 4 241 1
 Swaptions 179 – 517 –
 Options: Listed-purchased – – 62 –
  Listed-written 179 – 88 –
  OTC-written 107 – – –
Credit Derivatives: 1

  Purchased 5 4 4 2
  Sold 117 (92) 97 (37)

Total  $   2,938  $ (87)  $   3,459  $ (52)

1  credit derivatives include collateralized debt obligations and a credit default swap. psp investments, through sold credit derivatives, indirectly 
guarantees the underlying reference obligations. the maximum potential exposure is the notional amount of the sold credit derivatives as shown in 
the table above.
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3. INVESTMENTS (continued)

(B) DeriVatiVe financial instruments (continued)

the fair value of derivative contracts, as at March 31, is represented by: 

($ millions) 2009 2008

Derivative-related receivables  $ 35  $ 40

Derivative-related payables (122) (92)

Total  $ (87)  $ (52)

the term to maturity based on notional value for the derivatives, as at March 31, is as follows:

($ millions) 2009 2008

Under 1 year  $  2,596  $  2,477
1 to 5 years 298 841
Over 5 years 44 141

Total  $  2,938  $  3,459
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3. INVESTMENTS (continued)

(c) inVestment asset mix

the statement of investment policies, standards and procedures (sip&p) sets out the long-term target weights of the 
assets that shall be invested for the four plan accounts. investments are classified by asset mix category as set out in the 
sip&p based on the economic intent of the investment strategies of the underlying assets.

the net investments, as at March 31, are as follows:

($ millions)  2009  2008

Asset Class Fair Value

 policy 
 portfolio 
 Long-Term 
 Target  Fair Value

 Policy 
 Portfolio 
 Long-Term 
 Target

Developed World Equity 
 Canadian Equity  $ 631 26.1% 30.0%  $ 826 29.6% 30.0%
 US Large Cap Equity 66 2.7 5.0 127 4.5 5.0
 EAFE Large Cap Equity 75 3.1 5.0 131 4.7 5.0
Small Cap Developed World Equity 56 2.3 5.0 138 5.0 5.0
Emerging Markets Equity 152 6.3 7.0 195 7.0 7.0
private Equity 300 12.4 10.0 284 10.2 10.0
Nominal Fixed Income
 Cash & Cash Equivalents 1 5 0.2 2.0 39 1.4 2.0
 World Government Bonds 151 6.2 5.0 161 5.8 5.0
 Canadian Fixed Income 304 12.6 8.0 346 12.4 8.0
real return Assets
 World Inflation-Linked Bonds 171 7.1 5.0 159 5.7 5.0
 Real Estate 333 13.8 10.0 289 10.3 10.0
 Infrastructure 175 7.2 8.0 96 3.4 8.0

NET INVESTMENTS  $ 2,419 100.0% 100.0%  $ 2,791 100.0% 100.0%

1 includes amounts related to absolute return and real estate debt strategies.
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3. INVESTMENTS (continued)

(D) securities lenDing

the plan participates in securities lending programs whereby it lends securities in order to enhance portfolio returns. 
any such securities lending requires collateral in cash, high-quality debt instruments or shares securities with a fair value 
equal to no less than 102% of the value of the securities lent. as at March 31, 2009, securities with an estimated fair value 
of $194 million (2008 – $365 million) were loaned out, while securities contractually receivable as collateral had an 
estimated fair value of $202 million (2008 – $379 million). 

(e) securities collateral

the plan deposited or pledged securities with a fair value of $75 million as collateral with various financial institutions 
as at March 31, 2009 (2008 – $29 million). securities with a fair value of $8 million (2008 – $2 million) have been 
received from other counterparties as collateral. psp investments does not repledge any collateral held. all collateral 
deposited, pledged and received were held with counterparties who had a minimum credit rating of “a–” as at 
March 31, 2009. the terms and conditions are outlined in note 4 (b) (i).  

4. INVESTMENT rISK MANAgEMENT

investment risk management is a central part of psp investments’ strategic management. it is a continuous process whereby 
psp investments methodically addresses the risks related to its various investment activities with the goal of achieving a 
maximum rate of return without undue risk of loss and a sustained benefit within each activity and across the 
total portfolio.

a risk governance structure that includes required reporting on risk to all levels within the organization also ensures 
that appropriate objectives are pursued and achieved in line with the fulfillment of psp investments’ legislated mandate. 
the board of directors and its committees oversee various issues related to risk and receive assurance from management 
and an independent internal auditor reporting directly to the audit and conflicts committee. 

the use of financial instruments exposes psp investments to credit and liquidity risks as well as market risks including 
foreign exchange and interest rate risks. these risks are managed in accordance with the investment Risk Handbook, 
which is an integral part of psp investments’ risk control system. the investment Risk Handbook contains an investment 
Risk Management policy which supplements the sip&p (policy portfolio). the policy portfolio determines a diversification 
strategy to mitigate risk whereby psp investments invests in a diversified portfolio of investments based on established 
criteria. additionally, the objective of these policies is to provide a framework for the management of credit, liquidity and 
market risks. derivative financial instruments, traded either on exchanges or otc are one of the vehicles used to mitigate 
the impact of market risk.

Risk Management is responsible for overseeing the various risk management functions including, but not limited to, 
investment risk functions. Risk Management monitors these risks and reports to senior management on a 
continuous basis.
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4. INVESTMENT rISK MANAgEMENT (continued)

(a) 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, volatility in share and commodity prices, interest rate, 
foreign exchange or other risk variables affecting all securities traded in the market.

Market risk is measured using the method known as value-at-Risk (vaR). vaR is the maximum loss not exceeded 
with a given probability defined as the confidence level, over a given period of time. psp investments has chosen a yearly 
95% confidence level to measure and report vaR. psp investments uses a Historical vaR model incorporating three years 
of monthly market returns which are scaled to a twelve-month holding period. Risk Management is responsible for 
implementing and maintaining a vaR measurement methodology for all asset classes and all financial risk factors.

Historical vaR is statistically valid under normal market conditions and does not specifically consider losses from 
severe market events. the Historical vaR model also assumes that the future will behave in a similar pattern to the past. 
if future market conditions differ significantly from those of the past, potential losses may differ from those originally 
estimated. the vaR is an estimate of a single value in a distribution of potential losses that can be experienced. as a result, 
it is not an estimate of the maximum potential loss.

the goal of actively managing the portfolio is to outperform the policy portfolio benchmarks while maintaining the 
active risk under 400 basis points. Relative vaR, as a result, is the maximum amount of loss of total investments, with 
95% certainty, relative to the policy portfolio benchmark over a twelve-month period.

the following table shows the total Relative vaR and the diversification effect as at March 31. the diversification 
effect captures the effect of holding different types of assets which may react differently in various types of situations and 
thus having the effect of reducing overall Relative vaR.

Active risk Taken

(Relative VaR – $ millions) 2009 2008

Public Market Equities  $ 56  $ 30
Nominal Fixed Income – 1
Real Return Assets 76 60
Absolute Return 83 15

Total Relative VaR (Undiversified) 215 106

Diversification Effect (119) (42)

Total relative Var  $ 96  $ 64

Risk Management monitors the absolute risk of the policy portfolio on a quarterly basis to ensure no undue loss may 
be experienced by psp investments.
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4. INVESTMENT rISK MANAgEMENT (continued)

(a) market risk (continued)

generally, changes in vaR between reporting periods are due to changes in the level of exposure, volatilities and/or 
correlations among asset classes. although vaR is a widely accepted risk measure, it must be complemented by other risk 
measures. psp investments therefore uses stress testing and scenario analysis to examine the impact on financial results 
of abnormally large movements in risk factors. stress testing and scenario analysis are used to test a portfolio’s sensitivity 
to various risk factors and key model assumptions. these methods also use historically stressed periods to evaluate how 
a current portfolio would fare under such circumstances. stress testing is also deployed to assess new product behaviour. 
stress testing and scenario analysis are utilized as a complement to the Historical vaR measure in order to provide greater 
insight on the size of potential losses that may be experienced. psp investments uses the expected shortfall and tail analysis 
measures to determine this. expected shortfall is defined as the conditional expectation beyond the vaR level. it is measured 
by averaging all data points showing a loss greater than vaR measured at a given confidence level. by increasing the 
confidence level of the vaR measure from 95% to 99%, psp investments is able to assess the size of the potential loss that 
would be exceeded one year out of 100 (instead of one year out of 20). therefore, there is a greater probability for larger 
losses, at the 99% confidence level, in extreme market conditions. Risk Management presents a stress testing and scenario 
analysis report to senior management on a quarterly basis.

interest rate risk(i) 

interest rate risk refers to the effect on the fair value of psp investments’ net asset value due to fluctuations in interest 
rates. changes in interest rates will directly affect the fair value of psp investments’ assets. the most significant exposure 
to interest rate risk is the investment in bonds and real estate loans.

the terms to maturity of the investments, before allocating the effect of derivative contracts and investment-related 
assets and liabilities, as at March 31, are as follows:

 Terms to Maturity

($ millions)
  Within
  1 Year

  1 to 5 
  Years

  5 to 10
  Years

  Over 
   10 Years

2009
  Total

2008
  Total

Government of Canada bonds  $     92  $     88  $     16  $     32  $   228  $   128

Provincial and Territorial bonds 22 30 19 35 106 93
Municipal bonds 1 2 4 – 7 9
Corporate bonds 9 42 29 100 180 394

Total Canadian Fixed Income  $   124  $   162  $     68  $   167  $   521  $   624

Total World government Bonds  $        –  $     22  $     18  $     14  $     54  $   128

Total World Inflation-Linked Bonds  $        –  $       1  $       2  $     11  $     14  $     15

real Estate Loans 1  $     26  $     26  $       –  $        2  $     54  $     36

grand Total  $   150  $   211  $     88  $   194  $   643  $   803

1 Real estate loans are a component of the Real estate asset class disclosed in note 3 (a).
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4. INVESTMENT rISK MANAgEMENT (continued)

(a) market risk (continued)

(i) interest rate risk (continued)

the terms to maturity of psp investments’ capital debt financing are disclosed in note 8.

absolute return strategies, as described in note 3, and derivative contracts are also subject to interest rate risk 
exposures. these exposures are reflected in the vaR calculation described in note 4 (a).

