_ Return remains our top priority. Our capacity o grow

and build together derives its source and inspiration from the action
and will of men and women from here and from elsewhere who are
building Québec every day. Together we have the capacity to do more

and do it better,
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PROFILE

The Caisse de deépot et placement
du Québec was ereated in July
1965 by an Act of the Québec
National Assembly. The institution,
which invests the funds entrusted
to it by Québec public pension
and insurance plans and various
public bodies, was given the full
autonomy needed to accomplish
its mission,

Today, its mission remains, as
always, to achieve an optimal
financial return and contribute
by its activities to the vitality of
the Québec economy, while at
the same time ensuring the safety
and security of the capital under
management.

To achieve these objectives, the
institution uses the best financial
instruments available: bonds,
shares and convertible securities,
mortigages, real estate, short-term
securities and derivative products,
Added 1o this mix of vehicles

is active management, astute se-
lection of investments and geo-
graphical diversification, particu-
larly in the North American,
European and Asian markets.

Active on the major stock markets
in the world, the Caisse is also the
leading investor in the Canadian
stock market. Over time. it has
increased its real estate investunents
in the commercial, residential
and office buildings sectors 1o
ank its portfolio first in Canada.
This portfolio is actively managed
by companies in the Caisse Real
Estate Group. In terms of private
investments, the diversified port-
folio of the Caisse comprises over
200 companies, and is managed
by the Caisse Private Investments
Group and its affiliates.

The Caisse has its principal place
of business in Monuréal, a major
financial centre. Thirty years aflter
making its first investment, in
February 1966, it has become an
important portolio manager in
North America and Canada'’s
leading public fund manager. A
remarkable performance indeed!

jc')g() Capital at Work



MESSAGE FROM THE CHAIRMAN

of the Board and Chiel Executive Offhicer

In 1995, the Caisse de dépor et
|>Lu ement du Quebec achieved a
return of 18.2%. or an exception-
ally high rate of over 16% after
inflation. Drawing on the exper-
tise of its personnel. the Caisse was
able to ke full advantage of an
economic context marked by low
inflation and added interest rates,
contributing to high returns in a
number of inancial markets.
Income and added value rotalled
7.9 billion for the vear, The insti-
tuton's five- and 10-vear returns
were 11.1% and 10.0% respectively,
11.7% over 20 years and 9.5% over

30 vears

I'he Caisse has much to celebrate
during its 30th anniversary. Assets
now stand at $51.2 billion. Since
its creation, it has distributed over
$47 billion in investment income
to its depositors. The Caisse has
earned for itsell a |||.u € among
major North American portfolio
managers because of the size of its
assel base, its experuse, interna-
tional business network and its

partners. With operations not only

in the Americas but also in l‘lu-.lu-

and Asia, the Caisse has become
an investment multinatnonal at a
time when investment activity has
a global perspective and world-
wide potential, and is executed

imstantaneously,

And vet, despite the rapidly
changing face of global finance,
the Caisse remains more than

ever focused on 118 l}l'i'."ill.I] mis-
sion. Obtaining an optimal finan-
cial return is part of its fundamen-
al purpose. The second important
aspect of ils mission, making a sus-
tained and durable contmbuton
to the economy, or in other words,

secunng collateral economic fu',lu"(rf\

as the Americans say, calls for a
particularly close and intelligent
parimership with the milien, with
Québec businesses of all sizes and
in all sectors, and with all partici-
pants in Québec’s financial and

economic life.

In its neverending pursuit of
excellence, the Caisse has set itself
the ambitious but achievable goal
ol becoming one of North
America’s leading fund managers
by the turn of the century. To
reach this objective, good invest-
ment reflexes, flexibility and rapid
execution are key assets. But above
all, the Caisse must know it can
count on having one of the best
teams in the business, made up of
creative, innovative specialists who
are well aware of the stakes involved
not onlv in their own sector of
activity, but also in the world
around them. Having high-calibre
personnel will remain vital 1o the
institution in rising to the many
challenges which face it. Reaching
these objectives requires additional
tools, namely the establishment of
specialized, accountable business
units assigned clear missions, appro-

priate expertise, eflective prox edures

and a flexible structure, as well as

the drive to succeed and o take
decisive and strategic action aimed

at doing more, and doing it better,

Ihe economy has become increas-
ingly global in scope and is driven
by knowledge and know-how. Now
more than ever, access to quality
information is critical in order to
identify the most profitable oppor-
tunities and the best time to seize
them. Furthermore, we must con-
tinue to be guided in our deci-
sions and our actions by an opti-
mal combination of prudence and
boldness. While prudence is dic-
tated by the nature of the funds
managed, boldness is nonetheless
indispensable in order w achiceve
success and attain superior finan-
cial and economic results. Acting
boldly means making different
choices, not always following the
crowd, and Idkill_‘._[ action that will
bear positive fruit. It also means
wanting to reinvent the profession,
or 4t least to 1|nr~iil m some of s
practices; it means turning off the
automatic pilot and embarking on
a different road that has more 1o
offer, while keeping in touch with

market reality and acting with the

N



due prudence of an astute manager.
Our reading of the current
domestic and international situa-
tion suggests a number of promis-
ing avenues of endeavour for the
Caisse and its subsidiaries. And

so without neglecting our signifi-
cant contribution 1o the financing
and capitalization of Québec busi-
nesses, we will be increasing our
equity investments in high-potential
markets. We also anticipate
expanding our involvement in
private and long-term investments,
which offer returns that are
frequently higher in the long run
than stock market investments.
With the aim of capitalizing on
the best available opportunities for
optimizing return, we will hone
our skills in making tactical and
strategic changes in portfolio mix
when necessary by shifting from
one asset category to another, one
country to another, or one sector
of activity to another, based on
medium-term outlook.

As well, the Caisse intends to
promote the expansion of high-
potential sectors such as techno-
logical innovation, communications,
telecommunications and biotech-
nology, without abandoning per-
forming businesses in more tradi-
tional sectors which nonetheless
play an important role both in
the economy and in its portiolios.
Small, mid-sized and large busi-
nesses interested in foreign mar-
kets will be the object of special
attention: the private investment
subsicliaries will consolidate their
expertise in the area of exports,
create financing instruments to
help such businesses implement
their export strategies, and take
part in the financing of infrastruc-
ture projects, The Caisse will also

offer financing for foreign compa-
nies seeking a presence in Québec,
and will support Québec compa-
nies in their efforts to expand into
foreign markets. Finally, it will
work harder than ever at fostering
entrepreneurship and stimulating
the creation of new businesses to
strengthen the commercial and
industrial fabric of the milieu.

During 1995, the Caisse further
sharpened its focus on two areas
that are key priorities for Québec
society: the employment situation,
especially among young people,
and Montréal's growth as a finan-
cial centre. In the mater of employ-
ment, the Caisse continued to
implement programmes it intro-
duced some years ago, providing
internships for finance students
and helping 1o place graduates
with brokerage firms. In addition,
it joined forces with other organi-
zations by playing an active role in
the work of the sponsors” committee
ol the Québec Forum pour Uemploi.
Achieving a balanced sharing of
wealth between the generations,
notably through the ransfer and
equitable distribution of the
source of wealth, work and
employment, is an important
social and economic challenge
facing the industrialized societies
in the vears to come. Aware of
this, the Caisse remains faithful to
its commitment to promote
employment.

Secondly, Montréal, the engine of
economic activity in Québec, must
be able to rely on a dynamic and
vigorous financial industry, a pre-
requisite for economic vitality and
conditions favourable to business.
The reverse of the coin is that
Montréal’s strength, effectiveness

and success as a financial centre
depends on the commitment,
determination and involverment of
all participants, The presence of
strong and efficient local institu-
tions is central to any real strategy
of increasing financial activity and
creating quality employment. The
Caisse is resolved to support local
institutions by continuing, for
instance, to do most of its trading
on The Montréal Exchange and by
actively participating in the deriva-
tives market. Furthermore, it will
foster business partnerships which
target the same objectives.

The changes currently taking
place in our economies affect
cach and every link in the chain:
consumers and workers, business
and governments must constantly
reevaluate their daily and surategic
choices. Behind this movement, a
new definition of power, knowl-
edge, wealth and the quality of life
is taking shape.

Québec society possesses all the
necessary qualities for its citizens
to have an enviable place in this
new universe. But to secure this
position, we must pursue it with a
clear vision, with determination,
and in cooperation with others.
Solidarity is essential: it must be a
creative force, a living reality that
is intimately shared. The Caisse,
for its part, will support those who
work in this direction with every
means consistent with its mission.

The year just ended was a demand-
ing one for our personnel as well
as for our Board of Directors. The
economic context and develop-
ments on domestic and interna-
tional financial markets presented
their fair share of challenges, The



referendum period in Québec called
for increased vigilance, even though
it became apparent that market
participants were acting with disci-
pline, pragmatism and profession-
alism. As well, with the change in
its top management, while the
Caisse maintained its usual activi-
ties and continued with its prime
orientations, there were inevitable
adjustments and new preoccupa-
tions, or at least different preoccu-
pations came to the fore.

On behalf of the Board of
Directors, I wish 10 express my
thanks to all members of the
Caisse team and its subsidiaries for
their efforts and their drive o
innovate, build and succeed, and
of course, for the remarkable over-
all results they achieved in 1995. It
is to them that we owe our success
first and foremost.

The Board of Directors, for its
part, carried out a review of each
investment sector, its orientations
and its type of management. It
also approved a significant modifi-
cation in the I'I‘lil['l'-l.g(.'(ll(.'|11 struc-
ture for private investments which
enabled the Caisse 1o form five
specialized subsidiaries, each with
its own board of directors. Further-
more, the Board adopted the
Caisse’s overall business plan and
reviewed the business plan of the
Real Estate Group, which inte-
grated mortgage financing activi-
ties during the vear, and adopted
the business plan of the Private
Investments Group.

The Committees of the Board

- the Resources Committee, the
Audit Committee, the Board of
the Caisse Real Estate Group, as
well as the new Ethics Commitiee

formed in 1995 - were particularly
active, and made a significant con-
tribution to the institution and its
operations,

I would like to make special men-
tion of the invaluable assistance
which the members of the Board
provide to the institution, and to
extend my thanks. I am also
grateful for their support during
my first year of a demanding
mandate.

Ms. Francine C. Bowvin and

Mr. Pierre Michaud left the Board
during the year. Both macde an
important contribution to the
Caisse, for which the Board
expresses its most sincere thanks.
We were pleased to welcome
Messrs. Pierre Shedleur and
Gérald Larose, who joined the
Board in 1995,

Mr. Jean-Claude Delorme, named
Chairman of the Board and Chiel
Executive Officer in 1990, became
Advisor 1o the Chairman April 1,
1995. Throughout his mandate,

Mr. Delorme brought to the Caisse

his experience in large corpora-
tions and international networks,
contributing significantly to the
progress of the institution toward
modernity. The Board extends
warmest wishes and thanks him.

p—

Jean-Claude Scraire
Chairman of the Board and Chief
Executive Officer
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_ The Caisse was launched during Québec’'s Quiet

Revolution, Enriched by the experience acquired successfully
navigating the economic cycles of the last 30 years, today it is a
tested financial cralt of international scope, delivering benefits

daily to all Québecers.



In most major industrialized
countries, economic growth
continued in 1995 at a slower
pace than during the previous
year. However, it was accompanied
by low inflation, and several finan-
cial markets posted high returns,
although the year had begun
badly with the Mexican financial
crisis affecting interest rates in
several countries,

Québec

Rising interest rates at the
beginning of the year and the
North American economic slow-
down put pressure on the Québec
economy. As a result, most domes-
tic demand components grew
more slowly than in 1994. The
residential construction sector was
alfected by cyclical and structural
problems, illustrated by the low
increase in household formation.
In addition, public spending on
goods and services declined,

due to constraints resulting from
federal and provincial budget
deficits. Srong international
exports continued to support the
Québec economy, although
growth was clearly lower than in
1994, Rapid increases in exports
derived from the competitive
advantage of Quéebec manufac-
turers, who particularly benefited
from a weaker Canadian dollar
and lower production costs.

On the whole, 1995 was somewhat
disappointing in Québec. Job
growth nevertheless outpaced that
in the rest of Canada during a
period of high unemployment.

Canada

In Canada, 1995 was also more
difficult than expected. Towards
the end of 1994, the Mexican
crisis led investors to shun securi-
ties from heavily indebted coun-
tries and Canadian interest rates
were subject to strong upward
pressure. Furthermore, in its last
annual budget, the federal
government announced an un-
precedented restructuring
programme, in the footsteps of
several provincial administrations,
The psychological and financial
impact of federal cuts contributed
to the sharp economic slowdown
across Canada, but revived investor
confidence and allowed a gradual
return 1o financial conditions more
conducive to growth in domestic

demand.

JOB CREATION IN QUEBEC
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While the economy recled, inflation
rose. The lagged impact on prices
after the dollar’s considerable
depreciation in the previous two
years pushed inflation close to the
upper limit of the target rate set
by the Bank of Canada with the
government'’s consent. Subse-
quently, the Bank spoke of the
dangers of a sustained decrease in
the dollar for the Canadian econ-
omy. This stand pleased investors
and allowed the dollar to recover,
as did the favourable response to
the budger and the gradual
improvement in inflation results.

The increased competitiveness

of the industrial sector allowed a
substantial reduction of the cur-
rent account deficit for the sec-
ond consecutive year. and led to a
sharp rise in business investment
and strong growth in corporate
profits,

International

The U.S. economy misfired a few
times at the beginning of 1995,
The Mexican crisis, a restrictive
fiscal policy, the lagged impact of
1994 interest rate increases and
slow inventory accumulation all
contributed to slow growth in the
spring. However, these factors had
only a temporary impact. Not only
did business investment continue
to grow rapidly, but housing
regained some strength,

More than the recent changes in
demand, inflation had a conside-
rable impact on financial markets.
While all traditional indicators
gave evidence of an excess demand
in the United States, the inflation
rate fell in the summer. Investors
began to accumulate long-term
securities, thereby reversing the
trend of long-term interest rates.
The Federal Reserve used the
drop in inflation 1o justify lower
short-term rates at the beginning
of July and again in mid-December.
Moderate growth, low inflation
and falling interest rates fostered

rapid corporate earnings growth,
thus making U.S. company stocks
attractive in 1995,

The other major world economies
generally experienced slow growth
in 1995. In Japan, growth was
close to zevo for the fourth con-
secutive year, due to structural
problems following a period of
over-investment and significant
appreciation of the yen. At year
end, the first signs of Japanese
recovery were detectable, as a
result of expansionary economic
policies and of the depreciation
of the ven.

