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Royal Canadian Mounted Police 
Pension Plan Account
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, 
2007 and the Statements of Net Income and Accumulated Net Income from Operations and of Changes in Net 
Assets for the year then ended. Th ese fi nancial statements are the responsibility of the Public Sector Pension 
Investment Board’s (“PSP Investments”) management. Our responsibility is to express an opinion on these 
fi nancial statements based on our audit.

We conducted our audit in accordance with Canadian generally accepted auditing standards. Th ose standards 
require that we plan and perform an audit to obtain reasonable assurance whether the fi nancial statements are 
free of material misstatement. An audit includes examining, on a test basis, evidence supporting the amounts 
and disclosures in the fi nancial statements. An audit also includes assessing the accounting principles used and 
signifi cant estimates made by management, as well as evaluating the overall fi nancial statement presentation.

In our opinion, these fi nancial statements present fairly, in all material respects, the fi nancial position of the 
Royal Canadian Mounted Police Pension Plan Account as at March 31, 2007 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 fi nancial statements have, in all signifi cant respects, been 
in accordance with the applicable provisions of Part X of the Financial Administration Act, the Public Sector 
Pension Investment Board Act and regulations and the by-laws of PSP Investments and its wholly-owned 
subsidiaries.

Th e fi nancial statements as at March 31, 2006 and for the year then ended were audited solely by Deloitte & 
Touche LLP who expressed an opinion without reservation on those statements in their report dated 
April 28, 2006.

Chartered Accountants Sheila Fraser, FCA 
Licensed Public Accountants Auditor General of Canada
Toronto, Canada  Ottawa, Canada
April 27, 2007 April 27, 2007
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BALANCE SHEET
As at March 31 ($ millions)

  2007  2006

ASSETS

Investments (Note 3) $ 2,600 $ 2,102
Amounts due from pending trades (Note 3)  118  116
Other assets  1  -

TOTAL ASSETS $ 2,719 $ 2,218

LIABILITIES

Investment-related liabilities (Note 3) $ 190 $ 215
Accounts payable and accrued liabilities   3  2
Due to the Public Service Pension Plan Account (Note 7 (a))  1  1

  194  218

NET ASSETS $ 2,525 $ 2,000

Accumulated net income from operations $ 741 $ 497
Accumulated fund transfers  1,784  1,503

NET ASSETS $ 2,525 $ 2,000

Commitments (Note 11)

Th e accompanying notes are an integral part of the fi nancial statements.

On behalf of the Board of Directors:

Paul Cantor Keith Martell
Chairman Director and Chair of the
 Audit and Confl icts Committee
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Royal Canadian Mounted Police 
Pension Plan Account

STATEMENT OF NET INCOME AND ACCUMULATED NET INCOME FROM 
OPERATIONS
For the year ended March 31 ($ millions)

  2007  2006

INVESTMENT INCOME (Note 5)

Interest and dividends $ 74 $ 43
Net realized gains  160  177
Change in unrealized appreciation in value of investments  17  80

  251  300

EXPENSES

Operating expenses (Note 7 (b))  4  3
External investment management fees  3  2

  7  5

NET INCOME FROM OPERATIONS   244  295

Accumulated net income from operations, beginning of year  497  202

Accumulated net income from operations, end of year $ 741 $ 497

Th e accompanying notes are an integral part of the fi nancial statements. 

STATEMENT OF CHANGES IN NET ASSETS
For the year ended March 31 ($ millions)

  2007  2006

NET ASSETS, BEGINNING OF YEAR $ 2,000 $ 1,424

Fund transfers (Note 4)  281  281
Net income from operations  244  295

Increase in net assets for the year  525  576

NET ASSETS, END OF YEAR $ 2,525 $ 2,000

Th e accompanying notes are an integral part of the fi nancial statements.
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NOTES TO THE FINANCIAL STATEMENTS
For the year ended March 31, 2007 

ORGANIZATION

Th e 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 contributions of the Public Service, 
Canadian Forces and Royal Canadian Mounted Police pension plans in fi nancial markets.