additionally, accounts receivable from pending trades and cash & cash equivalents are considered short-term in 
nature, and, as a result, their exposure to interest rate risk would not be significant.

foreign currency risk(ii) 

psp investments and its subsidiaries are exposed to currency risk through holdings of securities, units in pooled funds 
and units in limited partnerships of non-canadian assets. fluctuations in the relative value of the canadian dollar against 
these foreign currencies can result in a positive or a negative effect on the fair value of the investments. to mitigate this 
risk, psp investments may take, through foreign exchange forward contracts, positions in foreign currencies. psp 
investments’ policy is to hedge 50% of its foreign currency investments excluding emerging markets equity.

the underlying net foreign currency exposures, after allocating the effect of derivative contracts and investment-
related assets and liabilities for both monetary and non-monetary items, as at March 31, are as follows:

2009 2008

Currency Fair Value  % of Total Fair Value  % of Total
(in Canadian $) ($ millions) ($ millions)

US Dollar  $  331 52.9%  $  417 52.8%
Euro 148 23.6 164 20.8
British Pound 37 5.9 66 8.3
Yen 28 4.5 46 5.8
Hong Kong Dollar 22 3.4 18 2.2
New Taiwan Dollar 12 2.0 17 2.1
Korean Won 12 1.9 18 2.2
Australian Dollar 12 1.9 13 1.7
Brazilian Real 5 0.7 31 3.9
Others 19 3.2 1 0.2

Total  $  626 100.0%  $  791 100.0%

psp investments and its subsidiaries also have commitments, denominated in foreign currencies of $509 million 
($339 million us, €47 million and 31 million south african Rands (ZaR)) which are not included in the foreign currency 
exposure table.
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4. INVESTMENT rISK MANAgEMENT (continued)

(B) creDit risk

psp investments is exposed to credit risk, that is, the risk that the issuer of a debt security or a counterparty to a derivative 
contract is unable to meet its financial obligations.

credit risk encompasses the risk of a deterioration of creditworthiness and the respective concentration risk. credit 
risk monitoring entails an evaluation of the credit quality of each issuer to which psp investments is exposed. to perform 
this evaluation psp investments relies on four recognized credit rating agencies. a minimum of two credit ratings are 
used to classify each security; securities rated by only one agency are classified as “not rated”. if the agencies disagree as 
to a security credit quality, psp investments uses the lowest of the available ratings.

to monitor the evolution of credit risk, psp investments periodically produces a concentration report by credit rating 
of all credit-sensitive financial securities with the exception of securities held in pooled funds or for private market 
investments. concentration tables are also produced by issuer, geographic area and industry. 

psp investments’ concentration of credit risk by credit rating, as at March 31, is as follows:

2009 2008

Investment grade (AAA to BBB–) 88.7% 86.5%
Below investment grade (BB+ and below) – 0.3
Not rated:
 Rated by a single credit rating agency 1 8.5 0.4
 Not rated by credit rating agencies 2 2.8 12.8

Total 100.0% 100.0%

1  as at March 31, 2009, includes class a-1 and class a-2 abcp holdings that were restructured and converted to floating rate long-term notes on 
January 21, 2009. these notes are a-rated by dominion bond Rating service (dbRs) (note 3 (a) (iii)).

2  includes class a-1 and class a-2 abcp holdings that were not rated by dbRs as at March 31, 2008.

the breakdown of credit concentration risk does not include investments in distressed debt included in pooled funds 
in the amount of approximately $2 billion as at March 31, 2009 (2008 – $507 million). such investments are excluded 
as they typically include debt securities of issuers close to default, and the investment in such securities are quasi-equity 
in nature.

as at March 31, 2009, psp investments also has a net notional exposure of $1.4 billion to collateralized debt obligations, 
of which 71% of the dollar exposure is rated “investment grade”, as well as funding facilities of a maximum amount of 
$969 million to support potential margin calls on the long-term floating rate notes (note 3 (a) (iii)).

as at March 31, 2009, psp investments’ maximum exposure to credit risk, not taking into consideration the excluded 
elements described above, amounts to approximately $11.0 billion (2008 – $13.6 billion).

counterparty risk(i) 

counterparty risk represents the credit risk from current and potential exposure related to transactions involving derivative 
contracts. in order to minimize derivative contract counterparty risk, psp investments deals only with counterparties 
with a minimum credit rating of “a−” as at the trade date, as provided by a recognized credit rating agency. psp investments 
monitors the credit ratings of counterparties on a daily basis and has the ability to terminate all trades with counterparties 
who have their credit rating downgraded below “a−” subsequent to the trade date. psp investments also uses credit 
mitigation techniques such as master-netting arrangements and collateral transfers through the use of credit support 
annexes (csa).
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4. INVESTMENT rISK MANAgEMENT (continued)

(B) creDit risk (continued)

(i) counterparty risk (continued)

psp investments’ policy also requires the use of the international swaps and derivative association (isda) Master 
agreement with all counterparties to derivative contracts. the isda Master agreement provides the contractual framework 
within which dealing activities across a full range of otc products are conducted and contractually binds both parties 
to apply close-out netting across all outstanding transactions covered by an agreement if either party defaults or other 
pre-determined events occur.

additionally, the csa to the isda Master agreement enables psp investments to realize any collateral placed with 
it in the event of the failure of the counterparty and requires psp investments to contribute further collateral when 
requested. the csa also regulates the exchange of collateral when the credit exposure to a counterparty exceeds a 
predetermined threshold. note 3 (e) provides information on the collateral deposited and received.

Risk Management is responsible for counterparty risk monitoring and mitigation as well as maintaining a comprehensive, 
disciplined, and enterprise-wide process for tracking and managing counterparty risk. as such, Risk Management measures 
counterparty risk on an ongoing basis, evaluates and tracks the creditworthiness of current counterparties and mitigates 
counterparty risk through collateral management.

(c) liquiDity risk

liquidity risk corresponds to psp investments’ ability to meet its financial obligations. psp investments’ cash position is 
monitored on a daily basis. in general, investments in cash and cash equivalents, debt and public equities are expected 
to be highly liquid, as they will be invested in securities that are actively traded. Risk Management utilizes appropriate 
measures and controls to monitor liquidity risk in order to ensure that there is sufficient liquidity to meet financial 
obligations as they come due. a liquidity report taking into consideration future forecasted cash flows is prepared and 
presented to senior management on a weekly basis. this ensures that sufficient cash reserves are available to meet forecasted 
cash outflows. additionally, a contingency plan, involving back-up sources of liquidity, is maintained and can be deployed 
in case of market disruption.

psp investments has the ability to raise additional capital through the use of its capital debt program. this program 
allows psp investments to issue short-term promissory notes and medium-term notes to a maximum amount of $3 billion 
and $1 billion, respectively. note 8 provides additional information on the usage of the capital debt program.

the terms to maturity of the notional amount of derivatives, including related payable amounts, are disclosed in 
note 3 (b). all other significant financial liabilities have a term to maturity of one year or less.

5. FUND TrANSFErS
psp investments received fund transfers of $314 million for the year ended March 31, 2009 (2008 – $282 million) from 
the Royal canadian Mounted police pension fund. the transfers received are comprised of the net employer and employee 
contributions to the Royal canadian Mounted police pension plan in respect of member service after april 1, 2000.
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6. INVESTMENT INCOME (LOSS)

(a) inVestment income (loss)

investment income (loss), for the year ended March 31, is as follows:

($ millions) 2009 2008

Interest income  $       34  $       52
Dividend income 29 26
Other income 17 8
Security lending income 1 –
Interest expense (Note 8) (6) (4)
Transaction costs (4) (2)
External investment management fees 1 (4) (4)

67 76

Net realized (losses) gains 2 (440) 109

Net unrealized losses 3 (306) (198)

Investment Income (Loss)  $   (679)  $ (13)

1  these are amounts incurred for public market investments and paid directly by psp investments (note 1). amounts incurred for private Market 
investments are disclosed in note 3 (a) (ii).

2  includes foreign currency losses of $44 million for the year ended March 31, 2009 (2008 – $42 million).

3  includes unrealized gains of $13 million for the year ended March 31, 2009 for certain direct investments in private equity and infrastructure 
determined using valuation techniques for which certain assumptions cannot be fully supported by prices from observable current 
market transactions.
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6. INVESTMENT INCOME (LOSS) (continued)

(B) inVestment income (loss) By asset mix

investment income (loss) by asset mix based on the economic intent of the investment strategies of the underlying assets 
as outlined in the sip&p, for the year ended March 31, after allocating net realized and unrealized gains and losses on 
investments to the asset classes to which they relate, is as follows:

($ millions) 2009 2008

Developed World Equity
 Canadian Equity  $   (256)  $       17
 US Large Cap Equity (32) (33)
 EAFE Large Cap Equity (42) (17)
Small Cap Developed World Equity (35) (46)
Emerging Markets Equity (70) 12
private Equity (115) 19
Nominal Fixed Income
 Cash & Cash Equivalents 3 4
 World Government Bonds 34 12
 Canadian Fixed Income 13 21
real return Assets
 World Inflation-Linked Bonds 11 6
 Real Estate (57) 54
 Infrastructure 9 2
Absolute return 1 (142) (64)

Investment Income (Loss)  $   (679)  $ (13)

1 includes amounts related to real estate debt strategies.



162 |   Public Sector Pension Investment Board   |

Royal Canadian Mounted Police Pension Plan Account

Notes to tHe FiNANCiAL stAteMeNts
for the year ended March 31, 2009

7. ExpENSES

(a) allocation of exPenses

the act requires that the costs of operation of psp investments be charged to the plans for which it provides 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 Minister of public safety. an allocation 
policy has been developed which allocates the direct costs of investment activities, such as external investment management 
fees and custodial fees, to each plan account, based upon the asset value of each plan account at the time the expense 
was incurred. 

all other operating expenses, excluding the direct cost of investment activities listed above, for the year ended 
March 31, have been allocated as follows:

2009 2008

Public Service Pension Plan Account 72.6% 72.6%
Canadian Forces Pension Plan Account 20.1 20.1
Royal Canadian Mounted Police Pension Plan Account 7.2 7.2
Reserve Force Pension Plan Account 0.1 0.1

Total 100.0% 100.0%

expenses are paid by psp investments by way of advances from the public service pension plan account, which are 
reimbursed by the other plan accounts on a quarterly basis.

