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PROFILE
The Caisse de dépit et placement du
Quebee, a totally autonomous institution

in its investment management operations,

was [ormed in 1965 (o manage the funds
arising from various public pension

and Insurance plans. Its mandate is

to ensure that the funds under its
administration generate a profit through
sound investments and also to support
Quéhec’s economic development.

To achieve these objectives, Il uses the
best investment vehicles available,
including bonds, shares and convertible
securities, morlgages and real estate
investments. The Caisse is one ol

North America’s major linancial
institutions. Its principal place of
business is located in the heart of
Montréal, a first-class financial center.
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HIGHLIGHTS
OF THE YEAR
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The portfolio has
withstood the
impact of the plunge

1967 proved to be a period of turmoil
for financial markets and investors.

(n the international scene, as well as
in Canada and Québec, markets were
volatile: on the one hand, interes! rates
climbed and then dropped slightly at
vear-end, and on the other hand, stock
markets plummeted in October.

[n spite of this difficult environment,
the Caisse obtained a 4.7% financial
rate of return for 1987, which was
slightly above inflation, For the current
six-year economic and financial cycle
begun in 1982, the average annual rate
ol return reached 16.9% compared with
an inflation rate of 5%. Performance
was equally good for the longer ten-vear
reference period for which the rate

ol return totalled 12.8%, or 5.7% above
the inflation rate for the same period.

The Caisse’s domestic stock market
investments portfolio has withstood the
impact of the October 19. 1987 pilunge.
Our portfolio managers, although they
had not anticipated the full extent

of the correction, noted its impending
danger and consequently implemented
strategies to limit the overall risk
associated with the Ganadian stock
portfolio and protect the underlying
capital. The 4.6% return is a positive

THE CHAIRMAN’S
MESSAGE

result. The positioning of this portfolio,
which was intentionally prudent and
defensive, appears 1o have suffered from
the underweighting of golds sector
stocks in the short term, The Caisse's
strategy in this instance was not Lo

Lake part in a movement which it thought
was exclusively speculative.

However, the major stock market
correction allowed the Caisse Lo invest
in primary issues made in connection
with the Québec Stock Savings Plan
(OSSP} and produced more realistic
price-earnings ratios. permitting the
acquisition of quality stocks at
autractive prices in the medium and long
terms. The Caisse was also much more
active on the secondary OSSP market
than in previous years when, according
to our analysts, the pricing of these
stocks seemed overly optimistic.

Furthermore. bond markets which had
been rather sluggish before October
rallied somewhat as a result of falling
interest rates and the general climate of
uncertainty prevailing in the market

for variable income securities, and
particulariy Canadian and foreign
equities.

Mortgages and real estate investments
were stabilizing elements as usual,
offering the highest vields at 9.3% and
14.5%, respectively. It is noteworthy

that our Institution completed the largest
mortgage investments program of

its existence in 1987, with loans granted
totalling over $500 million.
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At vear-end, the Caisse's total
investments, al book value, included
$15.627 million in bonds (58%). |
$7.957 million in shares and other 4
convertible securities (29.5%),

$1.714 million in mortgages (6.3%].
3491 million in real estate investments
{1.8%] and $1,173 million in money
markel securities (4.4%). At market
value, bonds represented 55,5%,
shares and convertible securities,
32.3%, mortgages, 6%, real estate
investments, 2. 1%, and money market ‘
securities, 4. 1%,

The total net income generated by

these investments and paid (o depositors
totalled $2.868 million and notably
included $613 million in gains on sale

of investments.

In 1987, the Caisse’s objective to
contribute to Québec’s economic
development and. more specifically, its
preoccupation with geographically
distributing its investments led o
vigorous mortgage lending operations in
all regions of the province as well as
active and sustained transactions with
Québec medium-sized businesses.

A total Investment budget of 381 million
was allocated to these transactions in
1987, compared with $36 million in
1886, Moreover, real estate development
projects were carried out and
acquisitions were made throughout
(uébec In cooperation with Société
Immobiliére Trans-Québec, of which






With increases in
employment, manu-
facturing shipments,
retail sales and
investments, Quebec's
economic performance
exceeded the national
average in 1987.

Overall, economic
growth in North
America as a whole

was very impressive
in 1987.




THE ECONOMIC
ENVIRONMENT

Impressive
North American
economic
performance
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Even though nel export valumes rose in
1987 due 1o the dollar’s decline, the
trade deficit deteriorated further as a
resull of a major increase in import
prices. This imbalance and the still very
large federal government deficit remain
two serious problems which were not
resolved last vear. in spite of the strong
economic performance.

THE CANADIAN ECONOMY

In Canada. the reversal from 1986 to
1987 was even more impressive, Aller
registering little or no growth in the
second half of 1986, the Canadian
economy achieved an average perform-
ance of 5.5% for the first nine months
ol 1987, clearly surpassing expectations
Very rapid growth in consumer spending
and Investments was accompanied by
truly exceptional activity in housing, The
Canadian economy’s sound performance
in 1987 was mainly the result of a
considerable drop in interest rates from
1985 until last winter, and a more
lavourable international environment,
particularly for the natural resource
seclor. Given the exceptional strength ol
domestic demand in 1987, it is no
surprise that imports rose rapidly and
output lagged somewhal behind demand

Inflation accelerated al the beginning

of the year which, jointly with the
rapidly-growing economy, led to a tighter
monetary policy. The Canadian dollar

gained versus the LLS, dollar, especially
during the second and third quarters and
as a result of increases in some
commodity prices. The higher dollar

and moderate wage growth eventually
brought Canada’s inflation rate below
the U.S. rate towards the end of 1987
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3 EMPLOYMENT

IN QUEBEC
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THE QUEBEC ECONOMY

Québer's growth rate was well above the
national average. All avallable economic
indicators show & higher level of
employment. manufacturing shipments.
retall sales and investment spending.
The most remarkable result was for
housing starts which reached an

all-time provincial high.