Th e Royal Canadian Mounted Police pension fund was established by amendments to the Royal Canadian 
Mounted Police Superannuation Act, to receive contributions and make benefi t payments in respect of member 
service aft er April 1, 2000.  Th e 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 
benefi ciaries and contributors under the Royal Canadian Mounted Police Superannuation Act. Th e 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
Th ese fi nancial statements present the fi nancial 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 fund in respect of member service aft er April 1, 2000.  Accordingly, they do 
not refl ect all of the assets or the details of the pension contributions, payments and liabilities of the Royal 
Canadian Mounted Police pension fund. Th e statements have been prepared in accordance with Canadian 
generally accepted accounting principles (“GAAP”) and the requirements of the Act.

Comparative fi gures have been reclassifi ed to conform to the current year’s presentation.

Valuation of Investments
Investments for each asset class are recorded as of the trade date and are stated at fair value.  Fair value is 
an estimate of the amount of the consideration that would be agreed upon in an arm’s length transaction 
between knowledgeable, willing parties who are under no compulsion to act. Fair value of investments in 
pooled funds is based on unit values, which refl ect the quoted market prices or other generally accepted 
pricing methodologies for the underlying securities.
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Royal Canadian Mounted Police 
Pension Plan Account

NOTES TO THE FINANCIAL STATEMENTS
For the year ended March 31, 2007 

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

Valuation of Investments (continued)
 Fair values of investments are determined as follows:

(a) Cash equivalent investments are recorded at cost, which, together with accrued interest income, 
approximates fair value.

(b) Market prices for equities and unit values for pooled funds are used to represent the fair value of these 
investments.  Unit values refl ect the quoted market prices of the underlying securities.

(c) Private equity and infrastructure investments, where quoted market prices are not available, are fair-
valued annually.  Th e fair value is determined by the external managers, management and/or third party 
appraisers using acceptable industry valuation methods. 

In the fi rst year of ownership, cost is generally considered to be an appropriate estimate of fair value for 
private equity and infrastructure investments unless there is an indication of permanent impairment of 
value. 

(d) Th e fair value of investments in real estate is determined at least annually, using acceptable industry 
valuation methods, such as discounted cash fl ows and comparable transactions.

In the fi rst year of ownership, cost is generally considered to be an appropriate estimate of fair value for 
real estate, unless there is an indication of permanent impairment of value.

Management may use the services of a third party appraiser to determine the fair value of real estate 
investments.

(e) Fixed income securities are valued at quoted market prices at the end of the year, 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 derivative fi nancial instruments are recorded at fair value using market prices. Where quoted market 
prices are not available, appropriate valuation techniques are used to determine fair value.
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NOTES TO THE FINANCIAL STATEMENTS
For the year ended March 31, 2007 

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

Income Recognition
Th e investment income has been allocated proportionately based on the asset value held by the Royal Canadian 
Mounted Police Pension Plan Account (“Th e Plan”).

Investment income is recorded on the accrual basis and represents realized gains and losses on the disposal 
of investments, change in unrealized appreciation (depreciation) on investments held at the end of the year, 
interest income, dividends and net operating income from private market real estate investments. Th ese 
income items include the related distributions from pooled funds and limited partnerships.

Translation of Foreign Currencies
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 eff ect at the year-end date.  Th e 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 certain 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 fi nancial statements, management must make certain estimates and assumptions which can 
aff ect the reported values of assets and liabilities, principally the valuation of investments, related income and 
expenses and note disclosures.  Actual results may diff er from estimates.

2. FUTURE ACCOUNTING CHANGES

In January 2005, the Canadian Institute of Chartered Accountants (“CICA”) issued Section 3855 — Financial 
Instruments — Recognition and Measurement which will impact PSP Investments in its 2008 fi scal year.

