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Building for
the long term

In 2012, our organization rallied
to define the strategies and tools
that will be needed for the new
realities of the global economy in
the years to come.

These initiatives were carried out
with a long-term view and their
implementation will enable the Caisse
to continue to best serve its clients,
the depositors, and to contribute to
the growth of Québec’s economy.
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2012 at a glance

9.6%

CAISSE OVERALL
RETURN IN 2012

9.2% annualized return for
the four-year period ended
December 31, 2012.
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SPECIALIZED
PORTFOLIOS POSTED
POSITIVE RESULTS

CHANGES IN CAISSE NET ASSETS FROM 2007 TO 2012

(in billions of dollars)
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HIGHEST CREDIT
RATINGS AFFIRMED

110

DBRS, Moody’s and Standard
& Poor’s once again affirmed
the highest credit ratings —
with a stable outlook —for the
Caisse and CDP Financial.
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$50.7 B

NET INVESTMENT
RESULTS

Since the restructuring of
the portfolios in July 2009.

AR 2012

$176.2B

$17.2 BINCREASE
IN NET ASSETS

As aresult of net investment
results of $14.9 B and net
deposits of $2.3 B.

10.7%

ANNUALIZED
RETURN

Since the restructuring of
the portfolios in July 2009.

17.9¢

PER $100 OF AVERAGE
NET ASSETS

An expense ratio that
places the Caisse among
the leaders in its category.

2
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THE CAISSE IN QUEBEC:
A STRONG PRESENCE FOR PROMISING COMPANIES

$471B $29B $276B

THE CAISSE'S TOTAL NEW INVESTMENTS TOTAL ASSETS
ASSETS IN QUEBEC AND COMMITMENTS IN QUEBEC'S PRIVATE
IN QUEBEC IN 2012 SECTOR

An increase of $5.9 B.
For atotal of $8.3B
since 2009.

10.5% o § 29
8- 2 0 /0 DEPOSITORS

The Caisse serves 29 depositors, primarily Québec'’s
RETURNS OF THE EIGHT public- and parapublic-sector pension and insurance plans.

MAIN DEPOSITORS As at December 31, the eight main depositors’ funds
accounted for 97.2% of net assets.

NET ASSETS OF THE EIGHT MAIN DEPOSITORS’ FUNDS

(as at December 31)

2012 2011

$M % $M %
Government and Public Employees Retirement Plan 45,141 25.6 41,982 26.4
Retirement Plans Sinking Fund 40,722 23.1 36,351 22.9
Régie des rentes du Québec 39,070 22.2 34,877 21.9
Supplemental Pension Plan for Employees of the Québec Construction Industry 14,476 8.2 13,159 8.3
Commission de la santé et de la sécurité du travail 10,882 6.2 9,945 6.3
Société de I'assurance automobile du Québec 8,132 4.6 7,389 4.7
Pension Plan of Management Personnel 7,798 4.4 7,122 4.5
Generations Fund 5,170 2.9 4,024 2.5
Total of the eight main depositors’ funds 171,391 97.2 154,849 97.5
Other 4,819 2.8 4,116 2.5
Total 176,210 100.0 158,965 100.0
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Messages Trom

the Chairman and from
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Message Trom the
Chairman of the Board

The current year was one of achievement, as the Caisse
continuedtorepositionitself. The Board of Directorsis pleased
to note that the strategic orientations defined in co-operation
with the depositors is taking shape and that major changes
arein progress.

The solidtoolsand measures nowin place will allow the Caisse
to act on investment opportunities in promising sectors, in
Québec and elsewhere in the world. The year’s results bear
witness to the relevance of this strategy and everyone’'s
commitmenttoit. The Board is pleased with this progress and
recognizes the scope of the changes implemented.

NEW INVESTMENT STRATEGIES

During the year, the Board ratified several initiatives that will
enablethe Caissetoapply newinvestment strategies designed
to capitalize on structural changes in the global economy.
The new Global Quality Equity portfolio is a case in point.
The portfolio is based on in-depth analysis of businesses,
independent of marketindexes. As well,the Private Equity team
received a mandate to invest in publicly traded companies by
building long-term relationships.

In an equally disciplined and strategic manner, the Caisse
investedintangible assets withintrinsic value, taking advantage
ofthe depositors’ long-term horizon. Italsoincreased itsinvest-
mentsin such sectors asreal estate, infrastructure and energy,
while broadening its expertise and knowledge with highly
qualified employees.

AR 2012
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CONSTANT, DIVERSIFIED SUPPORT FOR
QUEBEC’S ECONOMIC DEVELOPMENT

In line with its mission, and after rigorous analysis, the Caisse
continued its various initiatives to help Québec businesses
achieve their full potential with growth projects at home and
abroad. Its actions took many forms, including:

* investments in the form of loans or equity stakes in many
Québec companies;

* support for well-managed small and medium-sized
businesses throughout Québec, in partnership with
Desjardins Group;

» supportforwell-established Québec companiesthat wantto
expand orto step up their presenceinternationally, including
CGl, GENIVAR and Innergex Renewable Energy;

* the Sodemex Fund, through which the Caisse invests in
several small-cap mining companies established in Québec;

 the Teralys Capital Fund, a private venture capital fund that
enables Québec’stechnology companiesto accelerate their
growth; and

» the launch, in co-operation with several partners, of Prét a
entreprendre, an initiative to encourage a new wave of Québec
entrepreneurs.

The Caisse’s assets in Québec increased by $5.9 billion,
reaching $47.1 billion as at December 31, 2012. The Board
endorses these initiatives, which yield positive results and
benefit Québec as awhole.



CAISSE DE DEPOT ET PLACEMENT DU QUEBEC

ONGOING IMPROVEMENT
OF BUSINESS PROCESSES

The Board also noted the continuing progress made to
reinforce the management support functions, an initiative
begun in 2011. It is especially satisfied with improvements
in information technology, human resources and financial
control, as well as monitoring of major investments, a key
aspect ofrisk management. In this way, the Caisse has putin
place rigorous measures to simplify its business processes
and gain an edge in decision-making and execution. The
Board also salutes employees for their utmost dedication in
carrying out these initiatives.

I would also like to acknowledge my colleagues on the Board
of Directors and the remarkable work they did in providing
counsel to the Caisse as it implemented its strategic orien-
tations during the year.

| also want to thank Claudette Carbonneau and Pierre
Fitzgibbon, who left the Board in 2012 after years of
dedicated service. Their equally seasoned replacements
are Rita Dionne-Marsolais, Jean La Couture and Gilles
Godbout. In addition, André Legault succeeded Jocelyne
Dagenais as a non-independent director and as President
and Chief Executive Officer ofthe Commission administrative
desrégimes deretraite et d'assurances (CARRA). | extend a
most cordial welcome to these new Board members.

Finally, the progress made during the year would not have
been possible without the vision and inspiration of our
President and Chief Executive Officer, Michael Sabia, who
rallied the support of the Caisse’s most important asset —
its employees.

0
AN
S e

ROBERT TESSIER
Chairman of the Board

AR 2012
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Message Trom the President
and Chief Executive Officer

In my mind, 2012 is not important in and of itself. The year is important because it is part of a
series of years. A period during which we have repositioned la Caisse so that we achieve our
mission in a world that is very different than the one of even five or six years ago. A few themes

come to mind.

Balance. The new balance that we

have struck between returns and risk.

The simple but important idea of under-
standing thoroughly the assets that we
invest in. To have the right tools and

to master risks so that we can take the
decisions needed to meet the expectations
of our clients, our depositors.

Performance. The performance that we
have delivered in a volatile and turbulent
environment, thanks to an overall
portfolio that is today better aligned with
the world economy. Since we restruc-
tured our portfolios in 2009, our average
annual returns: 10.7%. Proceeds from our
investment activities: $50.7B. Which bring
our assets to $176.2B.

Flexibility. The flexibility that we have built,
which gives us the agility we need to seize
the interesting investment opportunities that
are available in today’s world —always with
the goal of producing long-term returns for
our depositors. This same flexibility is now
permitting us to put in place new investment
strategies to take advantage of changes in
the structure of the world economy —once
again, to the benefit of our depositors and
Québec’s businesses.

Québec. Where we have significantly
increased our investments, always prioritizing
promising businesses and always with an eye
to their development and expansion. In terms
of numbers, over the last four years, we have
undertaken $8.3B of new investments and
investment commitments.

Beyond all of that, in my judgment, nothing demonstrates profound change better than when
a group of people change how they think about themselves and the work they do. That's what
happened at la Caisse in 2012. And collectively, that's the thing that we are most proud of.

A BROAD COLLABORATION

We posed this question to our people: given the importance of the changes thatare under way in the
economic and financial environment, what are the guiding principles for our work in such a world?

Through a series of meetings over a period of many months, in small groups, large groups, in
workshopsand online, our peoplethoughtaboutand debated which convictionsand which behaviours
would best serve la Caisse.
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Several hundred of our employees participated actively in this broad collaboration. The result
is not a directive from top management. It is not a “little red book.”

It's the affirmation of what our people are, of how they define themselves, and of what they

aspire to be.

A BUILDER FOR THE LONG TERM IN QUEBEC
AND IN THE WORLD

Our Convictions

» Solidlyanchored in Québec, we invest
in high quality businesses and projects.

* We understand deeply the assets and
markets in which we invest.

* Along with our partners, we play an
influential role in the world’'s markets.

* Our performance is the result of our
investment expertise and our operational
know-how.

» The confidence that our clients have in us
is the product of the quality of our service
and the quality of our returns.

Our Behaviours

To learn and to understand, we listen
with respect.

We always act with humility, judgment
and integrity.

We take pride in contributing to the
success of our colleagues and to the
success of la Caisse.

We participate in debates with openness
and frankness.

We work together, always sharing
knowledge.

We act on our convictions.

In my view, itis in the simplicity, the humility and yet the ambition that flow from these ideas that
should give Québecers confidence in the future of la Caisse.

MICHAEL SABIA
President and Chief Executive Officer

9
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AR 2012

OUR FORWARD-LOOKING PRIORITIES

Absolute-
return
management

Less-liquid
assets

Emerging
markets

Depth of
expertise and
processes

FOCUS ON QUALITY

* Investonthe basis of strong convictions rather than
major stock-market indexes

» Select high-quality companies

* Foster long-term relationships with promising companies

TARGET TANGIBLE ASSETS
* Investin assets whose value is directly linked to the real economy

* Increase investments in private equity, infrastructure and real estate

INVEST IN THE MARKET WE KNOW BEST
+ Seek outand seize the best business and investment opportunities
» Serveasa bridge between Québec companies and global markets

» Strengthen the next generation of entrepreneurial and financial leadership

CAPITALIZE ON GROWTH IN THESE MARKETS

e Understand emerging markets better by drawing on the expertise
of local partners with in-depth understanding of them

e Increase direct and indirect investments in these regions

DEEPEN THE UNDERSTANDING OF ASSETS AND SECTORS
* Emphasize in-house portfolio management

* Develop multidisciplinary research

» Strengthen operational and sector expertise

» Continue to integrate risk management and investment decisions

SIMPLIFY APPROACHES

* Improve systems and processes to achieve greater operational efficiency

10
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Our Clients,

the Depositors
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Our Clients,
the Depositors

CONSTRUCTIVE COLLABORATION

AR 2012
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In 2012, the Caisse substantially stepped up the consultations and discussions it held with
depositors to review its strategic orientations, investment strategy and portfolio offering.
Such collaboration with clients contributes to its goal of meeting their needs more effectively

in a changing environment.

HIGHLIGHTS
01 Net investment results of 0
$14.9 billion and net deposits

of $2.3 billion brought depositors’
net assets to $176.2 billion as at
December 31, 2012. These amounts
take into account the arrival of four
new depositors in 2012, bringing the
total to 29.

more effectively.

SERVICES THAT ANTICIPATE
FUTURE CHALLENGES

In 2012, after a review of its strategic orientations, the Caisse
established a new investment strategy aimed at generating
depositors’targetreturnsintheyearstocome. The newaspects
of this strategy can be broken down into four components:

* Emphasize absolute-return managementtoinvestinthe best
publicly traded companies.

* Increase investments in the less-liquid asset classes:
private equity, infrastructure and real estate.

* Invest in Québec to generate returns and contribute to its
economic development.

» Capitalize on the growth of emerging markets.

In 2012, the Caisse made
changes to its portfolio
offering to facilitate the implemen-
tation of the new aspects of its
investment strategy in the years to
come and to meet depositors’ needs

03 Allthe large depositors chose
to revise their investment
policies so as to optimize their asset
allocation as a function of the new
features of the portfolio offering.

Toensurethe strategy can be deployedinanevolvingeconomic
and financial environment, the Caisse considered introducing
changestothe portfolios offeredto depositors, most notably by:

» refocusing the Hedge Fund portfolio;

» creating the Global Quality Equity portfolio and adding
a relationship-investing mandate, focused on developing
long-term relationships with promising companies, to the
Private Equity portfolio;

 closing out the Global Equity portfolio; and

+ gradually shifting the Emerging Markets Equity portfolio from
index management to active management.

The Caisse also reviewed its strategic asset allocation and

examined the following scenarios:

* anincrease in the weight of less-liquid assets;

» anincrease in direct and indirect investments in emerging
markets; and

* adecrease inthe weight of fixed-income securities.
The Caisse's advisory services teams presented these

scenariostothe depositorsand reviewed with themtheimpacts
of such changes on their investment policy.
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SUSTAINED CONSULTATIONS AND
DISCUSSIONS WITH DEPOSITORS

The service offering was revised over several months as
part of a series of consultations and discussions with the
depositors. The Strategic Asset Allocation Expertise Group,
which comprises experts from the Caisse and the depositors,
played an active advisory role in the process.

The Caisse’s strategic orientations and the changes resulting
from their implementation were central to the discussions at
three forums that brought together members of the Caisse’s
senior managementand senior officials ofthe main depositors.
In addition, representatives for the depositors had the oppor-
tunity to speak with Caisse executives and portfolio managers
duringthree seminarsontheeconomic outlook,assetallocation
and the portfolio offering.

More specifically,changestotheinvestment policy ofthe Hedge
Fund portfolio,and theirimplementation beginningin July 2012,
were discussed and agreed to with the depositors concerned.
Furthermore, the Global Quality Equity portfolio and the
relationship-investing mandate as part of the Private Equity
portfolio were presented to all depositors at an information
sessioninthefall of2012. In this context, 19 of the 29 depositors
amended theirinvestment policies to reflectthe new changes,
which took effect on January 1, 2013.

The Caisse also met with the depositors in the fall of 2012
to propose that they make a strategic shift by significantly
increasing the weight of less-liquid assets in their benchmark
portfolios. Some of them chose to amend their investment
policies as a result, and others began to work on such
amendments.

Finally, the various changes associated with the closing-out
of the Global Equity portfolio, as a result of the creation of
the Global Quality Equity portfolio, were discussed with the
depositors beginning in the fall of 2012 and continued into the
first quarter of 2013.

AR 2012
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ENHANCED COMMUNICATION
ACTIVITIES AND TOOLS

Other initiatives rounded out the array of communication
activities and tools offered to the depositors in 2012. For
example, at luncheon conferences, employees had the oppor-
tunity to meet with representatives of the Régie des rentes du
Québec and the Commission de la construction du Québec
to discuss the challenges they face and their expectations of
the Caisse.