(B) oPerating exPenses

operating expenses allocated to this plan account, for the year ended March 31, consist of the following:

($ thousands) 2009   2008

Salaries and benefits  $ 3,458  $ 2,490
Professional and consulting fees 716   1,477
Office supplies and equipment 629   495
Other operating expenses 572   451
Depreciation of fixed assets 333   230
Occupancy costs 259   182
Custodial fees 89   147
Remuneration earned by Directors 66   55
Travel and related expenses for Directors 27   12
Communication expenses 6   12

Total  $ 6,155  $ 5,551
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8. CApITAL DEBT FINANCINg

as of March 31, 2009, psp capital inc., a wholly-owned subsidiary of psp investments, has $1,579 million  
(2008 – $1,551 million) of short-term promissory notes outstanding with maturity dates between 28 and 364 days of 
issuance, of which $113 million (2008 – $110 million) has been allocated to the Royal canadian Mounted police pension 
plan account and included in note 3 (a) as a short-term investment-related liability. as at March 31, 2009, psp capital inc. 
has $1 billion (2008 – nil) of medium-term notes issued and outstanding, of which $72 million (2008 – nil) has been 
allocated to the Royal canadian Mounted police pension plan account. these medium-term notes bear interest of 4.57% 
per annum and have a maturity date of december 9, 2013; $600 million of these medium-term notes were issued on 
december 9, 2008 and $400 million were issued on february 24, 2009. these medium-term notes are included in note 
3 (a) as a long-term investment-related liability. as at March 31, 2009, the fair value, including accrued interest, of these 
medium-term notes is $1,054 million (2008 – nil), of which $76 million (2008 – nil) has been allocated to the Royal 
canadian Mounted police pension plan account. the maximum authorized by the board of directors for the short-term 
promissory notes and medium-term notes is $3 billion and $1 billion, respectively. the capital raised was used primarily 
to finance real estate and infrastructure investments and is unconditionally and irrevocably guaranteed by 
psp investments.

the operating expenses incurred by psp capital inc. were allocated to each plan account as described in  
note 7 (a).

interest expense, for the year ended March 31, is as follows:

($ millions) 2009 2008

Short-term promissory notes  $ 5  $ 4
Medium-term notes 1 –

Total  $ 6  $ 4

9. CApITAL MANAgEMENT

as an investment company, psp investments objectives in managing its capital are:

–  to invest fund transfers, outlined in note 5, in the best interests of the beneficiaries and contributors under the 
Superannuation Acts. the funds received are invested with a view of achieving a maximum rate of return, without 
undue risk of loss, with regards to the funding, policies and requirements of the pension plans established under the 
Superannuation Acts. the funds are also invested in accordance with the investment Risk Management policies which 
are outlined in note 4.

–  to maintain an appropriate credit rating to achieve access to the capital markets at the lowest cost of capital. through 
psp capital inc., and its leverage policies, psp investments has the ability to raise capital by issuing short-term 
promissory notes and medium-term notes. note 8 provides information on the capital debt financing and note 4 (c) 
provides information on psp investments’ liquidity. additionally, as at March 31, 2009, psp investments has an 
operating line of credit of $10 million. as at March 31, 2009, no amounts have been withdrawn.

the capital structure of psp investments consists of fund transfers and capital debt financing. psp investments has 
no externally imposed restrictions on capital.
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10. gUArANTEES AND INDEMNITY

psp investments provides indemnification to its directors, its officers and to certain psp investments representatives 
who are asked to serve the boards or like bodies of entities in which psp investments has made a substantial investment. 
as a result, but subject to the act, psp investments may be required to indemnify these parties for costs incurred, such 
as claims, actions or litigations in connection with the exercise of their duties. to date, psp investments has not received 
any claims nor made any payment for such indemnity.

as part of investment transactions, psp investments and its subsidiaries guaranteed letter of credit facilities. the 
beneficiaries of these letter of credit facilities have the ability to draw against these facilities to the extent that the contractual 
obligations, as defined in the related agreements, are not met. as at March 31, 2009, the maximum exposure of the plan 
was $1 million (2008 – $1 million).

as at March 31, 2009, psp investments agreed to guarantee, as part of an investment transaction, a non-revolving 
term loan. in the event of a default, the plan would assume the obligation up to $29 million plus interest and other 
related costs.

psp investments also unconditionally and irrevocably guarantees all credit facilities, short-term promissory notes 
and medium-term notes issued by its wholly-owned subsidiary, psp capital inc.

11. COMMITMENTS

psp investments and its subsidiaries have committed to enter into investment transactions, which will be funded over 
the next several years in accordance with agreed terms and conditions. as at March 31, 2009, the outstanding commitments 
for the plan amounted to $542 million ($331 million for private equity investments, $129 million for real estate 
investments, $41 million for public market investments and $41 million for infrastructure investments).
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Reserve Force Pension Plan Account

Auditors’ report

to the Minister of national defence

We have audited the balance sheet of the public sector pension investment board – Reserve force pension plan account 
(“the Reserve force pension plan account”) as at March 31, 2009, and the statements of net loss from operations and 
comprehensive income 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 standards 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 supporting 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 Reserve 
force pension plan account as at March 31, 2009, and the results of its operations and changes in its net assets for the 
year then ended in accordance with canadian generally accepted accounting principles. as required by the Financial 
Administration Act, we report that, in our opinion, these principles have been applied on a basis consistent with that of 
the preceding year.

further, in our opinion, the transactions of the Reserve force pension plan account that have come to our notice 
during our audit of the financial statements have, in all significant respects, been in accordance with the applicable 
provisions of part X of the Financial Administration Act and regulations, the Public Sector Pension Investment Board Act and 
regulations and the by-laws of psp investments and its wholly-owned subsidiaries.

 
 sheila fraser, fca
1 chartered accountant auditor permit no. 18527 auditor general of canada

Montreal, canada ottawa, canada 
May 11, 2009 May 11, 2009
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BALANCe sHeet
as at March 31

($ thousands) 2009 2008

ASSETS

Investments (Note 3 (a))  $ 131,137  $ 59,587
Investment-related assets (Note 3 (a)) 2,528 3,296
Other assets 36 10

TOTAL ASSETS  $ 133,701  $ 62,893

LIABILITIES

Investment-related liabilities (Note 3 (a))  $ 18,340  $ 7,803
Accounts payable and accrued liabilities 72 22
Due to the Public Service Pension Plan Account (Note 7) 51 49

TOTAL LIABILITIES  $ 18,463  $ 7,874

NET ASSETS  $ 115,238  $ 55,019

Accumulated net loss from operations and comprehensive income  $ (25,998)  $ (704)
Accumulated fund transfers 141,236 55,723

NET ASSETS  $ 115,238  $ 55,019

Commitments (Note 11)

the accompanying notes are an integral part of the financial statements.

on behalf of the board of directors:

 

paul cantor Keith Martell
chair of the board chair of the audit and conflicts committee
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stAteMeNt oF Net Loss FroM operAtioNs  
ANd CoMpreHeNsive iNCoMe
for the year ended March 31

($ thousands) 2009 2008

INVESTMENT LOSS (Note 6)  $ (25,172)  $ (627)

OpErATINg ExpENSES (Note 7)  $ 122  $ 77

NET LOSS FrOM OpErATIONS AND COMprEHENSIVE INCOME  $ (25,294)  $ (704)

the accompanying notes are an integral part of the financial statements.

stAteMeNt oF CHANGes iN Net Assets
for the year ended March 31

($ thousands) 2009 2008

NET ASSETS, BEgINNINg OF YEAr  $ 55,019  $ –

Fund transfers (Note 5)
Net loss from operations and comprehensive income

  85,513
  (25,294)

  55,723
  (704)

Increase in net assets for the year   60,219   55,019

NET ASSETS, END OF YEAr  $ 115,238  $ 55,019

the accompanying notes are an integral part of the financial statements.



168 |   Public Sector Pension Investment Board   |

Reserve Force Pension Plan Account

Notes to tHe FiNANCiAL stAteMeNts
for the year ended March 31, 2009

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 the net contributions of the public service, canadian forces and Royal 
canadian Mounted police pension plans in financial markets. at the end of March 2007, psp investments’ mandate was 
expanded to include the investment of the net contributions of the Reserve force pension plan. the first net contributions 
were received from the Reserve force pension plan in april 2007.

the Reserve force 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 March 1, 2007. the net contributions are 
transferred, by the Reserve force pension fund, to psp investments – Reserve force 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 in the plan account.

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 of achieving 
a maximum rate of return, without undue risk of loss, with regards 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 and its wholly-owned 
subsidiaries as they pertain to the investment of the net contributions transferred to it from the Reserve force pension 
fund in respect of member service after March 1, 2007. accordingly, they do not reflect all of the assets or the details of 
the pension contributions, payments and liabilities of the Reserve force pension fund. the financial statements have 
been prepared in accordance with canadian generally accepted accounting principles (gaap) and the requirements of 
the act. psp investments qualifies as an investment company and therefore reports its investments at fair value, in 
accordance with accounting guideline 18, “investment companies” (acg-18). all changes in fair value were included 
in investment income as net unrealized gains or losses in the year the change occurred (note 6 (a)).

comparative figures have been reclassified to conform to the current year’s presentation.
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Notes to tHe FiNANCiAL stAteMeNts
for the year ended March 31, 2009

1. SUMMArY OF SIgNIFICANT ACCOUNTINg pOLICIES (continued)

Valuation of inVestments

investments for each asset class are recorded as of the trade date (the date upon which the substantial risks and rewards 
are transferred) and are stated at fair value. fair value is an estimate of the amount of consideration that would be agreed 
upon in an arm’s length transaction between knowledgeable, willing parties who are under no compulsion to act.