European economic growth was
weak, mainly in the second half,
because of restrictive fiscal poli-
cies, and this despite gradual eas-
ing of the Bundesbank’s mone-
tary policy. This slow growth was
accompanied by rather low infla-
tion. Long-term interest rates fol-
lowed the same downward trend
as in North America, aside from
occasional volatility caused by the
uncertainty as to the European
Union’s monetary project.

In short, although economic
growth was not uniform, good
inflation results in most industrial-
ized countries allowed a general
decline of interest rates in 1995,

10



FINANCIAL MARKETS REVIEW

The bond markets benefited
greatly [rom the economic
climate prevailing in the indus-
rialized countries in 1995, The
generalized drop in interest rates
favoured high yields, all excee-
ding 153%. Bond market yields
also outperformed the stock

market in several countries.

Canada followed the falling
interest rate wend, and the
ScotaMceLeod Universe bond
index posted a 20.7% return for
the vear. The best results were
obtained by Québec bondholders,
whose securities performed at
21.5%. After accounting for an
inflation rate of about 2% in
Canada, these investors saw their
asset value increase by over 19%.
The same scenario played out on
all other major bond markets,
though o a lesser degree. 1995
was therefore a very profitable
vear for bond market investors in

Canada.

Unlike previous years, the
Canadian dollar was strong in
1995, growing in value approxi-
mately 3% against the US dollar,
6% against the yen and 4%
against the pound sterling. For
Canadian investors, the strong
dollar made investments abroad
less profitable, while supporting
investments in Quebec and
Canada in 1995, Consequently,
hedged investnents, for which
the currency fluctuation risk is
cancelled out, posted better
results than investments exposed
to these fluctuations.

The Canadian stock market also
benefited from improved mone-
tary conditions. On the whole,
stock market indices showed
returns over 14%. The TSE 300
index stood at 14.5%, while the
Montréal Exchange index, the
XXM, reached 16.6%. However,
the American stock market bene-
fited most from the economic
climate. In the United States,
where confidence in the economy
and the inflation outlook is positive,
hedged S&P 500 index perfor-
mance was spectacular at 38.9%,
far exceeding the results obtained
on all stock and bond markers.

The French stock market ended
the vear with a meagre 4.6%
return, reflecting France's problems
throughout the year. A gloomy
economic outlook was created by
labour-government confrontations
over budget restrictions, and
consumption and industrial
production were weak.

Finally, the Japanese stock
market, the second biggest in
the world, had a highly volatile
vear in 1995 and posted a mere
4.1% return, while the Nikkei
posted 0.7%. In the first half, the
rise of the yen seriously eroded
the competitiveness of Japanese
companies, while the heavy
losses associated with irrevocable
real estate debis contributed to a
22% market drop. In the second
half, however, government inter-
vention stimulated a stock market
rebound of over 33%. Neverthe-
less, for 1995 as a whole, the
Japanese market performed far
below the 12.2% return of the
hedged MSCI-EAFE index, a
world index for Europe, Australia
and the Far East



_ Sound risk management and astute asset allocation

require a measured balance between traditional and innovative
investment vehicles. It is in striking such a balance that the Caisse
can meet the challenge of generating returns which result in

financial and economic growth.



Assel mix

Financial markets reported
substantial differences in perform-
ance in 1995, For instance, each
dollar invested on the U.S. stock
market averaged a 30% higher
return than an equity investment
in Japan. This disparity points out
how important it is for managers
to make the right choices when

actively managing their asset mix,

To some extent, the trends
observed in 1995 ran contrary to
those of 1994. The sharp drop in
interest rates and a strong
INCrease in corporate earnings
allowed almost all financial mar-
kets to post positive returns. Thus,
while the world stock exchange
benchmark, the unhedged MSCI,
gained 19.4%, the Salomon
Brothers bond market index

rose 16.9%, However, deeper
analysis of these results reveals
major trends linked to market
globalization,

In fact, the major international
bond markets are significantly
more convergent than the stock
markets. In 1995, for instance, the
maximum vield spread for bonds,
which occurred between the
Swedish and Japanese markets,

as only 6.9%. Moreover, the
U.S. stock market posted a spec-
tacular return, outperforming the
bottom-ranking Austrian exchange
by 49.1%. Given this bond market
convergence. which stems from
investors’ difficulty in benefiting
from substantial stock market
spreads and from the fact that,
over the long term, the money
market is less profitable than
stocks and bonds, a number of
investors have sought out financial
products such as hedge funds and
high-vield bonds.

Internatonal diversification,

especially in the United States
and Europe, continues to be a
winning strategy. Several stock

el ]
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markets outside Canada have
generated better results than
domestic stock market indices.

Real estate, which posted very
attractive returns in the early 80s,
has dropped sharply ever since.
However, appraisal values were
steadier in the 1995 results. It is
important to keep in mind that
this asset class, which is naturally
exposed to cyclical fluctuations,
is included in a large portfolio
for prudent diversification and
high long-term returns.
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CHANGES IN FOREIGN
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The asset mix remained quite
similar to that in 1994, The pro-
portion of Canadian stock market
securities went down 2% while
foreign equities increased by 2%.
Real estate holdings and mort-
gages also dropped almost 1%.
Short-term investments repre-
sented 6.0% of the portfolio at
December 31, 1995, compared 10
4.5% a year earlier.

Tactical and strategic investments
For the past few years, the Caisse
has carried out its tactical alloca-
tion activities within a derivatives
portfolio that includes futures,
options and swaps. Managers must
forecast short-term trends in
major financial markets and take
different positions to capture
upward or downward fluctuations
in the main stock and bond mar-
kets worldwide. They must be able
to take advantage of a market's
optimum yield spread, wherever
this may be. In 1995, for instance,
the spread was greatest in France,
at 16%, compared to only 6% in

Canada. Over the last five years,
tactical allocation has generated
$80.8 million in revenue.

There are three main benefits to
tactical investment in derivatives:
these vehicles offer great flexibil-
ity, trading costs are low, and
direct trades in equity and bond
portfolios are unnecessary, Use
of derivatives allows managers to
overweight or underweight finan-
cial assets quickly and inexpen-
sively, with minimal use of capital.

Tactical choices are geared
towards imperfections which
generally occur in the short term
due to basic market conditions,
positioning of different asset
classes throughout the economic
and fAinancial cycle and, to some
extent, investor enthusiasm.
Caisse managers have created
stringent models incorporating
all of these factors.

The Caisse makes its tactical
investment choices in the

Montréal, Tokyo, London,
Singapore, Osaka, Frankfurt,
Paris, Toronto, Zurich, Sydney
and Chicago markets. In 1995,
the financial market comprised
of stocks and bonds posted a 14%
positive spread in relation to the
average world money market
yield. The models developed by
the Caisse allowed it to benefit
from a substantial portion of this
spread’s potential.

Worldwide market performance
was very uneven in 1995. In the
United States, the pause in eco-
nomic activity and the favourable
inflation outlook pushed long-
term interest rates down by 2%
and renewed monetary stimula-
tion. These conditions, combined
with unprecedented corporate
earnings in the U.S,, boosted

the New York Stock Exchange by
over 35%.

14



International bond markets
operated in an environment of
moderate economic growth with
no inflationary pressure, which
resulted in outstanding perform-
ance. Unlike the United States,
where equities posted the best
results, bond markets outper-
formed stock markets in the major
European countries, except for
the United Kingdom. Overvalua-
tion of the ven and the deutsch-
mark in the first half of the vear
clearly moderated economic
growth and corporate earnings
in Japan and Germany.

Equity markets with a high
percentage of natural resource
companies, as in Canada and
Australia, generated returns of

16 10 20%, similar to the bond
markets. The lower level of interna-
tional activity drove down the
price of certain raw materials, but
these markets benefited from
falling long-term interest rates,

In 1995, the basic tactical invest-
ment strategy was tied to a rise in
the main North American and
European markets, a decline in
the Japanese market and defen-
sive positions in most bond mar-
kets. Subsequent market changes
allowed the Caisse to achieve size-
able profits on most stock ex-
changes, including a large part in
Japan and the United Kingdom.

The Caisse believes in the value
and efficiency of the management
models used by its managers over
the past three years and of the
management of risks associated
with derivatives. It has however set
higher targets for the coming
vears, and will continue to optimize
its funds’ return through more
diversified management of tactical
and strategic investments,

A new team has been put in
charge of strategic asset mix man-
agement, responsible for transac-
tions that will generate capital
gains from yield spreads between
arious world markets over a 12 to
I8-month horizon. This team
manages a portfolio of strategic
investments, and its approach
focuses on benefiting from yield
spreads berween indices without
tying up capital. It is also responsi-
ble for monitoring overall man-
agement of the different positions
taken by Caisse managers that
deviate from long-term target
portolios. Depositors are gnaran-
teed that the flow of funds to the
most promising asset classes will
be kept within reasonable limits.

15



The Caisse achieved a toral return
of 18.2% this year. an outstanding
performance. Average returns for
the last five and ten years were
11.1% and 10.0% respectively.
The best measure of a portolio’s
performance is over the medium
and long term.

The yield of the Caisse bond
portfolio was 21.2%, due to the
decrease in long-term interest
rates. The interest rate drop on
Québec bonds was greater than
that on Canadian government
bonds, thus explaining the higher
Québec bond yield. Since the
portfolio is largely made up of
Québec securities, its perform-
ance benefited from their high
return. For the last five and ten
vears, the bond portfolio yielded

13.1% and 11.5% respectively.

The Canadian equities portfolio
recorded a 17.2% return, far
bevond Canadian market indices.
The Caisse performance is prima-
rily due to excellent stock picking.
In 1995, high returns on private
investments in major Québec
companies such as Provigo,
Quebecor and BioChem Pharma
made a major contribution to
Caisse results. For the last five and
ten years, the Canadian equities
portfolio, which comprises stock
market as well as private portfolio
investments, vielded returns of
10.7% and 8.8% respectively.
Private investments in Québec
companies generated returns of

12.3% and 9.4% for these periods.

CAISSE RETURNS
1995 19911995 19861995
(5 years) (10 years)
Bonds 21.2 13.1 11.5
Canadian shares 17.2. 10.7 8.8
U.S. shares 38.4 - -
Other foreign shares' 11.3 u.8 89
Morigages 14.2 109 101
Specific real estate investments portfolio 2.2 (591 29
Shore-term investments 7.8 .2 -
TOTAL RETURN® 18.2 11.1 10.0
Current return” 9.0 8.6 9.5

! Daa prior to April 1994 includes LS. shares,

* The total return in 1995 includes results of tactical currency transactions, tactical
and strategic investments, as well as cash management operations, :

* The current rate of return is calculated at cost while the other rates of return are
calculated ar market value using the time-weighted method.

Once again, the U.S. marker grew
in 1995. Falling interest rates,
confidence in the economy and a
good outlook for inflation stimu-
lated stock market activity. The
Caisse U.S. equities portfolio
outperformed all other asset
classes in 1995 by a wide margin,
with an outstanding 38.4% return.,

The Caisse’s other foreign equi-
ties yielded an 11.3% return, con-
ditioned by the Japanese and
French markets which had many
problems during the year. These
markets accounted for 45.2% of
the foreign equities portfolio. For
the past five and ten years, the
portfolio achieved returns of 9.8%
and 8.9% respectively, including
LS. equities until the second quar-
ter of 1994.

The mortgage portfolio’s 14.2%
return also benefited from the
drop in interest rates, Bonds out-
performed mortgages because the
average mortgage term is much
shorter. The mortgage portiolio
therefore did not benefit from
falling interest rates as much as
the bond portfolio. Furthermore,
the weak economy forced the
Caisse, like most Canadian finan-
cial institutions, to build provi-
sions for non-performing loans
during the year. Over longer peri-
ods, however, the return on the
mortgage portfolio compares
advantageously to that of other
asset classes, For the past five and
ten years, the mortgage portfolio
has yielded 10.9% and 11.1%
respectively.
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The current return on real estate
was 5.1% but a drop in the market
value of certain properties partly
reduced the total return on the
Caisse real estate portfolio.
Nevertheless, at 2.2%, this was this
portfolio’s first positive return in
five years. It is worth noting that
diversification of the real estate
portfolio has begun to produce
results, with a 15.5% return on
foreign investments. The real
estate market has gone through
very difficult times over the last
five years. The -5.9% average
return for the fivevear period
pulled the long-term return down
to 2.7% over ten vears.

Short-term investments generated
a 7.8% return in 1995, and an
average return of 7.2% over five
years. Other investunent transac-
tions, including tactical and
strategic positions and tactical
currency trading, reduced total
return by 0.2%.

With an inflation rate about 2%
in Canada, real return reached
over 16% in 1995, one of the
highest levels in the past decade.




_ Financial professionals attuned to market can develop

diversified and sophisticated investment instruments. The Caisse estab-
lishes partnerships with companies in the new economy and accompanies

enterprises sceking new international markets in their ventures.



INVESTMENTS - CORE PORTFOLIOS

Bonds

Worldwide, interest rates moved
downward throughout 1995, after
increasing steadily in 1994, Thirty-
vear U.S. bond rates, the market
barometer, dropped 220 basis
points, from a peak of 8.17% in
November 1994 1o 5.97% on
December 31, 1995, This down-
ward trend in U.S. rates had an
impact on all major domestic
bond markets.

In the United States, moderate
and satisfactory economic growth
led the Federal Reserve to main-
tain its grip on monetary policy
throughout almost the entire year,
to avoid creating inflationary pres-
sures. There was a slight 25 basis
point easing of the Federal Funds
rate in _July, bringing it down to
5.75%. Then, since inflation
results were better than antici-
pated, the Federal Reserve low-
ered the rate another 25 basis
points at the end of December.

A low inflation rate ensures an
attractive real rate of return for
hxed-income securities. Investor
optimism was also maintained
throughout the year, largely in
response to the strong demand
for tunds from the public and

private sectors,

Interest rates also trended
downward in Canada. The yield
on 30-vear Canadian bonds fell
190 basis poin ts, from 9.47% in
November 1994 to 7.57% at the
end of 1995. Domestically, the
stronger Canadian dollar, the fed-
eral and provincial governments’
firm commitment 1o improve
public finances and the absence
of inflationary pressures all con-
tributed to the rise of Canadian
fixed-income securites during the
year, despite the downgrading of
Canada's credit rating. However,
the Canadian market went
through some brief unsteadiness
in the second half as a result of
the political climate. The fluctua-
tions in vield spreads between
10-year Canadian and U.S. bonds
was indicative of investor uncer-
tainty regarding Canadian

securities, The spread widened
from 130 basis points in January
to 200 at the end of July, falling
back to 150 at vear end.