Finally, the Caisse carried out its reporting to the depositors
in a spirit of continued improvement. For example, itimproved
its periodic reports with:

» the creation of a section on the monitoring of depositors’
liquidity risk in the semi-annual newsletter on risk;

» the addition of a section on interest rate overlay mecha-
nisms in the document on asset classes, produced by the
investment policy advisory team; and

* the development of interest rate monitoring mechanisms
and their integration into the monthly reports to depositors
to facilitate duration management of certain funds.



CAISSE DE DEPOT ET PLACEMENT DU QUEBEC

Our Clients,
the Depositors

COMPLEMENTARY ROLES

Below is an outline of the roles played by the depositors and
the Caisse in the management of depositors’ holdings (see
Figure 1):

1. Thedepositorsentrusttheirfundstothe Caissesoastoearn
areturn on them, specifying target returns, risk tolerance
and asset allocation in their investment policies.

2. The Caisse provides depositors with investment advice,
working closely with them to develop and revise their
investment policies.

3. Eachdepositor mayinvestitsfundsinthe Caisse’s 17 specia-
lized portfolios* and select a target foreign currency
exposure, as well as the interest rate sensitivity of certain
investments, through overlay mechanisms. It may choose
toinvestin foreign equity portfolios that use active orindex
management. The asset allocation selected by a depositor
(namely its choice of various specialized portfolios)
becomes its benchmark index.

4. The Caisse's benchmark portfolio is the weighted average
of all the depositors’ benchmark portfolios.

*Including the Global Quality Equity portfolio created on January 1, 2013.

AR 2012 1 1

. The Caisse’s portfolio managers invest the depositors’

fundsinaccordance with the depositors’investment policies
and the specialized portfolios’ investment policies.

. Eleven ofthe 17 specialized portfolios offered to depositors

are managed actively. The managers of these portfolios
aim to outperform their benchmark index or absolute-
return threshold through their security, sector or country
selection. Active management is concentrated in areas
wherethe Caisse hasacomparative advantage. The six other
portfolios are indexed and aim to generate the same return
as their benchmark indexes.

. The sum of the depositors’ funds constitutes the Caisse’s

overall portfolio. Thereturn onthis portfolioisthe weighted
average return on depositors’ funds.

. The Caisse manages asset allocation actively in response

to market developments and the short- and medium-term
economic outlook, and through rebalancing activities.
To that end, it makes use of the flexibility provided by
the depositors. The objective is to improve the return on
depositors’ fundsandthus onthe Caisse’s overall portfolio.

PROCESS USED TO MANAGE DEPOSITORS’ HOLDINGS

1 | DEPOSITOR 1 DEPOSITOR 2 DEPOSITOR 3 |

\’ J J

Investment policy

Investment policy Investment policy

Benchmark portfolio Benchmark portfolio

\2 J J

4 CAISSE BENCHMARK PORTFOLIO
Target return determined by the depositors’ investment policies

J

Benchmark portfolio

so01AJ18S AIoSIApe BsSIR)

Specialized portfolio A Specialized portfolio B Specialized portfolio C

S Ol

Actively managed —relative Actively managed — absolute Indexed

J

CAISSE OVERALL PORTFOLIO

8 Active management of asset allocation
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THE DEPOSITORS

In2012,the Caisse had 29 depositors, primarily Québec public-
and parapublic-sector pension and insurance plans. Table 2
liststhe eight main depositors’ funds, which represented 97.2%
of depositors’ net assets as at December 31, 2012.

AR 2012
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DEPOSITORS’ INDIVIDUAL RETURNS

Theoverallreturnisthe weighted average return on depositors’
funds. Each depositor obtains a return that is a function of its
investment policy, which determines the proportion of funds
invested in each specialized portfolio. Thereturns obtained by
the eight main depositorsin2012ranged from8.2%to0 10.5%. For
the pastfouryears,theannualized returns forthese depositors

ranged from 8.9% t0 9.6%.

THE EIGHT MAIN DEPOSITORS’ FUNDS

O NOOGT L~ WIN =

GOVERNMENT AND
PUBLIC EMPLOYEES
RETIREMENT PLAN

RETIREMENT PLANS
SINKING FUND

REGIE DES RENTES
DU QUEBEC

SUPPLEMENTAL PENSION
PLAN FOR EMPLOYEES

OF THE QUEBEC
CONSTRUCTION INDUSTRY

COMMISSION DE LA
SANTEET DELA
SECURITE DUTRAVAIL

SOCIETE DE L'ASSURANCE
AUTOMOBILE DU QUEBEC

PENSION PLAN OF
MANAGEMENT PERSONNEL

GENERATIONS
FUND

‘ Type of plan

Pension plan

Pension plan

Pension plan

Pension plan

Insurance plan

Insurance plan

Pension plan

Other

Description

The plan consists primarily of contributions by employees who work in
Québec's health and social services sector, education system and public
sector.The plan is administered by the Commission administrative des
régimes de retraite et d'assurances.

The fund provides for payment of retirement benefits that are the
responsibility of the government, according to the provisions of the
retirement plans for the public and parapublic sectors.The fund is financed
by the Government of Québec and administered by the Ministére des
Finances et de I'Economie.

The Régie des rentes contributes to Québecers’ income security, notably by
providing for payment of a retirement pension. The plan is mandatory and the
contributions are made by employees and employers.

The plan is administered by the Commission de la construction du Québec.
The contributions to the plan are paid by construction industry employers and
workers.

The Commission mainly compensates workers who have had work-
related accidents and contributes to their rehabilitation. It is financed by
contributions from Québec employers.

The Société compensates victims of vehicular accidents and promotes
traffic safety. It is financed mainly by fees collected for driver's licences and
vehicle registration.

The plan consists of contributions by management employees in the public
and parapublic sectors.The plan is administered by the Commission
administrative des régimes de retraite et d'assurances.

The Generations Fund was created in June 2006 under the

Act to reduce the debt and establish the Generations Fund.
The amounts accumulated in the fund are dedicated exclusively
to repaying the debt. The fund is administered by the Ministére
des Finances et de I'Economie.
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The following table presents a comparison of depositors’ net assets as at December 31, 2011, and as at December 31, 2012.

THE CAISSE’S 29 DEPOSITORS

(fair value as at December 31 —in millions of dollars)

Depositors’ net assets

First 2012 2011
deposit $ % $ %
PENSION PLANS
Régie des rentes du Québec 1966 39,070 22.2 34,877 21.9
Supplemental Pension Plan for Employees
of the Québec Construction Industry 1970 14,476 8.2 13,159 8.3
Government and Public Employees Retirement Plan 1973 45,141 25.6 41,982 26.4
Pension Plan of Management Personnel 1973 7,798 44 7,122 4.5
Individual Plans 1977 190 0.1 178 0.1
Pension Plan of Elected Municipal Officers 1989 173 0.1 159 0.1
Régime complémentaire de rentes des techniciens ambulanciers/
paramédics et des services préhospitaliers d’'urgence 1990 340 0.2 301 0.2
Ministére des Finances et de 'Economie, Government of Québec!
Retirement Plans Sinking Fund 1994 40,722 23.1 36,351 22.9
Superannuation Plan for the Members of the Streté du Québec —
caisse employeurs 2009 303 0.2 144 0.1
Régime de retraite de I'Université du Québec 2004 253 0.2 226 0.2
Régime de retraite du personnel des CPE et des garderies
privées conventionnées du Québec 2005 124 0.1 97 -
Régime de retraite pour certains employés de la
Commission scolaire de la Capitale 2006 36 - 37 -
Régime de rentes pour le personnel non enseignant
de la Commission des écoles catholiques de Montréal 2007 219 0.1 222 0.1
Superannuation Plan for the Members of the Sareté du Québec -
caisse participants 2007 173 0.1 130 0.1
Régime de retraite des employés de la Ville de Laval 2007 114 0.1 95 -
Retirement Plan for Active Members of the Centre hospitalier
Cote-des-Neiges 2010 68 - 65 -
Fonds commun de placement des régimes de retraite de I'Université Laval’ 2012 114 0.1 - -
Fiducie globale Ville de Magog? 2012 M1 - - -
Régime de retraite des employées et employés de la Ville de Sherbrooke? 2012 13 - - -
INSURANCE PLANS
Régie des marchés agricoles et alimentaires du Québec 1967 8 - 7 -
La Financiére agricole du Québec 1968 271 0.2 218 0.2
Autorité des marchés financiers 1969 622 0.4 592 0.4
Commission de la santé et de la sécurité du travail 1973 10,882 6.2 9,945 6.3
Société de I'assurance automobile du Québec 1978 8,132 4.6 7,389 4.7
Fédération des producteurs de bovins du Québec 1989 4 - 7 -
Survivor’s Pension Plan 1997 361 0.2 356 0.2
Conseil de gestion de l'assurance parentale 2005 3 - 2 -
OTHER DEPOSITORS
Office de la protection du consommateur 1992 87 - 75 -
Société des alcools du Québec 1994 118 0.1 121 0.1
Ministére des Finances et de I'Economie, Government of Québec’
Generations Fund 2007 5,170 29 4,024 2.5
Accumulated Sick Leave Fund 2008 750 0.4 769 0.5
Fonds d’'information sur le territoire 2011 352 0.2 315 0.2
Agence du revenu du Québec? 2012 82 - - -
Total 176,210 100.0 158,965 100.0

1. The Ministere des Finances et de I'Economie entrusts the Caisse with a total of five funds.
2. New depositorin 2012.
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Management
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Macroeconomic
Environment

HIGHLIGHTS
The slowdown

0 in emerging

market economies and the
recession in Europe held
back global growth.

O Financial markets

were supported by
aggressive intervention by
the U.S. Federal Reserve
and the European Central
Bank.

In 2012, the developed countries, especially the United States,
made progressintheireffortstoresolve some oftheimbalances
that have beset their economies in recent years. Even so, the
year was generally disappointing froman economic standpoint.

After growing by almost 4.0% in 2011, the global economy
slowed perceptibly, barely expanding by 3.0% (see Figure 4).
This situation was partially due to a slowdown in the emerging
economies after two years of spectacular but unsustainable
growth. ltwas alsothe outcome of weak growth inthe developed
economies for the second consecutive year. The moderate
recovery in the United States was not enough to offset the
weakness in the eurozone, which slid back into recession.
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04 In the United
States, a positive
dynamic took hold in

the private sector as the
housing market recovered,
improving household
balance sheets and
brightening the economic
outlook.

03 In Canada and
Québec, the
economic slowdown
continued in 2012 amid
difficulties experienced by
exporters and a softening
of domestic demand.

Fortunately, the encouraging signs that began to appear in
emerging markets in the last quarter of2012, especiallyin China,
bode well for 2013.

Despitethis subdued background, the financial markets ended
2012 on a positive note. As in 2011, the major stock and bond
indexes faced political and economic headwinds, but were
supported by strong central bankactions. Toward the end ofthe
summer, aggressive intervention by the U.S. Federal Reserve
(Fed) and the European Central Bank (ECB) succeeded in
restoring confidence in the markets.
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Europe

Europe found itself on the financial markets’ radar screen fora
large portion of 2012. The year began well with the success of
the ECB’s Long-Term Refinancing Operations. This program,
announced in December 2011, injected massive amounts of
liquidity into Europe’s banking system and bolstered investor
confidence. But the euphoria was short-lived.

By spring, it was clearthat Spain'seconomyand public finances
had deteriorated more seriously than previously thought. And
in May the political uncertainty in Greece spiked and remained
elevated until summer.

These events, combined with the high level of public debt and
economic weakness in several peripheral countries, revived
concerns about the viability of the single currency. They also
contributed to a significant widening of the yield spreads
of Spanish and Italian bonds vis-a-vis German bonds (see
Figure 5).
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As bond yields in the peripheral countries surged, the ECB
pledged to do whatever was necessary to preserve the
eurozone. In September, it unveiled its Outright Monetary
Transactions program for open-ended purchases of indebted
countries’ bonds on specified conditions. Thisannouncement
significantly reduced the likelihood that the eurozone would
break up. This also led European government bond spreads
to narrow sharply and contributed to the rally in the world’s
equity markets.

The positive developments on the financial markets notwith-
standing, the eurozone ended the year in the grip of a severe
recession. The decline was largely attributable to consid-
erable tightening of fiscal policy in the peripheral countries
and the high degree of uncertainty that prevailed from late
spring until early summer. In December, the eurozone’s overall
unemployment rate exceeded 11.8%, its highest level since
the monetary union was created. Unemployment reached
more than 26.0% in Spain and almost 27.0% in Greece toward
year-end.
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Macroeconomic
Environment

United States

Inthe United States, economic growth and the financial markets
were affected significantly by these global developments as
well as by domestic political uncertainty and the actions of
the Fed. In particular, uncertainty related to the fiscal cliff'
weighed on the economy for most of the year, with negative
effects becoming apparent as early as spring 2012.

This situation prompted the Fed to take an even more accom-
modative monetary policy stance. Most notably, it launched
two programs of open-ended asset purchases, which were
conditional on improvements in the labour market: the one
for mortgage-backed securities and the other for long-term
treasury bonds. The economy and the financial markets
responded positively to these measures.
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The economy grew at an overall rate of 2.2% and non-farm
business-sector productivity was up 3.1% in 2012. Even more
important, households continued to repair their balance sheets
and reduce their debt-to-assets ratio from a peak of 27.0% at
the start of 2009 to 20.4% at the end of 2012.

As well, the housing sector entered a sustainable recovery.
Housing startsincreased significantlyand house prices began
to rise. This improvement is welcome because the real estate
sector has a positiveimpact on household balance sheets and
isasignificant driver of growth. Finally, the federal government
made progress, albeit modest, in improving its fiscal position:
government spending fell by 1.7% in 2012, and the budget deficit
as a percentage of GDP went from 8.2% at the end of 2011 to
6.7% at the end of 2012. On a quarterly basis, private domestic
demand clearly took over from government spending (see
Figure 6).

1. Thefiscal cliff refers to a series of income tax increases and government spending cuts slated to take effect automatically on January 1, 2013.
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Emerging Markets

Growth generally slowed in the emerging market economies
duringtheyear (seeFigure7), mainly because ofinternal factors,
such as supply constraints and financial imbalances, but also
amid weak domestic demand in the developed economies.

China's growth slowed significantly as a result of monetary
tighteningimplemented 12 to 18 months earlierand a substantial
decreaseinthe government’s capital spending, which returned
to a more sustainable level after the strong stimulus provided
in 2009.

India’s weaker growth also flagged in 2012 amid the impact of
previousinterestrateincreases, slow approval of new projects
and timid structural reforms.

In Brazil, previous monetary tightening to counteract infla-
tionary pressures resulted in a further decrease in growth,
which reached only 0.9% in 2012. Brazilian policymakers
adopted a series of monetary and fiscal measures to stimulate
the economy, however, itbecameincreasingly clearthat growth
was curtailed by weakness in the supply side of the economy.
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That being said, a broad range of production and demand
indicators suggests that growth accelerated in the emerging
economies in the latter part of 2012 in response to stimulative
policies. Governments in emerging markets have limited
remaining monetary and fiscal leeway, however. Policymakers
must introduce structural reforms to ensure their economies
are innovative and flexible and offer strong growth potential.

