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Introduction 

The purpose of this paper is to stimulate discussion on the 

process for developing a statement of investment policies and 

goals for pension plans, and the role of the consulting actuary 

in such a process. 

Recent legislation in Ontario, soon to be followed by similar 

legislation in other provinces, requires pension plan sponsors to 

prepare a statement of investment policies and goals which must 

be filed with the regulatory authorities and reviewed annually. 

Pension plan sponsors may elect to develop the statement 

themselves, or they may seek outside assistance from their 

pension fund manager or consulting actuary. In practice, 

relatively few plan sponsors have the internal resources to 

develop the statement themselves and consequently most sponsors 

turn to outside help. In the author's experience, many pension 

fund managers have been reluctant to undertake this task for fear 

of conflict of interest, and consequently the burden of preparing 

the statements has largely fallen on the consulting actuary. 

An opportunity exists to establish a set of investment policies 

and goals which will not only satisfy the new legislative 

requirements but will also meet the financial needs of the plan 

sponsor. In some cases, the investment policies that have been 

developed to date have ignored the overall financial planning of 

the plan sponsor. 



A careful review of the investment process would include the 

following steps: 

Establish objectives for the investment of the pension fund. 

Develop an outline of the investment policy and goals. 

Test the investment policy outline using asset modelling. 

Implement investment policy. 

File the statement of investment policy and goals with the 

regulatory authorities and notify the persons affected. 

Monitor investment policy and performance. 

This paper addresses steps 1 and 2 only. Steps 3 and 6 are 

subjects of interest to consulting actuaries that deserve 

separate treatment and are considered outside the scope of this 

paper. 

Background 

Prior to January 1, 1988, pension fund investment in Ontario was 

regulated by legislation which prescribed specific quality and 

quantity tests for investments, and limits known as "basket 

clauses" for investments not meeting the quality tests. The 

legislation also sets out certain prohibitions and exceptions 

(for example on conflict of interest). This approach was often 

referred to as the "legal for life" approach for the following 

reason. 



The authorized list of investments for pension funds was largely 

adopted from the list of investments and loans legal for life 

insurance companies registered under the Canadian and British 

Insurance Companies Act. However the limit of 25% in equities does 

not apply to pension funds. The legislation which has governed 

insurance company investment policy since the late 19th century has 

emphasized both quality and security of investments. Over time the 

legislation has been strengthened. In particular, in the early 

1930's restrictions were placed on equity investment in response to 

the financial crisis encountered by a major life insurance company 

as a result of the stock market crash. 

The Ontario Pension Benefits Act, 1987, represents a significant 

departure in investment policy and regulatory requirements from 

previous legislation. The authorities perceived the former "legal 

for life" approach to pension plan investment as too restrictive and 

not conducive to modern portfolio management. Through consultation 

with plan sponsors and the investment industry, more efficient 

investment policies and rules have been adopted which allow for an 

expanded range of investment opportunities. Relaxation of the 

investment rules, however, has been balanced by new requirements for 

prudence and greater disclosure to members. 

Under the "modern portfolio" approach the selection of investments 

is made with consideration given to the overall context of the 

investment portfolio. There should be no undue risk of loss or 

impairment and a reasonable expectation of fair return or 

appreciation given the nature of the investment. Thus the prudence 

of any investment is judged in the context of the entire 

portfolio. An investment which might be considered too risky on its 

own, might be prudent if balanced against a very conservative 

investment held in the portfolio. 



The concept of prudence in the Act provides that the 

administrator "shall exercise the care, diligence and skill in 

the administration and investment of the pension fund that a 

person of ordinary prudence would exercise in dealing with the 

property of another person". This responsibility extends to 

decisions of the administrator's agents, including the investment 

manager, custodian, professional adviser or anyone else involved 

in the administration of the plan. 

Under the rules, most pension plans registered in Ontario are 

required to file a statement of investment policies and goals. 

Minimum requirements for the statement are prescribed in the 

regulations. Once the statement is established, the 

administrator must consider the investment policy, and either 

confirm or alter it at least annually, in light of changing 

pension plan priorities. 

The adoption of a clear policy applies to both defined benefit 

plans and defined contribution plans. In the latter case, the 

authorities have taken the view that whether or not the plan 

provides that members may elect how their contributions are 

invested, the administrator has an obligation to carefully 

monitor fund performance and report results to members. 

