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The Canada Pension Plan Investment Board is a Crown corporation created by an
Act of Parliament in December 1997. Its long-term goal is to contribute to the
financial strength of the Canada Pension Plan by investing in the best interests
of 16 million CPP contributors and beneficiaries and by maximizing returns
without undue risk of loss.

The CPP Investment Board invests the funds not needed by the CPP to pay
current benefits. It is not expected to be required to contribute investment
earnings to the CPP to help pay pensions until 2022. In order to build a diversified
portfolio of CPP assets, the CPP Investment Board is currently investing cash
flows in publicly traded stocks, private equities, real estate and infrastructure to
balance the cash and bonds owned by the CPP.

Our disclosure policy states that: “Canadians have the right to know why, how
and where we invest their Canada Pension Plan money, who makes the investment
decisions, what assets are owned on their behalf and how the investments are performing”

By increasing the long-term value of funds available to the CPP, the
CPP Investment Board will help the plan to keep its pension promise to Canadians.

With a mandate from the federal and provincial governments, the
CPP Investment Board is accountable to Parliament and to the federal and
provincial finance ministers who serve as the stewards of the CPP. Based in
Toronto, the CPP Investment Board is governed and managed independently of
the CPP and at arm’s length from governments.

For more information on the CPP Investment Board, visit our website at

www.cppib.ca.



FINANCIAL HIGHLIGHTS//

For the fiscal year ended March 31

CPP RESERVE FUND//

FINANCIAL OVERVIEW ($ billions) 2005 2004
Assets $ 81.3 $ 70.5
Net Contributions 4.5 4.6
Investment Income 6.3 10.3
INVESTMENT PERFORMANCE
rate of return on investments (%) 2005 2004
Annual 8.5 17.6
5-year average real (inflation-adjusted) rate of return 4.5 3.4
2005 2004
ASSETS ($ billions) (% of total) ($ billions) (% of total)
Bonds $ 28.6 35.3% $ 30.2 42.9%
Publicly traded stocks 45.7 56.2 30.1 42.7
Private equities 29 3.6 1.8 2.5
Real estate and infrastructure 1.0 1.2 0.7 1.0
Cash 2.8 3.4 7.5 10.6
Money market securities 0.3 0.3 0.2 0.3
$ 81.3 100.0% $ 70.5 100.0%
CPP RESERVE FUND Bonds 35% © NET CONTRIBUTIONS AND Investment Income
ASSET MIX Cash & Money Market 4% © INVESTMENT INCOME (§ billions) Net Contributions [

Fiscal year ending March 31, 2005 Real Estate and Infrastructure 1%
Public Equities 56% @
Private Equities 4%

Fiscal year ending March 31
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CHAIR’S REPORT// STRIVING FOR EFFECTIVE GOVERNANCE// The Canada
Pension Plan Investment Board Act defines our
governance structure, balancing accountability to
stakeholders with the organization’s independence
to make investment decisions. Internally, the
board of directors strives to add value. Working
with management this year, directors will focus
on strategic positioning and the compensation
structure required for effective implementation.

Gail Cook-Bennett, Chairperson

Many governments are struggling to ensure the
sustainability of their national pension plans and
exploring avenues of change. Canada responded
to this challenge in the 1990s with a series
of reforms, one of which was the creation of
the Canada Pension Plan Investment Board.
A necessary condition for effective reform was the
federal and provincial governments’ decision to
develop a distinctive governance structure that is
appropriate to our mandate to invest significant

funds belonging to contributors and beneficiaries.

2 CPPINVESTMENT Governance practices of the board of directors are presented in detail beginning on page 42.



We are continuing to see progress towards the long-term
policy goals envisioned by the stewards of the Canada
Pension Plan. The long-term sustainability of the CPP
was confirmed again last December by the Chief Actuary
of Canada in his 21st Actuarial Report. His conclusions
were based on a series of demographic, economic and
policy assumptions vetted for their reasonableness by an

expert panel of private sector actuaries.