Canada

The difficult global economic environment contributed signi-
ficantly to the slowing of the Canadian economy in 2012.
Partially as a result of the increasing trade deficit in the first
three quarters ofthe year, Canada’s real GDP expanded by 1.8%
versus 2.6% in 2011. After a solid performance in 2010 and 2011,
the growth offinal domestic demand was adversely affected by
tighter fiscal policy, lower non-residential private investment
and the onset of a period of adjustment in the residential real
estate sector in the second half of the year.

In this context, the Bank of Canada held its key rate at 1.0% all
year despite its concerns about high levels of household debt.
Moreover, the slowdown in emerging markets, combined with
increased energy output in the United States, caused prices
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Macroeconomic
Environment

to drop for many Canadian natural resource producers. As a
result, the Toronto Stock Exchange underperformed the other
major stock markets in 2012 (see Figure 8).

Québec

Québec’'seconomyalso slowedin 2012, with real GDP expanding
by 1.0%. There are several reasons for this weak growth. During
theyear,the manufacturing sectorand exports were constrained
by the global slowdown and the strong Canadian dollar. The
value of Québec's exports to Europe was down by almost9.0%
in 2012 because of the recession on the Continent. The output
of Québec’s manufacturing sector was down by close to 1.5%.
Finaldomestic demand also slowed. Consumer spendingfellin
the first half of the year, mainly because of a drop in consumer
confidence. The beginning of a period of adjustment in the
residential real estate sector during the second half of 2012
also affected growth.
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Despite this difficult environment, the rather favourable
developments in the job market and private non-residential
investments, as much in machinery and equipment (+10.4%)
as in non-residential buildings (+9.3%), was nevertheless
reassuring. The unemploymentrate remained stable onaverage
in 2012, compared to 2011, at a relatively low level, providing
support for consumer spending.

CONCLUSION

The year was disappointing in some respects but ended on a
more positive note. Tail risk in the eurozone appears to have
beenreduced considerably. The United States made substantial
progress in addressing its fundamental problems, and many
emerging economies showed signs of returning to vigorous
growth. In this context, 2013 is looking like a year of transition
toward a more robust global economy with a stronger rate of
growth. But, to ensure such an outcome, in many countries,
especially in the eurozone, more suitable monetary and fiscal
policies will have to be implemented, and structural reforms
will have to continue.
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Portfolio
Offering

HIGHLIGHTS
0 The Caisse manages O
a diversified portfolio

comprising 17 specialized portfolios.
Eleven of these portfolios,
representing approximately 79%

of net assets, are managed actively.

A DIVERSIFIED OFFERING

The Caisse offers depositors the ability to allocate their funds
tovarious specialized portfolios, each consisting of securities
from a single asset class (see Table 9). The management
approach and parameters for each portfolio are set out in
an investment policy that specifies the investment universe,
benchmarkindex, targetreturnsand objectives forvalue added
(for actively managed portfolios), as well as risk monitoring
with clearly defined concentration and active or absolute risk
limits, as applicable.

TABLE9

In 2012, the Caisse made
significant changes to its
portfolio offering. Most of them
will take effect in 2013.
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0 The benchmark indexes

were changed for the
Long Term Bond, Real Estate
Debt, Real Estate and Hedge Fund
portfolios.

CUSTOMIZED STRATEGIES

Inadditiontoits 17 specialized portfolios, since April 1,2010, the
Caisse has offered overlay strategies thatenable each depositor
to establish customized exposure to foreign currencies as a
function of its portfolio makeup and risk tolerance. Moreover,
since January 1,2012, depositors have also been able to adjust
their exposure to the interest-rate sensitivity of some invest-
ments by using overlay mechanisms. As such, the Caisse
enhanced its advisory services so thatit can assist depositors
more effectively when they establish their investment policies
and choose the appropriate hedging strategies, taking their
liabilities into account.

SPECIALIZED PORTFOLIO OFFERING
(as at December 31, 2012)

INFLATION-
SENSITIVE
INVESTMENTS

EQUITY

OTHER
INVESTMENTS

1. This specialized portfolio was created on January 1,2013.

ACTIVELY MANAGED

Bonds
Real Estate Debt

Infrastructure
Real Estate

Canadian Equity
Global Equity

Global Quality Equity’
Private Equity

Hedge Funds
Asset Allocation
ABTN

INDEXED

Short Term Investments
Long Term Bonds

Real Return Bonds

U.S. Equity
EAFE Equity
Emerging Markets Equity

OBJECTIVES
Reduce the portfolio’s overall risk level

Match depositors’ assets and liabilities

Have exposure to markets whose investment
income is indexed to inflation

Partially hedge the inflation risk associated
with the liabilities of several depositors

Increase depositors’ long-term
target returns

Achieve diversification
and complementarity
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Portfolio
Offering

MAIN CHANGES TO PORTFOLIO OFFERING

In 2012, working with the depositors, the Caisse made changes
to the selection of portfolios offered to depositors to deploy
the new components of its investment strategy in the years to
come. The main changes include:

* Refocusing the Hedge Fund portfolio on strategies that
complement the traditional asset classes, starting July 1,
2012.

» Creation of the Global Quality Equity portfolio to focus on
companies with a stable, predictable return on invested
capital, as of January 1, 2013.

» Addition to the Private Equity portfolio of a relationship-
investing mandate geared to development of long-term
relationships with promising companies, as of January 1,
2013.

* Gradual closing-out of the Global Equity portfolio, starting
duly 1, 2013.

* A gradual transition from indexed management to active
management for the Emerging Markets Equity portfolio,
starting July 1, 2013.

In addition, in November 2012, the Caisse completely closed
out the Québec International portfolio, which had begun on
April 1,2010.
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BENCHMARK INDEXES

For each specialized portfolio, with the exception of the Asset
Allocation portfolioandthe ABTN portfolio,abenchmarkindex
is used to compare the portfolio managers’ results with the
corresponding market. The following changes were made to
the portfolios’ indexes:

* Ondanuary1,2012,the DEX Adjusted Long Term Government
Bond Index was modified to increase the weighting of the
Long Term Bond portfolio in provincial bonds.

» Sincedanuary1,2012,the benchmarkforthe Real Estate Debt
portfolio has beenthe DEX Universe Bond Index. The sale of
theinternational componentofthe portfolio was completed
in 2011, which justified removal of the Giliberto-Levy portion
(10%) of the benchmark index.

¢ OnJduly1,2012,the Adjusted Aon Hewitt—Real Estate Index
was modified to add the DEX 30 Day T-Bill Index, to reflect
the cash held by the Real Estate portfolio.

+ Since July 1, 2012, the benchmark of the Hedge Funds
portfolio has been intransition. When the transition period
ends on July 1, 2013, the benchmark index will go from
10 strategies to three: futures management, market-neutral
and global macro.

* OnJanuary 1,2013, the index of the Private Equity portfolio
was changed to reflect the portfolio’s composition more
accurately. The change was due to the addition of the
relationship-investing mandate and the higher proportion
of directinvestmentsin companies. Theindex now consists
0f50% State Street Private Equity Index (Adjusted) and 50%
MSCI World Hedged.

* The Global Quality Equity portfolio was created on January
1,2013. Itsindex consists 0f85% MSCI ACWI Unhedged and
15% DEX 91 Day T-Bill. The benchmark index is intended to
reflect a traditional equity market investment, but adjusted
for the level of portfolio risk.

Table 10, p. 25, gives a list of the benchmark indexes of the
specialized portfolios and the changes made over the past
four years.



CAISSE DE DEPOT ET PLACEMENT DU QUEBEC AR 2012 25

TABLE 10

CHANGES IN BENCHMARK INDEXES OVER 4 YEARS

(as at December 31, 2012)

SPECIALIZED PORTFOLIO BENCHMARK INDEX

SHORT TERM INVESTMENTS DEX 91 Day T-Bill

(Created July 1, 1998)

BONDS
(Created October 1, 1996)

LONG TERM BONDS
(Created April 1, 2005)

REAL ESTATE DEBT
(Created April 1, 1995)

REAL RETURN BONDS
(Created January 1, 2004)

INFRASTRUCTURE
(Created July 1, 2010)

REAL ESTATE
(Created October 1, 1985)

CANADIAN EQUITY
(Created July 1, 1995)

GLOBAL EQUITY
(Created April 1,2010)

U.S. EQUITY
(Created April 1,2010)

EAFE EQUITY
(Created April 1,2010)

EMERGING MARKETS EQUITY

(Created January 1, 1995)
PRIVATE EQUITY
(Created July 1, 2003)

HEDGE FUND
(Created April 1, 2003)

DEX Universe Bond (Adjusted) since July 1,2010. Formerly DEX Universe Bond

DEX Long Term Government Bond (Adjusted) since July 1, 2010. Formerly DEX
Long Term Government Bond

DEX Universe Bond since January 1, 2012, Real Estate Debt index (index consists of
90% DEX Universe Bond and 10% of Giliberto-Levy Hedged) since January 1, 2010, to

December 31, 2011. Formerly 90% of DEX Universe Bond and 10% of Barclays CMBS B
Hedged

DEX Real Return Bond

Infrastructure (index consists of a basket of infrastructure-related public securities,
hedged)

Aon Hewitt - Real Estate (Adjusted) since January 1, 2010. Formerly Aon-Real Estate

Canadian Equity (index consists of 90% S&P/TSX Capped and 10% Morningstar

National Bank Québec Index) since March 1, 2011. Formerly S&P/TSX Capped

MSCI ACWI Unhedged

S&P 500 Unhedged

MSCI EAFE Unhedged

MSCI EM Unhedged

Private Equity (index consists of 70% State Street Private Equity Index Adjusted and
30% MSCIWorld, Hedged) effective since July 1, 2010. Formerly 60% S&P 500 Hedged
and 40% MSCI EAFE Hedged

Dow Jones Credit Suisse Hedge Fund Index Adjusted (Hedged)



CAISSE DE DEPOT ET PLACEMENT DU QUEBEC

Portfolio
Offering

BENCHMARK PORTFOLIO

The weighted average of the asset allocations specified in the
depositors’investment policiesis used to determinethe compo-
sition of the Caisse's benchmark portfolio. As at December
31, 2012, the benchmark portfolio’s exposure to fixed income
and equities was down slightly, and its positions in inflation-
sensitive investments were up, in relation to year-end 2011
(see Table 11).
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OVERALL PORTFOLIO

In addition, as at December 31, 2012, the Caisse’s overall
portfolio reflected a decrease in the weightings of the bond
portfoliosandinflation-sensitive investments,and anincrease
inthe weightings ofthe Short Term Investmentand Real Estate
Debt portfolios as well as Equity, in relation to year-end 2011.

COMPOSITION OF THE BENCHMARK PORTFOLIO
AND CHANGES IN THE OVERALL PORTFOLIO

(percentage of depositors’ net assets)

Benchmark portfolio

as at December 31, 2012’ December 31,a2S(J1a1t1 Overall portfolio
as at asat
Lower Benchmark Upper Benchmark December 31, December 31,
limit portfolio limit portfolio 2012 2011
% % % % % %
Fixed Income
Short Term Investments 0.2 1.1 8.7 1.2 5.1 4.3
Bonds 21.2 26.1 33.0 26.4 25.0 26.2
Long Term Bonds 2.0 23 4.3 2.3 21 2.3
Real Estate Debt 2.9 5.8 8.5 5.9 4.3 4.2
Total 35.3 35.8 36.5 37.0
Inflation-Sensitive
Investments
Real Return Bonds 0.2 0.8 2.6 0.8 0.7 0.8
Infrastructure 1.7 4.5 76 3.9 3.6 3.6
Real Estate 7.7 114 14.7 10.7 10.3 11.5
Total 16.7 15.4 14.6 15.9
Equity
Canadian Equity 8.0 124 16.8 12.9 12.6 11.7
Global Equity 33 72 11.0 5.8 78 6.8
Québec International 0.0 0.1 0.6 3.2 0.0 2.9
U.S. Equity 1.6 5.9 10.0 4.9 5.8 5.1
EAFE Equity 1.7 6.1 104 6.1 5.6 5.7
Emerging Markets Equity 1.5 4.4 7.0 3.9 5.0 3.7
Private Equity 6.6 9.9 13.0 9.8 10.2 9.9
Total 46.0 46.6 47.0 45.8
Other Investments
Hedge Funds 0.1 2.0 3.2 2.2 1.8 2.1
Asset Allocation 0.0 0.0 1.0 0.0 0.6 0.8
ABTN N/A N/A N/A N/A (0.5) (1.6)
Total 100.0 100.0 100.0 100.0

1. The benchmark portfolio and its upper and lower limits are the result of the weighted average of the depositors’ respective benchmark portfolios.



CAISSE DE DEPOT ET PLACEMENT DU QUEBEC

Analysis of
Overall Performance

0 The annual returns
of the eight main
depositors ranged from
8.2% t0 10.5% in 2012, and
from 8.9% to 9.6% over the
four-year period ended
December 31, 2012.

HIGHLIGHTS
The weighted

O average return on

depositors funds was 9.6%
and net investment results
totalled $14.9 billion in 2012.

The Caisse’s investment teams performed well in 2012 in an
environmentofverylowinterestratesand volatile stock markets.
Globally, the Caisse’s portfolio was managed in such a way as
to protectitfrom arise in interest rates but also, at the start of
the year, from a stock market decline related to concerns over
the European crisis and the “fiscal cliff” in the United States.
Thereafter, the portfolio’s exposure to equities was gradually
increased as concerns abated.

The Caisse’s overall portfolio had a 9.6% weighted average
return on depositors’ funds as at December 31, 2012, outper-
forming the 9.3% return on its benchmark portfolio (see
Table 14, p. 28).

PORTFOLIO RETURNS SINCE THE REORGANIZATION
OF THE PORTFOLIOS IN JULY 2009

Net investment Annualized
results return Index
Asset class $B? % %
Fixed Income 14.7 7.7 6.4
Inflation-Sensitive Investments 10.3 14.4 11.3
Equity 22.8 11.0 10.1
Total 50.7 10.7 9.2

1. Thetotal includes Hedge Fund, ABTN, Asset Allocation,
Overlay Strategies, Commodities and cash activities.
2. Netinvestmentresults are net of operating expenses.
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0 The annualized
return is 9.2% for

the four-year period ended

December 31, 2012.

0 Since the reorga-
nization of its
portfolios in July 2009, the
Caisse had an annualized

return of 10.7%.

LONG-TERM RETURNS

For the four-year period ended December 31, 2012, despite the
unrealized decreases in value recorded in the first half of 2009,
the Caissehad a9.2% return (see Table 13, p.28),a performance
thatisalmostidentical tothe return onthe benchmark portfolio.
Allasset classes generated positivereturns during the period,
particularly Equity, with an 11.8% return (see Table 14, p. 28).

Reorganization of portfolios in July 2009

In the first half of 2009, the Caisse reorganized its operations.
In particular, itcompleted an extensive overhaul of its portfolio
offering and risk management and it also repositioned the
portfolios in the Real Estate sector. Since making these major
changes, the Caisse has achieved an annualized return of10.7%,
equivalentto netinvestmentresults of $50.7 billion. This return
exceedsthat ofthe benchmark portfolio 0f9.2% (see Table 12).