Market prices or rates are used to determine fair value where an active market exists (such as a recognized stock 
exchange), as it is the best evidence of the fair value of an investment. if quoted market prices or rates are not available, 
then fair values are estimated using present value or other valuation techniques, using inputs existing at the balance sheet 
dates. if available, market observable inputs are applied to valuation models.

valuation techniques are generally applied to private equity, infrastructure and real estate investments as well as 
over-the-counter (otc) derivatives. the values derived from applying these techniques are impacted by the choice of 
valuation model and the underlying assumptions made concerning factors such as the amounts and timing of future cash 
flows, discount rates, volatility and credit risk.

fair values of investments are determined as follows:

(a)  cash & cash equivalent investments are recorded at cost plus accrued interest, which approximate fair value, and 
are mostly comprised of cash, floating rate notes, term deposits and government short-term securities. 

(b)  Quoted market prices for public equities, using the bid price for long positions and the ask price for short positions, 
are used to present the fair value of these investments.

  unit values obtained from each of the funds’ administrators, reflecting the market prices of the underlying securities, 
are used to present the fair value of pooled funds.

(c)  private equity and infrastructure investments are fair-valued at least annually. 

  the fair value for investments held directly by psp investments is determined using acceptable industry valuation 
methods such as earnings multiples, discounted cash flows analysis, price of recent investments and publicly traded 
comparables. valuation techniques involve assumptions including discount rates and the projected length of cash 
flows. the valuation methodologies have been developed based on the International Private Equity and Venture Capital 
Valuation Guidelines. 

  in the case of investments in fund portfolios, fair value is generally determined based on the audited fair values 
reported by the fund’s general partner using acceptable industry valuation methods. 

 for each investment the relevant methodology is applied consistently over time.
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Notes to tHe FiNANCiAL stAteMeNts
for the year ended March 31, 2009

1. SUMMArY OF SIgNIFICANT ACCOUNTINg pOLICIES (continued)

Valuation of inVestments (continued)

(d)  the fair value of investments in real estate held directly by psp investments is determined at least annually, using 
acceptable industry valuation methods, such as discounted cash flows and comparable transactions. valuation 
techniques involve various assumptions including capitalization rate and the projected cash flows and/or net operating 
income. the assumptions are supported by observable market data. Management uses the services of a third-party 
appraiser to determine the fair value of real estate investments. these valuations are prepared using professional 
appraisal standards, such as the canadian uniform standards of professional appraisal practice and the uniform 
standards of professional appraisal practice in the united states of america. 

  in the case of investments in fund portfolios, fair value is generally determined based on the audited fair values 
reported by the fund’s general partner using acceptable industry valuation methods.

  the fair value of real estate loans is estimated by discounting expected future cash flows using interest rates offered 
for similar loans to borrowers with similar credit ratings. Management may use the services of a third-party appraiser 
to determine the fair value of real estate loans.

  for each investment the relevant methodology is applied consistently over time.

(e)  fixed income securities are valued at quoted market prices using the bid price for long positions and the ask price 
for short positions, where available. Where quoted market prices are not available, estimated values are calculated 
using either an appropriate interest rate curve with a spread associated with the credit quality of the issuer or other 
generally accepted pricing methodologies.

(f)  all listed derivative financial instruments are recorded at fair value using quoted market prices with the bid price for 
long positions and the ask price for short positions. for derivatives traded otc, appropriate valuation techniques, 
such as discounted cash flows using current market yields, are used to determine fair value. the assumptions used 
include the statistical behaviour of the underlying instruments and the ability of the model to price consistently with 
observed market transactions. for many pricing models there is no material subjectivity because the methodologies 
employed do not necessitate significant judgement and the pricing inputs are observed from actively quoted markets. 
additionally, the pricing models used are widely accepted and used by other market participants.

  the fair value of credit derivatives, including credit default swaps and synthetic collateralized debt obligations, are 
also determined based on valuation techniques. certain assumptions are made with respect to the probability of the 
event of default of the underlying securities, of its recovery rate and its corresponding impact on cash distributions. the 
instrument is then valued by discounting the expected cash flows by an appropriate discount factor.

Valuation of caPital DeBt financing

the fair value of psp investments’ short-term capital debt financing includes the cost amount and accrued interest, which 
approximates fair value. the fair value of psp investments’ long-term capital debt financing is determined based on quoted 
market prices. 



|   Public Sector Pension Investment Board   | 171

Reserve Force Pension Plan Account

Notes to tHe FiNANCiAL stAteMeNts
for the year ended March 31, 2009

1. SUMMArY OF SIgNIFICANT ACCOUNTINg pOLICIES (continued)

transaction costs

transaction costs are incremental costs directly attributable to the acquisition, issue, or disposal of a financial asset or 
financial liability. transaction costs are expensed as incurred and recorded as a component of investment income.

inVestment management fees

investment management fees are costs directly attributable to the external management of funds on behalf of psp 
investments. investment management fees incurred for the private equity, Real estate and infrastructure asset classes are 
paid, as determined by the fund manager, either by the investment directly, through capital contributions by psp 
investments or offset against distributions received from the investment (note 3 (a) (ii)). these amounts are recorded 
against investment income. investment management fees are also incurred for certain public equity investments and these 
amounts are paid directly by psp investments and recorded against investment income (note 6).

income recognition

the investment income (loss) has been allocated proportionately based on the asset value held by the Reserve force 
pension plan account (“the plan”).

investment income is made up of dividends, accrued interest income, realized gains and losses on the disposal of 
investments and unrealized gains and losses which reflect the change in unrealized appreciation (depreciation) of 
investments held at the end of the year. dividend income is recognized on the ex-dividend date. investment income from 
private market investments also includes the related distributions from pooled funds, limited partnerships as well as from 
direct and co-investments.

translation of foreign currencies

investment transactions in foreign currencies are recorded at the rates of exchange prevailing 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 exchange are included in 
investment income.

funD transfers

amounts received from the Reserve force pension fund are recorded in its respective plan account.

income taxes

psp investments and the majority of its subsidiaries are exempt from part i tax under paragraph 149(1)(d) of the Income 
Tax Act (canada).
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Notes to tHe FiNANCiAL stAteMeNts
for the year ended March 31, 2009

1. SUMMArY OF SIgNIFICANT ACCOUNTINg pOLICIES (continued)

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, principally the valuation of private equity, infrastructure and real estate investments, 
related income and expenses and note disclosures. actual results may differ from estimates.

2. CHANgES IN ACCOUNTINg pOLICIES

new accounting stanDarDs

on april 1, 2008, psp investments adopted the Canadian Institute of Chartered Accountants (CICA) Handbook section 1535, 
“capital disclosures”, as well as section 3862, “financial instruments – disclosures” and section 3863, “financial 
instruments – presentation”.

section 1535, “capital disclosures” specifies the disclosure of (i) an entity’s objectives, policies, and processes for 
managing capital, (ii) quantitative data about what the entity regards as capital, (iii) whether the entity has complied with 
any capital requirements, and (iv) if it has not complied, the consequences of such non-compliance. the adoption of this 
standard has no significant impact on psp investments’ financial statements other than additional note disclosure 
in note 9.

section 3862, “financial instruments – disclosures” and section 3863, “financial instruments – presentation” replace 
section 3861, “financial instruments – disclosure and presentation”. the new standards revise and enhance disclosures 
about the significance of financial instruments to the entity’s financial position and performance, the nature and extent 
of the risks arising from financial instruments and how the entity manages those risks. the adoption of this standard is 
disclosed in note 4.

additionally, in January 2009, the emerging issues committee (eic) of the cica issued eic-173 “credit risk and 
the fair value of financial assets and financial liabilities” which requires that the fair value of financial instruments (including 
derivative financial instruments) take into account the counterparties’ credit risk for assets and psp investments’ credit 
risk for liabilities. the adoption of eic-173 did not have a significant impact on psp investments’ financial statements.

future accounting changes

in february 2008, the accounting standards board (acsb) confirmed that canadian gaap for publicly accountable 
enterprises will be converged with international financial Reporting standards (ifRs) effective January 1, 2011. 
psp investments will be required to report under ifRs for interim and annual financial statements effective april 1, 2011 
with ifRs comparatives. 

psp investments is currently evaluating the impact of the adoption of ifRs on its financial statements. 
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3. INVESTMENTS

(a) inVestment Portfolio

the investment portfolio, before allocating the effect of derivative contracts and investment-related assets and liabilities 
to the asset classes to which they relate, as at March 31, is as follows:

($ thousands) 2009 2008

  Fair Value   Cost   Fair Value   Cost

Developed World Equity      
 Canadian Equity  $ 21,687  $ 27,448  $ 10,761  $ 12,525
 US Large Cap Equity 2,442 3,273 2,610 3,364
 EAFE Large Cap Equity 3,962 5,715 2,811 3,164
Small Cap Developed World Equity 2,524 3,162 1,943 2,612
Emerging Markets Equity 4,984 5,500 2,595 2,143
private Equity 14,492 17,258 5,709 5,537
Nominal Fixed Income
 Cash & Cash Equivalents 10,496 11,341 5,168 5,182
 World Government Bonds 2,588 2,069 2,530 2,199
 Canadian Fixed Income 24,849 24,768 12,313 12,857
real return Assets
 World Inflation-Linked Bonds 669 415 293 95
 Real Estate 24,245 24,882 8,108 7,260
 Infrastructure 9,252 7,970 1,944 1,902
Absolute return 8,947 6,415 2,802 2,984

INVESTMENTS  $ 131,137  $  140,216  $ 59,587  $ 61,824

Investment-related Assets
 Amounts receivable from pending trades  $ 874  $ 900  $ 2,517  $ 2,670
 Derivative-related receivables 1,654 222 779 127

Total Investment-related Assets  $ 2,528  $ 1,122  $ 3,296  $ 2,797

Investment-related Liabilities 
 Amounts payable from pending trades  $ (1,725)  $ (1,728)  $ (2,800)  $ (2,979)
 Securities sold short (1,798) (2,090) (1,027) (1,121)
 Derivative-related payables (5,834) (334) (1,806) (77)
 Capital debt financing (Note 8)
  Short-term (5,386) (5,386) (2,170) (2,170)
  Long-term (3,597) (3,494) – –

Total Investment-related Liabilities  $ (18,340)  $ (13,032)  $ (7,803)  $ (6,347)

NET INVESTMENTS  $ 115,325  $ 128,306  $ 55,080  $ 58,274
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3. INVESTMENTS (continued)

(a) inVestment Portfolio (continued)

Developed world equity, small cap Developed world equity and emerging markets equity(i) 

developed World equity, small cap developed World equity and emerging Markets equity (referred to as “public Market 
equities”) include common shares, american depository receipts, global depository receipts, participation notes, preferred 
shares, income trust units, exchange traded funds, and securities convertible into common shares of publicly 
listed issuers.