Th e standard establishes criteria for the recognition, derecognition, measurement and classifi cation of 
fi nancial instruments. As an investment company, PSP Investments is largely exempt from this new standard, 
however, it will be required to measure the fair value of its market quoted securities using the bid price for 
long positions and the ask price for short positions. In addition, all transaction costs associated with its assets 
or liabilities are required to be recognized immediately in net income. Th e implementation of this standard is 
not expected to have a material impact on PSP Investments’ fi nancial statements.
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Royal Canadian Mounted Police 
Pension Plan Account

NOTES TO THE FINANCIAL STATEMENTS
For the year ended March 31, 2007 

3. INVESTMENTS 

(a) Investment Portfolio
Th e investment portfolio, as at March 31, is as follows:

($ millions)   2007    2006

Asset Class  Fair Value  Cost  Fair Value  Cost

Developed World Equity
Canadian Equity $ 754 $ 655 $ 690 $ 596
US Large Cap Equity  164  151  190  177
EAFE Large Cap Equity  124  101  234  190

Small Cap Developed World Equity  213  194  146  131
Emerging Markets Equity  181  154  141  111
Private Equity  121  120  23  22
Nominal Fixed Income

Cash Equivalents  28  28  29  29
World Government Bonds  121  123  -  -
Canadian Fixed Income  392  394  380  385

Real Return Assets
World Infl ation-linked Bonds  125  125  30  28
Real Estate   296  260  141  135
Infrastructure  35  33  -  -

Absolute Return  46  38  98  89

INVESTMENTS $ 2,600 $ 2,376 $ 2,102 $ 1,893

Investment-Related Assets
Amounts due from pending trades $ 118 $ 115 $ 116 $ 117

Investment-Related Liabilities
Amounts payable from pending trades  (101)  (101)  (154)  (154)
Capital debt fi nancing (Note 8)  (36)  (36)  (26)  (26)
Securities sold short  (39)  (39)  (22)  (22)
Derivative-related liabilities  (14)  (4)  (13)  (4)

Total investment-related liabilities  (190)  (180)  (215)  (206)

NET INVESTMENTS $ 2,528 $ 2,311 $ 2,003 $ 1,804

Direct investments and derivative contracts are classifi ed by asset-mix category based on the intent of the 
investment strategies of the underlying portfolio of PSP Investments.

In addition to the diff erent asset classes outlined in the asset mix policy, PSP Investments employs a number 
of absolute return strategies to enhance returns by changing the investment asset mix, enhancing equity and 
fi xed income portfolio returns and managing foreign currency exposures.
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NOTES TO THE FINANCIAL STATEMENTS
For the year ended March 31, 2007 

3. INVESTMENTS (continued)

(b) Derivative Financial Instruments
Derivative fi nancial instruments are fi nancial contracts, the value of which is derived from changes in 
underlying assets, interest or exchange rates. PSP Investments uses derivative fi nancial instruments to enhance 
returns or to replicate investments synthetically. Derivatives are also used to reduce the risk associated with 
existing investments.

Notional values are not recorded as assets and liabilities as they represent the face amount of the contract 
to which a rate or price is applied in order to calculate the exchange of cash fl ows. 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 returns from, and the fair value of the contracts, are determined.

PSP Investments writes credit default derivatives and, hence, indirectly guarantees the underlying reference 
obligations. Th e maximum potential exposure is the notional amount of written credit default derivatives as 
shown in the table below. No payments related to written credit default derivatives have been made to date.

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

($ millions) 2007 2006

   Notional  Fair  Notional  Fair 
INVESTMENTS  Value  Value  Value  Value

Equity Derivatives
Futures  $ 120 $ - $ 70 $ 1
Swaps   302  4  160  3
Warrants   3  -  -  -
Options:  Listed-purchased  7  -  -  -
 Listed-written  8  -  2  -
 OTC-purchased (1)  51  5  73  19
 OTC-written  8  -  46  (1)
Variance Swaps  48  -  49  -

Currency Derivatives
Forwards  780  -  333  (2)
Swaps   50  (1)  -  -
Options:  OTC-purchased  61  1  24  -
 OTC-written  10  -  10  -

Interest Rate Derivatives
Bond forwards  149  -  248  -
Futures   41  -  123  -
Swaps   135  -  513  -
Swaptions   -  -  226  -
Options:  Listed-purchased  35  -  257  1
 Listed-written  35  -  609  -
Infl ation Swaps  14  -  -  -
Total Return Swaps  169  (1)  -  -

Credit Default Derivatives 
Swaps:  Purchased  5  1  5  (1)
 Written  103  (2)  218  (1)

 $ 2,134 $ 7 $ 2,966 $ 19

(1) Th e fair value of certain options excludes all cash, if any, that may have been deposited with a counterparty.