All asset classes contributed to this value added by outper-
forming their benchmark indexes during this period. Fixed
Income generated net investment results of $14.7 billion with
a 7.7% annualized return. In Inflation-Sensitive Investments,
the Infrastructure and Real Estate portfolios generated annua-
lized returns of 26.7% and 10.7%, respectively. This asset class
generated $10.3 billion in net investment results, of which
$9.9 billion is attributable to these two portfolios. Equity
made the largest contribution, with net investment results of
$22.8 billion. Of that amount, $8.1 billion is attributable to the
Private Equity portfolio and its 18.3% annualized return.
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Analysis of
Overall Performance

CURRENCY EXPOSURE AND HEDGING

The majority of foreign investments ofthe less-liquid portfolios,
such as the Infrastructure, Real Estate and Private Equity
portfolios, are hedged against currency fluctuations through
foreign currency hedging instruments. The Caisse does not
hedge investments held by the liquid portfolios, such as the
portfolios of publiclytraded securities, because the procyclical
nature ofthe Canadian dollarenhancesthe diversification and
the risk-reduction features of the foreign currencies in these
portfolios. Net exposure to foreign currencies was about 27%
of the Caisse’s total assets as at December 31, 2012.
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GEOGRAPHIC DIVERSIFICATION

In addition to investing in Québec and the rest of Canada,
the Caisse is active on global markets, with investments in a
range of assetclasses. Asat December 31,2012, the proportion
of total assets invested outside Canada was 42.6%, up 2.2%
from year-end 2011 (see Table 15). Most of the Caisse’s foreign
investments are in industrialized countries, mainly the United
States. The sharerepresented by emerging markets continued
to increase, in line with the Caisse’s strategy of generating
returns through greater exposure to the economic growth of
these countries.

TABLE 15

CAISSE RETURNS

(for periods ended December 31 —as a percentage)

The Caisse’s overall return’

2012 9.6
2011 4.0
2010 13.6
2009 10.0
4 years (2009-2012) 9.2

1. Weighted average return on depositors’ funds.

TABLE 14

TOTAL ASSETS BY REGION!

(as at December 31 —as a percentage)

2012 20112
Canada 57.4 59.6
United States 20.3 18.6
Eurozone 7.2 6.7
United Kingdom 4.5 5.0
Japan 1.5 1.8
Emerging markets 5.7 5.0
Other 34 3.3
Total 100.0 100.0

1. Based onthe country where the headquarters of the company or of the
issuer is located or, for real estate, the geographic location of the property.
2. Certainreclassifications have been made to ensure that the data
is consistent with the presentation adopted in 2012,

NET ASSETS AND RETURNS IN RELATION TO BENCHMARK INDEXES

(for periods ended December 31, 2012)

1 year 4 years
Net investment Net investment

Net assets results Return Index results Return Index
Asset class $B $M % % $M % %
Fixed Income 64.0 2,291 3.9 3.2 13,192 6.1 6.2
Inflation-Sensitive Investments 25.5 2,514 11.1 13.1 8,313 9.6 8.1
Equity 82.3 8,779 12.2 124 26,177 11.8 1.4
Hedge Funds 3.2 130 4.7 4.0 769 6.0 5.3
Asset Allocation 1.1 (422) N/A N/A (363) N/A N/A
ABTN!' (0.8) 1,686 N/A N/A N/A N/A N/A
Total?3* 176.2 14,937 9.6 9.3 50,166 9.2 9.2

. Thefinancing of the ABTN portfolio exceeds the fair market value of the investments and is the main reason for the negative net assets.

. The total includes Overlay Strategies and cash activities.

1
2
3. Forthe four-year period, the contributions of the ABTNs and the Commodities portfolio are included in this line.
4

. See Note 3 of the General Notes.
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Analysis of Performance
by Asset Class

All four asset classes in the Caisse’s portfolio — Fixed Income, Inflation-Sensitive Investments,

Equity and Other Investments — generated positive returns in 2012.

AR 2012

HIGHLIGHTS
0 The Equity class 02 Inflation-Sensitive O The Fixed Income 0 The ABTN
returned 12.2% and Investments class returned portfolio

made the greatest contri-
bution to the Caisse’s 2012
results. The equity market
portfolios generated an
overall return of 11.9% and
the Private Equity portfolio
returned 13.6%.

FIXED INCOME

Fixed Income consisted of four portfolios as at December 31,
2012. The Bond portfolio and the Real Estate Debt portfolio,

3.9%), mainly as a result
of the current yield
from bonds.

returned 11.1%, including
an 8.7% return for the
Infrastructure portfolio
and 12.4% for the

Real Estate portfolio.

PORTFOLIO RETURNS

with net assets totalling $51.4 billion, are managed actively.
The Short Term Investment portfolio and the Long Term Bond
portfolio, with net assets totalling $12.6 billion, are indexed.

TABLE 16

contributed $1.7 billion
to net investment results.
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In 2012, the overall return on Fixed Income was 3.9% and
exceeded that of the benchmark index (see Table 16).

SPECIALIZED PORTFOLIO RETURNS - FIXED INCOME

(for periods ended December 31, 2012)

1 year 4 years
Net investment Net investment

Net assets results Return Index! results Return Index!

$B $M % % $M % %

Short Term Investments? 8.9 92 1.1 1.0 198 1.0 0.8
Bonds 43.8 1,745 4.3 3.6 11,381 7.3 6.4
Long Term Bonds? 3.7 112 34 3.7 1,193 8.9 8.8
Real Estate Debt 7.6 342 5.1 3.6 420 3.0 7.2
Total 64.0 2,291 3.9 3.2 13,192 6.1 6.2

1. The description of the indexes is given in Table 10, p. 25.
2. This portfolio has been indexed since April 1,2010.
3. This portfolio has been indexed since January 1, 2010.
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Analysis of Performance
by Asset Class

Short Term Investments

The Short Term Investment portfolioisinvested in highly liquid
securities. It generates a fairly low return but ensures preser-
vation of capital, considerable liquidity and diversification.

Return

The portfolio generated 1.1%, a return that is almost identical
to that of its benchmark index (see Table 16, p. 29). As in 2011,
the return is due to an environment of very low interest rates,
giventhatthe Bank of Canadakeptits key rate at 1% throughout
the year.

Bonds

The Bond portfolio consists mainly of bonds issued by the
Government of Canada, the governments of the provinces
of Canada and various public and private corporations. The
portfolio provides a return commensurate with its low level of
riskandisasourceofcurrentyield and liquidity. Italso provides
diversification and helps protect the overall portfolio.

The portfolio is managed actively with afocus on the diversifi-
cation of sources of value added. The strategies are geared to
the economic and monetary cycles, and relative-value opera-
tions contribute regularly to its returns.

Return

The Bond portfolio generated a4.3% return, outperforming its
benchmarkindex (see Table 16, p.29). Thereturnis attributable
mainly to the current yield on the securities in the portfolio.
The value added in relation to the index is due mainly to
strategies based on the reduction of the systemic risk arising
from the European crisis as well as relative-value strategies
for corporate bonds.
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For the four-year period ended December 31, 2012, the portfo-
lio's 7.3% return outperformed its index. Overall, the portfolio
generated positive absolute returns because of the conside-
rable decline in medium- and long-term interest rates during
the period. Corporate bonds generated the highest return and
alarge portion of the portfolio’s value added.

Table 17 givesthe DEX bond indexreturns according to maturity
and issuer. In 2012, yields on Government of Canada bonds
fell slightly, especially for medium- and long-term maturities.
Narrower credit spreads for corporate bonds are the reason
for their 6.2% return. Generally speaking, this positive perfor-
mance and current yield are the reasons for the DEX's return
for the year.

Long Term Bonds
The Long Term Bond portfolio is indexed. It generates a
return consistent with its low level of risk and is a source of
the current yield.

Return

The portfolio generated a return of 3.4%, underperforming its
benchmarkindex (see Table 16, p. 29). The returnis due mainly
tothe currentyield onthe securities in the portfolio, given that
interest rates fluctuated very little during the year. The under-
performance stems from the cost of rebalancing the portfolio
to reflect the new weighting of the components of the index,
in effect since January 1, 2012.

DEX BOND INDEX RETURNS

(as a percentage)

2012 2011
DEX
Bond Indexes Short Term Medium Term Long Term Total Short Term Medium Term Long Term Total
Federal 1.1 29 45 21 4.5 11.6 19.8 8.4
Provincial 1.6 3.9 3.7 3.4 5.1 11.5 18.2 13.2
Québec 1.6 3.9 3.5 3.3 5.4 11.3 18.2 13.6
Corporate 3.9 8.1 9.5 6.2 4.7 9.0 15.8 8.2
Universe 2.0 4.6 5.2 3.6 4.7 10.9 18.1 9.7
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Real Estate Debt

The Real Estate Debt portfolio consists mainly of Canadian
commercial mortgages. The portfolio is expected to generate
a higher return than bonds and also provides a substantial
and fairly stable current yield. Its credit risk is low because
of a prudent underwriting approach and the high quality of
the assets.

The portfoliois managed actively. The managers may carry out
various securitization and syndication operations as well as
acquire or sell mortgage assets to rebalance and diversify the
portfolio orto mitigate therisk of individual transactions. Since
2010, the portfolio’s credit risk has been reduced significantly
with a strategy thatemphasizes high-quality Canadian assets.

Return

The Real Estate Debt portfolio returned 5.1%, outperforming
its benchmark index (see Table 16, p. 29). In an environment of
very low interest rates, the portfolio generated a stable current
yield exceeding that of the index.
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In 2012, the portfolio’s managers maintained their leading
position in Québec while increasing their market shares in
Ontarioand Western Canada. They exceeded theirtransaction-
volume target while maintaining the credit quality of the
underwritten assets, despite a strategy to protect the return
over the long term, including the use of interest rate floors.
Credit performance continued to be excellent, with none of the
portfolio’s loans in default as at December 31, 2012.

Forthefour-year period ended December 31,2012, the portfolio
underperformed its index with a return of 3.0%. The under-
performance is due to a significant decline in the value of the
portfolio’s international assets amid deteriorating funda-
mentals in the real estate and real estate debt markets in the
United States and Europe in 2009. Even so, gains on the sale of
such assets, as well as sustained results from the Canadian
assets offset this decrease and generated a positive absolute
return for the period.

The Real Estate Debt portfolio was invested only in Canada
as at December 31, 2012, with Québec accounting for 40.6% of
its holdings (see Figure 18). Investments in the office building
sector represented the largest portion of the portfolio (see
Figure 19).

FIGURE 19

REAL ESTATE DEBT BY REGION

(as a percentage of fair value as at December 31, 2012)1

Other provinces

1.97]
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2.37]
British Columbia _
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Québec
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1. Percentages do notinclude the cash in the portfolio.

REAL ESTATE DEBT BY SECTOR

(as a percentage of fair value as at December 31, 2012)"
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1. Percentages do notinclude the cash in the portfolio.
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Analysis of Performance
by Asset Class

INFLATION-SENSITIVE
INVESTMENTS

Inflation-Sensitive Investments comprised three portfolios
as at December 31, 2012. The Infrastructure portfolio and the
Real Estate portfolio, with net assets totalling $24.3 billion, are
managed actively, whereasthe Real Return Bond portfolio, with
$1.2 billion in net assets, is indexed.

PORTFOLIO RETURNS

The overall return on Inflation-Sensitive Investments for 2012
was 11.1%, thereby underperforming the benchmarkindex (see
Table 20).

Real Return Bonds

The Real Return Bond portfolio is indexed. It offers a return
commensurate with its low level of risk and provides a hedge
against inflation.

Return

The portfolio generated a2.7% return, which is very close to that
ofits benchmarkindex (see Table 20). In acontext of stablereal
rates and inflation expectations, more than half of the return
is attributable to increase in the price of the securities in the
portfolio;the other portionis duetothe currentyield. The diffe-
rence vis-a-vis the return on the index is primarily due to the
cost of replicating the index.

TABLE 20
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Infrastructure

The Infrastructure portfolio consists of regulated and monopo-
listicassetsand assetsthat generate revenues underlong-term
contracts, with high, stable cash flowsthatare foreseeable over
the long term. It includes mainly direct stakes in companies
that operate airports, oil, gas and electricity transmission and
distribution systems and water distribution systems or that
have passenger transportation contracts and concessions.

The portfolio’s strategy calls for direct and long-term invest-
ments (10 years or more) made with strategic and financial
partners. Active management focuses on high-quality
companies that stand out with their lower risk profile and
reduced sensitivity to economic fluctuations.

Return

The Infrastructure portfolio returned 8.7%, underperforming
its benchmark index (see Table 20). The absolute return is
consistent with the portfolio’s expected long-term return. It is
attributable to the holdings’ positive operating performance
in a difficult macroeconomic environment, especially in the
Energy sector, and to a high level of current return.

SPECIALIZED PORTFOLIO RETURNS - INFLATION-SENSITIVE INVESTMENTS

(for periods ended December 31, 2012)

1 year 4 years
Net investment Net investment

Net assets results Return Index! results Return Index?

$B $M % % $M % %

Real Return Bonds? 1.2 34 2.7 29 413 12.2 11.5
Infrastructure® 6.3 511 8.7 15.0 3,935 22.4 16.9
Real Estate 18.0 1,969 124 13.2 3,965 5.4 5.5
Inflation-Sensitive Investments 25.5 2,514 11.1 13.1 8,313 9.6 8.1

1. The description of the indexes is given in Table 10, p. 25.
2. This portfolio has been indexed since January 1, 2010.

3. Thisline combines the Investments and Infrastructures specialized portfolio from January 1, 2009, to June 30, 2010,

and the Infrastructure portfolio since July 1, 2010.
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The portfolio’s benchmark index consists of publicly traded
securities whose valuations are more volatile than those of
the investments in the portfolio. It is therefore difficult to pass
judgmentonitsreturnvis-a-vistheindex overaone-year period.

Duringtheyear,inabuoyant marketfuelled by very low interest
rates and abundant capital, the managers proceeded with
caution; they rebalanced the portfolio to ensure sector and
geographic diversification, laying the foundation for more
vigorous growth over the long term. Asset sales totalled
$1.0 billion and included partial divestment of the stake in
Heathrow Airport Holdings (HAH, formerly BAA). New invest-
ments totalled $0.5 billion. They include an increase of 10%
(from 20% to 30%) in the European public transit leader Keolis,
aninvestmentheldin partnership with SNCF,and anew interest
in a public-private partnership in Australia, in co-operation
with Plenary Group.
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For the four-year period ended December 31, 2012, the 22.4%
return onthe composite ofthe Investments and Infrastructures
portfolio, before July 1, 2010, and the Infrastructure portfolio
after that date outperformed the benchmark index. This high
absolute return is due primarily to a solid operating perfor-
mance by the companies in the portfolio, a decline in interest
rates in recent years and the current return. To protect the
portfolio from potential interest-rate increase, the managers
began implementing a hedging strategy at the end of 2012.

Investments in Europe represented the largest portion of the
Infrastructure portfolio, accounting for 59.6% as at December
31,2012 (see Figure 21).The Caisse’s managers are well versed
inthis market, where atrendto private holding of infrastructure
has been developing for many years, butthey invest there with
support from outstanding partners.