Private equity, real estate and infrastructure(ii) 

the private equity asset class is comprised of direct investments and fund portfolios in equity ownerships or investments 
with the risk and return characteristics of equity. they include investments in private companies, mezzanine debt and 
distressed debt. as at March 31, 2009, the total amount of financing included in the private equity portfolio for direct 
investments controlled by psp investments for the plan is nil (2008 – nil).

the real estate asset class is comprised of direct ownerships in properties, third-party debts and fund investments in 
the real estate sector. the real estate investments are classified into two portfolios (an equity portfolio and a debt portfolio). 
the equity portfolio is comprised of direct ownerships in income-producing properties in office, retail, industrial, hospitality 
and residential sectors, as well as private funds and publicly traded securities invested in real estate assets. the debt 
portfolio is comprised of third-party loans such as junior and senior debts, construction loans, bridge loans, income-
participating loans, mezzanine loans and other structured investments where significant portions of the value are attributed 
to the underlying real estate assets. Real estate investments are made in accordance with the approved policies for leverage 
specifically applicable for this asset class. the real estate asset class is accounted for in the investment portfolio net of all 
third-party financings. as at March 31, 2009, the total amount of financing included in the real estate portfolio for direct 
investments controlled by psp investments for the plan is approximately $12,800 thousand (2008 – $4,100 thousand).

infrastructure investments are comprised of direct investments and fund portfolios in equity and debt instruments 
in public and private companies primarily engaged in the management, ownership or operation of assets in power, 
regulated businesses, transportation, telecom or social infrastructure. infrastructure investments are made in accordance 
with the approved policies for leverage specifically applicable for this asset class. as at March 31, 2009, the total amount 
of financing included in the infrastructure portfolio for direct investments controlled by psp investments for the plan is 
approximately $1,900 thousand (2008 – $500 thousand).
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3. INVESTMENTS (continued)

(a) inVestment Portfolio (continued)

(ii) Private equity, real estate and infrastructure (continued)

the fair value of certain direct investments in private equity and infrastructure are determined using valuation 
techniques whereby certain assumptions cannot be fully supported by prices from observable current market transactions. 
varying certain key elements of the valuation technique will have an impact on the fair value of the investments as at 
March 31, 2009. for example, increasing the discount rate by 50 bps would result in a decrease to the fair value of these 
investments of $805 thousand; decreasing the discount rate by 50 bps would result in an increase to the fair value of 
these investments of $1,321 thousand.

the private equity, Real estate and infrastructure asset classes are referred to as “private Market investments”. the 
fair values of the majority of private market investments are reviewed at least annually, and any resulting adjustments are 
reflected as unrealized gains or losses in investment income. the fair value of private market investments that are invested 
in funds are determined based on the audited annual financial statements received from external investment managers.

investment management fees, as disclosed in note 1, are incurred for private market investments and generally vary 
between 0.2% and 5.5% of the total invested amount. investment management fees of $659 thousand for the year ended 
March 31, 2009 (2008 – $174 thousand) were recorded against investment income.

nominal fixed income and world inflation-linked Bonds(iii) 

nominal fixed income includes cash & cash equivalents and bonds. cash on hand and cash equivalents include the 
following instruments having a maximum term of one year or less: demand deposits, treasury bills, short-term notes, 
bankers’ acceptances, term deposits and guaranteed investment certificates. floating rate notes are considered cash and 
cash equivalents provided the coupons reset more than once per year. bonds include canadian government bonds, canadian 
provincial and territorial bonds, canadian municipal and corporate bonds, as well as international sovereign bonds.

psp investments held third-party or non-bank sponsored asset-backed commercial paper (abcp) that suffered a 
liquidity disruption in mid-august 2007. 

subsequent to the liquidity disruption event, psp investments participated in a restructuring process with other 
investors. on august 16, 2007, a standstill agreement was entered into by a number of significant investors and financial 
institutions that transacted with the non-bank sponsored conduits. the pan-canadian investors committee for third-
party structured asset-backed commercial paper (“the investors’ committee”) was subsequently formed, consisting of 
an important number of major abcp investors, to oversee the restructuring process during this standstill period.

as part of the investors’ committee restructuring plan, the following asset categories were pooled together under 
three separate vehicles: (1) leveraged super senior (lss) tranches of collateralized debt obligations and other assets 
(collectively referred to as “lss/Hybrid assets”); (2) traditional assets which include securitized assets (for example, 
credit card receivables and auto loans); and (3) ineligible assets which include assets with uncertain credit quality by 
reason of their exposure to us subprime mortgages or otherwise. investors in abcp received long-term floating rate notes 
(for each of the aforementioned investment vehicles) with maturities based upon the maturity of the underlying assets.
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3. INVESTMENTS (continued)

(a) inVestment Portfolio (continued)

(iii) nominal fixed income and world inflation-linked Bonds (continued)

under the investors’ committee restructuring plan, the lss/Hybrid assets were split into two separate and distinct 
master asset vehicles (Mav); the first, referred to as “Mav1”, in which case investors elected to commit their pro rata share 
of a margin funding facility associated with their underlying assets; and the second, referred to as “Mav2”, whereby investors 
are able to commit less than, or none of their pro rata share of a margin funding facility, in which case certain investors, 
foreign banks and canadian banks will fund the remaining portion. psp investments participated in Mav1. Within the 
Mav1, the lss/Hybrid assets were further restructured into different classes (class a-1, class a-2, class b, class c, 
traditional assets (ta) and ineligible assets (ia)) of floating rate notes in order to permit a credit rating to be obtained on 
two of these notes (class a-1 and class a-2). a third Mav, referred to as “Mav3”, includes series secured solely by ta and 
ia notes. additionally, the margin funding facilities in Mav1 and Mav2 are provided by third-party lenders, canadian 
banks, asset providers, noteholders and the federal and provincial governments of canada. these facilities are designed 
to reduce the risk that the newly formed vehicles will not be able to meet margin calls if future circumstances warrant 
them. the key parties to the restructuring have also agreed to enhance the transaction by including a moratorium which 
prevents collateral calls for a period of 18 months from the implementation and closing date of the restructuring.

as at January 21, 2009, the investors’ committee implemented and closed the abcp restructuring transaction. 
pursuant to the terms of the restructuring, abcp holders exchanged their investments for long-term floating rate notes. 
as at January 21, 2009, psp investments held abcp with an overall face value of $1,962 million, of which $5,934 thousand 
has been allocated to the plan. psp investments has adopted a valuation technique to determine the fair value of the 
long-term floating rate notes that were received.  

under the terms of the restructuring plan, psp investments has received $878 million of Mav1 class a-1 notes, 
$590 million of Mav1 class a-2 notes, $101 million of Mav1 class b notes, $48 million of Mav1 class c notes, 
$28 million of Mav1 ta tracking notes, $89 million of Mav1 ia tracking notes, $114 million of Mav3 ta tracking notes 
and $114 million of Mav3 ia tracking notes. the amounts that have been allocated to the plan are as follows: $2,655 thousand 
of Mav1 class a-1 notes, $1,785 thousand of Mav1 class a-2 notes, $305 thousand of Mav1 class b notes, $145 thousand 
of Mav1 class c notes, $85 thousand of Mav1 ta tracking notes, $269 thousand of Mav1 ia tracking notes, $345 thousand 
of Mav3 ta tracking notes and $345 thousand of Mav3 ia tracking notes. in addition, psp capital inc., a wholly-owned 
subsidiary of psp investments, has provided funding facilities of a maximum amount of $969 million to support potential 
margin calls on the long-term floating rate notes.
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3. INVESTMENTS (continued)

(a) inVestment Portfolio (continued)

(iii) nominal fixed income and world inflation-linked Bonds (continued)

the Mav1 notes, excluding ta and ia notes, are expected to return approximately banker’s acceptance (ba) plus 
30 bps (before funding facility and administrative costs) and have an average maturity of eight years. the Mav1 and 
Mav3 ta tracking notes and the Mav1 and Mav3 ia tracking notes reflect the net return and maturity of the respective 
series’ underlying assets (assumed to have a maturity of eight years). for the purpose of valuation, the restructured floating 
rate notes of Mav1, excluding ta and ia notes, were proxied to comparable eight-year floating rate notes as at 
January 21, 2009. the class a-1 and class a-2 notes are a-rated and the class b and class c notes are established at a 
credit rating of bb for valuation purposes, and accordingly, were proxied to floating rate notes with similar credit quality 
and terms. Mav1 and Mav3 ta tracking notes are assumed to be aaa-rated and to have a maturity of eight years and a 
return of ba + 40 bps. the ta tracking notes were proxied to comparable floating rate notes as at January 21, 2009. the 
Mav1 and Mav3 ia tracking notes contain principally assets that have exposure to us subprime loans and mortgages. 
a valuation of the ia tracking notes was performed based on the credit quality of the underlying assets. the implicit cost 
of the funding facilities, approximating 120 bps, reduces the expected yield of the long-term floating rate notes.

based on the above valuation methodology, management’s best estimate of the fair value of abcp allocated to the 
plan, prior to the exchange into long-term floating rate notes at January 21, 2009, is equal to approximately $2,936 thousand 
(March 31, 2008 – $2,151 thousand).

on March 31, 2009, psp investments measured the fair value of its new long-term floating rate notes. during this 
valuation, psp investments reviewed the assumptions made in its valuation technique, taking into consideration new 
information available as well as changes in the credit market environment. as at March 31, 2009, the fair value of the 
new long-term floating rate notes allocated to the plan amounted to $3,145 thousand and the cumulative write-down on 
both the abcp and new long-term floating rate notes allocated to the plan amounted to $2,789 thousand, representing 
47% of the original face value. the fair value calculation includes a negative amount of $321 thousand in respect of the 
funding facilities allocated to the plan as at March 31, 2009.