The good refative performance of
the Québec economy was not only a

-..]I

reflection of its diversified industrial
seement, a favourable international
climate for natural resources or the fact
that Quebec has a low percentage of the
weakest industries (such as automaobiles.
grain and ail). but it was also due lo
(uebec's aggressive business community
and the high level of confidence
prevailing over the past few years.



In their everyday life,
most Quebecers
participate in several
ways in the growth of
the Caisse's assets.
Through their con-
tributions to the
Régime des rentes du
Québec or to various
public pension or
insurance plans and the
purchase of drivers’
licences, over
3,900,000 Québec
citizens contribute to
the various funds
under management.




Deposits from
3.900,000
Quebecers

TOTAL FUNDS
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DEPOSITORS

as at December 31, 1987
fal marked value = in milllons of dollars)

First Number of Depositors’
Abbreviation deposit  contributors’ haoldings
Kegie des rentes du Queébec RRO 1466 24900000 13,400 8
Commission administrative des régimes de retraite
ot dassurances CAKRA
Government and Public Employees
Retirement [lan RREGOP 1973 375,000 68347
General Retirement Plan for Mayors and
Councillors of Municipalities 1475 680 196
Individual plans 1977 125 2.1
Reégie de lassurance autamobile du Québec RAAG 1978 3.900.000 4.0509
Commission de la samé et de la securié do travall - €551 1973 165534 22358
Commission de la construction du Québec C.C0
supplemental Pension Plan for Employees
of the Quebec Construction Industry 1970 105,000 2.009.8
Fonds dassurance-préts agricoles et forestiers FAPAF 1978 1.451 17
Regie des assurances agricoles du Québec 1968 10,900 1
Regie des marchés agricoles du Québec 1967 [t 15
Reégie de Vassurance-depits du Quebec 1964 1,422 10.6

" estimate

GENERAL FUND

Regie des rentes du Québec (RR.0Q).)
The principal depositor to the Caisse’s
General Fund, the R.R.0., manages the
universal pension plan for Quebecers,

created in 1965.

Despite an increase in i1s holdings of
$684 million at book value during the
vear, the Regie des rentes du Quebec
had to withdraw $673 million from its
$1.357 million in income o meet current
requirements during the year. In 1986
$556 million was withdrawn. At vear-
end. its haldings deposited with the
Caisse, standing at 313.5 billion at
markel value, accounted for 46.9%

of total depositors” holdings., As a resull
of the 0.2% per annum increase in
contributions implemented in 1987 for a
five-vear period. the contribution rate
for 1988 will rise from 3.8% to 4%

of contributory earnings. This

increase will slow down the rate of
withdrawals expected 1o be made by

the Regie during future years

10




6 BREAKDOWN OF THE FUNDS' ASSETS
ACCORDING TO TYPE OF INVESTMENT
as at December 31, 1987
(in millions of dollars)

AL market

At ook value vidlue

General  Individual s af Net
Fund' Funds Total wlal  change Total

Investments

Bonds 10,7455 48289 155744 56.49 800 15.706.8
Mortgages 6470 11203 17674 i 15 17520
Shares and convertible securities 11315 38113 7.9428 40 14000 910660
Keal estate investments 250.6 1896 HY 5 1.6 101.7 564, 1
Short-term investments 70449 4335 L1384 42 (210.8] 11390
Depasits in the General Fund 316 316 0.1 120.5) 3.6
164885 104155 26.904.0 98.2 23829 283596
Dther assets 3268 1634 490.2 1.8 17.3 46002
1987 168153 105789 273042 1000 24002 288498
1986 15.686.7 93073 24,8940 000 24921 280016
Net change 11286 12716 24002 - - i4h.2

The assets of the General Fund have been reduced by lotal demand deposits of e Individual Fands and acerued interest

Régie de 'assurance automobile du received from insured participants o the  Other Depositors

Québec (RAAQ) Caisse. As at December 31, 1987, the The Reégie des assurances agricoles du
The RAAQ, formed in 1977, is the second — markel value of the Régie de I'assurance  Québec, the Regie de I'assurance-
largest depositor to the General Fund. automobile du Québec’s holdings dépits du Québec and the Regie des

[t manages the general plan which reached $4.1 billion, or $3.8 billion at marchés agricoles du Québec are nol
provides insurance against injuries book value. The incredse in book value included among the unitholders in the
caused by traffic accidents. Premiums of 431 million over the previous General Fund. However, they entrust
are levied yearly to allow benefits to be year is due to income of $397 million the Caisse with liquid assets in

paid out 1o viclims. As provided by law, and 334 million in new contributions. the form of demand or term deposits
the Régie must entrust the funds The plan represents 14.1% of total totalling $19 million

depositors” holdings with the Caisse
and 22.8% of the General Fund at
markel value.

FFonds d'assurance-préts agricoles el
forestiers (FAPAF)

The FAPAF s also one of the unitholders
in the General Fund. It maintains

a minimum reserve of $10 million as
collateral for the loans it secures.