Fromthe sector standpoint,as shown by Figure 22, investments
in the Energy and Industrials sectors represented most of the
portfolio atyear-end. The portfolio’s Energy-related assets are
in energy infrastructure (oil, gas and electricity transmission
and distribution systems) with no direct exposuretothe prices
of the various energy sources.

FIGURE 22

INFRASTRUCTURE BY REGION

(as a percentage of fair value as at December 31, 2012)"
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Analysis of Performance
by Asset Class

Real Estate

The Real Estate portfolio consists mainly of directinvestments
in shopping centres, office buildings and multiresidential
properties. The portfolio generates a high current return that
exceeds that of fixed-income securities. It also provides diver-
sification and a hedge against inflation through indexing of
leases.

The portfolio is managed using a diversification approach,
with emphasis on high-quality buildings that tend to be in
large, promising markets. In 2012, the managers continued
the portfolio repositioning, begun in 2011, by adding multiresi-
dential buildings and selling hotels.

Return

The Real Estate portfolio returned 12.4%, underperforming its
benchmark index (see Table 20, p. 32). Its return is due mainly
toitsresultsinthe shopping centre sector, primarilyin Canada,
and its solid and stable current return. In 2012, a restructuring
of the share ownership of lvanhoé Cambridge, completing
the revision of its business model, initiated last year, required
valuation of the company according to the new International
Financial Reporting Standards (IFRS). The valuation had a
positive impact on the portfolio’s return.

The difference vis-a-vis the index is largely attributable to the

non-strategic hotel sector, particularly hotels in Canada, and to
theresults generated by office buildings in Canadaand Europe.
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Notable acquisitions by the portfolio managersin2012include
additional stakes in shopping centres in Canada and Brazil,
as well as office buildings in Paris and New York City and
residential buildings in California and London at a total cost
of $2.2 billion. Further commitments were carried out in order
to invest in real estate funds managed by three of the best-
performing managers. The sales involved mainly interests in
shopping centres in Canada and the United States. Moreover,
special attention was paid to development projects. The year's
new commitments to construction, expansion and redeve-
lopment projects totalled $2.2 billion.

Forthefour-year period ended December 31,2012, the portfolio
generated 5.4%, a return that is almost identical to that of the
benchmark index.

As at December 31, 2012, investments in Canada represented
48.8% ofthe portfolio’s fair value and those in the United States
24.1%, versus 49.2% and 23.5%, respectively, at year-end 2011
(see Figure 23). Retail properties accounted for 39.9% of the
portfolio and office buildings 30.7%, versus 40.7% and 30.7%,
respectively, at year-end 2011 (see Figure 24).

FIGURE 24

REAL ESTATE BY REGION

(as a percentage of fair value as at December 31, 2012)"
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EQUITY

TheEquityassetclassconsisted of sixportfoliosasat December
31,2012. The Canadian Equity, Global Equity and Private Equity
portfolios, with net assets totalling $53.6 billion, are managed
actively. The U.S. Equity, EAFE Equity and Emerging Markets
Equity portfolios, with net assets totalling $28.7 billion, are
indexed.

The publicly traded equity portfolios offer long-term returns
that exceed fixed-income returns, while providing a hedge
againstinflation overthelongterm. The Private Equity portfolio
offers the possibility of areturn that exceeds that of the equity
markets over a long-term horizon.

PORTFOLIO RETURNS

The overall return on Equity for 2012 was 12.2% and underper-
formed that of the benchmark index (see Table 25).
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Canadian Equity

The Canadian Equity portfolio consists mainly of securities
of publicly traded companies. It is managed actively with a
long-term horizon. Security selection is based on qualitative
analysis of the fundamental value of businesses, supported
by macroeconomic analysis. This approach is rounded out by
absolute-performance strategies with a low correlation to the
equity market.

Return
The Canadian Equity portfolioreturned 6.6%, underperforming
its benchmark index (see Table 25).

In 2012, the Canadian market underperformedtheinternational
markets (see Figure 26, p. 36), mainly because of:

» thepreponderance of companiesinthe Materials and Energy
sectors, which generally underperformed the broad market;
and

» the performance of Canadian financial-sector securities,
which had a strong 17.6% return but significantly underper-
formedthefinancials ofthe other developed countries, which
advanced about 30% as they rebounded much more signifi-
cantly from their sharp declines of recent years.

SPECIALIZED PORTFOLIO RETURNS - EQUITY
(for periods ended December 31, 2012)

1 year 4 years
Net investment Net investment

Net assets results Return Index! results Return Index!

$B $M % % $M % %

Canadian Equity 22.0 1,279 6.6 7.7 6,270 10.8 12.0
Global Equity 13.8 1,575 14.0 13.6 N/A N/A N/A
U.S. Equity?® 10.2 1,075 13.5 134 2,429 10.4 9.4
EAFE Equity?* 9.8 1,246 15.2 14.7 1,496 5.3 5.3
Emerging Markets Equity? 8.7 1,024 15.8 15.6 2,270 13.1 13.3
Equity Markets®® 64.5 6,646 11.9 12.0 18,543 11.2 11.5
Private Equity 17.8 2,133 13.6 14.1 7,634 14.3 11.6
Equity5® 82.3 8,779 12.2 12.4 26,177 11.8 11.4

1. The description of the indexes is given in Table 10, p. 25.
2. These portfolios have been indexed since April 1,2010.

3. Thislineincludes the U.S. Equity (Hedged) and U.S. Equity (Unhedged) specialized portfolios from January 1, 2009, to March 31, 2010,

and the U.S. Equity specialized portfolio since April 1,2010.

4. Thislineincludes the Foreign Equity (Hedged) and Foreign Equity (Unhedged) specialized portfolios from January 1,2009, to March 31, 2010,
and the Europe, Australasia & Far East (EAFE) Equity specialized portfolio since April 1,2010.

5. The contribution of the Québec International portfolio, closed out on November 30,2012, is included in this line.

6. Forthe four-year period, the contribution of the Global Equity portfolio is included in this line.
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Analysis of Performance
by Asset Class

The portfolio’'s absolute return stems from advances by seven
of the 10 Canadian stock market sectors during the year.
The difference is due exclusively to security selection in the
Materials sector. The portfolio continues to be positioned to
take advantage of urbanization in emerging economies. Even
though this investment theme lagged in 2012 amid concerns
aboutaslowdownin China,ithasapromising long-term outlook.

The Morningstar National Bank Québec Index, which was
included in the benchmark index in 2011 to better represent
thereality of Québec's economyinthe portfolio, outperformed
the S&P/TSX Index in 2012. At year-end, Québec securities
accounted for23.3% ofthe portfolio, whereas they represented
12.7% of the Toronto Stock Exchange index.

Forthefour-year periodended December 31,2012, the portfolio’s
10.8% return underperformed its benchmark index. This diffe-
renceis due mainlyto security selectioninthe Energy, Materials,
Financialand Health care sectors,and an underweight position
in Telecommunications. Absolute-return strategies, however,
added value during the period.
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Global Equity

The Global Equity portfolio consists of securities traded on
stock exchanges in the countries of the MSCI ACW!I Index
(United States, Canada, Europe, Australasia, Far East and
emerging markets). The portfolio is managed actively using
fourapproaches: sector-specificinternal management comple-
mented by absolute-return strategies with low equity-market
correlation; externally managed sector- and country-specific
mandates; and investments on the Shanghai and Shenzhen
stock exchanges as a Qualified Foreign Institutional Investor
(QFII), a designation granted to the Caisse by the Chinese
regulatory authorities.

In 2012, a new capitalized absolute-management mandate
was added to the portfolio. The mandate focuses mainly on
companies offering a stable, foreseeable return on invested
capital. The objective is to reduce the portfolio’s volatility
while maintaining a high return. This mandate was the basis
for the creation of the Global Quality Equity portfolio as at
January 1, 2013.

Return

The Global Equity portfolio returned 14.0%, outperforming its
benchmark index (see Table 25, p. 35) during a year in which
the main foreign stock markets made substantial gains, with
the exception of Brazil.

EQUITY MARKET
PERFORMANCE
IN 2012
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in Canadian dollars)
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The portfolio’s value added is due mainly to security-selection
strategiesinthevarious sectors,in particular Energyand Health
care, as well as absolute-return strategies.

U.S. Equity

Return

The indexed U.S. Equity Portfolio generated 13.5%, a return
that is almost identical to the performance of its benchmark
index (see Table 25, p. 35).

EAFE Equity

Return

The indexed EAFE Equity Portfolio returned 15.2%, outper-
formingits benchmarkindex (see Table 25, p. 35). The difference
is due mainly to arealized dividend-tax rate in some countries
thatis lower than that used to calculate the MSCI EAFE Index.

The returns on the various components of the index differed
significantly in 2012. Germany advanced by a solid 28.0%
whereas Spain, which was hard hit by its public-finance
problems, returned only 0.7% on the year.

Emerging Markets Equity

Return

The indexed Emerging Markets Equity portfolio returned
15.8%, outperformingits benchmarkindex (see Table 25, p. 35).
The portfolio’s value added is due mainly to optimization of
index management to take advantage of attractive prices and
securities borrowing and lending.

In 2012, five of the six main emerging markets had returns
ranging from 14.1% to 23.2%. Only Brazil had a negative return
(-2.2%), mainly because of the substantial devaluation of its
currency.

Private Equity

The Private Equity portfolio consists primarily of direct stakes
in companies in various sectors of the economy, especially
defensive sectors and niches offering stable, predictable cash
flows. It also includes stakes in well-managed investment
funds, which are used to position the Caisse strategically in
certain industries and regions.
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The portfolio is managed actively, with an emphasis on
investment categories and types based on economic cycles
and market inefficiencies: leveraged-buyout financing,
development capital, and subordinated debt and distressed
debt operations carried out with specialized funds. The target
companies are noted for their value-creation strategies, compe-
titive advantages, resilient financial results and moderate
leverage. The managers pay close attention to the quality of
the management teams and the partners they invest with so
that they can develop plans for growth and operational impro-
vements to further enhance returns.

Return

The Private Equity portfolio generated a 13.6% return, under-
performing its benchmark index (see Table 25, p. 35). Almost
half of the portfolio’s absolute return is due to leveraged-
buyout financing. Development capital, distressed debt and
restructuring funds, and earnings from the sale of assets also
contributed to the return.

In 2012, the managers worked to rebalance and diversify
the portfolio to reduce its concentration risk. For example,
they reduced the investment in Quebecor Media, increased
the portfolio’s direct investments and reduced the weight
of leveraged-buyout funds in favour of funds specializing
in development capital and distressed debt. Asset sales
totalled $4.1 billion and new investments totalled $5.0 billion,
with $4.0 billion of direct investments, including $1.8 billion in
Québec and $1.0 billion in funds.

The direct investments include those made in the following
Québec companies: CGI ($1 billion), Innergex Renewable
Energy ($100 million), GENIVAR ($98.5 million) and Laurentian
Bank ($100 million). A positioning based on restructuring in
the North American energy sector gave rise to a $400-million
investment in the Canadian company MEG Energy.
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Analysis of Performance
by Asset Class

Forthefour-year period ended December31,2012, the portfolio’s
14.3% return is significantly higher than that of the benchmark
index. Development capital and leverage-buyout financing, as
well as investment funds, generated most of the return. The
main factors are improved operational performance, reduced
debt and higher earnings recorded by the companies in the
portfolio. As well,the companies carried outrefinancing opera-
tions to take advantage of low interest rates and to adjust their
loan maturities. The management team also took advantage
of favourable market conditions to reposition the portfolio of
funds with transactions on the secondary market.

Figure 27 shows that investments in the United States
represented 38.5% of the portfolio’s fair value as at
December 31,2012, followed by Québec with 26.7% and Europe
with 20.1%.

PRIVATE EQUITY BY REGION

(as a percentage of fair value as at December 31, 2012)*

Other
2.3 7]
Asia-Pacific
407
Canada ex Québec
8.4
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Québec 20.1
26.7

United States
38.5

1. Percentages do notinclude the cash in the portfolio.
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OTHER INVESTMENTS

PORTFOLIO RETURNS

Hedge Funds

The Hedge Fund portfolio consists of investments in external
hedge funds. It offers the possibility of a return that is higher
than the return on bonds but lower than the return on equities,
with a view to preservation of capital. It also ensures diversi-
fication as a result of its low correlation with traditional asset
classes, such as bonds and publicly traded equities.

The portfoliois managed actively with an emphasis on comple-
mentary strategies, selection of external managers and
operational due diligence. In July 2012, the managers began
toacceleratetherepositioning ofthe portfolio by concentrating
on strategies that offer a risk-return profile that is neutral in
relation to the Caisse’s overall portfolio.

Return

The Hedge Fund portfolio returned 4.7%, outperforming
its benchmark index (see Table 28, p. 39). The return is due
to positive results from global macro and distressed debt
strategies. As for the futures strategies, they did not produce
theexpected resultsinthe market contextthat prevailedin 2012.

Asset Allocation

The Asset Allocation portfolio consists of various positionsin
the financial markets in the form of derivative financial instru-
ments. Its objective is to adjust the Caisse’s exposure to the
main asset classes in a flexible manner and to calibrate the
risk-return profile of the Caisse’s overall portfolio.

The purpose ofthe consolidated Asset Allocation operations
is to actively manage the allocation of assets in the Caisse’s
overall portfolio over an investment horizon of less than three
years. There are two types of asset allocation operations:

* Operations based on derivatives, which are used mainly to
protectthe portfolio fromtherisk of extreme fluctuationsand
arerecorded in the Asset Allocation portfolio; and

» Operations to overweight and underweight the specialized
portfolios, which are recorded in the portfolios themselves.
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Return

As at December 31, 2012 the net investment results of the
Asset Allocation portfolio amounted to -$422 million. This
result is due mainly to overweighting and underweighting on
the equity and bond markets during the year. Such decisions
were based partially on the conviction that, given the current
level of interest rates, which are at a historic low, bonds will
generate less attractive returns than other asset classes in
the years to come.

For the four-year period ended December 31, 2012, the port-
folio's net investment results amount to -$363 million, mainly
because of the 2012 results.

ABTN

The ABTN portfoliowas created in2010to improve thetranspa-
rency of these assets. The portfolio consists of asset-backed
term notes (ABTNs). These notes have an average maturity of
four years and generate quarterly interest income.

The ABTN portfoliocomprises activities thatare being discon-
tinued. A key component ofthe portfolio management strategy
is therefore controlling and reducing risks. In 2010, the mana-
gers put in place hedges that reduced market exposure by
almost 50%. In 2011, the hedges helped reduce portfolio vola-
tility in a jittery market. Starting in 2012, the objective was to
carryouttransactions soasto close out some ofthe positions.
The portfolio’s operations are scheduled to end in 2016 or 2017.

TABLE 28
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Return

As at December 31, 2012, the contribution of the ABTN port-
folio to the net investment results totalled $1.7 billion, mainly
because of higher market values as a result of the securities’
approaching average maturities and a narrowing of the rate
spreads for the underlying assets (see Table 28). This result
has made it possible to reduce the ABTN provision from
$4.0 billion to $2.2 billion.

Since the end 0f 2008, the provision has gone from $5.6 billion
to $2.2 billion. This reduction is attributable to the approa-
ching average maturities of the securities and improved credit
conditions.

SPECIALIZED PORTFOLIO RETURNS

Table 29 (p. 40) shows the returns on the specialized portfolios
in relation to their benchmark indexes for periods of one and
four years ending December 31, 2012.