the long-term floating rate notes allocated to the plan are reported as canadian fixed income under the investment 
portfolio (note 3 (a)). the write-down on the abcp is included as part of the absolute return on investment income in 
note 6 (b).

the fair value of the long-term floating rate notes was established as a function of the information available as at 
March 31, 2009, which includes certain assumptions used in the valuation model such as interest rate spreads, assumed 
credit rating of restructured notes, expected returns of the restructured notes, as well as the maturity and liquidity of the 
restructured notes. varying certain key elements of the valuation technique will have an impact on the fair value of the 
long-term floating rate notes allocated to the plan as at March 31, 2009. for example, increasing interest rate spreads by 
50 bps would result in a decrease to the fair value of the long-term floating rate notes allocated to the plan by $205 thousand. 
the fair value of the long-term floating rate notes allocated to the plan may change in future periods as a result of 
fluctuations in the major elements of the valuation methodology.

absolute return(iv) 

in addition to the different asset classes outlined in the asset mix policy, psp investments employs a number of absolute 
return strategies, consisting of derivative financial products such as those described in note 3 (b), whose objective is to 
generate positive returns regardless of market conditions.
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3. INVESTMENTS (continued)

(B) DeriVatiVe financial instruments

derivative financial instruments are financial contracts, the value of which is derived from changes in underlying assets, 
interest or exchange rates. psp investments uses derivative financial instruments to increase returns or to replicate 
investments synthetically. derivatives are also used to reduce the risk associated with existing investments.

psp investments uses the following types of derivative financial instruments as described below:

swaps(i) 

swaps are transactions whereby two counterparties exchange cash flow streams with each other based on predetermined 
conditions that include a notional amount and a term. swaps are used to increase returns or to adjust exposures of certain 
assets without directly purchasing or selling the underlying assets.

futures(ii) 

futures are standardized contracts to take or make delivery of an asset (buy or sell) at a specific time in the future for a 
specific price that has been agreed upon today. futures are used to adjust exposures to specified assets without directly 
purchasing or selling the underlying assets.

forwards(iii) 

forwards are contracts involving the sale by one party and the purchase by another party of a predefined amount of an 
underlying instrument, at a predefined price and a predefined date in the future. forwards are used for yield enhancement 
purposes or to manage exposures to currencies and interest rates.

options(iv) 

options are the right, but not the obligation, to buy or sell a given amount of an underlying security, index, or commodity, 
at an agreed-upon price stipulated in advance, either at a determined date or at any time before the predefined 
maturity date.

warrants and rights(v) 

Warrants are options on an underlying asset which is in the form of a transferable security and which can be listed on 
an exchange.

Rights are securities giving shareholders entitlement to purchase new shares issued by a corporation at a predetermined 
price (normally less than the current market price) in proportion to the number of shares already owned. Rights are issued 
only for a short period of time, after which they expire.

collateralized Debt obligations(vi) 

a type of asset-backed security that is constructed from a portfolio of credit-related assets. collateralized debt obligations 
are usually divided into several tranches with different credit risk levels and corresponding interest payments. any losses 
are applied first to the more junior tranches (lowest risk rating) before moving up in seniority.



|   Public Sector Pension Investment Board   | 179

Reserve Force Pension Plan Account

Notes to tHe FiNANCiAL stAteMeNts
for the year ended March 31, 2009

3. INVESTMENTS (continued)

(B) DeriVatiVe financial instruments (continued)

notional values of derivative financial instruments are not recorded as assets or liabilities as they represent the face 
amount of the contract. notional values do not represent the potential gain or loss associated with the market or credit 
risk of such transactions. Rather, it serves as the basis upon which the cash flows and the fair value of the contracts 
are determined.

the following table summarizes the derivatives portfolio as at March 31:

($ thousands)  2009  2008

INVESTMENTS
  Notional
  Value

  Fair
  Value

  Notional
  Value

  Fair
  Value

Equity and Commodity Derivatives
 Futures  $ 2,143  $ -  $ 1,237  $ 12
 Total Return Swaps 9,926 362 7,293 (58)
 Variance Swaps 365 20 325 (4)
 Warrants 3 3 55 14
 Options:  Listed-purchased – – 266 9
  Listed-written – – 279 (9)
Currency Derivatives
 Forwards 70,363 (583) 20,290 (259)
 Swaps – – 1,178 (101)
 Options: OTC-purchased 2,112 24 2,445 46
  OTC-written 532            (7) 1,296 (38)
Interest rate Derivatives
 Bond forwards 1,191 – 3,909 2
 Futures – – 2,016 –
 Interest Rate Swaps 13,422 (14) 7,761 23
 Total Return Swaps 12,029 188 4,758 21
 Swaptions 8,551 – 10,202 –
 Options: Listed-purchased – – 1,226 2
  Listed-written 8,510 – 1,736 (4)
  OTC-written 5,118 – – –
Credit Derivatives: 1

  Purchased 218 177 87 41
  Sold 5,569 (4,350) 1,909 (724)

Total  $ 140,052  $ (4,180)  $ 68,268  $ (1,027)

1  credit derivatives include collateralized debt obligations and a credit default swap. psp investments, through sold credit derivatives, indirectly 
guarantees the underlying reference obligations. the maximum potential exposure is the notional amount of the sold credit derivatives as shown in 
the table above.
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3. INVESTMENTS (continued)

(B) DeriVatiVe financial instruments (continued)

the fair value of derivative contracts, as at March 31, is represented by:

($ thousands) 2009 2008

Derivative-related receivables  $ 1,654  $ 779
Derivative-related payables (5,834) (1,806)

Total  $ (4,180)  $ (1,027)

the term to maturity based on notional value for the derivatives, as at March 31, is as follows:

($ thousands) 2009 2008

Under 1 year  $ 123,748  $ 48,884
1 to 5 years 14,229 16,844
Over 5 years 2,075 2,540

Total  $ 140,052  $ 68,268
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3. INVESTMENTS (continued)

(c) inVestment asset mix

the statement of investment policies, standards and procedures (sip&p) sets out the long-term target weights of the 
assets that shall be invested for the four plan accounts. investments are classified by asset mix category as set out in the 
sip&p based on the economic intent of the investment strategies of the underlying assets.

the net investments, as at March 31, are as follows:

($ thousands)  2009  2008

Asset Class Fair Value

 policy 
 portfolio 
 Long-Term 
 Target  Fair Value

 Policy 
 Portfolio 
 Long-Term 
 Target

Developed World Equity 
 Canadian Equity  $ 30,079 26.1% 30.0%  $ 16,308 29.6% 30.0%
 US Large Cap Equity 3,161 2.7 5.0 2,491 4.5 5.0
 EAFE Large Cap Equity 3,559 3.1 5.0 2,588 4.7 5.0
Small Cap Developed World Equity 2,666 2.3 5.0 2,728 5.0 5.0
Emerging Markets Equity 7,241 6.3 7.0 3,853 7.0 7.0
private Equity 14,300 12.4 10.0 5,614 10.2 10.0
Nominal Fixed Income
 Cash & Cash Equivalents 1 250 0.2 2.0 751 1.4 2.0
 World Government Bonds 7,181 6.2 5.0 3,177 5.8 5.0
 Canadian Fixed Income 14,511 12.6 8.0 6,854 12.4 8.0
real return Assets
 World Inflation-Linked Bonds 8,153 7.1 5.0 3,125 5.7 5.0
 Real Estate 15,878 13.8 10.0 5,694 10.3 10.0
 Infrastructure 8,346 7.2 8.0 1,897 3.4 8.0

NET INVESTMENTS  $ 115,325 100.0% 100.0%  $ 55,080 100.0% 100.0%

1 includes amounts related to absolute return and real estate debt strategies.
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3. INVESTMENTS (continued)

(D) securities lenDing

the plan participates in securities lending programs whereby it lends securities in order to enhance portfolio returns. 
any such securities lending requires collateral in cash, high-quality debt instruments or shares securities with a fair value 
equal to no less than 102% of the value of the securities lent. as at March 31, 2009, securities with an estimated fair value 
of $9,217 thousand (2008 – $7,000 thousand) were loaned out, while securities contractually receivable as collateral 
had an estimated fair value of $9,647 thousand (2008 – $7,000 thousand).

(e) securities collateral

the plan deposited or pledged securities with a fair value of $3,555 thousand as collateral with various financial institutions 
as at March 31, 2009 (2008 – $581 thousand). securities with a fair value of $361 thousand (2008 – $44 thousand) have 
been received from other counterparties as collateral. psp investments does not repledge any collateral held. all collateral 
deposited, pledged and received were held with counterparties who had a minimum credit rating of “a–” as at 
March 31, 2009. the terms and conditions are outlined in note 4 (b) (i).

4. INVESTMENT rISK MANAgEMENT

investment risk management is a central part of psp investments’ strategic management. it is a continuous process whereby 
psp investments methodically addresses the risks related to its various investment activities with the goal of achieving a 
maximum rate of return without undue risk of loss and a sustained benefit within each activity and across the 
total portfolio.

a risk governance structure that includes required reporting on risk to all levels within the organization also ensures 
that appropriate objectives are pursued and achieved in line with the fulfillment of psp investments’ legislated mandate. 
the board of directors and its committees oversee various issues related to risk and receive assurance from management 
and an independent internal auditor reporting directly to the audit and conflicts committee. 

the use of financial instruments exposes psp investments to credit and liquidity risks as well as market risks including 
foreign exchange and interest rate risks. these risks are managed in accordance with the investment Risk Handbook, 
which is an integral part of psp investments’ risk control system. the investment Risk Handbook contains an investment 
Risk Management policy which supplements the sip&p (policy portfolio). the policy portfolio determines a diversification 
strategy to mitigate risk whereby psp investments invests in a diversified portfolio of investments based on established 
criteria. additionally, the objective of these policies is to provide a framework for the management of credit, liquidity and 
market risks. derivative financial instruments, traded either on exchanges or otc are one of the vehicles used to mitigate 
the impact of market risk.

Risk Management is responsible for overseeing the various risk management functions including, but not limited 
to, investment risk functions. Risk Management monitors these risks and reports to senior management on a 
continuous basis.
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4. INVESTMENT rISK MANAgEMENT (continued)

(a) 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, volatility in share and commodity prices, interest rate, 
foreign exchange or other risk variables affecting all securities traded in the market.