Yields also showed a downward
trend on the Québec bond
market in 1995. From January 1o
December, for instance, Québec
10-year bond vields fell by 230
basis points, from 10% to 7.7%.
Yield spreads between 10-year
Québec and Canada bonds
shrank by 24 points between the
beginning and end of the year,
from 87 to 63 basis points. Like
the Canadian market, the Québec
bond market experienced tempo-
rary volatility during the Québec
referendum period in early fall.
Over the entire year, however, all
provincial bonds and Québec
securities rose in value, favouring
the bond portfolio’s total return,

e e e — e

ACQUISITIONS OF NEW BONDS ISSUED BY

THE GOUVERNEMENT DU QUEBEC AND THE

QUEBEC PUBLIC SECTOR IN 1995

par value - in millions of dollary

$) ® ®  ® (% ) [

Canadian market 2,996 L200 4010 650 300 462 5646 1500 411
World market - - - = - - - - —
Other markets' 6,055 = = 1577 - - 7,692 = -
Total 9,051 1,200 133 2227 300 135 11,278 1500 133

! jssues in various currencies or in Canadian Eurodollirs



Transactions made by Caisse
‘managers within the strategic
bond portfolio to take advantage
of interest rate fluctuations, move-
ments along the vield curve and
the portfolio’s sectorial mix
proved profitable in 1995, The
Caisse portfolio is heavily weight-
ed in Québec public sector bonds,
which differentiates it from the
bond portfolios of other North
American managers, and this
characteristic provides special
trading opportunities. Thanks to
the sustained demand for Québec
public sector securities in 1995,
lowed to generate extra liquidity.

Short-term positions also
added to the bond portfolio’s

When making its bond investments,
the Caisse naturally conducts tactical
trading on the major international
markets, but the majority of its
transactions were carried out on
the U.S. bond market and
involved Treasury bonds, futures
and options.

All these tactical trades are subject
to controls as to exposure and
portfolio position simulations, so
that established operating limits
are respected at all times,

Thanks to its state-of-the-art

computer systems, the Caisse

can check the status of its portfo-
lio atany time and can compare
its results to a benchmark index.
More sophisticated software was
added in 1995 1o the existing
control and management systems,
allowing managers to monitor all
portfolio positions in real time.

The Caisse pursued its commitment
to help make Montréal a dynamic
financial centre by conducting

all of its ransactions on the Canadian
market, or over the two-thirds

of total volume, in Montréal,
exclusively on The Montréal
Exchange.
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On December 31, the market
value of the portfolio stood at
$24.3 billion and accounted for
47.6% of total investments, com-
pared to $21.5 billion or 48.3%

of investments at the end of 1994,
During the year, the Caisse
invested $1.5 hillion in the primary
market for securities issued by
Québec and Hydro-Quebec. It
also raded $12.9 billion of Québec
and Hydro-Québec bonds on the
secondary market, against $21.8 bil-
lion in 1994, The daily trading
volume on the primary and second-
ary markets for the entire port-
folio totalled $306 million in 1995,
versus $315 million in 1994,

Short-term investments
Although they began the year
with a sharp rise of 130 basis
points in January and February,
short-term interest rates generally
fell in Canada in 1995, while com-
parable rates in the United States
only declined slightly. There was

a substantial 150 point drop in
91-day Canadian T-bill rates, from
7% in January to 5.5% in December.
In the first quarter, the volatility of
international financial markets,
the political and economic envi-
ronment resulting from the
Quéhec referendum period and
investor concerns about the ability
of Canadian public administrations
to improve their budget position
led the Bank of Canada to increase
its target range for overnight rates
by a total of 2.5%. The federal
government and most provincial
governments then ok major steps
to realign their budget position
along a more viable path, which
allowed the Bank of Canada o
reduce its target range by 2%.
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Active management of the
short-term investments portfolio

is aimed at adding value by applying
a variety of investment strategies.
The high liquidity of securities
held, combined with an efficient
money market, allow for quick
adjustment of the portfolio’s risk
level. Investment decisions are
based on such factors as analysis
and forecasting of economic
conditions, monitoring of monetary
policy and echnical analysis, which
consists in forecasting interest rate
changes based on historical data.

The Caisse’s managers were able
10 take advantage of interest rate
volatility in 1995. For instance. the
hesitation of some investors with
respect to the outcome of the
Québec referendum created arbi-
trage opportunities on certain
Québec securities. The Caisse

SHORT-TERM

Treasury bills
B Canada
5 Québec
& Other governments
B Financial institution paper
W Government corporation noles

B Commercial paper

CHANGES IN YIELD ON
TREASURY BILLS IN 1995
in percentage
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thus bought Québec T-bills when
it considered that the yield
spreads between Québec and
Canadian short-term invesunents
were large enough to earn profits
on potential sales. The Caisse also
used banker's acceptance futures
and their OBX option, traded
exclusively on The Montréal
Exchange, 1o manage the under-
lying risks of short-term securities
more efficiently in the context of
fluctuating markets.

Securities lending activities on the
bond and money markets, which
help improve portfolio liquidity
and performance, reached a
cruising speed in 1995, This low-
risk approach generated a

$3.8 million profit for the Caisse.

Atyear end, the market value
of the short-term investments
portfolio stood at $3.1 billion,
compared to $1.8 billion in 1994.

The total rading volume was
$241.5 billion, a 32.5% increase
over the $182.2 billion reported
in 1994, The average daily trading
volume totalled $1 billion in 1995,
versus $0.8 billion in 1994, On
December 31, 1995, Québec-
issued securites accounted for
45% of the portfolio and ofF-balance
sheet derivatives had a notional
alue representing 10% of the
short-term investments portfolio.
All derivatives and discount secu-
rities were traded in Montréal,
through the local offices of
Canadian chartered banks, mem-
ber brokers of the Investment
Dealers Association of Canada
and The Montréal Exchange.
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Currency markets

Despite the buffeting it received
early in the vear, the Canadian
dollar rose by nearly 3% against
the ULS, dollar between January
and December 1995, This small
increase resulted from the stabiliz-
ing effect of Canadian monetary
policy, the federal and provincial
governments’ improved budget
position and the positive balance
of trade. By vear end, however,
extremely narrow spreads between
returns on Canadian and U.S.
securities and some unfavourable
fund wansactions led 1o a new
depreciation of the Canadian dollar,

In the United States, the current
account deficit significantly weak-
ened the dollar against the yen
and the deutschmark over the
first six months of the vear.
Concerted intervention by the
central banks of the G7 countries
strengthened the dollar’s posi-
tion, even allowing it to regain
3.5% against the yen between
January and December 1995,
However, these attempts were less
successful with regard to the
deutschmark, due to Germany’s
maintenance of a restrictive mon-
etary policy, uncertainty over the
European monetary union and
the anticipated rate drop in the
United States. The U.S. dollar
therefore lost 8.1% against the
deutschmark over the vear.
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The Caisse continued to systemati-
cally apply its policy of hedging
foreign investuments against foreign
exchange risk, a strategy which
proved profitable in 1995. This
policy seeks to minimize the risk
associated with exchange rate
fluctuations. Since the Canadian
dollar rose against the major cur-
rencies in 1995, foreign exchange
hedging enabled the Caisse to
avoid currency losses on foreign
investments. In conducting its
hedging operations, the Caisse
uses primarily forward exchange
contracts and foreign currency
S“".].pS.

The team responsible for exchange
operations, made up of special-
ized traders and analysts, must
predict currency movements and
take positions to take advantage
of these. In 1995, the Caisse car-
ried out transactions to benefit
from currency fluctuations, partic-
ularly in its tactical portfolio. A
number of events that occurred
during the year thus led to the
application of profitable strate-
gies. For instance, at the beginning

of October, the Caisse bought a
put option on the Canadian dollar
at 71.43 cents for a value of
US$500 million. Subsequently,
seeing a dip of the Canadian cur-
rency just before the referendum,
the Caisse bought slightly more
than $US200 million worth of
Canadian dollars. The Caisse could
then win either way: through the
combination of that option and
that forward exchange contract, it
could benefit from a rise in the
dollar after October 30 since it
would have paid less for its dollars
in advance, and if the dollar fell,
it would be protected by the
71.43 cent put option. The strat-
egy generated a $7 million gain.
These tactical operations are all
subject to a control model that
measures the portfolio risk level
on a daily basis. The positions
taken by Caisse foreign exchange
traders are always related 10
portfolio management; the Caisse
never engages in speculation to
alter the direction of market
trends on the Canadian dollar or
any other currency.
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In 1995, total currency purchase
or sale ansactions by the Caisse
amounted to CANS176.6 billion,
compared to CANS154.2 billion
in 1994, At year end, foreign
exchange hedging covered a port-
folio of nearly CANS7 billion, the
equivalent of otal foreign invest-
ments. The Caisse conducted
nearly 75% of its exchange trans-
actions, or CAN$128.8 billion in
1995, in Montréal.

Canadian equities

In 1995, the Canadian stock market
posted stronger returns than in
1994, but was outperformed by
the U.S. stock market and the
Canadian bond market. The equity
market evolved in a context of
sharply falling rates, following the
downturn in economic growth
worldwide. This generalized drop
in rates and the continuation, for
the fifth consecutive year, of slow,
sporadic economic growth highly
concentrated in the export, invest-
ment and technology sectors, sus-
tained the earnings growth of
Canadian companies, which
reached 14.5%. This environment
was also conducive to corporate
restructurings. The many mergers
and acquisitions, and particularly
the privatization of government
corporations, had a significant
impact on stock prices.

Results over the past year were
also largely aftected by reduced
foreign investment in the
Canadian stock market. Unlike
1994, when foreign investors
made $6.1 billion in net acqui-
sitions, they were net sellers of
$4.2 million in 1995. Foreign
investors” asset mix strategy
reflected their concern over mod-
crate worldwide economic growth
which had a negative impact on
the Canadian market given the
many Canadian companies which

d{rpcnd on this growth.

Sectorial returns were strongly
affected by price fluctuations for
several raw materials, particularly
base metals, forest products,
chemicals and fertilizers, and
natural gas.

The Caisse strategy is to apply
different management styles to
its consolidated Canadian equities
portfolio, to increase the port-
folio’s overall long-term perfor-
mance and reduce its risk or
volatility level. This approach
vielded good results in 1995 in
both quantitative and qualitative
terms. A thorough knowledge of
companies and the conditions
prevailing in their operating envi-
ronment, the use of different but
complementary market valuation
methods, combined with efficient
use of the communications plar-
form, improved the quality of
exchanges and contributed to a
greater cohesion and the timely
transfer of knowledge within

the team.

In the area of sub-index vield
spreads, the BARRA-Value posted
15.9% while the BARRA-Growth
stood at 13.7%. As for the TSE 100
index, which represents large caps,
and the TSE 200, which reflects
small businesses and medium
caps, their returns were virtually
identical, at 14.5% and 14.6%
respectively. The strategy adopted
favoured large cap stocks; in the
second half, emphasis was placed
on growth stocks, which enabled
the Caisse to enhance the return
on its consolidated portfolio.

The sectors showed very noticeable
vield differentials during the year.
Consumer products, at 29.0%,
metals and minerals and financial
services, both at 20.3%, were the
three TSE 300 sectors with the
most impressive results. Two others
also made a noteworthy contribu-
tion to the TSE 300's return:
industrial products and oil and
gas, which generated 17.4% and
16.5% respectively. The weakest
results came from real estate, at
-18.9%. torest products -3.1%.
transportation, 3.4%, and commu-
nications, 3.7%.



As part of its sectorial strategy, the
Caisse continued to underweight
utilities and overweight metals

and minerals, which proved to be

] ¥

the most profitable approach.
Nevertheless, due to slowed eco-
nomic growth, its risk manage-
ment strategy was gradually
adjusted over the year: the focus
on sectorial choices was substan-
tially reduced and emphasis was
put instead on increasing the specific
risk associated with stock picking.

TSE 300: Toronto
TSE 35: Toronto
XXM: Monireal

The consumer products sector’s
strong performance resulted from
corporate takeovers involving
Labatt, Maple Leal Foods and
Canada Malting. There were
extremely positive developments
in the biotechnology industry,
especially for BioChem Pharma,
and by Seagram which altered its
strategic orientation by selling its
25% equity interest in Dupont to
buy 80% of MCA, a company in
the entertainment and communi-

calions sector.

In the metals and minerals sector,
the streamlining of corporate
activities over the past two years,
combined with a strong increase
in aluminium, copper and nickel
prices, gave investors a major
incentive to turn towards stocks
like Alcan, Inco and Falconbridge,
among others,

Since relatively few sectors made
a positive contribution to the
index’s performance, stock picking
became crucial. Choices were
particularly strong in the energy,
As for the financial services sector,  forest products, consumer prod-
the attractive results are mainly
attributable to the generalized
drop in interest rates, strong growth

ucts, transportation equipment,
chemicals, telephone, publishing
and printing sectors. The Caisse
in bank profits and anticipated strategy was successful since it
built on Québec and Canadian

companies which have operations

increases in dividends.

Forest products generated very worldwide, are market leaders for
solid results until mid-year but their products or technologies,
clearly weakened thereafter, jus are well-established in a number
as the price for commercial pulp  of markets and capable of pro-
peaked in autumn before falling  ducing at the best possible cost.
as demand dropped and new plants

started up in Indonesia. In this

context, the Caisse changed its

strategy and favoured companies

in the newsprint sector, where

demand remained high and pro-

duction capacity only increased

slightly. Communications and util-

ities companies suffered the con-

sequences of gradual deregulation

of their activities, rapid growth of

new technologies both in terms of

hardware and software, and

shrinking profit margins.



1 0 96 Capital at Work

The Caisse made its first investment
on Lebruary 14, 1966,

$500,000 in bonds of the International
Developrment. One year latey; the Caisse
bought its first stock, 3,000 shares of
Alcan Atwminium.

In 1968, the institution expanded its
range of investment vehicles by adding
mortgages, and in 1971 it acquird
an equity interest in CGroupe Vidéotron,
a company that wowld become a loader
in the North American cable Iroad-
casting indusiry.

In the early 1980s, the Caisse signifi-
cantly modified its asset mix, raprdly
raising Canadian equities from 11%
1o 27 % of its aggregate portfolio. It
made its first venture into the foreign
equities market in 1983, increased s
ing a foreign equities portfolia in 19853,

Socidlé i bitidre Trans-Quéd
Jounded in 1984, became the first unit
Estate Group in 1993. Today, the
holds Canada’s biggest portfolio in this
sector. The acquisition tn 1993 of the
Centre Berschette in Brussels, was the
st in & sevies of international real
estale investrments.