INDIVIDUAL FUNDS

Government and Public Emplovees
(RREGOP)

The Government and Public Employees
Retirement Plan was setup in 1973 for
public sector employees including cwil

7 DISTRIBUTION
OF TOTAL
DEPOSITORS'
NET INCOME AND
CONTRIBUTIONS

(i millians of
dallars)

2.965 » 868
2680
| 1,564
1,772
W Nel income
(investmenl
income Iess
administeative
CXPENSes)
B Net contributions
(deposits less
(withdrawals)
1
(18] _
415
(354
J (467)

83 87

servanls as well as emplayees of the
education and social alfairs sectors,
It is managed by the Commission
administrative des régimes de retraite
et d'assurances (CARRA). Since its
creation, the plan has accumulated
$6.4 billion, representing 23%

of the total holdings of the Caisse’s
depositors and making the RREGOP
the second largest depositor with the
(aisse, At market value, this amounts
1o $6.8 billion, or 24% of depositors’
holdings. During 1987 the plan’s
holdings increased by $920 million at
book value, of which 3233 million
arose from new contributions and the
balance from reinvested income.

The RREGOP, the plan which brings in
the largest amount of contributions

to the Caisse, fealures lwo accounts:
one for unionized employees and
another for non-unionized employees.
The respective holdings of these
accounts are included in Individual
Funds 301 and 302.

Mayors and Councillors of
Municipalities and Individual Plans
(ARRA also administers other

plans, including those mentioned above.
Assets are invested in Individual

Funds 304 and 303 and total $19.6

and $28.7 million respectively, at
markel value.

—
MI

Commission de la construction

du Québec (C.C.0).)

The Caisse also manages the holdings of
certain other supplemental pension
plans, including the plan for employees
of the construction industry, The type
of benefits paid oul by this plan

and the source of contributions which
characterize it make it rather special,
As at December 31, this plan's assets
totalled $2.1 billion at market value,
allocated among three accounts: the
active participants’ accounl (Fund 311 -
which includes all non-retired
employees). the retired participants’
account (Fund 312 — which includes all
retired employees of the industry) and
the additional contributions account
(Fund 313 —which includes non-
retired employees who pay additional
contributions), During the year, a

$265 million increase was recorded for
the plan, based on contributions of

$68 million and income of $197 million.

With an increase in the contribution
rate Lo the hasic plan for employees and
employers (Fund 311) up from §1 1o
$1.45 per hour of work in 1987, the




8 BREAKDOWN OF TOTAL
DEPOSITORS' HOLDINGS

as it December 31

|31 market value ~ in perceatage

1987

1985

1984 1983

Regie des remtes du Quebec

Commission administrative ges regimes
e retraite o1 dassurances

Kige de Fassurance automobile du Quebee

Commissinn de la santé et de la sécuritd
iy travail

Commission de la construction du Québie
and other depositors

16.9

239
1

T8

74

6.9

4.6

09 519

20.3 195
12.2 1.1

85 101

Gommission will now he able t bring in
new funds and consequently reverse

the withdrawal situation which prevailed
from 1983 10 1986,

Commission de la santé et de la
seeurite du travail (CS.5.T)

Since 1973, the C.S.8.T. has entrusted 1o
the Caisse the funds it accumulates

lo meet workmen's compensation

and occupational illness benefits it

is required to pay. The Commission
receives contributions from all
emplovers for insurance against
accidents ocourring in their sector of
activity. As at December 31, 1987 the
C.S.S.T had assets of $2.2 hillion at
market value, representing close

[0 7.8% of total depositors’ holdings,
The Commission's holdings at book
value increased by 380 million despite
withdrawals of $143 million from Income
of $223 million. Changes made to the
plan have limited the growth of these
hioldings. bul increases in contribution
rates from $2.05 10 $2.50 in 1987

and $2.50 to $2.75 in 1988 will help
to partially offset this trend
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In allocating assets,
the Caisse strives to
achieve a good balance
between the various
levels of risk associated
with each type of
investment vehicle on
the various markets,
investing in the short,
medium or long term
with a view to meeling
its objectives of
yielding a profit and
promoting Québec’s
economic development.

This asset mix
depends on a number
of parameters, includ-
ing the economic
situation, which

is one of the most
important factors.




Returns
above
inflation

other types of investment vehicles

irtiolio must take into account
the particular aspects of the various
[dns under management and tnei

LerT i needs for liguid assets. while complying

desirable proportion of shares, honds with the Caisse s mandate to achieve

mortgages and real estate as well as profitability and encourage (uébec s
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call the Calsse s investment policy
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]1 SUMMARY
OF OPERATIONS IN 1987
(in millions of dollars)
January 1 October 16 RETURN
to October 16 to December 31 Table 12 shows the internal rate of

Bonds 1.265.9 4061 return obtained on total depositors’
:E”;”*‘"I‘?EE 3 y l{‘i“l“j ;T:; holdings for the vear just ended, for the
AlNdaian equilles Lul.d) & P T + : = e ¥
Corporate investments inflation rate slowdown period of 1982

small and medium-sized businesses 0.9 15,0 to1987 and for the last ten vears,

large businesses - 1400
Foreigh equities o8 B8 It also indicates the time-weighted rate
Real estate investments 92.9 10.0 ; 8 .

ol return for each type of investment,
which helps evaluate the fund

1987 offers a good example of how manager's contribution to the growth of
important it Is to have an investment [unds. This does not take into account
strategy which allocates funds among the timing variable for the receipt of
the various types of investments. deposits over which the fund manager
The year can easily be divided into two has no influence,

periods: before and alter the October

19 stock markel correction. Table 11 INTERNAL RETURN

shows that during the months which The Caisse obtained a 4.7% internal
preceded the correction, our Canadian rate of return for total funds under its
stock market portfolio managers administration in 1987, which. in spite of
recorded nel sales of over $230 million.  the difficult period, was 0.5% higher
Subsequently. the positioning of the than the inflation rate

Canadian equities portfolio was
restructured and over 8700 million
was reinvesied in Canadian securities
during the last two manths of the vear.