96

Royal Canadian Mounted Police 
Pension Plan Account

NOTES TO THE FINANCIAL STATEMENTS
For the year ended March 31, 2007 

3. INVESTMENTS (continued)

(b) Derivative Financial Instruments (continued)
Th e fair value of derivative contracts, as at March 31, is represented by: 

($ millions)  2007  2006

Derivative-related receivables $ 21 $ 32
Derivative-related liabilities  (14)  (13)

 $ 7 $ 19

Th e derivative-related receivables are included as part of the fair value of each respective asset class in the 
investment portfolio.

 Th e term to maturity based on notional value for the derivatives is as follows:

($ millions)  2007  2006

Under 1 year $ 1,695 $ 1,899
1 to 5 years  324  802
Over 5 years  115  265

 $ 2,134 $ 2,966

(c) Investment Asset Mix
PSP Investments has established a Statement of Investment Policies, Standards and Procedures (“SIP&P”).  
Th e SIP&P sets out the manner in which the assets shall be invested for the Plan.

Th e investment asset mix, as set out in the SIP&P, as at March 31, is as follows:

 2007 2006

 Actual Asset Mix Policy Portfolio Actual Asset Mix Policy Portfolio

Equities  61.9 %  62.0 %  70.2 %   62.0 %
Fixed Income  21.6  15.0  22.4  15.0
Real Return Assets  16.5  23.0  7.4  23.0

  100.0 %  100.0 %  100.0 %   100.0 %

Diff erences between the actual asset mix and the policy portfolio targets are due principally to target weights 
of certain asset classes which have yet to be attained. For instance, real return assets include infrastructure 
assets with a policy portfolio target weight 8.0% and an actual asset weight of 1.4%.
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NOTES TO THE FINANCIAL STATEMENTS
For the year ended March 31, 2007 

3. INVESTMENTS (continued)

(d) Foreign Currency Risk
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 where investment values will fl uctuate 
due to changes in foreign exchange rates.  To mitigate this risk, PSP Investments may take, through derivative 
contracts, positions in foreign currencies. 

Th e underlying net foreign currency exposures, as at March 31, were as follows:

   2007    2006

Currency Fair Value % of Total Fair Value % of Total

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

US Dollar $ 452  53.7 % $ 420  57.0 % 
Euro  147  17.5  114  15.4
British Pound  58  6.9  49  6.6
Yen  51  6.1  67  9.1
Australian Dollar  31  3.7  23  3.1
Korean Won  24  2.8  13  1.7
Other  78  9.3  52  7.1

 $ 841  100.0 % $ 738  100.0 % 

PSP Investments and its subsidiaries also have commitments, denominated in foreign currencies, in real estate, 
private equity and infrastructure investments for an amount of $404 million ($229 million US, €85 million 
and £4 million) which are not included in the foreign currency exposure table above.

(e) Credit Risk
PSP Investments is exposed to the risk that a debt securities issuer could be unable to meet its fi nancial 
obligation or that a derivative counterparty could default or become insolvent.

As at March 31, 2007, the Plan’s highest concentration of credit risk is with the Government of Canada 
through holdings of $0.1 billion of Government of Canada issued securities. In order to minimize derivative 
contract credit risk, PSP Investments deals only with counterparties that are major fi nancial institutions with 
a minimum credit rating of “A”, as supported by a recognized credit rating agency.
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Royal Canadian Mounted Police 
Pension Plan Account

NOTES TO THE FINANCIAL STATEMENTS
For the year ended March 31, 2007 

3. INVESTMENTS (continued)

(f) Market Risk 
Market risk is the risk that the value of an investment will fl uctuate as a result of changes in market prices, 
whether those changes are caused by factors specifi c to the individual investment or factors aff ecting all 
securities traded in the market.  PSP Investments has a diversifi cation strategy to mitigate this risk whereby 
it invests in a diversifi ed portfolio of investments based on the criteria established in its SIP&P and uses 
derivative fi nancial instruments to mitigate the impact of market risk.