Constantly in search of new ways (o
improve performance and innovalte, the
Causse also integrated devivative and
ayntkm:pmducﬁ. a large volume of
curvency trading and investments in
new markets, particularly in emerging
econonies, into its asset mix in the past
decade.

More recently, the Caisse aeated five
subsidiaries for grouth capital,
fmm%ww
niche markets, defined by company size
or sector.

Spreads between the financial

and stock market ratios of the
Caisse Canadian equities portfolio
and those of the TSE 300 index
narrowed significantly, For
instance, the price-earnings ratio
for the portfolio, which was 21.5
carly in the year compared to 19.5
for the index, fell 1o 15.8 versus
15.7 at yvear end.

The market value of the total
Canadian equities portfolio,
including the Caisse Private
Investments Group's investments
in this market, amounted to
$14.0 billion at year end and
accounted for 27.4% of the inst-
tution’'s total investments,

A detailed analysis by outside

consultants of the quality of equity

trades in Canada by the Caisse
revealed that the institution was
able to benefit from its strategic
positioning in the Canadian stock
market in 1995. By helping to
increase this market's liquidity,
the Caisse lowered its unit trading
costs. It also conducted over 75%
of its stock exchange transactions
in Canada, which totalled $5.1 bil-
lion, at The Montréal Exchange.

Given the high returns achieved
during the current market cvele
and particularly in 1995, the
Caisse’s investment strategy, which
focuses on picking stocks instead
of sectors, should yield a positive
future return. The environment
of slow to moderate growth at the
beginning of 1996, with no strong
inflationary pressures, should also
be favourable for several industrial
sectors in Canada. Historically, at
the end of a bullish cycle, manage-
ment styles geared to growth stocks
and small caps produce better
results than styles oriented to
“value” investments and large caps.
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United States

]

United Kingdom

France

Cermany

Other European countries

Japan

Other Asian countries and Oceania

Emerging markets

Foreign equities

The performance of all stock
markets, except for the Japanese
market, was influenced by a sharp
drop in long-term interest rates
in 1995. In the United States, the
slow inventory accumulation in
the second half improved the
outlook for inflation and resulted
in the easing of monetary policy.
The strong reduction in long-
term rates and moderate corpo-
rate earnings growth pushed the
market smoothly upward, result-
ing in an exceptional 37.6%
return, in local currency. The
scenario was almost the same in
the United Kingdom where return
was lower at 22.2%, since long-

term rates did not recede as much

in that country due to fears
related 1o the political climare.
Most stock markets in continental
Europe, except for Swizerland,
showed less attractive perfor-
mances. Japan's return was 4.1%.
In the first half of the year, the

Japanese market fell 22% after the

yen rose and the economy went
into a severe downturn, The mar-
ket's 33.5% growth in the second
half was due to a more flexible
monetary policy and expansionist
fiscal policy measures,

The Caisse manages its foreign
equity investments in separate
portolios, one of which is made
up of U.S. securities, while
another consists of European and
Asian equities. To meet its deposi-
tors' needs more effectively, the
Caisse created a third portfolio for
emerging market securities in
early 1995,

In additon to managing invest-
ments on a country basis, the
Caisse manages the regional
allocation of its foreign equities
portfolio in-house. This activity,
which should increase in 1996, is
achieved mainly through equity
index futures, rather than by
shifting funds.

The foreign equity investment
management team includes
eleven managers and analysts
specialized in the U.S., British,
European and Asian markets, By
creating a special team of experts
responsible for investments in
Asia, the proportion of indexed
funds in this region was lowered,
thus reducing portfolio manage-
ment costs, Emerging market
investments were managed exter-
nally in 1995. A part of the Caisse’s
active portfolio management and
its indexed investments are also
entrusted to outside managers.

Foreign equities should rise
significantly in proportion of total
investments in the years ahead,
which will allow to increase the
positive effect of diversification
and anticipate higher returns.
Clearly, this increase will depend
on the opportunities offered by
the market.

At the end of 1995, the Caisse
foreign equities portfolio, includ-
ing the Caisse Private Investments
Group's investments in these
markets, accounted for 12.1% of
its total investments, compared o
10.4% at the end of 1994, The
market value of its international
equities totalled $6.2 billion in
1995, compared to $4.6 billion

at the end of 1994.
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Many dynamic and innovative
Québec companies improved
their competitiveness in 1995,
Some of them broke into new
foreign markets, in particular by
increasing their exports. It was
in this environment that the
Caisse Private Investments Group
supported many of its partners
in carrying out their investment
projects in 1995,

During the vear, the Group and
the Caisse's private investment
subsidiaries used a dynamic port-
folio management approach,
which proved to be highly prof-
itable. New investments totalled
$344 million, while divestitures
reached $258 million, generating
$128 million in profit, including
proceeds from the sale of Métro-
Richelieu, Imprimeries Quebecor
and Power Financial Corporation
securities. Out of 34 investments
that were authorized during the
vear, 20 were under $5 million,
or over 58% of the new additions
to the portfolio, demonstrating
the Group's interest in backing

companies of all sizes,

At year end, the aggregate private
investment portfolio held by

the Group and the subsidiaries
consisted of 206 investments with
a market value of $2.8 billion,
against $2.3 billion and 183 invest-
ments in 1994, This portfolio
accounted for 5.5% of Caisse total
investments, compared to 5.1% a
year earlier. For the last five and
ten vears, the average return on
private investments in Québec
companies reached 12.3% and
9.4% respectively.

In order to be closer to its various
clients, supply the flexibility re-
quired 10 serve them betier and
to capitalize on equity investment
opportunities, the Caisse estab-
lished five new investment compa-
nies during the year to meet the
financing needs of specific niche
markets. The missions of four of
these subsidiaries are defined by
size or sector: companies with
financing needs under $1 million,
those specialized in communica-
tions or leading-edge technology,
and companies looking to
international markets. The fifth

'CHANGES IN PRIVATE INVES

marke value - in millions of dollary

Asat December 31, 1994

Redemprions
and sales

New invesunents

subsidiary’s mission is more
general, aimed at medium-sized
and large corporations. This new
approach is coordinated by the
Caisse Private Investments Group,
which participates optimally in
achieving the Caisse’s objectives
with respect to total return and
contribution to Québec’s eco-
nomic vitality.

By partering companies with an
experienced management team,
excellent growth potential and a
well-defined development strategy,
the Group's investment companies
aim to establish long-term
relationships with these firms and
participate in their expansion.
The subsidiaries invest in common
and preferred shares, convertible
debentures, redeemable or
convertible participating deben-
tures and term debt securities for
project financing and term
financing.

Capital CDPQ targets investments
under $1 million. It can invest
directly or through investment
companies, in particular through
members ol the regional invest-
ment companies network covering
Quebec. Capital CDPQ plans to
participate in the creation of a
second investment fund for
regional investment in the Québec
City area, the Eastern Townships
and Mauricie-Bois-Francs.

Increase in vilue

As at December 31, 1995
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Capital CDPQ reinvested with
other financial partners in Ecoval,
an organic fertlizer company,

and invested in syndication with
Capimont in Covitec, which
specializes in audiovisual post

production. Conscious of its role
in financing promising new
businesses, Capital CDPQ plans
to invest $60 million in this
niche over the next few years. At

December 31, 1995, assets under

management totalled $16 million
at market value,

In the communications and
telecommunications sector, the
major operation of Capital
Communications CDPQ undoubt-
edly was the $50 million invest-
ment in Labatt Communications
(LCI). This financing was carried
out with a consortium directed by
members of LCI management,
which also includes the Claridge
management company, Reitmans
Canada and ESPN, one of the
world’s largest sports television
networks. Under the new name of
NetStar, operations now include
TSN, the Discovery Channel and
Réseau des sports RDS, the only
French sports television network
in Canada.

Capital Communications CDPQ
also invested $1.6 million in
Groupe Image Buzz, a young
company specializing in video
post production, 2D and 3D ani-
mation and visual effects for
television and film. Finally, Capital
Communications CDPQ supported
its existing telecommunications
parters by reinvesting in
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Groupe CS, a mobile radio-
communications firm. At vear
end, this subsidiary had assets
under management of $621 mil-
lion at market value.

Sofinov, Société financiere
d'innovation, which is focused

on leading-edge technology, was
particularly active in the health
and information technology sec-
tors, It participated in the first
public offering of Axcan Pharma,
a Canadian manufacturer and dis-
tributor of pharmaceuticals for
gastrointestinal discases. This type
of investment helps to finance
research and development ac-
tivities, which often lead to major
breakthroughs.

Sofinov also participated in

the creation of a new Québec
company affiliated with Seragen
of Hopkinton, Massachussetts,
This firm, Seragen Biopharma-
ceuticals, will engage in research,
development and clinical tests to
perfect its therapeutic products,
based on fusional toxin tech-
nology. Sofinov invested $4.3 mil-
lion with a select group of
investors, including Société
Innovatech du Grand Montréal,
MDS Health Ventures, Health
Care and Biotechnology Fund,
Canadian Medical Discoveries
Fund and Roval Bank Investment
Corporation, This new company
shows that putting together
Québec's strengths in the scientific
and economic area can help
make it a logical business choice
for biotechnology initiatives.
Sofinov also invested $3 million

in Diagnocure, a young company
established in the Québec City
region barely one year ago.
Diagnocure mainly intends to
concentrate on the diagnosis and
treatment of certain types of can-
cer, based on a new technology
developed by Laval university
researchers. Sofinov had assets
under management of $248 mil-
lion at market value at the end
of 1995,

Capital International CDPQ is an
investment company with a port-
folio of private equity investments,
mainly in international venture
capital funds and merchant banks.
In 1995, it approved a $22 million
investment in the 31 UK Investment
Partners fund, which will be
managed by the British company
31 Group ple, This relationship will
allow development of close ties with
a network of over 3,000 companies.
Qucbec enterprises interested in
creating partnerships with
European firms therefore have a
new ally abroad. At the end of the
vear, Capital International CDPQ
had assets under management of
$245 million, at market value.
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The company’s personnel must
also handle the coordination of
the international activities of the
Caisse and its subsidiaries, and
make the Caisse’s worldwide
business network available o
partner companies so that they
can identify new opportunities to
export products or carry out
other expansion projects.

During the year, various activities
were organized around different
sectors and themes. Portfolio
companies in Québec that are
involved in the environmental
industry and the technology and
communications sectors, in which
the Caisse has invested, were
invited to meet the Caisse's U.S.
partners to enhance their aware-
ness of the U.S. market. In
addition, various members of

the public and private sectors
interested in business opportu-
nities in Mexico, Viemam and
Poland were given the opportu-
nity to obtain information on the
Caisse’s strategies for project
development in new markets and
for accompanying companies
expanding internationally. The
Caisse seeks a financial return
commensurate with the risk
involved in these projects and
encourages those which involve

a substantial contribution of
Québec goods, products and

SCIVices.

The Caisse also took part in set-
ting up the Alliance commerciale
Québec-Vietnam, a group of
Québec companies in the manu-
facturing and service industries

‘which have projects in Viemam

or a marked interest for this coun-
try. Also, the real estate mandate of
Mexico-based Grupo inmobiliario
Caisse was broadened to
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include private investments in the
industrial sector as well as

the manufacturing and service
industries.

Capital d’Amérique CDPQ, which
meets the financing needs ol large
and medium-size companices,
makes investments of over $1 mil-
lion in various sectors. In 1995, it
invested in R&M Métaliek, a sheet
metal processing company, which
was just starting to penetrate the
U.S. market. It also participated in
the growth of Novel Teez Designs,
a leading clothing merchandiser
licensed 1o reproduce sports

and entertainment images. This
partner wants (o step up its pene-
tration of the U.S. market.

Capital d’Amérique CDPQ also
develops and manages a new
portfolio consisting of debt and
fixed-income securities 10 meet
the many financing needs of
corporations. This portfolio in-
cludes term financing, essentially
consisting of loans macde as pri-
ate investments or in syndication,
bonds traded on the secondary
market and project financing.

For example, the subsidiary
acquired a $60 million investment
in syndication of a $600 million
loan for Stone Consolidated in
1995. With other Québec inves-
tors and entrepreneurs, Capital
d'Amérique CDPQ also authorized
$4 million in infrastructure proj-
ect financing for the construction
and operation of a |0-megawatt
hydreelectric power station in
Costa Rica, in partnership with
Hydro-Québec International.

Capital d’Amérique CDPQ also
manages a stock market portfolio
of Québec smallcap securities
which totalled $42 million at vear
end. Assets under management
totalled $1,687 million at market

value at vear end.

Supported by a board of directors
made up of business community
representatives and Caisse officers
and board members, cach of the
Group's five subsidiaries meets
the specific needs of its market,
manages an investment portfolio
and generates new business. By
creating these new subsidiaries,
the Caisse has demonstrated

its intention to be more active
than ever in the corporate hinanc-
ing market, independent of a
company’s size or sector. An expe-
rienced team of investment
professionals offering a variety of
flexible financial products ensures
strategic support for the partner
companies’ enduring success.
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The complementary nature of
the morigage and real estate
sectors led the Caisse to combine
its mortgage activities with those
of the Caisse Real Estate Group
in the interest of efficiency and
optimized returns.

The Group’s portfolios are
managed by a select team of
specialists who establish strategies,
monitor performance and coordi-
nate the activities of the compa-
nies responsible for operational
management.

Two of these companies are
wholly-owned subsidiaries of the
Caisse. Cadim manages a port-
folio of real estate investments
held in partnership with devel-
opers and builders who assure
day-to-day management, while
Cadim international coordinates
foreign real estate investments for
the Group’s companies.

Three other companies have
minority sharcholders: Ivanhoe
owns and manages shopping cen-
wres, SITQ Immobilier manages
office buildings, shopping centres

and industrial buildings held

in partmership with other institu-
tional investors, and Pen York
Properties, an SITQ group
company, owns and manages
industrial and office buildings in
the Greater Toronto area.

Finally, Cadev manages a portfolio

of land with development
potential acquired in 1994 from
its sharcholders Cadim, Ivanhoe
and SITQ Immobilier, particularly
by developing real estate

projects with investor partners,
Hypothéques CDPQ manages
mortgage loans and securities.