Moreover, the Caisse accumulated
considerable amounts of bonds during
the period which preceded October 19,
as their rates seemed unusually high.
It also granted the largest amount of
mortgages of its existence, Finally. the
geographic distribution of stock markel
investments was continued in order

1o reduce the overall risk of partfolios.




] 2 RETURN
fat market vilue - in percentage)
Compound average annual
rate for the period
1987 1982-1987  1978-1987
Internal rate of return
Toral depositors” holdings 47 16.9 128
Time-weighted rate of return
Fmancial assets
Bonds 4.2 188 1.8
Mortgages 9.3 15.6 1.8
Canadian equities 16 13.6 15.8
Foreign equities {0.3) 208 -
Real #state Investments 145 4 -
Short-Lerm investiments 91 ~ -

Based on the lust four years. when the &
“Hased on i das) theee vears. wheo the

ireen equities portfoliowas cteated,
spectlie reul estate insvestments portiolin was crented

RETURN

OF FINANCIAL

INDICES

1987  1982-1987  1978-1987

Indices
NYW Bond -~ Medium Term 389 16.15 -
MW Mortgage 813 15.28 11.91
TSE 300 3.88 1237 16.01
CLLP: World Stocks 10.18 FENE! 2094
MYW Commercial papers (30 days) 853 1085 11.96

(Over a longer span however, which

is in fact a more adequate way o truly
gauge a pension or insurance plan’s
management. the internal rate of

return during the inflation rate slowdown
cvele which has been prevailing for the
last six vears was 16.9%, representing
an 11.9% positive return differential
compared with an average inflation rate
of 5% for the same period. Over a ten-
vear period, the 12, 8% return represents
a 5.7% positive return differential.

TIME-WEIGHTED RETURN

The bond portfolio vielded & return of
4.2%, which is 30 basis points higher
than the Moleod, Young, Weir (MYW)
medium-term index. But returns for
1987 did not exceed those of markel
indices in all categories of investment.
For Canadian equily investments, a
4.6% return was recorded. compared
with 5.88% for the TSE 300 index.
Foreign equity investments vielded a
rate of return of —0.5%. The total
cumulative annualized return oblained
from the tme the portfolio was set up
four vears ago reached 20.8%. This
performance is 12.1% higher than that
recorded by the Canadian equities
portfolio over the same period.

As for the money market investments
portfolio, it vielded a 9.12% return,
compared with B,53% lor the MYW
J0-day commercial papers index.

The mortgage portfolio’s 9.3% return
compares favourably with 8.7% for the
MYW mortzage index.

Finally, the specific real estate
investments portiolio generated a very
satisfactory 14.5% return.



The public and para-
public sectors, includ-
ing the government,
government corpora-
tions such as Hydro-
Québec, school
boards, cegeps and
universities, as well
as municipalities and
health care establish-
ments, issue quality
bonds to fund a portion
of their requirements.
Purchases made by the
Caisse in these sectors
during 1987 amounted
to over $1 billion.
Through its activity,
the Caisse contributes
to maintaining a quality
secondary market for
this type of investment.
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FIXED
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SUMMARY OF BOND AND MORTGAGE PORTFOLIOS
ACCORDING TO ISSUERS

as al December 31, 1987

Securitles Al markel value Average Average Modified
9 nominal maturity duration
lmz::::::} (%) rale (%) (vears) (volatility)
Permanent investment basis
Issued by the
gouvernement du Québec 8.507.2 8.7 11.08 947 5.06
Government guaranteed 2,263.4 13.0 10.19 913 5,06
Guaranteed by grants 699.9 4.0 11.13 540 3.63
Municipalities and school boards 1,146.5 b.6 11.09 548 .56
Corporate and other 210.1 1.2 11.32 4.59 2.80
Morigages 1.752.1 10.0 10.91 4.84 3.02
Temporary investment basis
Government issued
or guaranteed
Canada 1,232.1 7.1 994 BO5 5.09
United States 1.467.2 8.3 6.94 9.07 6.83
(thers 190.4 11 9.75 11.12 2.68
Total 17.458.9 100.0 1047 831 480
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SUMMARY OF ACQUISITIONS OF NEW BONDS
ISSUED BY THE GOUVERNEMENT DU QUEBEC
AND QUEBEC PUBLIC SECTOR IN 1987

(at par value — in millions of dollars)

Amounts of issues Acquisitions by the Caisse
Canadian Other Total - O8the Ganadian markst
markel markels Amount (%)
Gouvernement du Quéhec
Regular issue 1476.7 7370 22137
Refunding - 627.9 279
1.476.7 1.364.9 28416 400,0 60.95
Hydro-Québec and other
government corporations
Regular issue 1.075.6 14470 2.522.6
Kefunding 421.0 4154 B424
1.502.6 1.862.4 3.365.0 100.0 6.66
Municipalities and guaranteed
by grants
Regular Issue 1.861.7 599.6 24613 172.2 9.25
Total 48410 3.826.9 8.667.9 1.172.2 2420

The bond portiolio includes a majorily
of securities held on a permanent
investment basis and a minority of
securities acquired on a temporary
hasis. The Caisse is active an the

U.5. and Canadian bond markets as it
pursues its operational investment
policy whose objective is Lo acquire and
manage on an active trading basis
very high liquidity securities of
approximately 15% of fixed income
investments in order o protect the
overall Nlexibility of the bond portfolio.
Al the end of 1987, those securilies
reached 16.5% of total bond and
morlgage investments,

Bond purchases from the gouver-
nement du Québec, Hydro-Québec

and other government corporations on
the primary market aggregated $1 billion
in 1987, Acquisitions of new municipal
hond issues and of issues guaranteed by
grants totalled $172 million,

As at December 31, 1987, the market
value of bond investments in the Calsse’s
portfolio was $15.7 billion, while

the average maturity lotalled 8.9 years,
the average coupon was 10.42% and

the modified duration was five years.