SPECIALIZED PORTFOLIO RETURNS - OTHER INVESTMENTS

(for periods ended December 31, 2012)

1 year 4 years
Net investment Net investment
Net assets results Return Index! results Return Indext
$B $M % % $M % %
Hedge Funds 3.2 130 4.7 4.0 769 6.0 5.3
Asset Allocation 1.1 (422) N/A N/A (363) N/A N/A
ABTN? (0.8) 1,686 N/A N/A N/A N/A N/A

1. The description of the indexes is given in Table 10, p. 25.

2. The financing of the ABTN portfolio exceeds the fair market value of the investments and is the main reason for the negative net assets.
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SPECIALIZED PORTFOLIO RETURNS IN RELATION TO BENCHMARK INDEXES
(for periods ended December 31, 2012)
1 year 4 years
Net investment Net investment

Specialized portfolio 2012 Index’ Net assets results Return Index results Return Index

$B $M % % $M % %
Fixed Income
Short Term DEX 91 Day T-Bill

Investments? 8.9 92 1.1 1.0 198 1.0 0.8

Bonds DEX Universe Bond

(Adjusted) 43.8 1,745 4.3 3.6 11,381 7.3 6.4
Long Term Bonds?® DEX Long Term

Government Bond

(Adjusted) 3.7 112 34 3.7 1,193 8.9 8.8
Real Estate Debt DEX Universe Bond 7.6 342 5.1 3.6 420 3.0 7.2
Total 64.0 2,291 3.9 3.2 13,192 6.1 6.2
Inflation-Sensitive

Investments
Real Return Bonds®  DEX Real Return Bond 1.2 34 2.7 2.9 413 12.2 11.5
Infrastructure* Infrastructure 6.3 511 8.7 15.0 3,935 22.4 16.9
Real Estate Aon Hewitt — Real Estate

(Adjusted) 18.0 1,969 124 13.2 3,965 5.4 5.5
Total 25.5 2,514 11.1 13.1 8,313 9.6 8.1
Equity
Canadian Equity Canadian Equity 22.0 1,279 6.6 77 6,270 10.8 12.0
Global Equity MSCI ACWI (Unhedged) 13.8 1,575 14.0 13.6 N/A N/A N/A
U.S. Equity?® S&P 500 (Unhedged) 10.2 1,075 13.5 134 2,429 10.4 9.4
EAFE Equity?® MSCI EAFE (Unhedged) 9.8 1,246 15.2 14.7 1,496 5.3 5.3
Emerging Markets MSCI EM (Unhedged)

Equity? 8.7 1,024 15.8 15.6 2,270 13.1 13.3
Equity Markets’® 64.5 6,646 11.9 12.0 18,543 11.2 11.5
Private Equity Private Equity 17.8 2,133 13.6 141 7,634 14.3 11.6
Total™® 82.3 8,779 12.2 124 26,177 11.8 11.4
Other Investments
Hedge Funds Dow Jones Credit

Suisse Hedge Fund

Index (Adjusted

Hedged) 3.2 130 4.7 4.0 769 6.0 53
Asset Allocation 1.1 (422) N/A N/A (363) N/A N/A
ABTN?® (0.8) 1,686 N/A N/A N/A N/A N/A
Total'o" 176.2 14,937 9.6 9.3 50,166 9.2 9.2

1. The description of the indexes is given in Table 10, p. 25.

2. These portfolios have been indexed since April 1,2010.

3. These portfolios have been indexed since January 1, 2010.

4. Thislineincludesthe Investments and Infrastructures specialized portfolio from January 1, 2009, to June 30, 2010, and the Infrastructure specialized
portfolio since July 1, 2010.

5. Thislineincludesthe U.S. Equity (Hedged) and U.S. Equity (Unhedged) specialized portfolios from January 1, 2009, to March 31, 2010, and the

U.S. Equity specialized portfolio since April 1, 2010.
6. Thislineincludesthe Foreign Equity (Hedged) and Foreign Equity (Unhedged) specialized portfolios from January 1, 2009, to March 31, 2010, and

the Europe, Australasia and Far East (EAFE) Equity specialized portfolio since April 1,2010.

. The contribution of the Québec International portfolio, closed out on November 30,2012, is included in this line.

7
8. Forthefour-year period, the contribution of the Global Equity portfolio is included in this line.

9. Thefinancing ofthe ABTN portfolio exceeds the fair market value of the investments and is the main reason for the negative net assets.
10. For the four-year period, the contributions of the ABTNs and the Commodities portfolio are included in this line.
11. The total includes Overlay Strategies and cash activities.
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Changes in Assets

HIGHLIGHTS

O Depositors’ net assets
increased by $17.2 billion
to $176.2 billion.

02

DEPOSITORS’ NET ASSETS

In 2012, depositors’ net assets increased by $17.2 billion,
including net investment results of $14.9 billion attributable
mainly to the Equity asset class and $2.3 billion of depositors’
net deposits (see Table 30).

The $176.2 billion of depositors’ net assets includes a
$637-million consolidation adjustment stemming from early
adoption of International Financial Reporting Standards
(IFRS) for the Real Estate portfolio, which includes the subsi-
diary lvanhoé Cambridge. The consolidation adjustment is
presented separately as additional information to the combined
statement of net assets in the Caisse’s financial statements.
The restructuring of Ivanhoé Cambridge’s share ownership
required that Ivanhoé Cambridge be measured and presented
as an investment as at December 31, 2012, in accordance with
IFRS. This valuation reflects the fair value of the business,
including the fair value of its real estate assets, the quality of
the portfolio and integrated management of the platform.

TABLE 30

Net investment results
totalled $14.9 billion, 59% of
which was from Equity.
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0 Depositors’ total net deposits
amounted to $2.3 billion.

Depositors’ netassets rose from $120.1 billion as at December
31,2008, to $176.2 billion as at December 31,2012. The increase
came essentially from net investment results of $50.1 billion
and depositors’ net contributions of $5.9 billion.

TOTAL ASSETS

As at December 31, 2012, total assets reached $213.8 billion,
up from $191.3 billion as at December 31, 2011, for an increase
of $22.5 billion (see Table 31, p. 42). The increase consists of
reinvested investment income, unrealized increases in the
value of investments and depositors’ contributions. While
maintaining a strong financial position, the Caisse managed
its liabilities carefully, ensuring the percentage of liabilities
remained stable in relation to total assets, or close to 18%.
Liabilities include short selling of securities, securities sold
under repurchase agreements, derivatives and the financing
programs ofthe Caisse subsidiary CDP Financial, used mainly
to finance real estate investments.

ANALYSIS OF CHANGES IN DEPOSITORS’ NET ASSETS

(for the period 2009-2012 - in billions of dollars)

2009 2010 2011 2012 2009-2012
Depositors’ net assets, beginning of year 120.1 131.6 151.7 159.0 120.1
Investment income 5.0 4.3 5.2 5.6 20.6
Gains (losses) on the sale of investments 4.5 1.6 (0.5) 2.4 8.0
Unrealized increase in value of investments 2.6 11.6 1.3 7.2 22.7
Operating expenses (0.3) (0.3) (0.3) (0.3) (1.2)
Net investment results’ 11.8 17.7 5.7 14.9 50.1
Depositors’ net contributions (0.3) 2.4 1.5 2.3 5.9
Depositors’ net assets, end of year 131.6 151.7 159.0 176.2 176.2

1. Netinvestmentresultsinclude income generated by depositors’ demand deposits and term deposits.
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Changes in Assets

ASSETS UNDER MANAGEMENT AND
ASSETS UNDER ADMINISTRATION

The $32.4-billion increase in the Caisse’s assets under
management and assets under administration in 2012 was due
primarily to the acquisition by MCAP, a subsidiary of Otéra
Capital, ofacontrollinginterestin MCAP Services Corporation
(MSC). MSC administers slightly more than $35 billion of
Canadian residential mortgages.

NET INVESTMENT RESULTS

In 2012, the Caisse recorded net investment results of
$14.9 billion, versus $5.7 billion the previous year (see Table 31).
Net investment results were therefore positive and up from
2011. The main driver of the increase was the performance of
equity markets and private equity, which together generated
$8.8 billion of total results for the Equity asset class, or 59% of
net investment results.
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The favourable results achieved in 2012 are also attributable
to the Inflation-Sensitive Investments and Fixed Income asset
classes as well as to the ABTN portfolio, which contributed
$2.5 billion, $2.3 billion and $1.7 billion, respectively. More
specifically, the results for the ABTN portfolio were due to
improved market values of the positions held, owing to the
approaching average maturities of securities in the portfolio
and a narrowing of credit spreads on the underlying assets.

The analysis of operating expenses and external management
fees is presented on page 126.

DEPOSITORS’ NET DEPOSITS (WITHDRAWALS)

As at December 31, 2012, depositors’ total net deposits of
$2.3 billion were mainly attributable to contributions by the
Retirement Plans Sinking Fund, the Generations Fund and four
new depositors.

RESULTS AND CHANGES IN DEPOSITORS’ NET ASSETS AND TOTAL ASSETS UNDER MANAGEMENT

(for years ended December 31 -in millions of dollars)

2012 2011
Investment income 5,590 5,142
Less:
Operating expenses 284 269
Net investment income 5,306 4,873
Gains (losses) on the sale of investments 2,454 (495)
Total realized income 7,760 4,378
Unrealized increase in value of investments and liabilities related to investments 7177 1,368
Net investment results 14,937 5,746
Depositors' net deposits 2,308 1,477
Increase in depositors' net assets 17,245 7,223
Depositors' net assets, beginning of year 158,965 151,742
Depositors' net assets, end of year 176,210 158,965
Liabilities (primarily assets financed by borrowing) and non-controlling interests 37,590 32,323
Depositors’ total assets 213,800 191,288
Assets under management 7,423 8,731
Assets under administration 37,913 4,159
Assets under management and assets under administration 45,336 12,890
Total assets under management 259,136 204,178
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Risk Management

HIGHLIGHTS

01 As at December 31,2012, the O
Caisse’s overall risk profile

was generally comparable to the

profile at year-end 2011. during the year.

RISK MANAGEMENT AT THE CAISSE IN 2012

The markets again experienced turbulent periods in 2012
because of financial, economic and political uncertainty in the
eurozone and the United States. Even so, action by the central
banks to inject liquidity into the markets, as well as an upturn
in manufacturing and real estate in the United States, helped
create a more positive outlook for the global economy (see
Macroeconomic Environment, p. 18).

Despite the more positive outlook, several major risks must be
considered over the longer term:

* The economic and fiscal situation in Europe continues to
be a source of important concern. The United States also
faces problems related to the debt ceiling and political
disagreement over ways to address this issue. These situa-
tions could affect bond yields and the markets generally.

» ltisincreasingly clear that substantial changes are taking
placein North America's energy landscape. In 2012, natural
gastouched arecord low of less than $2a unit,and the price
spread between Albertacrude (WCS)and Texascrude (WTI)
widened, with Canadian oiltrading ata discount ofalmost $40
a barrel toward year-end. The impacts on Canada’s energy
sector (the stock market and the economy generally) were,
and could continue to be, substantial.

The Caisse made various
improvements to its risk
management processes and tools
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03 The Caisse created an
Investment-Risk Committee
to further integrate risk management
decisions and portfolio investment
strategy.

* Interestratesremainathistoric lows, and credit spreads have
returned to levels comparable to their historical average. In
such a context, investors targeting an absolute return could
be tempted to sacrifice the credit quality of their portfolios by
purchasing products offering ahigher return, causing spreads
to narrow further. Eventhough this phenomenon contributesto
the performance ofriskassets on ashort-term horizon, it may
create excessesifitlaststoolong. The Caisse musttherefore
continue to closely monitor the markets for asset bubbles.

EVOLUTION OF RISK MEASURES

The substantial support provided by central banks, and the
gradual reduction of systemic risks prompted the Caisse to
reduce the rather defensive bias of the overall portfolio. The
overall portfolio’s relative exposure to the equity markets went
from an underweight position of more than $4 billion at the
end of 2011 to an overweight position of $1.5 billion at the end
of 2012. This change is the main reason for the evolution of
the risk profile of the Caisse’s overall portfolio between the
start and the end of 2012 (see Figure 32, p. 44).

Inadditionto greaterrelative exposure to the equity markets, the
Caisse’s portfolio maintainsits protection againstanincrease
in interest rates. Despite this slightly procyclical positioning
of the overall portfolio, its level of market risk continues to be
moderate, from both active and absolute standpoints.
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(as a percentage of total net value of the asset class as at December 31) (as a percentage of total net value of the asset class as at December 31)
Asset class 2012 2011 Asset class 2012 2011
Fixed Income 9.1 9.0 Fixed Income 14 1.1
Inflation-Sensitive Investments 39.8 41.5 Inflation-Sensitive Investments 12.9 16.2
Equity 46.8 471 Equity 54 4.6
Other Investments? 1.2 1.5 Other Investments? 1.1 1.5
Overall 30.6 30.0 Overall 4.4 3.4

1. The VaR figures are for a 1,500-day horizon at a 99% level of confidence.
The 2011 year-end levels have been recalculated to incorporate
methodological improvements to the interest rate curves developed
in 2012.

2. Therisk of the Other Investments asset class is given as a percentage
of the Caisse’s net assets. This asset class contains the Hedge Fund,
ABTN and Asset Allocation portfolios.

1. The VaR figures are for a 1,500-day horizon at a 99% level of confidence.

The 2011 year-end levels have been recalculated to incorporate
methodological improvements to the interest rate curves developed
in 2012.

2. Therisk of the Other Investments asset class is given as a percentage
ofthe Caisse’s net assets. This asset class contains the Hedge Fund,
ABTN and Asset Allocation portfolios.
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Absolute and active market risk

As at December 31,2012, the market risk of the Caisse’s overall
portfolio was slightly higher than the level as at December 31,
2011. Absolute risk went from 30.0% at the end of 2011 to 30.6%
atthe end of 2012. Active risk rose from 3.4% to 4.4% during the
same period (see Tables 33and 34 and Figure 35). Despite this
slightincrease, the overall portfolio’s market risk continues to
be well below the levels observed from 2009 to 2010.

While the absolute risk of the Caisse’s overall portfolio has
risen slightly, the absolute risk of the Inflation-Sensitive
Investments, Equity and Other Investments has fallen. This
contraflow phenomenon is due to greater exposure to asset
classes that have been historically more volatile. In each of
these classes, the investments are, however, less volatile or
more diversified than they were in 2011.

The decrease in the absolute and active risks of Inflation-
Sensitive Investments is due mainly to better diversification
of the Infrastructure portfolio, as a result of a decrease in the
investmentin Heathrow AirportHoldings (HAH, formerly BAA)
andtheaddition of newinvestmentstothe portfolio. The lower
absoluterisk ofthe Equity classis attributable to greater diver-
sification ofthe Canadian Equity portfolio and gradual adoption
in the Global Equity portfolio of a strategy that emphasizes
quality securities whose historical volatility is less than that
of the market index. Implementation of this strategy is also the
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reason for the increase in active risk, because the portfolio’s
construction diverges more from the composition of the index.
This phenomenon should continue in 2013 with the implemen-
tation of the Caisse’s strategic orientations. The decrease in
absolute and active risk for the Other Investments classis due
mainly to termination of transactions and the approaching
maturities of the other securities in the ABTN portfolio.