The current return on combined
and weighted real estate and
mortgage portfolios was 8.4% for
1995, while their market value has
dropped 0.8%. Combined net
holdings totalled $4.0 billion at
market value, representing 7.8%
of total Caisse investments, The
sectorial breakdown was 49.5%

in buildings, 40.3% in mortgages,
5.8% in shares and debentures,
2.0% in land, and 2.4% in
emphvteutic leases and sales and
leasebacks.

Real estate

The market stabilized 1o some
extent in 1995, as did the total
value of the real estate portfolio, in
spite of capital expenditures and
the drop in land values. Through-
out Québec, rents and incentives
were stable in the shopping cen-
tre sector. In the Montréal office
building market, rents for prestige
and Class A buildings stabilized
and vacancy rates fell slightly,
mainly due to the lack of new
constructions. At the end of 1995,
the vacancy rates for commercial
and office buildings included in
the portfolio were 6.1% and

10.4% respectively.

The current return on the real
estate portfolio was therefore 7.2%,
while the market value decreased
by 5.0%. These results were better
than the MLH+A index, due to
the office buildings sector, which
outperformed the others, Funds
from operations increased by 4.5%

over 1994, net of the impact of

acquisitions and sales over the year.
Asat December 31, 1995, net hold-
ings totalled $2.2 billion at market
value, compared to $1.8 billion in
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1994, derived from $2.9 billion in
investments, compared to $2.6 bil-
lion a vear earlier. This amount

is net of the related bank loans
and mortgages amounting to
$718 million, third party minority
interests and other assets and lia-
bilities amounting to $24 million,
compared to $695 million and
$96 million reported at the end
of 1994,

The assets of the Group's real
estate companies are consolidated
in the real estate portfolio. In
addition to the real estate assets
held directly by these companies,
which account for 84.8% of the
portfolio invesuments at market
value, assets include debentures
and shares of other real estate
companies, respectively 0.1% and
9.0%, mortgages, 2.4%, and short-
term securities, 3.7%. Taking

into account the related habilities,
real estate assets accounted for
$1.8 hillion at market value, or
3.6% of Caisse total investments as
at December 31, 1995, against
$1.6 billion and 3.6% respectively

at the end of 1994. This value is
based on a rigorous, prudent and
independent appraisal that com-
plies with the uniform standards
and rules of practice approved by
the competent authorities and
organizations, which specifically
provide for comparative analyses,
market analvses and other
appraisal methods including cash
Now discounting.

The vear was a lertile one for
acquisitions. For example,

Pen York invested $50 million in
the acquisition of an office build-
ing in a Toronto suburb, and
Cadim became the sole owner ot
Place Montréal Trust, a major
concourse of 19,700 square
metres containing 104 stores,

managed by Ivanhoe.

There were $297 million in
investments abroad in addition 1o
local investments of $68 million.
Investments abroad are in line
with the products geographical
diversilication scenarios engaged
into in 1993, and are part of

#

CAISSE REAL ESTATE GROUP
PORTFOLIO

CADEV

Hypothéques

as at December 31, 1995
CDPQ oot

value - in wﬁumgfdaﬂmx

e Subsidiaries Value of Perceniage of

i

Cadim '5_19.4 130

Ivanhoe 955.0 28

PEN SETQ Immobilier 7951 18.1
o Hypothéques CHPQ

YORK and other mortgage subsidiaties 1,806 451

Total - 4,006.4 100.0

) vepresents the valie of the Cabsse’s net holdings in the company
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a five-vear plan. On the
international scene, the Group
plans to invest in high-growth
countries and m countries with
favourable economic and real
estate cycles, to benefit from the
possibilities of higher returns.
Thus, Ivanhoe invested $180 mil-
lion in REITs, providing equity
interests in three shopping cen-
tres in the United States. The first
property, 58,800 square metres

in Rochester, New York, was
acquired in parmership with the
Wilmorite Group. The other two
shopping centres, 31,100 and
29,600 square metres respectively,
were purchased from Cigna, and
are located in Minnetonka,
Minnesota and Taylor, Michigan
respectively. SITQ Immobilier
joined with the Harris Group for
a $33 million equity investment in
two office buildings in North
Carolina, and with the Aaron
Group to acquire half of Les
Docks de Saint-Ouen industrial
complex in France. Cadim made
seven acquisitions in the residen-
tial sector in the United States.
With its Québec parters. it took
part in the purchase of a complex
of 336 housing units in Florida, as
well as in four buildings contain-
ing over 265 housing units in
New York. In addition, following a
partnership agreement with a
company of the Intrawest Group,

it acquired an equity interest in a
126-unit apartment building in a
Seattle, Washington, suburb. The
real estate companies also negoti-
ated partership agreements with
arious groups, that will lead o
other significant investments out-
side Québec in 1996, Acquisitions
abroad, which represented 11%
of the real estate portfolio as at
December 31, 1995, produced

a 15.5% retrn over the vear

and contributed significantly 1o
total return of the real estate
portfolio, by adding 1.2%.

As at December 31, 1995, the
real estate portfolio showed the
following geographical distribu-
tion: 67.0% in Québec, 17.1%
elsewhere in Canada and 15.9%
outside Canada, as against 75.7%,
IR.7% and 5.6% respectively at
the end of 1994,

Capital expenditures related 1o
development, re<development and
improvement projects amounted
to over $53 million in 1995, while
sales of real estate assets totalled
$89.5 million.

Mortgages

For administrative purposes, all
mortgage securities from deposi-
tors” exclusive portfolios have
been consolidated in a specific
mortgages portfolio, a pooled
fund in which depositors may
acquire participating units,

In 1995, the demand for mort-
gages remained weak in all mort-
gage market sectors for the third
consecutive year, despite the

gradual drop in interest rates
during the year.

The market for housing loans
continued to be particularly
affected by demographic and
economic trends, such as the slow
increase in new households. In
spite of the slight recovery that
began four years ago, Québec
housing starts reached a record
low. The residential market is
dominated by financial institutions
with a consumer access network,
and the volume of morgage
transactions in new loans in this
sector dropped from approxi-
mately 30% at the beginning

of the 90s to approximately 6%

in 1995,

The commercial mortgage mar-
ket, however, offers growth poten-
tial. As a member of the Caisse
Real Estate Group, Hypotheques
CDPQ will benefit from its
affiliated companies” know-how
to diversify products and sites,
The expertise acquired outside
Québec and the Group's network
of contacts are also an advantage
on which Hypothéques CDPQ
will rely to diversify its operations
geographically.

In the context of falling interest

rates, the mortgage portfolio gen-

erated a current return of 10.0%,

and the increase in market value
ras 4.2%.
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New loans amounted 1o

$32 8 million, and Hypothéques
CDPQ renewed a total of

$169 million during the year,
based on an average maturity of
2.9 vears and an average rate of
9.4%. which compare [avourably
to the market. Foreclosures and
non-performing loans totalled
$40.6 million and represent 2.3%
of the portfolio.

At the end of 1995, the market
value of this portfolio, which is
concentrated in Québec, reached
$1.7 billion and represented 3.3%
of total Caisse investments, against
$1.8 billion and 4.1% respectively
at the end of 1994, The average
nominal rate was 9.7%, the aver-
age maturity was 2.5 vears and the
modified duration was 2.04 vears,
Mortgages broke down as follows:
commercial, 59.1%, residential,
28.2%, and industrial, 12.7%.

The vear 1995 was paradoxical
for investors. While most major
financial markets achieved
returns around 20%, industrial
economies grew approximately
2%. Prudent fund managers
pursued their diversification
programme, turning (o coun-
tries offering higher growth
than more mature economies.
In the past five years, emerging
countries have grown twice as

fast as industrialized nations.

Emerging markets include some
twenty countries in Southeast
Asia and Latin America, the
Mediterranean basin, the Indian
Ocean as well as South Africa.
Their annual gross national
product ranges between

US$400 and US$10.000 per
capita, While they account for
85% of the planet’s population,
emerging markets only repre-
sent 14% of market capitaliza-

tion worldwide,

These markets have huge
potential, but their stock mar-
kets offer limited liquidity, since
the quality of financial market
supervision varies considerably
between countries, and. in some
cases, the transaction settlement
procedure has major flaws,



— IFC composite

Indeed there has been very
great volatility in these markets,
During the past decade, stock
markets in Venezuela, Turkey,
Argentina and Indonesia soared
over 300% in a single year. On
the other hand, the marker fell
60% in one year in Brazil and
Zimbabwe. Stocks listed on the
Mexico City exchange lost half
their value within a few months
in autumn 1994, Nervous port-
folio managers should stav away.
A handful of stocks are promi-
nent on these markets, which
are dominated by new utility
companies, major banks and
the leading manufacturing
conglomerates. In some coun-
tries, the wop 10 stocks account
for 50% of wading, Bad news
concerning any one of these
companies can send the market
plunging. For example, the
Argentine market may fluctuate
70% in one year because of
this factor,

In these markets, shaky curren-
cies also reflect unstable infla-
tion rates. Without appropriate
financial products, investors
cannot hedge adequately against
currency fluctuations.

Despite the sudden movements
characteristic of their markets,
major North American pension
funds invest in these countries,
In the past 10 years, average
annual vield was 15.6%, despite
sharp variations. For example,
in 1993, the overall return on
emerging markets was 73%.
Some investors see the negative
performance of the past two
Years as an opportunity 1o

build a long-term position. Why
aren’l investors more nervous
about economies and countries
where the political climate could
be rocked by crisis at any time?
Once again, the logic of diversi-
fication provides some protec-
tion, While these countries may

present a high risk individually,
they offer some stability overall.
In all probability, everything

«can't go wrong everywhere at

the same time, The essential
strategy is to spread investuments
among different countries, par-
ticularly those most heavily
weighted in various indices,
such as Brazil, Malaysia and
South Africa.

These countries are rapidly
abandoning their agricultural
economies, building on the shift
to global markets and the advan-
tages of a highly competitive
work force. The old saying
remains true, however: no mat-
ter how enthusiastic you may be
about a project, don’t put all
vour eggs in one basket.



_ Meeting the needs and rejoining the mnterests of its

depositors requires flexibility and innovation in fund management.
The Caisse manages its portfolio in a manner which draws on
new financial products, while allowing Québecers to profit from

new markets.



The Caisse has a total of eighteen
depositors, with total holdings of
$51.2 billion at market value as a
December 31, 1995. The assets
entrusted to it are managed
under an investment policy estab-
lishing return and risk parameters
to best meet the needs of each
fund and its conuributors,

The Caisse manages a General
Fund comprising deposits of

ten depositors, as well as Individ-
ual Funds for the remaining
eight depositors. Each Individual
Fund has only one depositor.
Each of these funds includes a
portfolio of bonds and short-term
securities, as well as participating
units in specific portfolios.

These specilic portfolios are
pooled funds offering the same
product, and therefore the same
return, to all funds invested in a
given specific portfolio, The over-
all return of these funds thus
depends on the asset allocation of
each fund in the various specific
portfolios under management. As
at December 31, 1995, the aver-
age weighted distribution of assets
provided for in the invesunent
policies was: 48.9% bonds and
26.8% Canadian equities, while
U.S, equities accounted for 4.0%,
Other foreign equities represen-
ted 7.8%. mortgages 4.2%, real
estate 4.9%, and short-term secuwr
rities 3.4%.

The Caisse’s largest depositor,

the Governement and Public
Employees Retirement Plan
(RREGOP), managed by the
Commission administrative des
régimes de retraite et d'assurances
(CARRA), covers unionized and
non-unionized employees. The
unionized employees’ plan
reported $16.7 billion in holdings
at vear end, while the non-
unionized employees’ plan held
$2.8 billion. Together, these plans
represent $19.5 billion or 38.1%
of depositors’ holdings. In addi-
tion to reinvesting investment
income, these plans deposited
$534.7 million to the Caisse dur-
ing the year. The CARRA also
manages the General Retirement
Plan for Mavors and Councillors
of Municipalities, as well as
Individual Plans with holdings of
$126.1 million, and the Pension
Plan for Elected Municipal
Officers, with $116.5 million,
CARRA-managed plans totalled
$19.7 billion in 1995, or 38.6% of
depositors” holdings.

The Caisse’s first depositor 30 years
ago. the Regie des rentes du
Québec (RR.Q.), with $178.7 mil-
lion in holdings in 1966, reported
$15.4 billion in 1995, or 30% of
total depositors’ holdings. During
the vear, the Reégie withdrew

$1.6 billion dollars. Withdrawals
made over the vears have slowed
this fund's growth. The Régie
ranks first among depositors in
the General Fund.
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The holdings of the Sociéte de
I'assurance automohile du
Québec (SAAQ), the second
largest depositor in the General
Fund, accounted for $5.0 billion,
or 9.7% of the total holdings
managed by the Caisse.

Other depositors 1o the General
Fund had these holdings at the
end of 1995: Régie des marchés
agricoles et alimentaires du
Queébec, $2.4 million, Régie de
I'assurance-dépots du Québec,
$171.3 million, Fonds d’assurance-
préts agricoles et forestiers,

$29.4 million, Fédération des pro-
ducteurs de bovins du Québec,
$1.6 million, and Office de la
protection du consommateur,
$9.2 million. The Régie des assu-
rances agricoles du Québec,
Cenue de recherche industrielle
du Québec, and Société des
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alcools du Quebec benefit from
the cash management services
offered by the Caisse. Depositors’
holdings in the General Fund
totalled  $20.5 billion, or 40.1%
of Caisse depositors” holdings.

The Supplemental Pension Plan
for Employees of the Québec
Construction Industry is made
up of three funds and is man-
aged by the Commission de la

construction du Québec (C.C.Q.).
Its holdings stood at $4.9 billion as
at December 31, or 9.7% of depos-
itors” holdings. C.C.Q. net with-
drawals amounted to $45 million
in 1995.

The Commission de la santé et de
la sécurité du travail (C.S.8.T.)
reported $5.0 billion in holdings
at the end of 1995, or 9.7% of
depositors’ holdings.
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¢ )(96 Capital at Work

The Régie des ventes du Québec and the
Caisse de dépit et placement die Québec
were born thirty years ago, in the midst
of Quétec’s Quiet Revolution. The policy
goal motivating these twin agencies was
to wquip Québec with modern tools {o
ensure its social and economic progress.
The Régie des rentes was thevefore the
first public pension fund in Qudbec to
entrust the Caisse with funds, and until
recently was ils main depositor.

Since its first investment in 1966 and
until 1952, the Régie made net annual
deposits of $3.6 billion, and subse-
quently it made nel withdrawals of
38.5 billion. Its assets now total

$15.4 billion at market value.