The rules also apply to smaller plans whose funds are invested in 

pooled or segregated funds offered by financial institutions, 

although the filing requirements are somewhat simplified. For 

this purpose, a central registry has been established and a 

pooled fund vendor is requested to deposit the pooled fund 

document with the Pension Commission of Ontario to be placed in 

the central registry. The plan administrator in developing the 

required statement can refer to the pooled fund document without 

repeating or describing the contents of the document. 



Members of a plan will have access to the investment policy 

statement, any amendment to that statement, and receipt of the 

financial reports of the fund. The statement provides a means 

for administrators and plan members to measure and monitor 

performance against stated expectations. 

The current attitude of the Pension Commission is that they 

intend to scrutinize the rate of return and the administrator may 

be called upon to defend policies if the return is lower than 

"normal". The regulatory authorities are feeling their way with 

the new rules, and the pension industry can expect changes in the 

regulations to address any abuses or changing conditions. 

Developing An Investment Policy Statement 

Pension plan finance is an integral part of corporate finance. 

In recent years, pension finance and pension asset investment 

policy have received greater attention in corporate financial 

considerations for the following reasons: 

As a result of the accumulation of contributions and 

favourable investment returns, pension funds are greater 

relative to corporate assets. 

Maturity of the pension plan membership causes pension cost to 

become a more significant part of the operational cost of the 

plan sponsor. 

Recent market volatility has raised concerns of management 

about the investment of pension assets. 

Accounting rules create a direct link between the pension 

expense shown in the employer's financial statements and 

investment performance of the pension fund. 



0 Since the solvency valuations required by pension plan 

legislation introduce a heavy penalty on underfunded plans, 

the level of contributions is directly affected by investment 

performance. 

0 Pressure from the investment industry to widen the allowable 

range of pension fund investments and raise the 10% foreign 

investment limit. 

0 New financial vehicles allow greater flexibility in investment 

choices. 

In the absence of a written policy statement by the plan sponsor, 

most investment managers in Canada have a uniform policy for 

investing the assets of their pension clients. It is only 

through a properly developed statement that the characteristics 

and needs of the plan sponsor can be identified and addressed. 

The establishment of objectives and policy is a fundamental 

process which corporations follow in their daily operations. 

Applying this process to pension plan assets ensures that the 

correct investment decisions are being made. In addition, it 

establishes the rules under which the investment manager will 

operate and how the manager's performance will be measured. 

It is important that the investment manager has input into the 

development of the statement of investment policies and goals. 

The manager may participate throughout the process or review a 

preliminary statement developed by the plan sponsor before it is 

finalized. 



One approach to developing an investment policy statement, which 

has worked well in practice, is outlined below. The key steps 

are: 

0 Determine risk posture of plan sponsor. 

Examine pension plan characteristics. 

Set over-all investment objectives and constraints. 

0 Review asset classes and their characteristics. 

Prepare investment policy statement. 

A fundamental principle of investment theory is that, over long 

periods of time, there is a positive relationship between the 

level of risk assumed and the level of return likely to be earned 

by the investor. In other words, the higher the risk the higher 

the expected return. For example, historically stocks have 

produced a higher return than bonds, but these returns have been 

more volatile (i.e. riskier). Appendix A to this paper provides 

information on rates of return in the Canadian investment 

markets. 

The cumulative effect of investment performance on the ultimate 

cost to the pension plan sponsor is very significant. A rule-of- 

thumb, well known by actuaries, is that a 1% increase in annual 

return over very long periods of time can reduce the ultimate 

pension cost by about 20%. 

Thus, the expected rate of return depends on the asset mix which 

in turn depends on the risk tolerance of the plan sponsor. 



There are three key factors that affect the risk tolerance of an 

organization in its pension investment program: 

Financial characteristics. 

What is the financial outlook for the organization? How 

strong is its balance sheet? Does it expect favourable 

revenue and profit growth? Are revenue and profits 

volatile? Are pension plan contributions significant relative 

to total expenses? Are major pension plan improvements 

planned in the foreseeable future? 

Demographic characteristics. 

What are the current demographics? How will this change in 

future? Is any re-structuring of the workforce planned? Is 

the termination and retirement pattern likely to change? What 

pay increases are expected in the near-term, long-term? 

Actuarial/Eunding characteristics. 

How strong are the actuarial assumptions? What is the type of 

plan? What is the relationship between assets and liabilities 

(ongoing, solvency, expensing basis?). What is the future 

policy regarding these relationships? 

Examination of questions such as those outlined above will help 

the plan sponsor determine its risk tolerance, i.e., its ability 

to take risk. The next step would be to explore how much risk 

the plan sponsor is willing to take in the investment of pension 

assets. How comfortable is it in taking risks and at what 

level? What are its attitudes towards taking investment losses, 

protecting plan assets, and predictability/variability of 

investment return? 