Credit risk

In 2012, the Caisse continued to reduce the Bonds portfolio’s
exposure to investments that have a rating below BBB- or are
non-rated, as well as its exposure to debt securities issued
by foreign companies. The decrease in credit risk exposure
was offset by an increase in exposure to securities issued by
Canadian provinces. On the whole, the level of credit risk was
stable during the year.

The Caisse uses credit VaR to measure and monitor this risk.
It also performs its own fundamental credit analyses.

Concentration risk

The size of some majorinvestments wasreducedin2012, notably
the stakesin Quebecor Mediaand Heathrow AirportHoldings
(HAH, formerly BAA), which are held by the Private Equity
and Infrastructure portfolios, respectively. These changes,
combined with greater diversification in the Canadian Equity
portfolio, helped reduce concentration risk during the year.
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Risk Management

Counterparty risk

Duringtheyear, the credit quality of several counterparties with
which the Caisse negotiates and conducts financial transac-
tions continued to require special attention. Uncertainty over
the economic, political and fiscal situation in Europe prompted

the Caisseto maintain alow exposuretothisriskandto monitor
itactively.

Each day, the Caisse tracks a series of financial indicators for
each ofits counterparties. The counterparties’ financial health
is also reviewed periodically by a group whose members are
drawn fromitsriskteamandtheinvestmentteamsthatspecialize
inthefinancial sector. Throughoutthe year,the Caisse actively
managed changes in the credit quality of its counterparties
while keeping this risk at a low level (see Figure 36).
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Liquidity risk

Inamarket contextin which uncertainty and volatility were high,
the Caisse and its real estate subsidiaries had $41 billion of
liquidity as at December 31,2012. This would enable the Caisse
to respect its potential commitments, even in the event of a
major market correction.

CHANGES IN EXPOSURE TO COUNTERPARTY RISK'

(in billions of dollars)

[ | Exposure without payments being offset
Exposure according to negotiated ISDA agreements?

| Number of over-the-counter contracts (inthousands)

Dec. 2011
Jan. 2012
Feb. 2012
March 2012
April 2012

May 2012
June 2012

July 2012
Aug.2012
Sept. 2012
Oct. 2012
Nov. 2012
Dec. 2012

1. This figure excludes the counterparty risk incurred directly by the real estate subsidiaries and the hedges related to ABTNs.
2. Under ISDA agreements, net exposure is gross exposure less the netting of amounts at risk and the exchange of collateral.



CAISSE DE DEPOT ET PLACEMENT DU QUEBEC

IMPROVEMENT OF RISK MANAGEMENT
METHODOLOGIES AND TOOLS

Improvements in the quantitative analysis of risk

Risk measurement tools play a double role: they are used for
control purposesandalso serveas portfolio managementtools.
Several initiatives were taken in 2012 to strengthen the Risk
group’s ability to support the investment teams.

The Caisse developedthe ability to furtheranalyze its portfolio
in terms of risk factors. This transversal project involved the
investmentteams, the Depositorsand Strategic Initiativesteam
and the Risk group. A flexible approach has been adopted to
quantify the portfolios’ exposures to one or more investable
risk factors, such as the S&P 500 Index, Canadian 10-year
bond yields or the USD-CAD exchange rate, which provides
a synthetic, simplified view of the portfolio and can be used to
calibrate portfolio hedging operations.

The Caisse also enhanced its oversight abilities of derivatives
positions by developing additional monitoring tools.

Toimproveits ability to analyzerisk, several changes were made
to simplify and standardize risk measurement applications.
These improvements reduced the operational risk related to
production of risk measurements, reducedthe production time,
increased the reliability of the results and enhanced the risk
analysis capability. In parallel, several initiatives were carried
out, such asthe use of newinterestrate curves and geographic
classification aimed at data quality. These initiatives improved
the precision and reliability of the risk measurements as well
as the risk analysis capability.

Improved modelling of the market risk

of infrastructure investments

To obtain an estimate that better reflects the market risk of the
portfolio of private assets, in 2012 the Caisse began a funda-
mental review of the methodology used for the Infrastructure
portfolio. The specificaspects of eachinvestmentare now taken
into account in risk modelling, with the result that market risk
measurements are more precise and relevant. This project will
continuein 2013, whenthisinnovative approach will be applied
to all investments in the Infrastructure portfolio.
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Stress tests

In 2012, the risk teams, in co-operation with the economic
analysis and asset allocation teams, continued to perform
stress tests to model various scenarios and to quantify their
potential impacts on the Caisse’s overall portfolio. Detailed
analyses involving various scenarios and stress tests were
completed for several major financial risks that could signifi-
cantly affect the Caisse’s results.

Enhancement of credit analyses

In 2011, the Caisse decided to go forward and develop the high
degree of expertise required to analyze its investments in the
credit markets in greater detail and depth. This direction is
based on the industry’s best practices, in particular those
proposed by the Financial Stability Forum. In 2012, the Risk
group putin placeanew analytical framework, in co-operation
with fixed income managers. Internal credit ratings based on
stringentanalysis of creditriskare now established forthe most
important investments.

Analysis of each depositor’s liquidity risk

TheRisk group continued to refine its ability to monitor liquidity
risk by extending its analytical capability to treat each deposi-
tor's portfolio, while constantly enhancing its calculation
methodology. This enabled the Caisse to respond to various
requests from the depositors, mainly concerning the impact
that a change in asset allocation would have on their liquidity
risk.
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Risk Management

REVIEW OF OVERSIGHT AND PROCESSES

Investment-Risk Committee

The Caisseaccelerated theintegration of risk managementinto
itsinvestment operationsin 2012 by creating an Investment-Risk
Committee. The Committee’s activities are summarized on
page 49. Their objective, in particular, is to create a culture of
constructive criticismto ensurethatinvestments and portfolio
strategies are analyzed thoroughly.

Investment processes

Duringthe year,theinvestment processes ofthe variousteams
were reviewed with the objective of increasing the Risk group’s
contribution throughout the processes. The main recommen-
dations arising from this work include involving the Risk group
further upstream, especially the business unit risk managers,
and closer co-operation withthe investment groupsthroughout
the investment process.

Processes to manage enterprise risk

The Caisse's two subsidiaries, lvanhoé Cambridge and Otéra
Capital, put in place processes to manage enterprise risk,
primarily to identify, analyze and mitigate the risks related to
their operations more effectively.

Geopolitical risk

As partoftheimplementation ofthe Caisse’s strategic orienta-
tions, the Risk group developed a new methodology to assess
risks associated with emerging markets. The methodology
addresses macroeconomic, legal, security and business-
environmentrisks, which are often substantialin such countries.
In concertwith theinvestmentteams, the Risk group performed
in-depth analyses, including fieldworkin Chinaand Brazil, two
priority countries.
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Operational risks

The Operational Risk Committee, put in place last year,
continued to co-ordinate the Caisse’s efforts to monitor and
reduceits operational risks. The Committee placed priority on
the main risks identified and ensured that they were analyzed
and that mitigation measures were deployed. In this way the
Caisse's operational risks were reduced.

The mandate of the operational risk management team was
redefined during the year to take into account work done by the
other monitoring and oversight functions and to ensure better
co-ordination of activities. The methodological work begun in
2011 continuedto ensure better riskidentification. Specific work
concerning reputational risk was carried out, and the findings
were submitted to the Operational Risk Committee.

Oversight

An oversight framework and an investment policy were
established for the new Global Quality Equity portfolio,
covering the portfolio’s management as well as the security-
approval process. This new portfolio is managed on the basis
of absolute, rather than relative, risk and so a new type of
oversightwasimplemented that meets this need, as wellas new
approaches to the management of publicly traded securities,
as each position is now reviewed and analyzed in depth by an
investment committee.

Itisalso worth noting that several existing investment policies
were amended in 2012. For example, a relationship-based
strategy was added to the Private Equity portfolio, and the
investment strategy of the Hedge Fund portfolio has been
refined. The investment policy of the Infrastructure portfolio
was also revised, taking into account its sustained growth
target and market conditions.

As part of the process to analyze new investment operations,
more than 30 new financial instruments were reviewed. The
analyses addressed operational and strategic impacts. This
transversal work involves most of the Caisse’s units.
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THE RISK-RETURN DIALOGUE

Risk management is inseparable from the investment and
portfolio management processes. Because the investment
teams must consciously take risks to generate target returns,
therisk-returnrelationshipisanintegral part of their activities.
In this context, robust risk management is vital to ensure that
the Caisse’'s managers take calculated risks and control them
effectively.

Risk management governance ensuresthetransparency ofthe
Caisse’'sinvestment operations. The aspects of accountability
discussed at each meeting of the Board’'s Risk Management
Committee include:

» thereview ofinvestments specified by theinvestment policies
and the Integrated Risk Management Policy (IRMP);

» theanalysis ofeach portfolio’srisksin relationtothereturns
obtained; and

» the analysis of major concentrations and risk factors.

The risk-return reports, which are central to the Caisse’s
approach, provideanin-depth analysis ofthe activities carried
out, the results obtained and the related risk assessments.
Theriskand investment teams prepare the risk-return reports
together,improving their quality and clarify them for the various
stakeholders, including the Risk Management Committee.
These reports serve to reinforce the risk-return dialogue at
the Caisse.
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The Investment-Risk Committee, a subcommittee of the
Executive Committee, has a mandate to:

» review the Caisse's overall portfolio strategy by:
— revising the macroeconomic scenario monthly;
— approving the overall strategy and the resulting
transactions;

» review the strategy by asset class by:
— revising the strategic investment plans for each
specialized portfolio;
— analyzing major market-related news and its potential
impact;
— reviewing investment opportunities and determining
the need for analyses of future transactions; and

* approve majortransactions by ensuring they are in line with
the strategy adopted for the asset class and for the Caisse’s
overall portfolio.

Inthis way, the Investment-Risk Committee promotes teamwork
upstream from the investment process and stimulates
constructive criticism. Theissues identified by the Committee,
such as major prospectiverisks orconcentrations, are analyzed
by multidisciplinary teams comprised of economists, portfolio
managers and risk managers. Among the analyses are stress
tests which are based on the Caisse’s major prospective risks
and are used to assess their impact on the portfolios. The
risk and investment teams also work together to ensure that
risk limits are respected and that action plans are developed
if adjustments are needed. The action plans are monitored in
collaboration with the investment teams.

In this way, the investment and risk teams maintain a dialogue
throughout the year. The support that the risk team gives the
portfolio managers, along with constructive criticism, is part
and parcel of the Caisse’s practices and strengthens its risk
culture.

Theriskmanagementteamis continuingto developitsapproach
to go “beyond measurement” to ensure sound oversight of risks
while providing portfolio managers with advisory services that
enhance the investment processes.
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Risk Management

THE RISK GOVERNANCE MODEL

Toensurerigorousriskmanagement, the Caisse places priority
onthe three following areas:

* Knowledge and constructive criticism by:
— monitoring major risk factors;
— carrying out in-depth analyses of investments, the
portfolio and how investments are interrelated;
— having constructive discussions between the teams
and within the Investment-Risk Committee on
strategies and opportunities;

» Oversightand discipline through:
—  policiesthatreflectthe risk management philosophy;
— structured and shared risk management and
investment processes;

» Development of effective analytical methodologies with:
— quantitative and qualitative tools that support risk
taking.

The purpose of the Risk group, which plays a key role in
deploying this approach, is to:

» ensure a risk-return balance in the exercise of its second
level of risk control;

» procure effective risk management tools;

+ provide front-line risk management support to the portfolio
managers; and

* promote a sound risk management culture.

The team’s objective is to be regarded as a reference for:

+ the analysis of investment products;

» transversal knowledge of portfolios and interrelations
between investments; and

+ transversalknowledge ofthe Caisse’s business functionsto
ensure proactive management of operational risks.
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Integrated Risk Management Policy

The Caisse has adopted a global and centralized approach to
risk management oversight in the form of the Integrated Risk
Management Policy (IRMP).

The policyisreviewed regularlyandis designedtofosteradisci-
plined risk management culture and stringent practices. More
specifically, the IRMP defines risk management governance,
sets the level of risk deemed acceptable to prevent excessive
losses, aligns the level of risk with value-added objectives and
aims to allocate risk effectively.

The IRMP is the cornerstone of risk oversight. It includes
reporting mechanisms and describes different aspects of risk
management, particularly:

* the guiding principles, namely the risk model and the
independence of the support teams in integrated risk
management;

» theorganizational structure, the normative framework, gover-
nance and sharing of responsibilities;

* therisktolerance;

+ limits on authorization of transactions and outsourcing of
management;

» the Caisse's overall concentration limits (related to issuers
and emerging markets);

» the framework for new investment activities, outsourcing of
managementand use of derivative financial instruments; and

» the management of different types of risk.

Levels of risk management control
Risk management is ultimately the responsibility of the Board
of Directors. Even so, managers at all levels are required to
incorporate risk management into their daily decision-making
process. Allemployees ofthe Caisse and its mandataries must
apply itin carrying out their duties.



CAISSE DE DEPOT ET PLACEMENT DU QUEBEC

Governance of risk management is based on three levels of
control:

Level 1 - The managers, who are primarily responsible for
managing risks related to operations under their purview.

Level 2 - The Investment-Risk Committee, a subcommittee
of the Executive Committee, assisted by the Risk group and
the Compliance and Responsible Investment Team. The
Operational Risk Committee (ORC), a subcommittee of the
Executive Committee, assisted by the Risk group.

Level 3-The Board of Directors and its Risk Management and
Audit Committees, in addition to Internal Audit.

To ensure the necessary objectivity and rigour, teams
independent of the investment teams are responsible for
defining and overseeing the IRMP and the investment policies
ofthe specialized portfolios, while monitoring theirapplication.

Investment policies and risk budgets

Theinvestment policies serve asthe frameworkfor the portfolio
managers’ work. Each specialized portfolio has an investment
policy that defines its investment philosophy, management
style, investment universe, benchmark index, absolute-return
orvalue-added objective and risk oversight, including concen-
tration and risk limits.

A risk limit, or risk budget, is set for each specialized portfolio
and the Caisse’s overall portfolio. The risk budget takes into
account each portfolio’'s absolute-return or value-added
objective. Forthe Caisse’s overall portfolio, therisk limit reflects
the diversification effect of all the specialized portfolios.
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RISK MODEL

At the Caisse, the risk model is the basis used for the identi-
fication, assessment and management of risks. It establishes
a common language to ensure the various stakeholders can
communicate effectively about risk management. The risk
model also fosters stringent and exhaustive analysis of each
risk. Ultimately, this process leads to the implementation of
investment strategies that generate stable and sustained
returns in line with depositors’ expectations.

Thismodel dividestherisksinherentinthe Caisse's operations
into three broad categories: businessrisks, financial risks and
operational risks (see Figure 37). Each category consists of
subcategories to identify all possible risks accurately. Each
risk requires a specific management approach.

THE CAISSE’S RISK MODEL

Legal

Strategic

Compliance

Disaster

Theft and
fraud

Reputation

System
management

Process
management

Human

resources Credit,

concentration and
counterparty
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Risk Management

Business risks

Strategic risk

Strategic risk is the possibility that an event related to the
practices or relationships of the Caisse, its subsidiaries or its
employees will contraveneits mission, cultureand fundamental
values.