Choer the last thirty years, the Caisse has
Jrroduced goer $47 billion in investment
tncome for ils depositors who were 18 at
the beginning of 1996. Today. the
Cazsse ranks first among public fund
managers in Canada and with assets
of over $50 lullion, is an important
[rortfolio manager in North America,
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The Fonds d'amortissement des
régimes de retraite gouverne-
mentaux, with $939.2 million,
represented 1.8% of 1otal
depositors’ holdings.

The Individual Fund for the
Régime complémentaire de rentes
des techniciens ambulanciers
ceuvrant au Québec reported
holdings toralling $47.9 million at
vear end, or 0.1% of depositors’

holdings.

In addition, two new specific port-
folios were created for morigages
and Canadian equities. This new
structure will allow more flexible
management of these portfolios
and fair treatment between

depositors,

In the past twelve months, the
investment policies of five indi-
vidual funds were revised in
cooperation with the depositors
concerned. As a consequence
of this review, changes in the
asset mix tend to reduce the
weighting in bonds, morigages
and Canadian equities while
increasing that of U.S, and other
foreign equities.



Meetings were held with several
depositors during the vear to
discuss investment policies and
return on funds, while setting out
the economic prospects and
explaining the general operations
of the Caisse in terms of overall
fund management and cash man-
agement services, Information
seminars were also offered on
specific topics in response 1o a
growing need among depositors,

In the latter half of the vear, the
Caisse team in charge of deposi-
tors” affairs and members of the
asset mix team, which formely
advised depositors, were consoli-
dated under Depositors” Accounts
Management. This reflects the
commitment of the Caisse 1o a
more proactive approach to its
depositors, to better meet their
needs. The principal activities of
this group are the study and
analysis of the needs of various
depositors funds, definition and
implementation of the investment
policies, and presentation

of results to the depositors’

representatives,
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As an msttution whose financial know-
how is established, the Caisse relies not only on the diversitv of its
portfolio and its vast business network, but also on the spirit of

innovation and expertise of its management and investment teams.



Administration

The implementation of work
teams for the five new subsidiaries
created during the year necessi-
tated activities to support staff
movements and the consolidation
of various personnel management
programmes.

Also, re-evaluation of technical
and support group positions
under new pay equity measures
resulted in adjustment of certain
salary scales,

At year end, the Caisse had

275 regular employees, including
38 managers, 146 professionals
and 91 technical and support
employees. Women make up half
the staff and the average age of
cemployees is 39. To complement
the regular stalf, various units also
retained the services of 40 casual
employees. In addition, 10 trainees
with master's degrees in finance
or economics carried out analysis
and research projects in various
investiment sectors,

Resources were redeploved
among several investment and
service teams during the year,
fostering teamwork and allowing
optimum fulfilment of sectorial
and institutional objectives and
business plans. This approach
particularly affected the Caisse’s
private investments sector. Five
specialized subsidiaries were cre-
ated on July 1, with the wansfer of
$1.8 billion of pordolio investments
and the 41 positions directly asso-
ciated with their management,

Caisse investment management
and administrative expenses
totalled $47.1 million in 1995,
including $2.9 million in expenses
related to the private investment
subsidiaries for a period of six
months, compared to $46.4 mil-
lion in 1994, This 1.5% increase is
within the limits set by the Caisse
in this regard. Expenses broke
down as follows: salaries and
emplovee benefits 58%, profes-
sional fees and data processing
12%, premises and material 1%,
depreciation of fixed assets 8%,
and other expenses 11%. In
accordance with provisions gov-
erning the allocation of adminis
trative expenses; they were
allocated on a pro rata basis
among the depositors” different
funds, according 1o the market
value of each fund’s assets.

The Caisse also paid $7.9 million,
compared to $7.8 million in 1994,
to financial institutions for active
and indexed investment manage-
ment, securities administration and
safekeeping, and settlement of
transactions carried out in Canada
and abroad. The $0.4 million
increase in management and
administrative expenses related

to investment in U.S, and

other foreign equities reflects
major investment programines

of $730 million. However, this
increase was partially offset by a
decrease in mortgage portfolios
under external management

and the reduction in administra-
tive expenses for safekeeping

of securities and settlement of
transactions.

It is worth noting that for the
purpose of the combined finan-
cial statements presented in this
report, investment management
expenses and administrative
expenses are disclosed separately,
but they now include those of the
Caisse and of all its subsidiaries,
including those of the real

estate group.

The Caisse continued to invest in
information systems and technol-
ogy and pursued efforts to adopt
the most efficient information
svstems appropriate to achieving
its mission. Over a quarter of

the administration budget was
allocated to information systems
during the year.

Projects were implemented
following the creation of two new
specific portfolios in March and

June. The first phase of a vali-

dation project designed to ensure
compliance with internal invest-
ment standards and rules was also
completed at the end of the year,
Implementation of the Caisse-
wide service architecture project
continued, as did projects related
to the trading room, information
access on variable-income securi-
ties and overall risk management.
Several other projects were imple-
mented in investment sectors.

The Caisse entrusts data processing,
central unit management and oper-
ating reports 1o a specialized firm.
It also undertook an evaluation of
its computer resources, which will
allow it to introduce measures (o
optimize information services.
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At the institutional level, the
Caisse continued to apply its
information security and access
policy, and pursued its review and
testing programme of the infor-
mation systems backup plan.

Finally, the policy on air quality
and the use of tobacco in the
workplace, adopted in 1994, came
into force at the beginning of
1995, reflecting the commitment
of the Caisse 1o creating a work
environment which promotes

employees health.

Institutional affairs

The Caisse engaged in many
public and business development
activities during the year, laun-
ching several projects with finance
students and business people.

For the second consecutive vear,
finance students ar Québec uni-
versities held a one-day seminar
on their area of interest and the
work environment, organized by
the Reléve financiere des univer-
sités québécoises (RFEU.Q.L) in
cooperation with the Caisse, Over
150 students responded 10 the
invitation and parricipated in
workshops and conferences given
by fifteen professionals from the
Québec financial community. The
Caisse also supported many other
student initiatives, in particular by
sponsoring the Commerce Games
finance competition, an annual
event with participants from all
Québec universities.

Following the nomination last
spring of a new Chairman and
Chief Executive Officer, several
meetings were organized with
representatives of the Québec and
Canadian business community to
explain the institution’s general
orientations. The Caisse aims for
optimal return on its investments
and long-term relationships with
its partners, while maximizing
economic spinoffs in the commu-
nitv. To make the institution and
its values better known, Caisse
management representatives
appeared on many public plat-
forms, including those of the
Cercle finance et placement du
Québec, the International
Finance Club of Montréal and the
Chambre de commerce francaise
du Canada, the Chambre de com-
merce et dindustrie de Laval and
the prestigious Board of Trade of
Metropolitan Montréal.

The Chairman also had the
opportunity to reiterate the
importance of pragmatism and
professionalism for business
leaders, at all times including the
referendum period, to ensure
steady economic growth for both
businesses and the community.

To reach those interested in
benefiting from its expertise in
market analysis and interpre-
tation, the Caisse launched a new
publication, the Financdial Review,
intended for the media, business
people, the financial community
and the general public. This semi-
annual publication complements
Cycles et Tendances, an economic

outlook review published in

June and December which has

enjoved an excellent reputation
in business and financial circles
since 1983,

Affirming its commitment 1o
sound corporate governance,

the Caisse exercised its voting
rights as a shareholder in nearly
400 Canadian and U.S. compa-
nies. In so doing, the Caisse was
able to express its disagreement
with measures contrary to its
corporate governance policy
published in 1994, These rules
cover a wide variety of governance
issues, such as takcover protection,
the independence of directors
and the size of boards, as well as
measures resulting in inappro-
priate dilution of share capital,
for example through stock pur-
chase plans affecting more than

5% of outstanding shares,
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In 1995, a new code of conduct
and ethics was adopted to ensure
that all, employees, represen-
tatives and partners of the Caisse,
are aware of and respect the high
standards of behaviour and
practice in force for a number of
vears. In addition to continuing to
favour the fundamental principles
of honesty, integrity and loyalty,
this new code sets forth and
provides a more detailed context
for determining real or potential
conflicts of interest, sets out
guidelines for gifis, donations, ser-
vices or benefits, contracts and
activities outside the Caisse, It also
includes additional measures
requiring a declaration of per-
sonal investments and director-
ship actvities, Another issue dealt
with is the handling and protec-
tion of confidential information
supplied by partners of the Caisse,
to underline its preoccupation
with this important matter, The
code covers all Caisse subsidiaries.

Training

Training is a priority at the Caisse.
Many courses have been provided
to staff members under its in-
house training programme and
external professional improve-
ment courses. In addition, sup-
port is given 1o investment experts
in their professional development
initiatives,

A significant part of the training
budget is allocated to the Char-
tered Financial Analyst (CFA)
programme. CFA accreditation is
awarded upon completion of a
three-year course and three vears
of relevant experience in the
investment field. At the end of
1995, the Caisse had 34 invest-
ment specialists enrolled in this
programme and 36 chartered
financial analysts. Concerned
about its contribution to promo-

ting Montréal as a financial centre,

the Caisse also supported the

creation of Devenir CFA, a French

seminar which will be offered in

Québec for the first time in 1996
1o help students prepare for their

examination,

The Caisse also supported the
Montréal Exchange annual
seminar on options and futures.
The quality of this event's guest
speakers attracts many investment

specialists every vear, allowing them

1o discuss recent developments in
new financial instruments.

Finally, the Caisse firmly believes
in the need 1o enhance youth

emplovment in Québec’s financial

sector, and has for many years

successfully renewed its support to

the Embauche programme. In the
first component of this program-
me, the Caisse hires applicants
with a master’s degree in finance
or economics, who can fine-tune
their skills and gain relevant
experience during a training
period of up to two years.

The second component of the
programme is reflected in the

Caisse's brokerage policy, under
which some fifteen brokerage
firms have hired the services of
131 young university graduates as
analysts. To date, the majority of
participants were given the op-
portunity to work in the Monturéal
financial community, and some
of them have become well-known
financial analysts or portfolio
managers.



Research

The Caisse research team contin-
ued to integrate risk management
techniques to investment portfo-
lios in major markets. Knowledge
of risk is essential to adequately
perform asset allocation and
efficiently control investment
operations. The overall risk mea-
surement model for Canadian
and foreign equities, bonds, and
tactical and strategic invesunents
is now fully operational.

New risk measurement tools for
derivatives were also developed.
Essentially, these consist of

assessment models and simulation

programmes which allow measu-
rement of risks related 1o most
derivatives traded on the stock
exchange or over the counter,
Managers can now evaluate their
portfolios’ exposure to risks
associated with derivatives on a

regular basis.

This approach to risk manage-
ment, inspired by the recommen-
dations of the Group of 30, made
up of thirty major financial insti-
tutions worldwide, is the first siep
toward a fully integrated process
of risk analysis associated with the
activities of institutions such as
the Caisse.

The Caisse has also pursued its
elforts o establish closer ties
~with its financial partners and
Québec universities to foster
extensive exchanges of research
on financial products,
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REPORT OF MANAGEMENT

The finuncial statements of the Caisse de depdt e placement du Québec were prepared by management, which is responsible
for their preparation and presentation, including estimates and material judgemenis. This responsibility includes selecting the
appropriate sccounting policies in accordance with generally accepted accounting principles. Financial information presented
cliewhere in this Operations Report is consistent with that shown in the accompanying finaneial statements,

Management maintains systems ol internal accounting controls which are designed o provide reasonable assurance that assets
are safeguarded and tha ransacnons are recorded inan appropriate and timely manner, that they are duly authorized and
allow for the preparation of reliable Gnancial staements, The internal andit team reviews the internal controls on a
regular basis 10 ensure they are adequate and applied consistently by the Caisse,

The Caisse is aware of its responsibility 10 manage its operations in accordance with the rules and regulations that govern the
institution,

The Board of Directors supervises the manner in which management assumes its responsibility regarding financial informa-
tion, and it has approved the hinancial statements. The Board of Directors is assisted by the Andit Commitee, of which only
one member is also an officer of the Caisse. The Audit Committee meets with management and the auditor, examines the
finuncial statements and recommends their approval by the Board of Directors.

The financial ststements of the Caisse are andited by the Auditor General of Québec, who conduces his audit in accordunce
with generally accepred suditing sundards. The auditor’s report covers the nature and scope of the audit and expresses
the auditor’s opinion on the fnancial stitements, The Auditor General has unrestricted access to the Audit Comminee to dis
cuss any matter velatng o his audit,

Jean-Clande Scrare
Chairman of the Board and Chief Executive Officer

Serge Remillard
Senior Vice-President, Adminstration and Finance

Montreal, March 8, 1996

AUDITOR'S REPORT
Tor the National Assembly

I have andited the combined stitement of net assets of the Funds of the Caisse de dépdn et placement du Québec as al
December 31, 1995, the combined statement of income, and the combined statement of changes in net assets for the year then
ended. These tinancial statemenis are the responsibility of the Caisse’s management. My responsibility is to express an opin-
ion on these financial statements based onomy andin

I conducted my audit in accordance with generally accepted auditing standards, Those standards require that I plan and
perform an audit to obtain ressomable assurance whether the financial statements are free of material misstatement. An audit
includes examining, on a test basis, evidence SUppPOrting the amounis and disclosures in the financial statements. An audit also
includes assessing the accounting principles used and significant estimates made by management, as well as evaluating the
overall financial statement presentation.

In my opinion, these combined financial statements present fairly, in all material respects, the financial position of these Funds
as at December 31, 1995 and the resulis of their operations and the changes in their net assets for the year then ended inaccor-
dance with generally accepted accounting principles. As required by the Auditor General Act (RS.Q., chapter
V-5.01), 1 report that, in my opinion, these principles have been applied on a basis consistent with that of the preceding year,

Guy Breton, FCA.