(g) Interest Rate Risk
Interest rate risk refers to the eff ect on the market value of PSP Investments’ net asset value due to fl uctuations 
in interest rates. Changes in interest rates will directly aff ect the fair value of PSP Investments’ assets. 

As at March 31, 2007, the fi xed income asset class was managed with an average duration of 5.7 years. An 
increase of 1% in interest rates would result in a decline in the value of the fi xed income securities of 5.7%, or 
$22 million. 

Th e terms to maturity of the bonds held in the Canadian fi xed income asset class, as at March 31, 2007, are as 
follows:
 TERMS TO MATURITY

      2007 2006
($ millions) Within 1 Year 1 to 5 Years 6 to 10 Years Over 10 Years  Total Total

Government of Canada bonds $ 17 $ 72 $ 28 $ 36 $ 153 $ 125
Provincial and Territorial bonds  -  40  22  44  106  95
Municipal bonds  1  4  1  -  6  7
Corporate bonds  3  49  38  37  127  143

Total $ 21 $ 165  $ 89 $ 117 $ 392 $  370

(h) Securities Lending
Th e 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, 2007, 
securities with an estimated fair value of $295 million (2006 – $207 million) were loaned out, while securities 
contractually receivable as collateral had an estimated fair value of $308 million (2006 – $219 million).
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NOTES TO THE FINANCIAL STATEMENTS
For the year ended March 31, 2007 

3. INVESTMENTS (continued)

(i) Securities Collateral
Th e Plan deposited or pledged securities with a fair value of $7 million (2006 – $6 million) as collateral with 
various fi nancial institutions. Securities with a fair value of $33 million (2006 – nil) have been received from 
various fi nancial institutions as collateral. 

(j) Private Market Investments
PSP Investments’ Real Estate asset class is comprised of investments which are owned by either PSP Investments 
or its wholly-owned subsidiaries and managed by general partners or external advisors. Th e underlying 
investments comprise a diversifi ed portfolio of income-producing properties, third party loans and public 
and private funds. Th e real estate asset class is accounted for in the investment portfolio net of all fi nancings. 
Th e fair market value of fi nancings in the real estate portfolio generally will not exceed 50% of the gross fair 
market value of the portfolio.

PSP Investments’ Private Equity asset class is comprised of interests in limited partnerships and in funds 
which are managed by general partners and investments which are owned by either PSP Investments or its 
wholly-owned subsidiaries. Th e underlying investments represent equity ownerships or investments with the 
risk and return characteristics of equity.

PSP Investments’ Infrastructure asset class is comprised of investments which are owned by either PSP 
Investments or its wholly-owned subsidiaries and managed by general partners or external advisors. Th e 
underlying investments comprise a diversifi ed portfolio of infrastructure assets and publicly-traded securities.  
Investment management and performance incentive fees are generally incurred for the above private market 
investments and are paid through capital contributions or investment income.

Investment management fees in private market investments generally vary between 0.2% and 5.5% of the total 
invested amount. During the year ended March 31, 2007, management and performance incentive fees of 
$17 million (2006 – $5 million) were recorded as part of the cost of the private market investments or against 
investment income.

Th e carrying values of these investments, as disclosed in Note 1, are reviewed annually and any resulting 
adjustments are refl ected as unrealized gains or losses in investment income. 