Having determined the risk posture of the plan sponsor, the 

process could then move on to determining the over-all investment 

objectives and constraints. It is important that the rate of 

return goal be meaningful and measurable. Bearing in mind the 

risk posture of the plan sponsor, what is the rate of return 

goal? Should the goal be expressed in real and/or nominal 

terms? Over what period of time should the rate of return be 

achieved? Should the rate of return be measured relative to a 

passive portfolio or pension fund universe? Are there any 

restricted/prohibited investments? 

At this stage, the process would review asset classes and their 

characteristics. Some of the asset classes that might be 

considered are: 

Stocks - common and preferred 
Bonds - federal, provincial, municipal and industrial 
Cash equivalents 

Mortgages 

Real Estate and Leasebacks 

Non-Canadian equities and bonds 

Venture capital 

Pooled and mutual funds. 

In each category the plan sponsor might want to determine the 

type of investment to be used, any constraints, quality rating of 

investment, and minimum/maximum percentages of the fund. 

Historical and trend data might be utilized for this purpose. 

Any legislative restrictions would have to be respected. The 

Ontario regulations place limits on the amount that may be 

invested in any single investment, investment in real estate or 

resource properties, mortgage investments, and investments 

representing more than 30% of the voting shares in an 

corporation. Not more than 10% of the fund may be invested or 

loaned to any one corporation. 



A plan sponsor subject to Ontario legislation would also have to 

determine policy with respect to: 

0 Policy to be followed if there were an actual or perceived 

con£ lict of interest. 

0 Lending of cash or securities. 

0 Retention or delegation of voting rights. 

0 Basis for valuation of investments not regularly traded. 

0 Investment in futures and options. 

A comprehensive review might also include the following: 

Delegation of responsibility. 

Who has responsibility for hiring/discharging fund managers, 

actuaries, performance measurers, etc.? Who is responsible for 

the administration and interpretation of plans? Who is 

responsible for maintaining a written record of meetings? 

Choice of investment vehicle. 

How frequently should meetings be held with the investment 

manager? What should be included in the agenda for the 

investment meetings? Who is responsible for maintaining a 

written record of meetings? How should investment performance be 

reviewed (frequency, standards)? 

The role and responsibility of any advisory committee appointed 

under the Act. 

The above discussion has outlined in some detail one approach to 

developing a policy statement. Modification to the approach would 

be necessary, for example, if the investment manager is given full 

discretion. Also in the case of defined contribution plans where 

the emphasis would shift from plan sponsor considerations to member 

considerations. 



Contents of Statement of Investment Policies and Goals 

The Ontario regulatory authorities have prescribed the minimum 

contents for the statement of investment policies and goals. The 

statement must detail the plan's policies on at least the following 

items: 

Type of pension plan 

Nature of plan liabilities 

Portfolio diversification 

Asset mix policy 

Rate-of-return expectations 

Allowable investments and loans 

Conflict-of-interest disclosure 

Securities or cash lending 

Retention/delegation of voting rights 

Valuing not-regularly-traded assets. 

The fund investment manager can only invest in investments and loans 

that are specifically permitted and for which guidelines are 

established in the statement of investment policies and goals. 

Therefore, it would be advisable to make the statement as broad as 

possible so as not to inhibit the investment opportunities for the 

plan assets. 

Each plan sponsor will have to decide how much detail should be 

provided in the statement filed with the regulatory authorities. 

The plan sponsor may decide to file basic information and have a 

more detailed statement for internal purposes. In any event, the 

plan sponsor may wish to document separately the sensitive 

information with respect to company philosophy and economic outlook 

and the rationale for the decisions that went into the development 

of risk tolerance. Appendix B to this paper provides an example of 

a statement filed with the regulatory authorities by one employer. 



Conclusion 

A new flexibility exists for pension fund investors in Ontario. NO 

longer are they confined to the restrictions and artificialities of 

the former system. However, with this flexibility comes new 

obligations and some uncertainties. These uncertainties arise in 

knowing what the attitudes of regulators and judges will be to the 

prudent person rule. Over time these attitudes will become clearer 

as specific practice emerges. In any event, the new system should 

result in the better management of pension fund investments for the 

benefit of plan members and plan sponsors. However, some critics 

argue that the new system will benefit only consultants and paper 

manufacturers! 



APPENDIX A 

Average Annual Compound Percentage Rates o f  Changemeturn f o r  Se lected I n te r va l s .  