Because expert advice was sought and followed in creating
the CPP Investment Board, our founding legislation
in 1997 anticipated and responded to concerns about
Crown corporation governance raised in 2004 by
the Auditor General of Canada and subsequently in a
Crown governance review conducted by the Treasury

Board of Canada Secretariat.

The governance structure spelled out in the Canada
Pension Plan Investment Board Act contains such disparate
provisions as a unique director-selection process, board
responsibility to hire the chief executive officer and
clearly specified accountabilities to Canadians. These
provisions collectively strike a careful balance that
defines our arm’s-length status from governments and

our accountability to Canadians.

The Treasury Board’s review recognized that, although
principles of good governance are applicable to all
Crown corporations, uniform governance structures for
diverse Crown corporations would not be appropriate.
The CPP Investment Board, for example, is required to
assure CPP contributors that investment professionals,
with the oversight of a board of directors, will make
investment decisions. This means the organization must
operate at arm’s length from governments, but with

effective accountability.

Consistent with our arm’s-length but accountable status,
the board of directors, not government, has the
responsibility for identifying and appointing the chief
executive officer. Accordingly, when John MacNaughton
announced his retirement last May, a search committee of
the board of directors sought the next CEO with the
assistance of a global executive search firm. In December,
the board of directors was delighted to announce the
selection of David Denison,a talented executive with more
than two decades of experience in global financial services
companies in Canada, the United States and Europe.
In his short tenure as chief executive officer, David has
demonstrated his leadership in preparing the organization
for the next stage of its rapid growth and the diversification
of the portfolio. This continuing diversification is necessary

to improve risk-adjusted returns for the long term.
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The governance structure spelled out in the Canada Pension Plan Investment Board Act contains
such disparate provisions as a unique director-selection process, board responsibility to hire
the CEO and clearly specified accountabilities to Canadians.

A second distinctive governance feature of our legislation
is the requirement that the board of directors establish code
of conduct and conflict of interest procedures for officers
and employees. The federal and provincial finance
ministers who serve as our stewards believed our board
of directors would be best able to assess how to achieve
the high standards of conduct expected of a Crown
corporation competing in financial markets. High
standards of conduct depend on the personal integrity of
our leaders and their commitment to disseminating
appropriate values. Ensuring these personal characteristics

in our leaders has been a clear priority in our CEO searches.

The board of directors also created the position of external
conduct review advisor. The CPP Investment Board’s code
of conduct requires officers and employees to act as
“whistleblowers™ if they become aware of suspected
breaches in the code or conflict of interest procedures.
While a number of internal people are designated contacts
for “whistleblowers,” the external conduct review advisor
isalso available to provide confidential advice to employees
and directors on questions relating to conduct or conflict
of interest. The organization has been extraordinarily well
served by Purdy Crawford, our first external conduct
review advisor. His judgment, informed by wide experience
as a chief executive officer, corporate director, lawyer and
contributor to public policy, has greatly assisted employees

and directors.
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The expertise and independence of audit committees has
been of particular concern in public and private
companies. As a result of the CPP Investment Board’s
external nominating committee process, chaired by
Michael Phelps, we are able to include on our audit
committee individuals with expertise that is particularly
relevant to an investment organization that is part of a

large pension plan.

Our arm’s-length status is balanced by our accountability
through such requirements as mandatory reporting.
Again, the organization has enhanced its transparency
by going beyond the legislated standard. In addition,
the CPP Investment Board’s decision to adopt a strong
disclosure policy and practices are evident in our

extensive and continuous communications program.

Public meetings held in each participating province
every other year provide another form of accountability
to Canadians. Our meetings last autumn gave us
perspectives on issues that are regularly discussed
internally, such as diversification of the CPP reserve
fund, social investing and our proxy voting guidelines.
These public meetings are only one dimension of a much

broader program of interaction with our stakeholders.