Total bond investments provided a
4.2% rate of return in 1987




EVOLUTION
OF YIELD
IN 1987

(i percentage)
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Morlgage rates remained relatively

low during the first three months of

the vear and began rising moderately
alterwards. The rise continued
throughout the last nine months but rates
were still maintained at an acceptable
level for lenders as well as consumers,

All of the above factors contributed to
intense activity for mortgage lenders
This Intense activity was favourable for
borrowers in lerms of interest rates

I and loan amounts. As in previous years.
H1-day Treasury this phenomenon was accentuated
il = O Sourees Bank n-i‘ m the L_i['_&l“ 3‘-3['““""_\' of funds for
B 1-vear bonds Canada and C.DPO
- Quehe this market

MORTGAGE INVESTMENTS

Home buvers, investors anil business
people, motivated by the economy's
strength and good performance, were
very active in real estate markets
during 1987 Moreover, sales volumes
and housing prices rose substantially,
In addition, commercial real estate
activity picked up considerably,
particularly in Montréal. Confidence
continued to he high among developers
and the leasing of office, commercial,
and especially retail, as well as
industrial space was mosl Vigorous.

{ )
—_—




Concerned with interest rate Huctuations
and the high level of stock markets. the
Caisse decided to allocate the highest
amount ever to {ts mortgage investment
operations in 1987. A new record was
consequently established as total
morlgage loans aggregated $520 million,
divided among the residential.
commercial and industrial sectors

16 BREAKDOWN OF
MORTGAGE
INVESTMENTS
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The Caisse continued Lo favour new
construction projects and ensure that its
loans were avallable across (Juébec,

Major investments were made during the

vedr, including Place du Rovaume in
Chicoutimi, Mail Champlain in Brossard
and Les Promenades de la Cathedrale
in Montreal,

A major partion of the Gaisse’s

mortgage investments in the residential
sector was made through four
representatives: Fidocie du Québec,
Fiducie Prét et Revenu, Sherbraoke
Trust and Trust Général du Canada. With
their business network and various
branches. these trust companies are
better placed o serve this market

The Caisse's mortgage investments
portlolio amounted to $1.75 billion at
market value at vear-end, representing
6% of the Institution's overall portlolio
The Caisse Is therefore considered

a major intermediary in the mortgage
loan business. The breakdown of these
investments was as follows: residential
sector, 57.4%. commercial seclor.
36.5% and industrial sector. 6.1%.

Also, as at December 31, 1987, the
average interest rate for morigage loans
was 11%, while the average maturity
was 4.8 vears. During the vear, the
(aisse’s total mortgage investments
vielded a 9.3% return.

MONEY MARKET INVESTMENTS
Money markel inlerest rates [ell
gradually from the beginning of the year
until April, reaching slightly more than
7% for 91-day Canada Treasury bills

A progressive increase then followed, as
a result of the Bank of Canada's tighter
monetary policy. Rates had reached
9.6% al the time of the stock markel
carrection, then dropped sharply

by 200 hasis points and rallied again,
although the increase was moderate
during the last quarter

The development of the Caisse’s
money markel operations Is based on
[wo objectives: meeting needs for
liquid assets and generating stable
investment income



First. the management of the needs for
liquid assets obevs variations in the
tash flow and consists of keeping a good
balance between inflows and outllows
of capital. Using daily forecasts, portiolio
managers try 1o match the inflows and
outllows of the various assets and
liabilities with needs for liquid assets
These operations are intended 10 hedee
needs for liquid assels without taking
unnecessary risks regarding interest
rate (luctuations

'] 7 BREAKDOWN OF
SHORT-TERM
INVESTMENTS
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deond. earming stable investment
income: from its short-1erm
investments is also one of the Calsse's
overall investment strategy objectives
In fact, money market investments offer
minimum credit risk. They also provide
a stable return that is somelimes also
(quite attractive, as was the case in
1987. Money market investment
portlolios accordingly include high
quality securities offering 2 minimum
credit risk, Quebec and Canada
Treasury bills account for almost 70%
of the Calsse s ovierall money market
portlolio structure and carry no risk
They are also highly tiquid. which
means that they can be readily cashed
in because of frequent government
issuances and the large volumes
available on the markets.

Also during 1987, the Caisse invested in
securities of Quebec issuers and its
strong activity in this sector indicates
tiow appealing these issues are.

In its foreign exchange activities, the
Caisse, due to the increasing
internationalization of its aperations.
Look the necessary protective measures
such as hedging its short-term

foreign exchange risk. The agaressive
management of hedging operations also
allows the Institution to earn a préemium
in addition to the return provided by

Its partfolios
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Moreover, agaressive management of
money market investments also

results in increased returns on these
investments, as portfolio managers
make the necessary adjustments

10 meet abjectives and adapt 1o the
markel situation by modifving various
parameters including liquidity. maturity
and the structure of the portiolios
according to issuers

Total money market investments in the
Caisse’s portlolio vielded a 9.12% return
0 1987 and reached S1.2 billlon at par
value as at December 31, while Lthe
average maturity was 93 days




Stock markets fluc-
tuated widely during
the last quarter of 1987
and the severe 3rd-
Monday-of-October
correction was the
climax. Despite this
situation, the total rate
of return on investments
was positive and above
inflation. Strategies

implemented permitted
to limit the overall risk
associated with the
Canadian stocks port-
folio and to protect the
underlying capital.