4. FUND TRANSFERS

During the year, PSP Investments received fund transfers of $281 million (2006 – $281 million) from the 
Royal Canadian Mounted Police pension fund.  Th e transfers received are comprised of net current employer 
and employee contributions to the Royal Canadian Mounted Police pension plan in respect of member service 
aft er April 1, 2000.
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NOTES TO THE FINANCIAL STATEMENTS
For the year ended March 31, 2007 

5. INVESTMENT INCOME 

(a) Investment Income 
Investment income, before allocating net realized and unrealized gains on investments, is as follows:  

($ millions)  2007  2006

Interest income $ 33 $ 20
Dividend income  22  15
Other income  19  8

  74  43

Net realized gains  160  177
Net unrealized gains  17  80

Net investment income  $ 251 $ 300

(b) Investment Income by Asset Mix
Investment income by asset mix, aft er allocating net realized and unrealized gains and losses on investments, 
is as follows:

($ millions)  2007  2006

Developed World Equity
Canadian Equity $ 94 $ 151
US Large Cap Equity  16  16
EAFE Large Cap Equity  34  39

Small Cap Developed World  10  16
Emerging Markets Equity  28  36
Private Equity  -  -
Nominal Fixed Income

Cash Equivalents  2  1
World Government Bonds  (3)  -
Canadian Fixed Income  21  17

Real Return Assets
World Infl ation-linked Bonds  (2)  3
Real Estate  47  15
Infrastructure  1  -

Absolute Return  3  6

Net investment income $ 251 $ 300

Investment income includes a foreign currency realized loss of $9 million (2006 – nil) and a foreign currency 
unrealized gain of $31 million (2006 – $4 million).
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NOTES TO THE FINANCIAL STATEMENTS
For the year ended March 31, 2007 

6. INVESTMENT PERFORMANCE

Portfolio and benchmark returns, for the year ended March 31, are as follows:

 2007 2006

 Portfolio Benchmark Portfolio Benchmark
 Returns Returns Returns Returns

Developed World Equity
Canadian Equity  14.3 %  14.2 %  28.8 %  28.7 %
US Large Cap Equity 8.7 % 10.6 % 9.5 % 7.7 %
EAFE Large Cap Equity 16.6 % 18.9 % 20.8 % 20.0 %

Small Cap Developed World 5.5 % 6.1 % 18.6 % 19.3 %
Emerging Markets Equity 18.8 % 19.3 % 39.6 % 42.6 %
Private Equity (0.6) % (0.6) % 0.6 % 0.6 %
Nominal Fixed Income

Cash Equivalents 4.2 % 4.2 % 2.7 % 2.8 %
World Government Bonds (1.5) % (1.5) % n.a. n.a.
Canadian Fixed Income 5.4 % 5.5 % 4.7 % 4.9 %

Real Return Assets
World Infl ation-linked Bonds (1.4) % (1.6) % 10.9 % 11.8 %
Real Estate 36.5 % 6.7 % 21.6 % 8.3 %
Infrastructure 5.5 % 5.5 % n.a. n.a.

Total Return 11.3 % 10.1 % 19.1 % 18.0 %

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

PSP Investments has identifi ed relevant benchmarking for each asset class. Th e asset class benchmark returns 
are used in evaluating the relative performance of each asset class.

Th e total benchmark return aggregates the asset class benchmark returns according to the weights under 
the actual asset mix. Th e return of the private equity and infrastructure asset class is not being measured 
against any benchmark during the ramp-up period as disclosed in PSP Investments’ SIP&P.  However, for 
purposes of calculating the total 2007 and 2006 benchmark returns, the actual private equity portfolio returns 
of (0.6)% and 0.6%, respectively, are used. Similarly, the actual infrastructure portfolio return of 5.5% was used 
in calculating the total 2007 benchmark return.

Th e 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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NOTES TO THE FINANCIAL STATEMENTS
For the year ended March 31, 2007 

7. EXPENSES

(a) Allocation of Expenses
Th e Act requires that the costs of operation of PSP Investments be charged to the three 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:

  2007  2006

Public Service Pension Plan Account  72.4 %  72.2 %
Canadian Forces Pension Plan Account  20.4  20.5
Royal Canadian Mounted Police Pension Plan Account   7.2  7.3

  100.0 %  100.0 %

Expenses are fi nanced by the Public Service Pension Plan Account which is reimbursed by the other plan 
accounts on a quarterly basis.