Canada 
Consumer Wage and Common Canada Conventional 
P r i c e  Salary  Stock Long P r o v i n c i a l  I n d u s t r i a l  Mortgage 

Pe r i od  l ndex l ndex Index Bonds Bonds l ndex - - - Bonds 

60 Yrs 1929-1988 3.51 5.32 9.04 4.92 
50 Yrs 1939-1988 4.60 6.39 11.01 4.69 
25 Yrs 1964-1988 6.14 7.60 10.65 6.92 7.62 7.86 9.54 
15 Yrs 1974-1988 7.48 7.91 11.75 9.05 10.14 10.36 12.41 
10 Yrs 1979-1988 6.68 6.58 14.23 11.00 11.67 11.74 13.43 
5 Yrs 1984-1988 4.08 3.60 9.36 13.46 14.64 14.10 12.53 

Standard Dev ia t i ons  o f  Annual Percentage Rates o f  Change/Return f o r  Se lected I n t e r v a l s  

Canada 
Consumer Wage and CMnmon Canada Conventional 
P r i c e  Salary  Stock Long P r o v i n c i a l  I n d u s t r i a l  Mortgage 

Pe r i od  Index Index Index Bonds Bonds Bonds l ndex - - -  
60 Yrs 1929-1988 4.64 3.97 19.20 8.44 
50 Yrs 1939-1988 3.84 3.12 16.82 8.72 
25 Yrs 1964-1988 3.25 3.15 16.11 11.09 11.03 10.41 6.74 
15 Yrs 1974-1988 3.22 3.86 18.31 12.67 12.54 12.01 6.24 
10 Yrs 1979-1988 3.41 3.44 17.64 14.36 14.17 13.20 6.91 
5 Yrs 1984-1988 0.22 0.72 9.99 9.17 9.12 7.30 7.30 

Real 

91 Day E s t a t e  

Real 
91 Day E s t a t e  
T-Bi l l s  lndex - -  

SOURCE: REPORT ON CANADIAN ECONOMIC STATISTICS, 1924-1988 

CANADIAN INSTITUTE OF ACTUARIES 



APPENDIX B 

P e n s i o n  P l a n  f o r  S a l a r i e d  Employees o f  XYZ Company L i m i t e d  

S t a t e m e n t  o f  I n v e s t m e n t  P o l i c i e s  b G o a l s  f o r  t h e  P e n s i o n  Fund 

P u r p o s e  

T h e  P u r p o s e  o f  t h e  S t a t e m e n t  o f  I n v e s t m e n t  P o l i c i e s  b G o a l s  f o r  t h e  P e n s i o n  
Fund i s  to  s e t  o u t  t h e  f ramework  u n d e r  which  t h e  a s s e t s  o f  t h e  P e n s i o n  P l a n  
f o r  S a l a r i e d  Employees  o f  XYZ Company L i m i t e d  a r e  t o  b e  i n v e s t e d .  T h e  
S t a t e m e n t  h a s  b e e n  p r e p a r e d  i n  a c c o r d a n c e  w i t h  t h e  O n t a r i o  P e n s i o n  B e n e f i t s  
A c t ,  1 9 8 7  a n d  i t s  R e g u l a t i o n s .  

The  XYZ Company L i m i t e d  i s  t h e  P l a n  s p o n s o r  and  t h e  l e g a l  A d m i n i s t r a t o r  o f  t h e  
P l a n .  F o r  a l l  m a t t e r s  r e l a t e d  t o  t h e  i n v e s t m e n t  a d m i n i s t r a t i o n  o f  t h e  Fund,  
t h e  Company r e l i e s  o n  t h e  a d v i c e  o f  t h e  I n v e s t m e n t  C o m m i t t e e .  I n d e p e n d e n t  
c o u n s e l l i n g  f i r m s  a c t  a s  a g e n t s  o f  t h e  Company i n  t h e  day- to-day  management o f  
t h e  P e n s i o n  Fund i n  a c c o r d a n c e  w i t h  t h i s  p o l i c y .  Each i n v e s t m e n t  manager  
s h a l l  a d h e r e  t o  t h i s  p o l i c y  a n d  s h a l l  f o l l o w  t h e  i n v e s t m e n t  p o l i c i e s  a n d  g o a l s  
w i t h  t h e  c a r e ,  d i l i g e n c e ,  a n d  s k i l l  t h a t  a  p e r s o n  o f  o r d i n a r y  p r u d e n c e  would  
u s e  i n  d e a l i n g  w i t h  t h e  p r o p e r t y  o f  a n o t h e r  a n d  s h a l l  u s e  a l l  r e l e v a n t  
k n o w l e d g e  a n d  s k i l l  t h a t  t h e  i n v e s t m e n t  manager p o s s e s s e s  o r  o u g h t  t o  
p o s s e s s .  Each i n v e s t m e n t  manager s h a l l  n o t  knowingly  p e r m i t  i t s  i n t e r e s t  to 
c o n f l i c t  w i t h  i t s  powers a n d  d u t i e s  w i t h  r e s p e c t  t o  t h e  i n v e s t m e n t  o f  t h e  
a s s e t s  o f  t h e  P l a n .  The T r u s t e e / C u s t o d i a n  i s  a  m a j o r  C a n a d i a n  t r u s t  Company. 