Auditor General of Québec
Québec City. March 8. 1996
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1995 10494
N (in millions of dollars)
ASSETS
Investnents at market value (Notes 5 and 4)
Boneds 24,265 21494
Shares and convertible securities 20,175 17,799
Mortgages 1.688 1,842
Real estate holdings 2.566 2,204
Shori-tenmn mvestmenis - 3.969_ 1,795
51,763 45,224
Securities acquired under reverse repurchase agrecments (Nole 3) 62 -
Invesunent income, accrued and receivable 607 (et
Fransactions being setled 20 U8
Other assets 95 ) -7
52,547 46,058
LIABILITIES
Deposits on loans of securities (Note 31 62 -
Bank loans and notes payible 40 88
Morngage loans pavable (Note 3) 637 LT
Transactions being setded 88 135
Commitments related 1o short selling of equities (Note 3) 366 $20
Other liabilites 90 25
Non<controlling interests (Naotr 3) 79 - bl
B 1,362 1178
DEPOSITORS' HOLDINGS ( Nate 5) 51,185 1860

DERIVATIVE FINANCIAL INSTRUMENTS (Note 7y

COMMITMENTS (Note §) - o

On behalt of the Board of Directors,
JeanClande Seraire
Jean-Chande Bachand
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1995 1994
= (in millions of dollars)
INCOME
Investmen! income
Interest on bonds 2,002 1876
Dhividends and interest on convertible securines 47 431
Interest on morigages 168 176
Netincome from real estate holdings 139 138
Interest on shoreterm Invesiments 175 156
2,951 2,777
Other income - | B — _8 ]
2,939 2,786
Investment management expenses i Nofe 6) 46 44
2,893 2,742
EXPENDITURES
Administutive expenses (Note 6) 19 19
INCOME BEFORE THE FOLLOWING ITEM 2,874 2,723
Non=controlling mteresis 7 6
NET INVESTMENT INCOME 2,867 2717
1995 1994
N - o B {in millions of dollars)
INVESTMENT OPERATIONS
Nt investment income 2,867 - 2717
Canins (losses) on sale of mvestments
Bonds 417 (708
Shares and comvertble securities 873 KR4
Mortgages 2 (1)
Real estare holdings (79 (61
Shart-term imvestments (3) (2)
1,210 165
Noncontrolling imterests (2) (1
1,212 166
Unrealized increase (decrease) i value
Invesunernins
Bonds 2,054 (2,266)
Shares and convertble securities 1,754 (1.308)
Mortgages 78 (143)
Real estate holdings (8) (301
Shoreterm investmenis 3 (17)
3,881 (4.0585)
Morigage loans pavable 13 (349)
Commitments related 1o short selling of equities 6 H
Norcontrolling interesis i1 (5601
3.863 (3.975)
Toul investment operations 7,942 (L0492
Excess depositors’ withdrawals over deposits 1,617 1,165
INCREASE (DECREASE) IN COMBINED NET ASSETS 6,325 (2,257)
COMBINED NET ASSETS, BEGINNING OF YEAR 44,860 47.117
COMBINED NET ASSETS, END OF YEAR 51,185 ARG




m CONSTITUTION AND OPERATIONS
The Caisse de depdt et placement du Queébec is a legal person within the meaning of the Civil Code, created by a special
act (RS.Q., chapter C-2). It receives funds, the deposit of which is provided for under a particular act.

GENERAL FUND

The General Fund s comprised of diversified investmenis and is a pooled fund for demand, rerm and participation
deposits. The General Fund's net equity and net income as at December 31 were shared among participation deposit hold-
ers as follows:

1995 19494
Number of Number of
————— units % i 1
Régie des rentes du Québec 17,656,968 75.7 17,987,725 TG
Societe de Nassurance automaobile
du Quéhec 5,635,479 24.2 6,004,279 252
Régime complémentaire de rentes
des wechniciens ambulanciers
awuvrant au Quebec = - 21,994 i1
Fonds d assurance-préts
agricoles et forestiers 12,871 0.1 12,871 0.1
Othee de la protection du consommateur
Fonds des cautionnements collectifs
des agenis de vovages 7.167 - 6,752 -
Magazine Prowéges-Vous 1,559 - 1,554 =
Régie des marchés agricoles e
alimentaires du Québee 2,621 - 2 a8% =
Fédération des productenrs de
bovins du Québec 1,041 - 1041 -
23,317,706 100.0 24,125,131 100.0

INDIVIDUAL FUNDS
The Individual Funds are comprised of diversified investments and each have onlv one depositor who exclusively makes
participation deposits therein, The various Individual Funds are:

Fund 301
For the Government and Public Emplovees Retirement Plan - contributions from unionized emplovees and transfer from
supplemental pension plans - administered by the Commission administrative des régimes de retraite et d'assurances.

Fund 302
For the Government and Public Employees Retirvement Plan - contributions from non-unionized emplovees -
administered by the Commission administrative des regimes de retraite et d assurances,

Fund 303
For the Individual Plans admimistered by the Commission administrative des régimes de retraite et d’assurances,

Fund 305
For the Pension Plan for Elected Municipal Officers and the General Retirement Plan for Mavors and Councillors
of Municipalities, administered by the Commission administrative des régimes de retmite et d'assurances,

Fund 306
For the Regime complémentaire de rentes des techniciens ambulanciers aeuvrant au Québec, This fund was created
April 1, 1995. Prior to this date, the depositor held parucipation deposits to the General Fund,

Fund 308

For the Fonds d amortissement des régimes de retraite gouvernementaux, administered by the Minister of Finance.

Fund 311
For the Supplemental Pension Plan for Employees of the Québec Construction Industry - active participants -
administered by the Commission de La construction du Québec,



Fund 312
For the Supplemental Pension Plan for Employees of the Québec Construction Industry - retired participants -
administered by the Commission de la construction du Quebec.

Fund 313
For the Supplemenial Pension Plan for Employees ol the Québec Constructon Indusiry - additional contributions -
administered by the Commission de la construction du Québe

Fund 330

For the Commission de la sante et de L sécurite du traviil.

SPECIFIC PORTFOLIOS

The specilic portfolios are comprised ol one category of investments only, The portfolios are pooled funds for
participation deposits of the virious Funds, Asaat December 31, 1995, the six following specific portfolios were in
operation: the Canadian equities porttolio (created July 1, 1995) the LS. equities portfolio, the emerging market equities
portfolio (created January 1, 19955, the foreign cquities partfolio, the mortgage portolio (created April 1, 1995)
and the real estate investments portfolio.

ACCOUNTING POLICIES
The combined finuncial stiements of the Caisse have been prepared by management in accordance with generally
accepted accounting principles, These stuements include amounts based on best judgement and estimines,

W) COMBINED FINANCIAL STATEMENTS
The combined financial stements comprise the accounts of the Caisse’s subsidiaries, those of the General Fund
ane the Individual Funds, as well s those of the specific portfolios. The accounts of ¢ach of these Funds and of each of
these portiohos are veflected in separate linancial stements andited by the Anditor General of Québec.

hIINVESTMENTS
Purchases and sales of nvestments are recorded as an the commitment date, except ransactions involving bonds,
mortgages and real estate holdings. which are recorded as ar the settlement dare,

Investments and any other related assets and Habilines are recorded an the vearend marker value. These values are deter-
mined using the closing prices of the major stock exchanges as well as those provided by recognized brokerage firms and
independent valuations. In addition, valinations are made inshouse based on commonly used valuation methods.

) INCOME
Dividend income is recognized on the ex-dividend diate, Income from loans of shures and convertble securities is
presented under the item Dividends and interest on convertible securities,

Inierest on shoreerm invesunents is reduced by interest expenses on notes pavible,
Income from real estate holdings is reduced by interest on bank and mortgage loans,
Income from derivative financidl instruments is included in the income from the underling investments.

o) GAINS AND LOSSES ON SALE OF INVESTMENTS
The gains and losses on the sale of investmenss are calenlaned using the average unamortized cost i the case of bonds,
morigages and short-term invesuments, the average cost in the case of shares and convertible securities, and the specific
cost in the case of real estate holdings. The average unamortized cost is the acquisition cost restated 10 take into account
the amortizaton of the premium and the discount that allows the investment 10 mainuin a consiant real return unil
maturty.
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¢) FOREIGN CURRENCY TRANSLATION
The market valie of pwestments and any other assets and labilities denominated in foreign currencies is rranslated into
Canadian dollars at the rate ol exchange previiling at vear-cned,

The cost of investments in shares dand thar of read estate holdings are manshated a0 the rae prevailing on the
acquisition date while the unamortized cost of hedged investments in bonds, mortgages and shorterm investments
is transfated at the average rate ol the financial foreign exchange visk hedging nstruments held at vearend. and than of
unhedged investments is ranshuted at the e previaling an vear-end.

Income is transhited at the average rate prevailing in each of the fiscal periods of the vanous Funds. except dividend
income, which is transhated at the vates prevailing on the ex-dividend dine, Foreign exchunge gains and losses are
included in ner invesiment income, except those gains and losses relating 1o financaal foreign exchange risk hedging
instruments used for shares and real estare holdings, which are deferred and accounted for in gaims and losses on the
sale of investments, upon the vealizatnon of the hedged shares and real estate holdings,

1 FINED ASSETS

Costs reldted o the acquisition ol wlephone, computer and office automation equipment are capitalized and
amortized over the useful lite of each asset. Set-up costs for the premises and other leasehold improvement cosis
are amortized over the term ol the lease. These fixed assets are presented under the item Other assers,

2) INVGESTMENT MANAGEMENT EXPENSES AND ADMINISTRATIVE EXPENSES
Tovestment management expenses cover all expenses related directly o investment operations, including expenses paid
o external fimancial institutions. These expenses are presented under a specific item, and are deducted from investment
income. General administrgive expenses are presented under the dlem Administrative expenses,

INVESTMENTS AND OTHER ASSETS AND LIABILITIES AT COST

The cost of investments and othes assets and labilities accounted Tor ar market value is as (ollows:

1995 [RRE]
_ § _(in millions of dollars) -
Investments

Bonds 22,660 21,048
Shares and convertible securities 16,126 15,504
Mortgages 1,642 1.874
Real estate holdings 3424 316
Short-term investments 3,067 1.70946
16,919 A4.208

Securities acquired under reverse repurchase agreements 62 -
Deposits on loans ol securities 62 -
Muortgage loans pavable 621 526
Commitments related to short selling of eguities 351 311
Non-controlling interests i 125 195

The cost ol shares and convertible securities as well as of real estate holdings was increased by the amount of the losses car-
ried over 1o fnancial loreign exchange risk hedging instruments which totalled $232 million as at December 31, 1995
(S310 million in 1994). The unamortized cost of bonds and short-term investments was increased by the amount of
$10 million as at December 31, 1995 (decreased by $28 million in 1994) o reflect the difference between the exchange
rate on the date of acquisition and the average rate ol the financial foreign exchange risk hedging mstruments held ar the
end of the vear,



INVESTMENTS - FOREIGN SECURITIES

[l

1995 1904
) —— S — p— (in millions of dollars)

Bonds 84 301
Shares and convertible securities 6,184 4,639
Muorigages 29 =
Real estaie holdings 377 117
Shortterm investiments 114 324
6,788 5471

The foreign exchange position lor investments in loreign securities, with the exception of emerging market securities,

is hedged by financial instroments as shown in Nore 7.

/5 DEPOSITORS’ HOLDINGS

Demand and term deposits bear interest and constinnte the Caisse’s indebtedness toward the depositors.

Participation deposits are expressed in unitsaned each unit gives its holder i proportionate share in the net equity and net
meome of a particular Fund. At the end of each fiscal perviod of a Fund, which is one month for the General Fund and
three months for the Individual Funds. the net investment mcome and gamns and losses on the sale ol invesimenis are dis
tributed 1o participation deposit holders. At the beginning of the ollowing period, the amounts distribured are paid out
to (recovered from) the depositors” demand deposit accounts.

1995 1994
(in millions of dollars)
Indebtedness woward depositors
Adbvances 1o depositors (95) (406
Term deposits 140 147
Interest on demand and 1erm deposits 3 -
Nevincome 1o be paid out (o participation dt:nlr.\i! holders 6 520
813 261
Participation deposit holdens” holdings
Parnicipation deposits
Bulunce, begimning of veur 43,592 404975
Units issued 5.147 3.526
Units cancelled (1,251) (712) _
Babance, end of vear 45,488 43,5492
Amount not allocated with respect o real esunte holdings * 11 114
L nrealized increase in value allocated
tollowing interfund transactions (B6) {100y
Unrealized mcrease (decrease) i value of invesumenis
and other related assets and liabilities 4,859 993
50.372 B B 445949
DEPOSITORS HOLDINGS 51,185 44,860

" Represents the restated amount of accumulated amoriization of veal estate properties resulting from the recording of
investments at market value, This amount will be adlocated upon the sale of the properties.
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[6] INVESTMENT MANAGEMENT EXPENSES AND ADMINISTRATIVE EXPENSES

i) Investment management expenses and administrative expenses detail as lollows:

1995 1494
(in millions of dollal_'gl -
Management Administrative  Management Admimstrative

EXpPenses eXpenses CXReTISCS UNJMIETS

Salaries and employee benefits 22 LG ] 2] 1
Professional fees 13 2 12 4
Premises and material Rl 3 ] 3
Depreciation of fixed assets 3 1 2 1
Other 4 2_ 4 2
46 19 B! ]

b) Management expenses are attributable to investment categories as lollows:

1995 1944
(in millions of dollars) -

Bonels - N 9 1
Shares and convertible securities 25 b
Morgages 4 1
Real estiate holdings 7 6
Short-term investimenis B 1 I
16 1

| DERIVATIVE FINANCIAL INSTRUMENTS

Purstiant to its investment operations muagement, the Caisse condudcts transactions involving various derivative financial
instrumenits either 1o hedge against the risks associated with fuctuations in exchiange rates or o manage 1isks associated
with interest rate and market uctations. As at December 31. these instruments, whose market value is grouped with that
of the underlying mvestments, were as fallows:

[~]

1995 R — 1 E—
Market Nominal Market Nowrl
value principal yalue principal

{in millions of dollars)

Foreign exchange risk hedging - net

Forward exchange contracts 45 6,527 (60 4,519
Foreign currency swaps (9 460 (6} 487
Interest rate and market risk management - net
Forward exchange contracts () (592) = (1
1995 1904
Mirket Notional Markes Norional
value principal value principal

(in millions of dollars)

Interest rate and market nsk management
Bond futures

Purchases - 11 - 150

Sales - 76 - 1122
Equity index Tutures

Purchases = 54 - 152

Siles - 344 - 326
Interest rate fumires

Purchases - 70 - 6

Siles - - - 107
Interest rate swaps (29) 836 {16) 767




{cont’d) 19495 19434

Market Notional Market Nortlesrial
value principal value principal
P R — = e _Uin millioxs of dollwrs) N
Interest vate and market risk management
Farward rate agreements
Purchases - 50 - 25
Sales - 50 - -
Bond forward conracis
Purchases - - - 27
Options on bond futures
Purchases — 389 . =
Sales - 413 - -
Opuons on inlerest e umres
Purchases - - - [
Options on bonds
Purchases - - | 24
Equity options
Sales - 4 - 8
Options on equity indices
Purchases - 47 - -
Sales (3) 52 - -
Foreign currency options
Purchases 10 439 I 70
Sales (8) 365 (2) 70

Financial foreign exchange rate visk hedging instruments are negotiated with banks, Terms generally range from one o
three months in the case of forward exchange contracts and from one to wo years in the case of foreign currency swaps.
Upon maturity. new hedging instruments are negatiated to maintain an effective long-term hedge against the exchange
risks associated with foreign investrments,

Moreover, futires traded on stock exchanges, interest rate swaps, lorward rate agreements, bond forward contracts and
options, negotiated with banks and brokerage firms, are used 1o manage the interest rate and market risks of the totl
investment portfolio in addition wo generating imcome from negotiation activities.