Market risk is measured using the method known as value-at-Risk (vaR). vaR is the maximum loss not exceeded 
with a given probability defined as the confidence level, over a given period of time. psp investments has chosen a yearly 
95% confidence level to measure and report vaR. psp investments uses a Historical vaR model incorporating three years 
of monthly market returns which are scaled to a twelve-month holding period. Risk Management is responsible for 
implementing and maintaining a vaR measurement methodology for all asset classes and all financial risk factors.

Historical vaR is statistically valid under normal market conditions and does not specifically consider losses from 
severe market events. the Historical vaR model also assumes that the future will behave in a similar pattern to the past. 
if future market conditions differ significantly from those of the past, potential losses may differ from those originally 
estimated. the vaR is an estimate of a single value in a distribution of potential losses that can be experienced. as a result, 
it is not an estimate of the maximum potential loss.

the goal of actively managing the portfolio is to outperform the policy portfolio benchmarks while maintaining the 
active risk under 400 basis points. Relative vaR, as a result, is the maximum amount of loss of total investments, with 
95% certainty, relative to the policy portfolio benchmark over a twelve-month period.

the following table shows the total Relative vaR and the diversification effect as at March 31. the diversification 
effect captures the effect of holding different types of assets which may react differently in various types of situations and 
thus having the effect of reducing overall Relative vaR.

Active risk Taken

(Relative VaR – $ thousands) 2009 2008

Public Market Equities  $ 2,689  $ 585
Nominal Fixed Income – 14
Real Return Assets 3,634 1,191
Absolute Return 3,958 288

Total Relative VaR (Undiversified) 10,281 2,078

Diversification Effect (5,664) (835)

Total relative Var  $ 4,617  $ 1,243

Risk Management monitors the absolute risk of the policy portfolio on a quarterly basis to ensure no undue loss may 
be experienced by psp investments.
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4. INVESTMENT rISK MANAgEMENT (continued)

(a) market risk (continued)

generally, changes in vaR between reporting periods are due to changes in the level of exposure, volatilities and/or 
correlations among asset classes. although vaR is a widely accepted risk measure, it must be complemented by other risk 
measures. psp investments therefore uses stress testing and scenario analysis to examine the impact on financial results 
of abnormally large movements in risk factors. stress testing and scenario analysis are used to test a portfolio’s sensitivity 
to various risk factors and key model assumptions. these methods also use historically stressed periods to evaluate how 
a current portfolio would fare under such circumstances. stress testing is also deployed to assess new product behaviour. 
stress testing and scenario analysis are utilized as a complement to the Historical vaR measure in order to provide greater 
insight on the size of potential losses that may be experienced. psp investments uses the expected shortfall and tail analysis 
measures to determine this. expected shortfall is defined as the conditional expectation beyond the vaR level. it is measured 
by averaging all data points showing a loss greater than vaR measured at a given confidence level. by increasing the 
confidence level of the vaR measure from 95% to 99%, psp investments is able to assess the size of the potential loss that 
would be exceeded one year out of 100 (instead of one year out of 20). therefore, there is a greater probability for larger 
losses, at the 99% confidence level, in extreme market conditions. Risk Management presents a stress testing and scenario 
analysis report to senior management on a quarterly basis.

interest rate risk(i) 

interest rate risk refers to the effect on the fair value of psp investments’ net asset value due to fluctuations in interest 
rates. changes in interest rates will directly affect the fair value of psp investments’ assets. the most significant exposure 
to interest rate risk is the investment in bonds and real estate loans.

the terms to maturity of the investments, before allocating the effect of derivative contracts and investment-related 
assets and liabilities, as at March 31, are as follows:

 Terms to Maturity

($ thousands)
  Within
  1 Year

  1 to 5 
  Years

  5 to 10
  Years

  Over 
   10 Years

2009
  Total

2008
  Total

Government of Canada bonds  $  4,361  $  4,190  $  812  $  1,549  $ 10,912  $ 2,520

Provincial and Territorial bonds 1,031 1,406 918 1,689 5,044 1,830
Municipal bonds 41 75 171 14 301 168
Corporate bonds 427 2,023 1,392 4,750 8,592 7,795

Total Canadian Fixed Income  $  5,860  $  7,694  $  3,293  $  8,002  $ 24,849  $ 12,313

Total World government Bonds  $  31  $  1,041  $  838  $  678  $  2,588  $ 2,530

Total World Inflation-Linked Bonds  $  -  $  61  $  85  $  523  $  669  $ 293

real Estate Loans 1  $  1,225  $  1,242  $  –  $  99  $  2,566  $ 712

grand Total  $  7,116  $ 10,038  $  4,216  $  9,302  $ 30,672  $ 15,848

1 Real estate loans are a component of the Real estate asset class disclosed in note 3 (a).
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4. INVESTMENT rISK MANAgEMENT (continued)

(a) market risk (continued) 

(i) interest rate risk (continued)

the terms to maturity of psp investments’ capital debt financing are disclosed in note 8.

absolute return strategies, as described in note 3, and derivative contracts are also subject to interest rate risk 
exposures. these exposures are reflected in the vaR calculation described in note 4 (a).

additionally, accounts receivable from pending trades and cash & cash equivalents are considered short-term in 
nature, and, as a result, their exposure to interest rate risk would not be significant.

foreign currency risk(ii) 

psp investments and its subsidiaries are exposed to currency risk through holdings of securities, units in pooled funds 
and units in limited partnerships of non-canadian assets. fluctuations in the relative value of the canadian dollar against 
these foreign currencies can result in a positive or a negative effect on the fair value of the investments. to mitigate this 
risk, psp investments may take, through foreign exchange forward contracts, positions in foreign currencies. psp 
investments’ policy is to hedge 50% of its foreign currency investments excluding emerging markets equity.

the underlying net foreign currency exposures, after allocating the effect of derivative contracts and investment-
related assets and liabilities for both monetary and non-monetary items, as at March 31, are as follows:

2009 2008

Currency Fair Value  % of Total Fair Value  % of Total
(in Canadian $) ($ thousands) ($ thousands)

US Dollar  $ 15,778 52.9%  $ 8,228 52.8%
Euro 7,051 23.6 3,242 20.8
British Pound 1,769 5.9 1,297 8.3
Yen 1,326 4.5 904 5.8
Hong Kong Dollar 1,023 3.4 348 2.2
New Taiwan Dollar 595 2.0 326 2.1
Korean Won 568 1.9 346 2.2
Australian Dollar 562 1.9 266 1.7
Brazilian Real 222 0.7 610 3.9
Others 949 3.2 30 0.2

Total  $ 29,843 100.0%  $ 15,597 100.0%

psp investments and its subsidiaries also have commitments, denominated in foreign currencies of $24,255 thousand 
($16,164 thousand us, €2,221 thousand, £7 thousand and 1,478 thousand south african Rands (ZaR)) which are not 
included in the foreign currency exposure table.
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4. INVESTMENT rISK MANAgEMENT (continued)

(B) creDit risk

psp investments is exposed to credit risk, that is, the risk that the issuer of a debt security or a counterparty to a derivative 
contract is unable to meet its financial obligations.

credit risk encompasses the risk of a deterioration of creditworthiness and the respective concentration risk. credit 
risk monitoring entails an evaluation of the credit quality of each issuer to which psp investments is exposed. to perform 
this evaluation psp investments relies on four recognized credit rating agencies. a minimum of two credit ratings are 
used to classify each security; securities rated by only one agency are classified as “not rated”. if the agencies disagree as 
to a security credit quality, psp investments uses the lowest of the available ratings.

to monitor the evolution of credit risk, psp investments periodically produces a concentration report by credit rating 
of all credit-sensitive financial securities with the exception of securities held in pooled funds or for private market 
investments. concentration tables are also produced by issuer, geographic area and industry. 

psp investments’ concentration of credit risk by credit rating, as at March 31, is as follows:

2009 2008

Investment grade (AAA to BBB–) 88.7% 86.5%
Below investment grade (BB+ and below) – 0.3
Not rated:
 Rated by a single credit rating agency 1 8.5 0.4
 Not rated by credit rating agencies 2 2.8 12.8

Total 100.0% 100.0%

1  as at March 31, 2009, includes class a-1 and class a-2 abcp holdings that were restructured and converted to floating rate long-term notes on 
January 21, 2009. these notes are a-rated by dominion bond Rating service (dbRs) (note 3 (a) (iii)).

2  includes class a-1 and class a-2 abcp holdings that were not rated by dbRs as at March 31, 2008.

the breakdown of credit concentration risk does not include investments in distressed debt included in pooled funds 
in the amount of approximately $2 billion as at March 31, 2009 (2008 – $507 million). such investments are excluded 
as they typically include debt securities of issuers close to default, and the investment in such securities are quasi-equity 
in nature.

as at March 31, 2009, psp investments also has a net notional exposure of $1.4 billion to collateralized debt obligations, 
of which 71% of the dollar exposure is rated “investment grade”, as well as funding facilities of a maximum amount of 
$969 million to support potential margin calls on the long-term floating rate notes (note 3 (a) (iii)).

as at March 31, 2009, psp investments’ maximum exposure to credit risk, not taking into consideration the excluded 
elements described above, amounts to approximately $11.0 billion (2008 – $13.6 billion).

counterparty risk(i) 

counterparty risk represents the credit risk from current and potential exposure related to transactions involving derivative 
contracts. in order to minimize derivative contract counterparty risk, psp investments deals only with counterparties 
with a minimum credit rating of “a−” as at the trade date, as provided by a recognized credit rating agency. psp investments 
monitors the credit ratings of counterparties on a daily basis and has the ability to terminate all trades with counterparties 
who have their credit rating downgraded below “a−” subsequent to the trade date. psp investments also uses credit 
mitigation techniques such as master-netting arrangements and collateral transfers through the use of credit support 
annexes (csa).
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4. INVESTMENT rISK MANAgEMENT (continued)

(B) creDit risk (continued)

(i) counterparty risk (continued)

psp investments’ policy also requires the use of the international swaps and derivative association (isda) Master 
agreement with all counterparties to derivative contracts. the isda Master agreement provides the contractual framework 
within which dealing activities across a full range of otc products are conducted and contractually binds both parties 
to apply close-out netting across all outstanding transactions covered by an agreement if either party defaults or other 
pre-determined events occur.

additionally, the csa to the isda Master agreement enables psp investments to realize any collateral placed with 
it in the event of the failure of the counterparty and requires psp investments to contribute further collateral when 
requested. the csa also regulates the exchange of collateral when the credit exposure to a counterparty exceeds a 
predetermined threshold. note 3 (e) provides information on the collateral deposited and received.