Positive
resuits
despite an
unstable
stock market
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The loreign equities portfolio recorded
anoverall return of -0.5% in 1987

This performance is mostly the result of
the prudent and conservative strategy
which was pursued by our portfolio
managers and outside managers, which
included, among other characteristics,
an underweighting of Japanese
investments.

CANADIAN EQUITIES

The market value of the Caisse’s
Canadian equities portfolio totalled
$7.959 million at the end of 1987,

an increase of some $307 million over
the previous vear,

Various methods are used in managing
this portfolio, each with its own
ohjectives and characteristics and
contributing, on the whole, 10 meeting
the Caisse's objectives of oblaining
maximum return from its mvestments
and encouraging Québer's pconomic
development.

Al the end of 1987, regularly traded
shares on the stock market.
representing 80% of total Canadian
equities included in this portfolio, were
grouped according o three Lypes of
management. The first is based on a
selection of sectors according

ta stock market cvcle (luctuations
($4.792 million), the second

is based on a selection of stocks
included in each stock markel sector
{$1,035 million) and the third, mainly
involving highly liquid securities. is
hased on efficient changes in the assel
mix {$518 million). The remaining 20%
of the total Canadian equities portfolio
was made up of corporate investments.

The overall structure of this portiolio
has become increasingly defensive and
allowed the Caisse Lo pull through last
October’s correction, without equalling
markel performance. however. over
the entire vear.




PRINATE AND CORPORATE
INVESTMENTS

The Caisse’'s corporate investments
favour the development of Quebee
companies or Canadian companies
operating in Quebec, which are already
or are hecoming leaders in their
respective business segments. These
investments consist of large ownership
interests in the common share

capital of each company, without
exceeding 30 however. They are
usually concluded in close cooperation
with the company's management and
major shareholders, The Calsse
generally seeks representation on the
campany's board of directors
proportionally with its investment

Despite g particularlv volatile market
the carporate investments portfolio
prertaining t large companies brought
3220 million 10 investments in twelve
companies during 1987 and sales of

mvestments amounting to $200 million,

These partnership associations were
concluded to help fund expansion or
acquisition prajects contemplated by
companies such as CDC Life Sciences,
Memotee Data and Seeptre Resources
through additional share capital
subscriptions, The Gaisse also Look
advantage of the strong markel
situation which prevailed before the
stock market correction Lo reduce its
interest in matured investments.

\s at December 31, 1987, the market
value of this portfolio totalled

SLATO million and included imvestments

in 31 companies operating in 10 of the
14 stock markel sectors

Since the year-cnd. the Caisse has
decided to offer private financing in
addition 1o its corporate investments
respecting large husinesses. This

type of invesiment, which is aimed al
providing domestic commercial
companies with Lailor-made linancing,

will translate into a better diversification

of the portfolio and help generate
higher returns than for the overall
market in the medium and jong terms

MEDIUM-SIZED BUSINESSES

Cme of the most remarkable features of
1987 was certainly the great difficulty
for small and medium-sized businesses
10 gain access to one of the most
popular sources of capital offered
(uring the past few vears. Indeed. public
financing under the Québec Stock
bavings Plan (QSSF) was disrupted
despite the generally favourable
eeonomic climate which continued

1o prevail for pew Investments,
Consequently, a number of companies
contemplating major expansion or
acquisition projects were forced to rely
on other sources of capital to complete
their financing programs.




Since 1981, the Caisse has been active
in supporting the funding requirements
of Québec medium-sized businesses
that are profitable and offer sustained

growth potential. This type of financing,

which consists of acquiring share
capital or debentures in a given
company. has proven to be a good
alternative 1o public financing,
permitting the Caisse to extend its
support in 1987 to investments of some
381 million in 40 Quebec enterprises,
including 15 located in various regions
of the province.

Of this number, 24 investments consisted
of private financing, aggregating

$73 million, while a total of 34 financing
offers were concluded. This amount
includes two financing offers totalling
$3 million which were still under
negoliation as at December 31, 1987
Furthermore. the Caisse allocated

8 million to the purchase of shares

of 16 medium-sized businesses

listed on the stock exchange and took
part in the first two QSSP issues made
after October 19, involving Groupe
Goyette In Saint-Hyacinthe and Cover
Industries in Québec City,

The stock markel situation in general,
and particularly mediom-sized
businesses eligible for the OSSP,
provided interesting investment op-
portunities during the last few months
ol 1987, especially for an institution like
the Caisse whose investments are made
with medium- and long-term objectives.

The Calsse took part in financing
projects which generated over

$273 million in investments from the
companies it was associated with,

I is noteworthy that our Institution’s
investment in Financiére Entraide-
Coopérants brought together two major
participants of the financial sector.
with business operations throughout
Québer,

In 1987, reimbursements of matured
financings and redemptions totalled

39 million. In addition, four investments
of a market value of $57 million as at
December 31, 1986 were transferred to
the corporate investments portlolio for
large businesses.

At vear-end, the portfolio of investments
in small and medium-sized businesses
hiad a market value of $195 million and
included 31 term loans, for commitments
agoregating $52 million, as well as

67 investments in the form of equity

or convertible debentures, amounting

to $H43 million. Furthermore. the
disbursement of a total of $15 million
earmarked for investments was still
pending.