(b) Operating Expenses
Operating expenses consist of the following:

($ thousands)  2007  2006

Salaries and benefi ts $ 2,046 $ 1,651
Professional and consulting fees  650  401
Offi ce supplies and equipment  410  271
Other operating expenses  221  209
Occupancy costs  131  92
Custodial fees  118  105
Depreciation of fi xed assets  110  77
Remuneration earned by Directors  52  43
Travel and related expenses for Directors  13  9
Communication expenses  8  10

 $ 3,759 $ 2,868
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NOTES TO THE FINANCIAL STATEMENTS
For the year ended March 31, 2007 

8. PSP CAPITAL INC.

As of March 31, 2007, PSP Capital Inc., a wholly-owned subsidiary of PSP Investments, has $503 million 
of short-term promissory notes outstanding with maturity dates within 60 to 90 days of issuance of which 
$36 million has been allocated to the Plan and included in Note 3 (a) as an investment-related liability. Th e 
capital raised was used primarily to fi nance real estate investments and is unconditionally and irrevocably 
guaranteed by PSP Investments. 

Interest expense on short-term promissory notes was $17 million for the year ended March 31, 2007 (2006 — 
$3 million).

Th e operating expenses incurred by PSP Capital Inc. were allocated to each plan account as described in 
Note 7 (a) and include interest expenses on the short-term promissory notes of $1 million.

9. SIGNIFICANT REAL ESTATE ACQUISITION

In the last quarter of the fi scal year, PSP Investments, through its wholly-owned subsidiary PSPIB Destiny 
Inc., acquired all of the issued and outstanding units of Retirement Residences Real Estate Investments Trust 
(“Retirement REIT”) for a total cash consideration of $795 million. Subsequently, PSP Investments advanced 
an amount of $445 million to refi nance the debt of Retirement REIT.

Th e estimated fair value of assets and liabilities, as at March 31, 2007, allocated to the Plan, is as follows:

($ millions)

Fair value of assets
Properties $ 189
Other assets  56

  245
Less fair value of liabilities
Current liabilities  (21)
Mortgages payable and other long term liabilities  (137)

  (158)

Net Investments in Retirement REIT $ 87



104

Royal Canadian Mounted Police 
Pension Plan Account

NOTES TO THE FINANCIAL STATEMENTS
For the year ended March 31, 2007 

10. GUARANTEES AND INDEMNITY

PSP Investments provides indemnifi cation to its Directors. As a result, PSP Investments may be required 
to compensate, without limitation but subject to the Act, these parties for costs incurred, such as claims, 
actions or litigations. Th is indemnity is explicitly declared to be in excess and in addition to any indemnity 
of any policy of insurance purchased and maintained by PSP Investments under subsection 18(1) 
of the Act. To date, PSP Investments has not received any claims nor made any payment for such indemnity.

In 2007, as part of an investment transaction, PSP Investments guaranteed a letter of credit facility. Th e 
benefi ciaries of this letter of credit facility have the ability to draw against this facility to the extent that the 
contractual obligations, as defi ned in the related agreement, are not met. As at March 31, 2007, the maximum 
exposure of the Plan was $1 million.

During the fi scal year, 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 $28 million plus 
interest and other related costs.  PSP Investments also unconditionally and irrevocably guarantees all short-
term promissory notes issued by its wholly-owned subsidiary, PSP Capital Inc.

11. COMMITMENTS

PSP Investments and its subsidiaries have committed to enter into investments transactions, which will be 
funded over the next several years in accordance with agreed terms and conditions. As of March 31, 2007, the 
outstanding commitments in private equity-related, real estate-related and infrastructure-related investments 
allocable to the Plan amounted to $429 million ($348 million for private equity investments, $65 million for 
real estate related investments and $16 million for infrastructure investments). 

During 2007, PSP Investments entered into a Purchase and Sale agreement (the “Agreement”) to acquire 
an investment for $585 million. Th e amount that will be allocated to the Plan will approximate $41 million. 
As at March 31, 2007 completion of the transaction was pending satisfaction of certain conditions in the 
Agreement, which included receiving consent from regulatory authorities. Th e transaction is expected to be 
completed in fi scal year 2008.
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