Risk Management is responsible for counterparty risk monitoring and mitigation as well as maintaining a comprehensive, 
disciplined, and enterprise-wide process for tracking and managing counterparty risk. as such, Risk Management measures 
counterparty risk on an ongoing basis, evaluates and tracks the creditworthiness of current counterparties and mitigates 
counterparty risk through collateral management.

(c) liquiDity risk

liquidity risk corresponds to psp investments’ ability to meet its financial obligations. psp investments’ cash position is 
monitored on a daily basis. in general, investments in cash and cash equivalents, debt and public equities are expected 
to be highly liquid, as they will be invested in securities that are actively traded. Risk Management utilizes appropriate 
measures and controls to monitor liquidity risk in order to ensure that there is sufficient liquidity to meet financial 
obligations as they come due. a liquidity report taking into consideration future forecasted cash flows is prepared and 
presented to senior management on a weekly basis. this ensures that sufficient cash reserves are available to meet forecasted 
cash outflows. additionally, a contingency plan, involving back-up sources of liquidity, is maintained and can be deployed 
in case of market disruption.

psp investments has the ability to raise additional capital through the use of its capital debt program. this program 
allows psp investments to issue short-term promissory notes and medium-term notes to a maximum amount of $3 billion 
and $1 billion, respectively. note 8 provides additional information on the usage of the capital debt program.

the terms to maturity of the notional amount of derivatives, including related payable amounts, are disclosed in 
note 3 (b). all other significant financial liabilities have a term to maturity of one year or less.

5. FUND TrANSFErS

psp investments received fund transfers of $85,513 thousand for the year ended March 31, 2009 (2008 – $55,723 thousand) 
from the Reserve force pension fund. the transfers received are comprised of the net employer and employee contributions 
to the Reserve force pension plan in respect of member service after March 1, 2007.
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6. INVESTMENT INCOME (LOSS)

(a) inVestment income (loss)

investment income (loss), for the year ended March 31, is as follows:

($ thousands) 2009 2008

Interest income  $ 1,175  $ 1,024
Dividend income 1,047 246
Other income 617 154
Security lending income 17 13
Interest expense (Note 8) (227) (71)
Transaction costs (77) (33)
External investment management fees 1 (125) (52)

2,427 1,281

Net realized (losses) gains 2 (17,810) 1,283

Net unrealized losses 3 (9,789) (3,191)

Investment Income (Loss)  $ (25,172)  $ (627)

1  these are amounts incurred for public market investments and paid directly by psp investments (note 1). amounts incurred for private Market 
investments are disclosed in note 3 (a) (ii).

2  includes foreign currency losses of $1,555 thousand for the year ended March 31, 2009 (2008 – $826 thousand).

3  includes unrealized gains of $628 thousand for the year ended March 31, 2009 for certain direct investments in private equity and infrastructure 
determined using valuation techniques for which certain assumptions cannot be fully supported by prices from observable current 
market transactions.
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6. INVESTMENT INCOME (LOSS) (continued)

(B) inVestment income (loss) By asset mix

investment income (loss) by asset mix based on the economic intent of the investment strategies of the underlying assets 
as outlined in the sip&p, for the year ended March 31, after allocating net realized and unrealized gains and losses on 
investments to the asset classes to which they relate, is as follows:

($ thousands) 2009 2008

Developed World Equity
 Canadian Equity  $ (9,071)  $ 336
 US Large Cap Equity (1,091) (660)
 EAFE Large Cap Equity (1,414) (337)
Small Cap Developed World Equity (1,246) (893)
Emerging Markets Equity (2,146) 247
private Equity (5,178) 370
Nominal Fixed Income
 Cash & Cash Equivalents 68 79
 World Government Bonds 1,396 236
 Canadian Fixed Income 643 416
real return Assets
 World Inflation-Linked Bonds 628 112
 Real Estate (2,739) 1,064
 Infrastructure 424 39
Absolute return 1 (5,446) (1,636)

Investment Income (Loss)  $ (25,172)  $ (627)

1 includes amounts related to real estate debt strategies.
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7. ExpENSES

(a) allocation of exPenses

the act requires that the costs of operation of psp investments be charged to the plans for which it provides 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 Minister of public safety. an allocation 
policy has been developed which allocates the direct costs of investment activities, such as external investment management 
fees and custodial fees, to each plan account, based upon the asset value of each plan account at the time the expense 
was incurred. 

all other operating expenses, excluding the direct cost of investment activities listed above, for the year ended 
March 31, have been allocated as follows:

2009 2008

Public Service Pension Plan Account 72.6% 72.6%
Canadian Forces Pension Plan Account 20.1 20.1
Royal Canadian Mounted Police Pension Plan Account 7.2 7.2
Reserve Force Pension Plan Account 0.1 0.1

Total 100.0% 100.0%

expenses are paid by psp investments by way of advances from the public service pension plan account, which are 
reimbursed by the other plan accounts on a quarterly basis.

(B) oPerating exPenses

operating expenses allocated to this plan account, for the year ended March 31, consist of the following:

($ thousands) 2009 2008

Salaries and benefits  $ 68  $ 35
Professional and consulting fees 14 21
Office supplies and equipment 12 7
Other operating expenses 12 6
Depreciation of fixed assets 7 3
Occupancy costs 5 2
Custodial fees 2 2
Remuneration earned by Directors 1 1
Travel and related expenses for Directors 1 –

Total  $ 122  $ 77
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8. CApITAL DEBT FINANCINg

as of March 31, 2009, psp capital inc., a wholly-owned subsidiary of psp investments, has $1,579 million (2008 – 
$1,551 million) of short-term promissory notes outstanding with maturity dates between 28 and 364 days of issuance, 
of which $5,386 thousand (2008 – $2,170 thousand) has been allocated to the Reserve force pension plan account and 
included in note 3 (a) as a short-term investment-related liability. as at March 31, 2009, psp capital inc. has $1 billion 
(2008 – nil) of medium-term notes issued and outstanding, of which $3,412 thousand (2008 – nil) has been allocated 
to the Reserve force pension plan account. these medium-term notes bear interest of 4.57% per annum and have a 
maturity date of december 9, 2013; $600 million of these medium-term notes were issued on december 9, 2008 and 
$400 million were issued on february 24, 2009. these medium-term notes are included in note 3 (a) as a long-term 
investment-related liability. as at March 31, 2009, the fair value, including accrued interest, of these medium-term notes 
is $1,054 million (2008 – nil), of which $3,597 thousand (2008 – nil) has been allocated to the Reserve force pension 
plan account. the maximum authorized by the board of directors for the short-term promissory notes and medium-term 
notes is $3 billion and $1 billion, respectively. the capital raised was used primarily to finance real estate and infrastructure 
investments and is unconditionally and irrevocably guaranteed by psp investments.

the operating expenses incurred by psp capital inc. were allocated to each plan account as described in  
note 7 (a).

interest expense, for the year ended March 31, is as follows:

($ thousands) 2009 2008

Short-term promissory notes  $ 193  $ 71
Medium-term notes 34 –

Total  $ 227  $ 71

9. CApITAL MANAgEMENT
as an investment company, psp investments objectives in managing its capital are:

–  to invest fund transfers, outlined in note 5, in the best interests of the beneficiaries and contributors under the 
Superannuation Acts. the funds received are invested with a view of achieving a maximum rate of return, without 
undue risk of loss, with regards to the funding, policies and requirements of the pension plans established under the 
Superannuation Acts. the funds are also invested in accordance with the investment Risk Management policies which 
are outlined in note 4.

–  to maintain an appropriate credit rating to achieve access to the capital markets at the lowest cost of capital. through 
psp capital inc., and its leverage policies, psp investments has the ability to raise capital by issuing short-term 
promissory notes and medium-term notes. note 8 provides information on the capital debt financing and note 4 (c) 
provides information on psp investments’ liquidity. additionally, as at March 31, 2009, psp investments has an 
operating line of credit of $10 million. as at March 31, 2009, no amounts have been withdrawn.

the capital structure of psp investments consists of fund transfers and capital debt financing. psp investments has 
no externally imposed restrictions on capital.
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10. gUArANTEES AND INDEMNITY

psp investments provides indemnification to its directors, its officers and to certain psp investments representatives 
who are asked to serve the boards or like bodies of entities in which psp investments has made a substantial investment. 
as a result, but subject to the act, psp investments may be required to indemnify these parties for costs incurred, such 
as claims, actions or litigations in connection with the exercise of their duties. to date, psp investments has not received 
any claims nor made any payment for such indemnity.

as part of investment transactions, psp investments and its subsidiaries guaranteed letter of credit facilities. the 
beneficiaries of these letter of credit facilities have the ability to draw against these facilities to the extent that the contractual 
obligations, as defined in the related agreements, are not met. as at March 31, 2009, the maximum exposure of the plan 
was $50 thousand (2008 – $21 thousand).

as at March 31, 2009, psp investments agreed to guarantee, as part of an investment transaction, a non-revolving 
term loan. in the event of a default, the plan would assume the obligation up to $1,375 thousand plus interest and other 
related costs.

psp investments also unconditionally and irrevocably guarantees all credit facilities, short-term promissory notes 
and medium-term notes issued by its wholly-owned subsidiary, psp capital inc.

11. COMMITMENTS

psp investments and its subsidiaries have committed to enter into investment transactions, which will be funded over 
the next several years in accordance with agreed terms and conditions. as at March 31, 2009, the outstanding commitments 
for the plan amounted to $25,859 thousand ($15,796 thousand for private equity investments, $6,125 thousand 
for real estate investments, $1,972 thousand for public market investments and $1,966 thousand for 
infrastructure investments).
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