FOREIGN EQUITIES

World trade developments have led to
the slobalization of the market for
goods and services. Moreover, the fact
that macroeconomic policies at the
world level have been diveraing for
several years has resulted in budgel
surpluses in certain areas and deficits in
others, causing major exchange and
interest rate fluctuations and massive
inflows and outflows of capital hetween
countries. This phenomenon Was
aceentuated by telecommunications
developments. resulting in the speeding
up and intensification of the volume of
transactions as well as the increasing
imegration of financial markets

20 EVOLUTION OF FOREIGN
EQUITY PORTFOLIO IN
COMPARISON WITH MARKETS
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In this perspective. the Caisse began
investing in foreign equities a few vears
ago, This policy 15 a long-term one with
the dual abjective of yielding maximum
return on investment, given the
potential risk, by diversifving sources

ol income and of taking advantage of the
international situation to develop a
synergistic approach in the management
of Canadian equity investments, The
evolution of forelgn equity investments
stands as proof of this orientation. Al
the end of 1987, total investments of this
nature amounted to CA §1,228 million

at market value. compared with

81,022 million, $410 million and

S148 million at the end of the three
[Irevious years

The management of foreign equity
investments, which was for

the most part entrusted Lo outside
managers. falled Lo meet expectations,

as thev performed well below the
corresponding market index. During
the vear. the role of these outside
managers was reevaluated. resulting,
among ather things, in the Caisse
setting up an internal management
team for a major portion of its U5,
equity investment operations.

At year-end. the market value of this
LS. equities portfolio under internal
management reached $256 million and
generated a higher performance than

that of the corresponding market index.




In view of their close relationship with
the Canadian market and their high
liguidity, U'.S. shares are one of Lhe
most impartant areas in the overall
management of foreign investments,
These investments in LS, shares are
also managed in conjunction with
Lanadian operations as this permis the
Laisse 1o implement betler asset mix
strategies and to benefit from
opportunities offered by the increasing
integration of Canadian and U.S. markets.

Consequently. a portion of the
internally managed LS. equitles
portfolio. representing $122 mitlion at
markel value. is associated with
Canadian equity investments rather
than international equity investments

As at December 31, 1987, the geographic
distribution of the foreign equities
portiolio, excluding the 3122 million
portion of the U.S. portfolio,

was as follows: 39.3% in the LS.,
30.7% in Asia and 30% in Europe

The foreign equities portfolio also
includes corporate investments
allowing long-term associations with
foreign enterprises setting up
businesses in Québec or expanding
their operations here or with Quéhee
enterprises with similar projects outside
of Canada,

In 1987, investments in companies
such as IN-COM, Pallas Group S.A,
and an Astan venture capital fund were
concluded as part of the Caisse’s
international corporate investments
program
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REAL ESTATE INVESTMENTS

The Caisse’s real estate investments
portfolio increased by 25.8% in 1987

AL year-end. real estale assets tolalled
$529 million, compared with $420 million
in 1986, and had a market value

of $671 million. A total rate of return of
[4.5% was recorded for this portfolio,
including 8.01% in terms of current

vield and a 6.49% increase in value




In 1987, the sectorial diversilication of
investments was marked by the
purchase of residential and commercial
buildings and the divestment of an
affice butlding in downtown Montreal

As at December 31,1987, the breakdown
of real estate investments among the
varinus sectors, atmarkel value, was
the [ollowing: office buildings, 48.1%
commercial. 33.5%. residential,

7.205, industrial, 4.3%. hotels, 3.1%
and undeveloped land, 3.8%

2 1 BREAKDOWN OF
- REAL ESTATE
INVESTMENTS
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In addition, the Caisse develaped i1s
regional operations by acquiring o
major residential complex in Québee City
and interests in shopping centers
located in Magog. Lac-Megantic and
Roberval. An agreement in principle

was also coneluded for the acquisition of
{our large shopping ceners in the
Saguenay, Lac-Saint-Jean and Lower
Saint Lawrence reglons with Westeliff
Les Coopérants and Société Immobiliere
Trans-Québec. The Caisse’s real estate
investments portiolio was also glven

a new dimension as @ result of an
interest acquired m Cadillac Fairview
This S65 mulllon investment ensures
diversification on the Canadian and
American markets

The Caisse maintained its interest

in real estate developmel projects

in cooperation with several partoers
In this endeavour, it associated with
Montréal para-municipal organizations
and Devencore in the acquisition of the
city block bordered by Saint-Jacques,
Saint-Antoine and Saint-Fierre Streets
as well as McGill Street. It also
participated in promating the Montréal
World Trade Center, a project valued
at over $100 million

Mareover, the Mouvement Desjarding
pension fund joined the Caisse's ather
partners in Sociétd Immabiliere

Trans-Québec. This company enjoyed

continued growth and acquired industrial

huildings in Montréal and Québiec Gity

in addition to interests in regional
shopping centers on behall of & real
estate fund it manages, The develop-
ment of this.company is based on ils
reputation as a specialized manager
offering a high quality of service,

The real estate assets it manages are
now valued al over 3600 million.

As at December 31, 1967, the markel
value of real estate properties in which
the Caisse had an Interest exceeded

$1 billion. This valuation was confirmed
by an external scientific appraisal which
was performed in keeping with the
[nstitution’s policy 1o obtain a fair
valuation of its real estate investments




Qualified and
experienced
human
resources

ADMINISTRATIVE EXPENSES

The Caisse's administrative expenses
totalled $17.4 million in 1987 and
were allocated amang Lhe various
Funds based on the market value of
investments, Salaries and employee
henefits remained the highest
expenditure item of the year,
representing 5.7% of wotal expenses
Other tems included rent, totalling
11.7%, professional lees, 11.5%,
depreciation of fixed assets, 7.1%.
and other charges, 18%. Furthermore,
expenses that are directly related

Lo investment management services
performed by other financial institutions
were charged against the income
generated by these nvestments as
follows: 3.4 million to the General
Fund and $2.6 million Lo the various
Individual Funds.