P r o f i l e  o f  t h e  P e n s i o n  P l a n  

( i )  Type  o f  P e n s i o n  P l a n  

The  P e n s i o n  P l a n  f o r  S a l a r i e d  Employees o f  XYZ Company L i m i t e d  ( t h e  
P l a n )  is  a  c o n t r i b u t o r y  d e f i n e d  b e n e f i t  p l a n .  The  P l a n  p r o v i d e s  a n  
a n n u a l  b e n e f i t  e q u a l  to  y e a r s  o f  p a r t i c i p a t i o n  t i m e s  t h e  sum o f  ( a )  a n d  
( b )  be low:  

( a )  1 . 4 %  o f  f i n a l  a v e r a g e  s a l a r y  ( l a s t  36 m o n t h s )  u p  t o  t h e  3-year  
a v e r a g e  o f  t h e  Y e a r ' s  Maximum P e n s i o n a b l e  E a r n i n g s  (YMPE). 

( b )  2% o f  f i n a l  a v e r a g e  s a l a r y  i n  e x c e s s  o f  t h e  3 - y e a r  YMPE. 

R e q u i r e d  member c o n t r i b u t i o n s  under  t h e  P l a n  e a c h  y e a r  a r e  3 . 5 %  o f  
s a l a r y  u p  t o  t h e  YMPE, p l u s  5% of s a l a r y  i n  e x c e s s  o f  YMPE. 

A d d i t i o n a l  v o l u n t a r y  employee  c o n t r i b u t i o n s  a r e  p e r m i t t e d  u n d e r  t h e  
P l a n  a n d  d e p o s i t e d  i n  a  s e p a r a t e  i n v e s t m e n t  v e h i c l e .  

P e n s i o n s  i n  payment u n d e r  t h e  P l a n  a r e  i n c r e a s e d  e a c h  y e a r  by a n  amount  
e q u a l  t o  6 0 %  o f  t h e  a n n u a l  i n c r e a s e  i n  t h e  Consumer P r i c e  I n d e x  ( C P I ) .  



(ii) Nature of Plan Liabilities 

As of , the going concern liability of the Plan was 
$- million while the market value of assets was $ million. 
Approximately 68% was related to active members, with another 30% 
related to retired members. The remaining liability was attributable 
to terminated vested members. On a wind-up basis the assets are 
substantially in excess of the liabilities. 

The going concern liabilities are influenced by salary increases, CPI 
increases, turnover, mortality, and retirement age patterns. 
Appropriate allowance is made for these factors in the assumptions used 
for actuarial valuation purposes and it is not expected that actual 
experience will vary significantly from the assumptions used, in the 
long term. In the foreseeable future, there will be no special 
liquidity demands on the fund. 

Given the above, a moderate risk investment policy is acceptable. 

(iii) Plan Demographics 

As of , the date of the latest actuarial 
valuation, there were active members 

retired members, and terminated members. The average 
age of active members was - years, average service - years, and 
average compensation $ . 

Objective of the Fund 

The objective of the Pension Fund is to provide participants in the Plan with 
retirement benefits as described in the Plan documents. To this end, the 
assets of the Fund shall be invested in a manner to achieve the maximum total 
rate of return through a combination of capital appreciation and current 
income subject to diversification and quality standards established hereunder. 

Asset Mix Guidelines 

The Fund is to be invested within the following asset mix ratios (based on 
market values): 

Minimum Maximum 

Equity securities (including convertible 35% 
bonds, and preferred stocks) 

Fixed Income Securities (maturing 
beyond one year) 

Short-term investments and cash 
equivalents 



C a t e g o r i e s  

Wi th in  t h e  above a s s e t  mix g u i d e l i n e s ,  t h e  f o l l o w i n g  s p e c i a l i z e d  c a t e g o r i e s  o f  
s e c u r i t i e s  may be purchased up t o  t h e  maximum shown o p p o s i t e  ( exp res sed  a s  a  
p e r c e n t a g e  o f  t h e  market v a l u e  o f  t h e  t o t a l  f u n d ) .  