The CPP Investment Board is created by
an Act of Parliament in December. The
Crown corporation is at arm’s length from
government but accountable to Parliament
with a mandate to invest the CPP reserve
fund in the best interests of 16 million
Canadian contributors and beneficiaries.
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Other mandated forms of accountability are less
noticeable to most Canadians. Our legislation requires
that a wide-ranging special examination of the
organization’s systems and practices be conducted
at least once every six years by our external audit firm.
The successful results of the special examination were
communicated to the federal and provincial finance
ministers last June. These systems and practices must
be constantly monitored to ensure their adequacy for
a growing organization with more diversified and

complex assets.

A furcher form of accountability is provided by the
triennial review of the CPP, which examines a wide range
of CPP matters including issues pertaining to the
CPP Investment Board. The federal and provincial
finance ministers who serve as joint stewards of the CPP

began the triennial review of the plan this spring.

This year has been one of transition and change. The
board of directors thanks John MacNaughton for his
professionalism during the transition period to the new
CEQ, in addition to his contributions outlined in last
year’s report. We also extend our sincere thanks to the
senior management team, who are most affected by
leadership change, for their professionalism and

flexibility during this period.

The 12-member board of directors, including
the chairperson, Gail Cook-Bennett, is
appointed to oversee the operations of
the CPP Investment Board. Seven of the
original members remain on the board today.
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This year, we welcomed Peter Hendrick and
Phil MacDougall as directors and said goodbye to
Gilbert Gill. We thank him for his contribution and

his willingness to serve longer than contemplated.

An independent board of directors is crucial to effective
oversight. Our stakeholders have directors with a wide
range of expertise and experience who are independently
minded and behave collegially in the interest of
the organization. We strive to challenge ourselves to

continuously improve the board’s oversight process.

I express my deep gratitude to the directors for their

commitment, insights and support.

/{,@ Cot. Bt

Gail Cook-Bennett
Chairperson
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PRESIDENT’S REPORT//
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EVOLVING OUR STRATEGY// During our first six years,
the CPP Investment Board diversified the CPP
reserve fund away from a reliance on fixed income
securities to a balanced portfolio of debt and
equities. In the next stage of our evolution,
we will further diversify the portfolio, building
holdings in real return assets that will help
support the sustainability of the CPP.

David F. Denison, President and Chief Executive Officer

This annual report is an important opportunity
for the Canada Pension Plan Investment Board to
communicate with its wide range of stakeholders —
from the finance ministers of the provinces and
federal government who serve as Canada Pension
Plan stewards to the 16 million Canadians who

either contribute to or benefit from the CPP.



The CPP Investment Board invests $10 million
in the Canadian public equity market. This
and other early equity investments are
made through index funds. Today we have
$45.7 billion in a primarily passively managed
portfolio of publicly traded equities.

INITIAL 1 999

INVESTMENT

It is, first and foremost, a review of our operations over
the last fiscal year as well as a financial snapshot of
where the organization stood at March 31, 2005.
The investment performance of the CPP reserve fund
is detailed elsewhere in this annual report, but in
summary, the fund earned an 8.5 per cent rate of return,
thereby generating $6.3 billion in investment income
for the year ended March 31, 2005, compared with a
17.6 per cent return and $10.3 billion of investment
income the previous year. Including $4.5 billion of
contributions not required to pay CPP benefits, the

reserve fund grew by $10.8 billion this past year.

As a result of excess contributions and investment gains
during the first six years of the CPP Investment Board’s
investment program, the reserve fund has grown from
$44 billion at the end of the first year to $81.3 billion at
the end of fiscal 2005. And there is much more growth
still to come. The Chief Actuary of Canada has estimated
the CPP reserve fund will amount to approximately
$147 billion by 2010. In keeping with the theme of this
report, Forward Thinking, I would like to let you know
what we are doing today to manage the CPP reserve fund’s
existing assets and how we are evolving the organization

for future growth.