In addition, interest rate swaps on bonds for @ nominal value of $252 million ($200 million in 1994) have allowed 10
convert the income of certin fixed interest-rate honds into variable income

- COMMITMENTS

The Caisse has committed 1o purchase shares and limited parmership units, which will be settled over the next few
vears in accordance with the terms and conditions agreed 1o, As a December 31, 19495, these commitments totalled
3366 million (3419 million in 1994).

9 COMPARATIVE FIGURES

Certain figures from the 1994 fimancial statements have been reclassified in order 1o conform with the presentation
acopted in 1995,




CANADIAN

s,
FQUITIES '

EQUITIES
o pesilen] JUSLOTIR] Y
CONSOLIDATED NET ASSETS AS AT DECEMBER 31, 1995 19495 Jeng 1995 11#14
ASSETS
Lvestments at market value
Bowls 230.7 - 26.1 -
Shures and comertible securitios 15,8283 - 21054 LA
Mo gages - - - =
Real esate holdings - - =, =
Short-ter i investmels = - = =
ik deposits in the Ceneral Fund B |_ﬁ_7.l - - =
=i 14,226.1 = I 5 1) 15921
nlier asscts o __5_'2:3 o = ) 1.6 2%
B = 14,278.4 - EXEEA] 1.615.2
LIABILITIES
Advances froan the General Fund - — 18.2 =
Caomupmitmeniis folared wo short selling ol equities 366.1 - - -
Morgage Toans pavable : - - - ”
Onher hat y 163.9 - 0.4 A
Novcontrolling interesis - - - -
- - 530.0 - 18.6 1.2
NET HOLDINGS OF FUNDS 13,748.49 - 21245 LaTho
CONSOLIDATED STATEMENT OF INCOME FOR THE YEAR ENDED DECEMBER 31, 19495
INCOME
liwestment income
Toterest an bonids -3 - 36 =
Dividends and interest on converable seciinties 157.0 - 45.8 120
Interest on mortgages - - - -
Net income lrom real estaie holdigs - - -
Irterest on shogt-term imvestimen s . . _ N
Interest on deposats In the Ceneral Fund 0.3 - LA ity
) 164.8 - 19.8 510
Uhher imcome 1.7 - - -
Tosal income B o 166.5 - 19.8 h i)
[evestment IaAgement expenses 20 - 0.8 ]
= B 164.5 - 0.0 SLA
EXPENIMTURES
Adlminmistrative expenses B 0.4 - - =
INCOME BEFORE THE FOLLOWING ITEM 164.1 - 49.0 S
Notcontrolling intercsts - - - =
NET INCOME FROM INVESTMENTS _i6 - 49.0 6
CHANGES IN CONSOLIDATED NET ASSETS FOR THE YEAR ENDED DECEMBER 31, 19495
INVESTMENT OPERATIONS
Nelincome from investiments 164.1 - 449.0 LR
Catins (losses) an sale of investiments A59.8 - (86.4) 640
Covealived merease (decrease) in valie of
mvestiments and other assets and labalives 1624 - A66.0
Tokal ivestiment operations 786.3 428.6
Pactivipathon units 29.7 - 58.1
Transter from funds i pactfolio 13,5568 - 26.4
Netincome allocated 10 participation anit holders 623.9) - L
INCREASE (DECREASE) IN CONSOUDATED NET ASSETS 13,748.9 > 550.5
CONSOLIDATED NET ASSETS, BEGINNING OF YEAR o - - 1L574.0
CONSOLIDATED NET ASSETS, END OF YEAR 13.718.9 - 21245
INVESTMENTS AND LIABILITIES AT COST AS AT DECEMBER 31, 1995
lewestiments
Banulds 218.7 - 26.0 -
Shiares and convertible wourities 10.604.9 - 1,661.8 [ROER)
Margages - - - -
Real estate holdings - - - -
Shorvrerm investments - - - £
Demand deposns in the General Fund 167.1 - - -
10,990.7 - 1,687.8 [KIEX
Commitments related o short selling of equnies 351.2 - - =
Morigage loans pavable = = = =
Notr-comtralling interests — - = -
SHARE OF FUNDS (in percetitige)
General Fund 57.9 = 365 135
364 - 34 w5
Tenebividinal Fund 302 6.3 - 53 57
Indivichial Fund 303 0.2 - 0.2 ns
Inedivichual Fund 465 0.5 - 0.2 0
Inelividial Funel 3G 0.1 - = -
Individial Fund 308 21 - 1.8 20
Ineliviehual Funel %11 6.5 - L8 14
Indisidual Fund 312 2.6 - 58 58
Inetivielual Frond 313 0.6 - 1.5 6
Individial Fund 330 7.0 - L | 0.6
100.0 - 100.0 [TIEL

April |, THHE LLS, eqmities and the related asset, held in the specilic foreign equity imestments portiolic,

were translerred to the specific US, equity inestments portiolio



EMERGING MARKET FOREIGN MORTGAGES REAL
ECUTITES FOQUITIES ' Lol NI ) ESTATE
ot ] )

1995 14094 1905 100y 1995 14y 1995 1M

- - - - - 27 -

58.9 = 3.9227 wFRLA = = 2639 245,40

= - = -~ 1,689.3 - HY.7 Re g

- - - - 6.3 - 2,480.0 29928

- - - - — - 107.7 20,0

- = l._-| - 14.2 - .6 -

58.9 = 3,924.1 ] 1,789.4 = 2.957.6 FECTE]

= - 25.5 124 2.7 - 106.8 925
58.9 - 3,049.6 2744.2 1,815 - 3.064.4 26817

0.s - - 115 - - - [N

- = - - - - 715.1 HI1LS

0.6 - 28.7 (H AL 17.9 - 451 1872

- - - = = - 79.6 Bin

1.4 - 28,7 07 17.9 - H35.8 BAY |
575 - 3,920.9 37005 1,793.6 = 22286 1,798 b

14 - 7.6 rodll - - 129 A
- - - - 126.0 - 5.4 T

- - - - - - 130.9 1220

= - - - - 74 10

- 0.9 oy 0.4 - 4.0 0.4

14 . 725 (] 126.4 160.6 1916

i . = 0.2 = 5.0 66

1.4 725 G 126.6 - 165.6 8.

1.1 1.8 1.4 0.7 — 5.6 8

0.3 = 67.7 (] 1259 = 160.0 1530

- - 0.1 - ~ - 4.2 35

03 = 67.6 s 1259 = 155.8 129.6
= = = = - [R] i)
0.3 = 67.6 [ 1259 = 148.9 1256

0.3 676 aib 125.9 - 148.9 1240
8.1 5.0 1y 1.0 - (785.3) {115.8)
(13.6) - _anag (335,21 53.3 - (22.6) (214.2)
(5.2) = 194.3 (I3} 180,2 = 8.0 (2006 4)

5.4 = 543.6 87 1159.2) = 452.6 A77.3
65.7 = 235.1 167200 1.899.5 = - -
(84) - (72.6) (1745) i126.9) - (70.6) (751

57.5 - 1.200.4 (1 AEE ) 1,793.6 - 430.0 1631

- - 2,720.5 1,400 4 = 1,798.6 1,635.5

57.5 = 3.920,9 AT 1,793.6 = 2,228.6 1,798 5

- - — = - - 26 =

61.3 - 34615 LATTIE] = = 3823 U i

= - - - 1,622.4 - B9.0 9849

- - - - 1120 - 3.283.8 S840

- - - - - 107.7 R

- - 14 = 14.2 ~ 34.6 -

61.3 - 3,462.9 U TN 1,748.6 —~ 3,900.0 3.526.7

= = = E - = BRO.H 050

= = = - ~ - 124.6 124.8

9.6 - 35.5 RUTE 268 38.0 454

- - 298 3.7 216 38.2 38R

- - 5.8 0o 3.6 = 6.5 58

- - 0.2 02 1o = 0.2 (%]

- - 0.2 LR 0.2 - 0.3 02

0.3 - 0.1 - . - ~ ~

- - 1.7 21 1% - L & 2.2

5.4 - 6.7 500 20,7 - 4.0 8.5

3.0 - 4.3 5.0 135 - 1.3 24

0.7 - 1.0 035 7.9 - 0.9 0o

- - 14.7 a2 35 = 8.4 87

100.0 - 100.0 i 100.0 - 100.0 1iM) 0}




GENERAL FUND

01 302
NET ASSETS AS AT DECEMBER 31, 14995 1495 1444 1945 [l 19495 114
ASSETS
Investinents al market value
Bondls 10,607.0 10,290 8 7,5849.1 6,504.0 1,297.5 1LUtLS
Shares antd converible seourities 7.424.9 7.2973 6,542.8 5.005.01 1,208.6 | U5 5
Mortgages 480.8 1162 387.2 2029 65.3 A4
Real estule mvestmienis B49.6 T8 854.2 W70 144.8 1016
Shoreterm investinents 2.961.1 1 406.9 - - - -
Demand deposits i the Generad Faod - - B01.3 124.2
22,3234 INEE 16,474.6 27704
Chbier assels 536.4 RAGDS 229.6 37.9
24.859.8 21.041.0 16,704.2 138854 2,808.3 23568
LIABILITIES
Demand and term deposits L1587 1.247.8 - - =, -
Othier abilities 314.7 290 5 TS 3706 56.8 614
24684 1507 4 34735 706 56.8 614
PARTICIPATION DEPOSIT
HOLDERS NET HOLDINGS 20,3914 19.493.6 16.356.7 184648 2,751.5 2060%.4
STATEMENT OF INCOME FOR THE YEAR ENDED DECEMBER 31, 1995
INCOME
Investiment income
Interest O bonds 940.6 4490 594,13 hlo.6 97.5 Vi
lncome from shores and cogwertible securities 1689.6 1A 150.9 1%6.1 26.5 25l
Liscome from mortgages 46.0 345 271 54 40
Ticorie fron veal estate investmnents 57.3 558 2.0 9.6 73
Interest on shortterm investments 157.7 0.6 - 0.l -
Interest on deposits in the General Fund - 4B.9 9.1 H.O
1.371.2 H85.0 riis B 147.1
Other income S 05 0.2 06 -
Towl income L3717 8852 765.1 A
Trsestment management expenses 15 9.6 1hn 1.6
1.359.2 B75.6 755.1 145.5
EXPENDITURES
Administrative expenses 5.9 0.4 4.7 14 0.8 0
Imerest on demand and wem deposits 1274 04 - - -
NET INCOME FROM INVESTMENTS 1,225.9 1,967 6 870.9 0.7 4.7 48,2
CHANGES IN NET ASSETS FOR THE YEAR ENDED DECEMBER 31, 1995
INVESTMENT OPERATIONS
Net income from investiments 1,225.9 L2676 R70.9 7507 17 128.2
Gains (losses) on sile of investmenits 5989 1164 3091 12268 529 a1
Unirealized increase {decrease) in value ol
vestments and other asseis and Hoabilines 1.515.0 RIRE 1,822 [1,170.5) 2HL0 { 198 454
Total investment operations 3.337.2 (5794} 25021 (297 ,0) 417.6 [EHE
Participation depaosits {615.2) LA 1,569.8 14654 296.1 1885
Net income allocated to partivipation
deposit holders (1,824.2) (1, 084.00) (1,180.0) (873.%) (197.6) 1 149.2)
INCREASE (IMACREASE) IN NET ASSETS B97.8 12.451.4) 2.891.4 5.1 456.1 [RLIA ]
NET ASSETS, BEGINNING OF YEAR 19,493.6 21.945.0 13,4648 13, 160.7 2.295.4 23055
NET ASSETS. END OF YEAR 20,3914 19,4436 16.356.7 13,4608 2,751.5 22954
INVESTMENTS AND OTHER ASSETS AND LIABILITIES AT COST AS AT DECEMBER 31, 1995
Invesiments
Bonds 49,876.9 10,4829 70150 fi 464 8 1.143.0 10578
Shares and convertible securities 57255 1202 5,460.5 4987 1 964.1 0481
Mortgages 468.1 4154 376.3 20748 63.6 4.1
Real estate investments 1,201.2 1, 145.5 11419 2461 195, 1514
Short-term investments 2,959.0 14067 - - -
Demuned deposits in the General Fund - - 8015 7254 124.2
20.230.7 195705 14,895.0 13,365.9 2,488.2
Securities acguired under reverse repurchase agreements 27,9 - 19.3 - 3.1 -
Term deposits 140.0 146.7 - - = =
Deposits on loans of securities 28.0 - 19.4 - 3.1 -
Commitments related o short selling of equities - 127.3 - 101.9 - 184

U This fund was created April 1, 1995,
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L.
DUQUEBEC

| SURVEY

Yes No

1. Do you still wish to receive a copy of our
Operations Report? J d

2. We also offer other publications.
a) You already receive them: do you wish
10 remain on our mailing list?
Cycles et Tendances a
Finanoal Review = ]

b) You don’t receive them: would you like to?
| Cyeles et Tenulances (economic forecasis -
! twice o vear, in French; English summary available) 3 =
Finanaal Revew
(mrarkets review — twice a vear) a a

oo

3. Do vou have the equipment to consuli
publications on Internet? d dJ
Do vou intend to acquire such equipment within the next
few _wat.{- D1 vear D 2years A Svears W4 years 5 vears

4. Should we make our publications available on such a
network, would vou expect to receive a printed copy of
our publications as well?

please check
Operations Report
Cyeles et Tendances
Financial Review

Please verify the following information and indicate
changes required in print.

ooc

-
J
0

Namie

Pomdthiny

L ‘4 T

Adddhrew

Lin

Prominee Comiry Pontal vode
Language

..ll.l15ll..lIl.l.-l.I..lllII.lIIIl...-0......C....CQtll..l.l...'..llllllCCU

PLEASE RETURN BY FAX
AT (514) 847-5419

or send by mail at the following address:

Alffaires publiques - so

Caisse de dépat et placement du Québec
1981, avenue McGill College

Montréal (Québec)

H3A 3C7

Note :
If you don’t send your reply by June 30, 1996,
vour name will be taken off our mailing list.
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