E q u i t y  and e q u i t y - r e l a t e d  s e c u r i t i e s  s u b j e c t  t o  t h e  f o l l o w i n g  l i m i t a t i o n s :  

Fo re ign  common s t o c k s  - 

Ventu re  c a p i t a l  - 

Real  E s t a t e  - 

Resources  p r o p e r t i e s  - 

Fixed  income and d e b t - r e l a t e d  s e c u r i t i e s :  

Fo re ign  pay bonds,  deben tu re s ,  n o t e s ,  
e t c .  o f  f o r e i g n  deb to r s  

F o r e i g n  pay bonds,  deben tu re s ,  n o t e s , -  
e t c .  o f  Canadian d e b t o r s  

Mortgages  

maximum p e r m i t t e d  under  Revenue 
Canada r e g u l a t i o n s  wi thout  
i n c u r r i n g  a  p e n a l t y  

5% 

10% 

10% 

d i f f e r e n c e  between maximum 
p e r m i t t e d  under  Revenue Canada 
r e g u l a t i o n s  and f o r e i g n  common 
s t o c k s  h e l d  i n  t h e  Fund. 

Minimum Q u a l i t y  S t anda rds  f o r  Bonds, Deben tu re s ,  No tes ,  e t c .  

C o r p o r a t e  Bonds, deben tu re s  and o t h e r  deb t  s e c u r i t i e s  pu rchased  f o r  t h e  Fund 
s h a l l  have a  r a t i n g  o f  "BBB" o r  b e t t e r  o r  t h e  e q u i v a l e n t  t h e r e o f  acco rd ing  t o  
a  r ecogn ized  bond r a t i n g  s e r v i c e .  I n  t h e  c a s e  o f  p r i v a t e  placements  not  r a t e d  
by a  r e c o g n i z e d  bond r a t i n g  s e r v i c e ,  t h e  manager s h a l l  a p p l y  s t a n d a r d s  
c o n s i s t e n t  w i t h  a  minimum BBB r a t i n g .  

Shor t - t e rm n o t e s  and o the r  e v i d e n c e s  o r  i ndeb tedness  o f  c o r p o r a t i o n s ,  banks  
and t r u s t s  companies  s h a l l  have a R-1 o r  t h e  e q u i v a l e n t  t h e r e o f  acco rd ing  t o  a  
r ecogn ized  bond r a t i n g  s e r v i c e .  



I n v e s t m e n t  R e s t r i c t i o n s  

W i t h i n  t h e  o v e r a l l  o b j e c t i v e s  and  t h e  a s s e t  mix p o l i c y  d e s c r i b e d  a b o v e ,  e a c h  
i n v e s t m e n t  manager s h a l l  n o t ,  w i t h o u t  t h e  s p e c i f i c  w r i t t e n  c o n s e n t  o f  t h e  
I n v e s t m e n t  Commit tee :  

i n v e s t  more t h a n  1 0 %  o f  t h e  market  v a l u e  o f  t h e  fund under  h i s  c o n t r o l  
i n  t h e  s e c u r i t i e s  oE a  s i n g l e  i s s u e r  o r  g r o u p  o f  a f f i l i a t e d  i s s u e r s ;  

p u r c h a s e  more t h a n  30% o f  t h e  v o t i n g  s h a r e s  o f  a n y  o n e  c o r p o r a t i o n ;  

i n v e s t  more t h a n  7% o f  t h e  m a r k e t  v a l u e  o f  t h e  common s t o c k  p o r t f o l i o  
u n d e r  h i s  c o n t r o l  i n  t h e  common s t o c k  o f  a n y  o n e  company; 

i n v e s t  more t h a n  50% o f  t h e  market  v a l u e  o f  t h e  common s t o c k  p o r t f o l i o  
u n d e r  h i s  c o n t r o l  i n  a n y  o n e  i n d u s t r y  o r  g r o u p  o f  c o m p a n i e s  f o r m i n g  a  
s u b - i n d e x  o f  t h e  T o r o n t o  S t o c k  Exchange  300 I n d e x :  

u n d e r w r i t e  s e c u r i t i e s ;  

bor row money f o r  t h e  p u r p o s e  o f  p u r c h a s i n g  s e c u r i t i e s ;  

e n g a g e  i n  t h e  p u r c h a s e  a n d  s a l e  of  c o m m o d i t i e s  o r  commodity c o n t r a c t s ;  

p u r c h a s e  s e c u r i t i e s  on  m a r g i n  o r  make s h o r t  s a l e s .  