The CPP Investment Board introduces a
formal annual process evaluating the effec-
tiveness of its board of directors and the
performance of its management. The code
of conduct and conflict of interest procedures
and governance policies are posted on
our website. Policies and guidelines are
reviewed and updated each year.

stronaer 2000

GOVERNANCE

When 1 joined the CPP Investment Board as chief
executive officer in January, the first element of the
diversification program had been completed. The focus of
the carly years of the CPP Investment Board was to
diversify the CPP reserve fund from its initial 100 per cent
concentration in government fixed income securities to a
more balanced portfolio including equities and other
assets. By adding the required professional expertise, we
have diversified the reserve fund so that at March 31,2005
government fixed income securities were 39 per cent of
assets, with the remaining 61 per cent invested in public
equities, private equities and, to a smaller extent, in real

estate and infrastructure investments.

We will continue to build this foundation to create more
capabilities to further develop the total portfolio.
The results of the past year reflect a number of factors
including the current composition and stage of
development of the portfolio, the fact that we are still only
partway through our diversification program and the fact
that to date we have relatively few real return assets,

an investment class that performed strongly last year.
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The first public meetings are held in each of the
nine participating provinces. The meetings,
which are held once every two years in
accordance with the Canada Pension Plan
Investment Board Act, serve as an important
commitment to public accountability.

PUBLIC 2 001

ACCOUNTABILITY

As we look forward to fiscal 2006 and beyond, one key
priority is to further diversify the reserve fund by
increasing our holdings in real estate, infrastructure
and other real return assets. To enable this, we will add
the professional experience we require as well as the
technology and operational capabilities to support
additional investment activities. This clearly means our
operating budget will grow, but it will do so only in
proportion to the size of the investment-management

task at hand.

In fiscal 2006, we will continue to evolve the global sector
approach and active management we have developed for
equities in order to make our total portfolio more
efficient. We will further expand our private equity
program by increasing commitments with our existing
partnerships and developing additional relationships
with more leading private equity managers around the
world. Next year, we will also focus particularly on assets
that, over the long term, are a good match for the

inflation-indexed benefits provided by the CPP.
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The World Bank recognizes the CPP
Investment Board as a model of fund
governance for national pension plans.

WORLD 2002

RECOGNITION

The goal of this diversification is to enhance the risk-
adjusted returns generated by the reserve fund. By using
a wider range of investment opportunities — while
understanding both the risks and the potential returns
they represent — we will help to ensure that we continue
to generate the long-term investment returns that

contribute to the sustainability of the CPP.

Diversification applies to the geographical scope of
CPP reserve fund investments as well as their
composition. Last year, the CPP Investment Board
announced its intention to increase the size of
international holdings of the CPP reserve fund, which
now stand at 25.9 per cent. With regard to the CPP
Investment Board’s directly managed assets, which will
continue to be a subset of the total CPP reserve fund until
the completion of the fixed income transfer from the
federal Department of Finance in 2007, we comply with
the foreign property rule in a similar manner to many
other public pension funds in Canada. In its recent
budget, the federal government announced plans to
eliminate the foreign property rule. Currently, pension
funds and individual Canadian investors have to restrict
their foreign holdings to 30 per cent of their registered
retirement portfolios at cost. Once enabling legislation

is passed, this restriction will be lifted.



In January, the Private Market Investments
group makes its first investment in real
estate. In December, they announce their
first commitment to an infrastructure fund.
As well, the CPP Investment Board releases
its Proxy Voting Principles and Guidelines
to encourage good corporate governance
among publicly traded companies.

rroxy 2003

GUIDELINES

The CPP Investment Board welcomes this policy change
because we believe that the broadening of available
investment opportunities will benefit CPP stakeholders.
With more international investments, we can further
diversify the CPP reserve fund, thereby reducing
concentration risk and improving our ability to increase

our long-term rate of return.

Following a rigorous selection process,
four external active overlay fund managers
are appointed.

ACTIVE 2 0 04

MANAGEMENT

Canadians can take pride in the fact that the CPP is
recognized as a world leader among national pension
plans. Its solid foundation for good governance and
sustainability is well recognized by pension experts
around the world. Canadians can also be confident that
the CPP Investment Board is continuing its evolution as
a leading professional investment organization that has
the capability to effectively manage the CPP reserve fund

for present and future generations.

David F. Denison
President and Chief Executive Officer
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