ADMINISTRATION

HUMAN RESOURCES

Regardless of the instability of employ-
ment in the financial sector and the
resulting pressure exerted on all of our
human resources. the Caisse success-
{ully pursued its efforts to obtain the
qualified and experienced resources
needed Lo carry out IEs various invest-
ment programs,

These efforts. combined with emplovee
training activities. have increased the
quality of our team. Regardless of a
considerable stalf turnover situation.
{und managers and investment
specialists have, on the average, over
10 years of market-acquired experience
cach, which we are proud of considering
the average for most companies
engaged in this field. In addition,
professional and management
personnel as a whaole have acquired an
average of over 12 vears of experience
each. hall of which was with our
Institution

HEALTH

1987 also marks the coming into force of
the Act respecting the protection of
non-smokers in certain public places,
The provisions of this act are gradually
being implemented al Lhe Caisse.

INFORMATION SYSTEMS

During the year, the Caisse continued
to upgrade the quality of its information
svstems.

The conversion program applving to

all systems and information constituted
a major aclivity following the
replacement of the central computer.
Furthermore, the step-hy-step
implementation of the new stock markel
information system was launched
during the vear.

The Caisse also pursued its micro-
computer acquisition program in order
Lo provide efficient work wols for its
employees, A training program has been
developed 10 help emplovees operale
computer equipment efficiently and make
appropriate use of software,




\most all of the Caisse's emplovees now COMMUNICATIONS In addition. the Caisse continued 1o

use office automation equipment whict he Lalsse developed a variel nublish Cveles el tendances
|:‘i|-~'.1|'|'.‘|'.|-'!‘="E [rocess. interrogate Ll smotinnal Wools in 19 N analyvsis ol economic trends and
ruse the data they have access | nstitutional and marketing operatiins forecasts prepared by its team of

[his equipment can b aperaled on an They include a corporate brochur economists: This increasingly popular

indiviual or centralized basis 1video and an exhubition booth, 1t also punncation s published Iwice a vear

pursugd ILs commuamealions poley - June and December and 18 avallable
Vserurnity and emereen \ COnUngency whnereny 1l sirives ||'.._;.|.-::. i 10N request
plan was also setup. The Tirst par information on 11s operations than most

of the plan has been completed and financial institutions, while keeping i

subsequent steps are being implemented mind the private nature of negotiations

to make sure that all informatio leading Lo linancial transactions

svstems will be better protected
In addition, the Caisse actively
implemented its imformation program
respecting medium-sized busingsses
[l published & quarterly bulletin
Ireanized various husiness meeLngs
was associated inseminars and
sSVMposiims an corporate fnancing and

gave interviews to the media. Further

more, the Calsse continued (o promote
| senes of conference< entitled “Entre
Th

parlenaires Se conlerences art

nended for the executives of the
mpanies in which the Caisse invests
They dre held three or lour limes 4
dl net | €S such as strategy
manning and the econamic sitaalion

are discussed

118 1150 3¢ nred th WINes
ind Investments Marketplace again
this vear, the lareest event of its kind
in North America, and contributed
1o holding Network., the first world

nvenition of fasl-growing companis

which gathered over U CONEressmer
N0 WOITHN Trom some 54 JUnLries

in Montreal




The Caisse's Board of
Directors is represen-
tative of Québec's socio-
economic structure. It
includes representatives
of employers, coopera-
tives and unions, as
well as civil servants.

In the usual order,

Claude Séguin, Gaston
Pelletier, Benoit Morin,
Jean Campeau, Claude
Legault, Louis Laberge
and Marcel Coté...

Gisele Desrochers,
Judge Richard Beaulieu...

Claude Béland and
Pierre Péladeau.
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SENIOR
MANAGEMENT

Jean Campeau
Claude Ferland
Michel Grignor

Michel Nadeau

Jean Trudel

Mari ".i ‘. amu

MANAGEMENT PERSONNEL

lain Auclair
Yves Benolt

Normand Bernier

Pierre Bouvier
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Andre Dut
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Richard Lesage
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Normand Provost

Adel Sarwal
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BALANCE SHEET

@s at December 31, 1987

COMBINED
SUMMARY
FINANCIAL

STATEMENTS

(in millions of dollars) 1987 1986
1SSETS

Investments
Bonds S 15.627 81474
Shares and convertible securities 7.957 6.543
Mortgages 1714 1.467
Real estate investments 491 454
short-term Invesiments 1174 1.405
26,962 24503
(ther assets 497 480
827459 §25.073

LIABILITIES

DEPOSITORS” HOLDINGS

8 132

General Fund 16,774 15.643
Individual Funds 10,570 5,288
27,34 24.941
$ 27459 325,073
STATEMENT OF INCOME
{or the vear ended December 31, 1B87
{in millions of dollars) 1987 1986

INCOME

Investment income

§ 2271

§ 2.189

Gains and losses on sale of investments 613 790

Other Income | |
2.885 2,980

EXPENDITURE

Administrative expenses 17 15

NET DEPOSITORS" INCOME 2.868 ) 965

ALLOCATION OF INCOME

Interest on demand and Lerm deposits 16 13

Net income allocated to participation deposit holders § 2852 $ 2952

Note: Combined financial statements are pr
FINANCIAL STATISTICS booklet of the

A7 Annual Report
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