I n v e s t m e n t  i n  a n y  o n e  p a r c e l  o f  r e a l  e s t a t e  may n o t  e x c e e d  5% of  t h e  book 
v a l u e  of  t h e  t o t a l  f u n d .  

U n i t  T r u s t s ,  Mutual  6 Pooled  Funds  6 L i m i t e d  P a r t n e r s h i p s  

To f a c i l i t a t e  t h e  i n v e s t m e n t  i n  a n y  o f  t h e  c a t e g o r i e s  o r  s u b - c a t e g o r i e s  o f  
i n v e s t m e n t s  l i s t e d  a b o v e ,  a  manager o f  t h e  Fund may p u r c h a s e  u n i t s  o f  a  t r u s t ,  
m u t u a l  o r  p o o l e d  f u n d  o r  a  l i m i t e d  p a r t n e r s h i p  p r o v i d e d  t h e  i n v e s t m e n t  p o l i c y  
o f  t h e  e n t i t y  i t s e l f  i s  c o n s i s t e n t  w i t h  a l l  government  r e g u l a t i o n s  a f f e c t i n g  
t h e  Fund a n d  t h i s  P o l i c y  S t a t e m e n t .  

D e r i v a t i v e  I n v e s t m e n t s  

D e r i v a t i v e  i n s t r u m e n t s  s u c h  a s  o p t i o n s  a n d  f o r w a r d  c o n t r a c t s  may b e  u s e d  by  
t h e  m a n a g e r s  o r  t h e  Fund i n  t h e  c o u r s e  o f  i m p l e m e n t i n g  t h e  F u n d ' s  a s s e t  mix 
p o l i c y .  

S e c u r i t i e s  L e n d i n g  

The s e c u r i t i e s  o f  t h e  P e n s i o n  Fund may b e  l o a n e d  t o  i n v e s t m e n t  d e a l e r s  a n d  
b a n k s  when i t  is deemed t h a t  s u c h  l e n d i n g  may a d d  t o  t h e  r e t u r n  on t h e  Fund a t  
m i n i m a l  r i s k  a n d  p r o v i d e d  t h e  l o a n  i s  s e c u r e d  by c a s h  o r  r e a d i l y  m a r k e t a b l e  
s e c u r i t i e s  h a v i n g  a  market  v a l u e  o f  a t  l e a s t  1 0 5 %  o f  t h e  l o a n ,  m a i n t a i n e d  n o  
l e s s  f r e q u e n t l y  t h a n  d a i l y .  



C o m p l i a n c e  w i t h  Government R e q u l a t i o n s  

T h e  m a n a g e r s  o f  t h e  P e n s i o n  Fund, a n d  t h e  T r u s t e e / C u s t o d i a n ,  a c t i n g  a s  a g e n t s  
o f  t h e  Company s h a l l  e n s u r e  t h a t  a l l  s e c u r i t i e s  p u r c h a s e d  f o r  t h e  P e n s i o n  Fund 
a r e  c o n s i s t e n t  w i t h  O n t a r i o  R e g u l a t i o n  708/87 ,  Revenue Canada r e g u l a t i o n s  a n d  
t h i s  P o l i c y  S t a t e m e n t .  

V a l u a t i o n  o f  P r i v a t e  P l a c e m e n t s  5 O t h e r  Non-traded I n v e s t m e n t s  

The  v a l u a t i o n  o f  p r i v a t e  p l a c e m e n t s  a n d  o t h e r  i n f r e q u e n t l y  t r a d e d  s e c u r i t i e s  
s h a l l  b e  d e t e r m i n e d  by t h e  T r u s t e e / C u s t o d i a n  o f  t h e  P l a n .  I n  t h e  c a s e  o f  
i n v e s t m e n t s  i n  r e a l  e s t a t e  and r e s o u r c e  p r o p e r t i e s ,  t h e  v a l u a t i o n  s h a l l  b e  
b a s e d  on  i n d e p e n d e n t  o p i n i o n s  o f  q u a l i f i e d  a p p r a i s e r s .  

P e r f o r m a n c e  a n d  R a t e  o f  R e t u r n  E x p e c t a t i o n s  

The  m a n a g e r s  o f  t h e  P e n s i o n  Fund a r e  e x p e c t e d  t o  a c h i e v e ,  o v e r  a  f o u r - y e a r  
p e r i o d ,  ( i )  a n  above-median p o s i t i o n  r e l a t i v e  t o  o t h e r  s i m i l a r  f u n d s  m e a s u r e d  
by a  r e c o g n i z e d ' p e r f o r m a n c e  measurement s e r v i c e ,  and  ( i i )  a n  a v e r a g e  a n n u a l  
t o t a l  r a t e  o f  r e t u r n  a t  l e a s t  300 b a s i s  p o i n t s  a b o v e  t h e  a v e r a g e  i n c r e a s e  i n  
t h e  Consumer P r i c e  I n d e x .  

C o n f l i c t  o f  I n t e r e s t  G u i d e l i n e s  

Any employee  o f  t h e  Company d i r e c t l y  o r  i n d i r e c t l y  r e s p o n s i b l e  f o r  t h e  
i n v e s t m e n t  a c t i v i t i e s  of t h e  P e n s i o n  Funds ,  a n y  employee  o f  t h e  e x t e r n a l  
m a n a g e r s  o f  t h e  P e n s i o n  Fund and  a n y  member t o  t h e  I n v e s t m e n t  Commit tee  s h a l l  
i m m e d i a t e l y  d i s c l o s e  t o  t h e  I n v e s t m e n t  Commit tee  a n y  a c t u a l  o r  p e r c e i v e d  
c o n f l i c t  o f  i n t e r e s t  t h a t  c o u l d  b e  r e a s o n a b l y  e x p e c t e d  t o  i m p a i r ,  o r  c o u l d  b e  
r e a s o n a b l y  i n t e r p r e t e d  a s  i m p a i r i n g ,  h i s / h e r  a b i l i t y  t o  r e n d e r  u n b i a s e d  a n d  
o b j e c t i v e  a d v i c e  o r  t o  f u l f i l l  h i s / h e r  f i d u c i a r y  r e s p o n s i b i l i t i e s  t o  a c t  i n  
t h e  b e s t  i n t e r e s t s  o f  t h e  b e n e f i c i a r i e s  of  t h e  P l a n .  A  member o f  t h e  
I n v e s t m e n t  Commit tee  r e q u i r e d  t o  make s u c h  a  d i s c l o s u r e  s h a l l  n o t  p a r t i c i p a t e  
i n  t h e  d i s c u s s i o n  o r  v o t e  on a n y  r e s o l u t i o n  t o  a p p r o v e  a  t r a n s a c t i o n  i n  
r e l a t i o n  t o  which  t h e  d i s c l o s u r e  i s  r e q u i r e d .  

Examples  o f  a  c o n f l i c t  o f  i n t e r e s t  o r  p e r c e i v e d  c o n f l i c t  o f  i n t e r e s t  would 
i n c l u d e  ( i )  t h e  p u r c h a s e  o f  s e c u r i t i e s  o f  a  company o r  a  f u n d  i n  which  t h e  
manager  o r  h i s  f i r m  h e l d  a  s i g n i f i c a n t  f i n a n c i a l  i n t e r e s t  a n d  ( i i )  t h e  
s e l e c t i o n  o f  a  manager w i t h  whom a  member o f  t h e  I n v e s t m e n t  Commit tee  had  a n  
i n d e p e n d e n t  b u s i n e s s  r e l a t i o n s h i p .  

E x e r c i s e  o f  P r o x i e s  and V o t i n g  R i g h t s  

No p r o x y  o r  o t h e r  v o t i n g  r i g h t  a s s o c i a t e d  w i t h  a n y  o f  t h e  P e n s i o n  Fund 
i n v e s t m e n t s  may be e x e r c i s e d  by  t h e  T r u s t e e / C u s t o d i a n  o r  a n y  o f  t h e  m a n a g e r s  
w i t h o u t  t h e  e x p r e s s  w r i t t e n  c o n s e n t  o f  t h e  Company. 

Appoin tment  o f  I n v e s t m e n t  Managers 

The  V i c e - p r e s i d e n t ,  A d m i n i s t r a t i o n  o f  t h e  Company s h a l l  a p p o i n t  t h e  manager  o r  
m a n a g e r s  o f  t h e  Fund upon t h e  a d v i c e  o f  t h e  I n v e s t m e n t  Commit tee .  



Review and Filing 

This statement shall be reviewed at least once a year and either confirmed or 
amended as necessary. All amendments and conEirmations shall be filed with the 
Pension Commission of Ontario within 90 days of the confirmation o r  amendment. 

Vice-president, Administration 