Strategic risk is also related to the inadequacy of business
strategies and deficiencies in the implementation of the
Caisse’s strategic orientations. The Caisse will be exposed to
strategicriskifits resources are not allocated according to its
established priorities.

The Caisse manages this risk with a structured strategic
planning process that involves all its units. Strategic orienta-
tions are proposed by the Executive Committee, approved by
the Board of Directors and communicated to all employees.
Annual business plansarethen drawn up. The members ofthe
Board of Directors and of the Executive Committee receive a
quarterly summary of the Caisse’s activities.

Reputational risk

Reputational risk is the possibility that an event related to the
business practices or relationships of the Caisse, its subsi-
diaries orits employees will adversely affectitsimage or cause
the public to lose confidence iniit. This risk could detract from
the Caisse’s ability to achieve its objectives.

All directors, officers and employees are responsible for
carrying out their activities so as to minimize reputational risk.

The Caisse manages and controls this risk through codes of
ethics and professional conduct for directors, officers and
employees, training programs, effective internal management
and governance practices,and aset of policies and procedures,
including its Policy on Responsible Investment. The Caissealso
ensures that the information it provides internally and exter-
nally is truthful and has been verified, and it aims to ensure
that the public and the media gain a better understanding of
its operations. The Caisse also monitors matters concerning
itand issues public positions as necessary.
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Financial risks

Market risk

Market risk is the risk of financial loss arising from changes
in the value of financial instruments. The value of a financial
instrument may be affected by changes in market variables,
particularly interestrates, foreign exchange rates, share prices
and commodity prices. The risk arises from the volatility of
prices of financial instruments, which, in turn, result from
the volatility of such market variables. The Caisse manages
all market risks in an integrated manner. The main elements
that give rise to risks such as sector, country and issuer are
taken into account. To manage marketrisk, the Caisse may use
derivative financial instruments that are traded on exchanges
or directly with banks and securities dealers.

Value at risk

The Caisse measures market risk using a statistical technique
known as value at risk (VaR). This technique, used by most
investment firms and financial institutions, covers all the
assets held by the Caisse. The Caisse determines the VaR for
each instrument in its specialized portfolios and aggregates
the information for the overall portfolio. Two types of risk are
assessed:theabsolute VaR ofthe Caisse’s benchmark portfolio
and of overall portfolio, and the VaR of active management.

VaRis based on a statistical measurement of the volatility of the
market value of individual portfolio positions and their corre-
lations. VaR uses historical datato estimate the loss expected
duringagiven periodaccordingtoapredetermined confidence
level. Forexample, witha99% confidence level, VaR indicates a
loss that should exceed this level in only 1% of cases.

Oneoftheadvantages of VaRisthatitincorporatestherisks ofa
widerange ofinvestmentsintoasingle measurement, providing
an overall risk measurement for a portfolio and even for a set
of portfolios.
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The Caisse uses the historical simulation approach to assess
VaR. This method is based primarily on the assumption that
the fluctuation of securities observed during a given period can
be used to infer future fluctuation of the securities. It requires
historical data series for all the risk factors required to assess
thereturnsontheinstruments. Intheabsence of such historical
data, especially for less liquid products, such as private equity
and real estate, proxies and various mathematical models are
usedto calculate VaR. Historical datafrom 1,500 days of obser-
vation of risk factors, such as variations in exchange rates,
interest rates and financial asset prices, are used to assess
the volatility of returns and the correlation between returns on
various assets.

The results of calculations obtained with this methodology
do not make it possible to estimate, on the basis of a specific
event,theamountofthelossthataportfoliowouldincurifsuch
an event recurred.

The methodology used by the Caisse estimates a portfolio’s
risk by annualizing its potential daily loss, that is, by assuming
thatthe amounts lost throughout the year will be reinvested to
maintain the same level of risk. In summary, this methodology
means that the effects on the portfolio of the most adverse
events observed overaone-day horizon will be repeated several
times a year.

Itisinappropriate to make aconnection betweenthe calculation
of VaR at99% used by the Caisse and a specific historical event.
This methodologyis notintended for such an objective. It seeks
to providethe Caisse’'s managers with the meanstoassessand
manage portfolio risk dynamically.

VaR measuresrisk under normal market conditions. Therefore,
lossesrealized may greatly differ from VaR when the historically
observed interrelationship between risk factors is disrupted.

Because VaRis notdesignedto be used onits own, the Caisse
uses complementary limits and measurements. In particular,
theinvestment policies set concentration limits (region, sector,
instrument, issuer, etc.) as well as loss limits.
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Absolute risk and active risk
The same method is used to calculate the absolute risk of the
Caisse’s benchmark portfolio and its overall portfolio.

The absolute risk of the henchmark portfolio is the result of
the risk of the benchmark indexes related to the asset classes
that make up the portfolio at a given date. For example, if the
depositors choose to increase the weighting of bonds and
to reduce the weighting of publicly traded equities in their
benchmark portfolio, the risk willautomatically decrease, given
bonds’ lower volatility. The expected long-term absolute return
will therefore also decrease.

The absoluterisk ofthe overall portfolio is the result of the risk
of the positions that make up the Caisse’s overall portfolio at
a given date.

Active risk represents the possibility that the Caisse’s return
will differ fromthe benchmark portfolio’s return owing to active
management of its portfolio. The greater the active risk, the
more the overall portfolio’s expected absolute return (see
Figure 38, p.54) will differ fromthe benchmark portfolio’s return.

The absolute risk of the Caisse’s benchmark portfolio and
the active risk and the absolute risk of the overall portfolio are
measured regularly and are subject to various limits.

Stress tests

The Caisse also uses stress tests to assess the losses of a
specialized portfolio and the Caisse’s overall portfolio in
extreme circumstances. The stresstestisarisk measurement
that complements VaR by estimating the impact of extreme
circumstances on returns. Such circumstances have a low
probability of occurring but are likely to give rise to substantial
losses. Using different types of extreme scenarios, the stress
test measures the loss of value of a position after a variation
in one or more often interrelated risk factors, such as equity
prices, interest rates, credit spreads, foreign exchange rates,
commodity prices and market volatility.

Like VaR, a stress test agregates the risk of many positions in
a single overall measurement, making it possible to analyze
losses for a portfolio or for a set of portfolios, according to
selected extreme scenarios.



CAISSE DE DEPOT ET PLACEMENT DU QUEBEC

Risk Management

Credit, concentration and counterparty risk

Credit risk

Credit risk is the possibility of a loss of market value in the
event that a borrower, an endorser, a guarantor or a counter-
party does not honour its obligation to repay a loan or fulfill
any other financial obligation, or experiences a deterioration
of its financial position.

Creditriskanalysisinvolves measuring the probability of default
and the recovery rate on debt securities held by the Caisse as
well as monitoring changes in the credit quality of issuers and
groups of issuers! whose securities are held in all the Caisse’s
portfolios. In managing credit risk, the Caisse frequently
monitors changes in the ratings issued by rating agencies
and compares them with in-house credit ratings, whenever
available. It also uses the credit VaR for its Bond, Long Term
Bond, Real Return Bond and Real Estate Debt portfolios.

Credit VaR is a statistical measurement that incorporates
information on the current and potential creditworthiness of
the issuers in a portfolio, their interrelations and the level of
loss in case of default. This measurementtherefore estimates
potential losses over a given period in accordance with a
specified confidence level. The Caisse assesses credit VaR
over a one-year period with a99% confidence level.

1. A group ofissuers is a set ofissuers controlled by a parent company.
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Concentration risk

Concentration risk analysis measures the fair value of all the
financial productsrelatedtoasingleissuer orgroup ofissuers’
with similar characteristics (region, industry, credit rating).

Concentration limits have been established for each specia-
lized portfolio, taking into account the investment philosophy
and therisk tolerance. In addition, concentration limits for the
Caisse’s overall portfolio, for each issuer and for emerging
markets, have also been established.

Counterparty risk

Counterparty risk is the credit risk from current or potential
exposurerelated tothe Caisse’s operationsinvolving over-the-
counter financial instruments.

Transactionsinvolving derivatives are carried out with financial
institutions whose creditratings are established by recognized
rating agencies and for which operational limits are set by
senior management. Moreover, the Caisse enters into legal
agreements based onthe standards ofthe International Swaps
and Derivatives Association (ISDA)?to benefitfromthe netting
of amounts at risk and the exchange of collateral to ensure the
Caisse limits its net exposure to this credit risk.

2. ISDA promotes sound risk management practices and issues legal opinions on netting and collateral arrangements.

COMPONENTS OF THE CAISSE’S RISK AND RETURN

CAISSE BENCHMARK Absolute risk of Caisse : .
PORTFOLIO —> benchmark portfolio —> Return on benchmark indexes: beta (B)
+ +
ACTIVE MANAGEMENT — Active risk — Relative return: alpha (c)
CAISSE OVERALL SN Absolute risk of the Caisse SN Weighted average return

PORTFOLIO overall portfolio on depositors’ funds
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Currentexposureto counterparty riskis measured daily under
the legal agreement in effect. Potential exposure to counter-
party risk is measured monthly.

Liquidity risk

Liquidity risk is the possibility that the Caisse may not conti-
nuously be able to fulfill undertakings related to its financial
liabilities without having to obtain funds at abnormally high
costs or being obliged to sell assets. It also corresponds to
the risk that it may not be possible to sell investments rapidly
or to invest without having a significant adverse effect on the
price of the investment in question.

Compliance with preset rules is reviewed every month, in
addition to the daily monitoring of liquidity. The Caisse
simulates various scenarios to assess the potential impact of
different market events onits liquidity position. The managers
responsible assess the liquidity of the markets on which the
Caisse's financing operations are based. They also ensure the
Caisse is active in different financial markets and maintains
relationships with credit rating agencies that rate the Caisse
as well as providers of capital.

Operational risks

Operationalrisk correspondstotherisk oflossesresulting from
inadequacy or deficiency attributable to individuals, processes,
systems or external events. Operationalriskincludes legal risk.

Identification, analysis and mitigation of operational risks
rely on a monitoring process that is internal (compilation of
incidents, use of indicators) as well as external, and on an
assessment of the practices and controls in place.

Human resources management risk

The risk related to human resources management includes
such elements as recruiting and retention (recruiting and
retaining competent, honest and motivated personnel),
training (maintaining and developing employee competencies)
and evaluating performance and compensation (ensuring
fair, equitable and competitive compensation based on
performance).
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Process management risk

The risk arising from process management is related to the
processes for input, settlement and tracking of transactions,
and errors that may arise in the execution of the processes in
place.Inadditiontointernal causes, thisrisk may arise fromthe
poor quality of servicesrendered by subcontractors, suppliers
and business partners.

System management risk

The Caisse is exposed to a risk in the event of deficiency
of its information technology infrastructure or computer
systems. This deficiency may resultfrom a breakdown or other
malfunctionthatcould cause delays oraninterruptionin opera-
tions that is not caused by a disaster.

Theft and fraud risk
Thisistherisk oflossesarising fromintentional acts to defraud,
to embezzle funds or to appropriate the assets of the Caisse
or of its depositors.

Disaster risk
Disasterriskistherisk of lossesresulting fromtheinterruption
of business as a result of a natural or other disaster.

Compliance risk

Compliancerisk corresponds to the risk of loss resulting from
non-compliance with regulatory obligations, with policies
and directives, or with professional and ethical standards and
practices specific to the Caisse’s operations. It occurs in the
event that the Caisse fails to fulfill its duties.

Legal risk

Legal risk is related to the obligations and rights associated
with the Caisse’s operations and the legislative framework
underwhichtheyare carried out. Importantaspects oflegal risk
are related to compliance with laws and regulations to which
the Caisse and its management teams are subject. They also
depend on the assurance that the agreements entered into by
the Caisse accurately reflect the planned transactions and
contain the appropriate provisions. Legal risk also refers to
the risk of lawsuits that may affect the Caisse.
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Compliance

HIGHLIGHTS

0 The Sentinel compliance tool
was deployed for the Private

Equity sector.

02

Allemployees were asked
to take an interactive training
course on the Code of Ethics and

AR 2012

56

0 The Caisse created a standing
committee to develop and
apply its Language Policy.

Professional Conduct.

Compliance activities include oversight to ensure adherence
to the depositors’ investment policies and the investment
policies of the specialized portfolios, the Code of Ethics and
Professional Conduct,the Language Policy and the Information
Disclosure Policy.

INVESTMENT POLICIES

An important aspect of the compliance programs involves
certifying compliance with the depositors’ investment policies
andtheinvestmentpolicies ofthe specialized portfolios. In 2012,
certificates of compliance with these policies were issued to
the depositors twice, on June 30 and December 31. Moreover,
reports were developed to facilitate monitoring of compliance
with the policies.

The Sentinel compliance tool was implemented for the Private
Equity sector in 2012 after being deployed for all liquid-market
and real estate investments in recent years.

CODE OF ETHICS AND PROFESSIONAL CONDUCT

Compliance personnel ensure the Caisse's officers and
employees abide by the Code of Ethics and Professional
Conduct, which emphasizes the importance of appropriate
conduct, taking into account the organization’s practices,
respectforindividuals and groups, and compliance with laws,
regulations and policies applicable to the Caisse. The Code
alsoincludes a pre-approval process for employees’ personal
transactions.

At the beginning of each year, all employees must complete
declarations on compliance with the Code and the situation
of their personal portfolios. Furthermore, they are obliged to
report any situation they have reason to consider a breach of
the Code.

In2012, allemployees were invited to take an interactive training
course on the Code of Ethics and Professional Conduct. They
alsoreceivedaguidetotheapplication ofthe Code, to facilitate
their understanding of ethical issues and to illustrate, in a
question-and-answer format, the principlesthey mustrespect.

The Codeisavailable onthe Caisse website (www.lacaisse.com)
under the Governance tab.
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INFORMATION ACCESS

The Caisse processesrequests foraccesstodocuments under
the Actrespecting accessto documents held by public bodies
and the protection of personal information. In 2012, the Caisse
processed sixrequests for documentaccess within the legally
prescribed time limit. Of the six requests, three were accepted
infulland three were acceptedin part. Therequests concerned
primarily documents on investments, sponsorship costs and
travelling and representation expenses. None of the requests
were subject to an application for review by the Commission
d’accés al'information.

LANGUAGE POLICY

The Caisse complies with the requirements of the Charter of
the French language andits Language Policy, which stipulates
French as the daily language of work for all its employees.
Itconsidersthe qualityand use of Frenchinits oral and written
communicationto be of paramountimportance. Inthat context,
it providesits employees with toolsthat contribute tothe correct
use of French, as well as avariety of reference works, including a
lexiconthatitdeveloped onterminology specifictoitsown opera-
tions.In2012,the employee newsletter published approximately
20articlesonthe properuse of expressionsandidioms. Inthese
articles, the Caissealso encouraged employeesto usethetools
and references available onthe website of the Office québécois
de la langue francaise. It also launched La pause linguistique,
an electronic bulletin featuring advice on using the right word,
exercises to develop language skills and word-related tips
and tricks.
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With the adoption of a new government policy on the use and
quality of French in the public service, the Caisse reviewed its
Language Policy to align it with government policy. The policy
was submitted to the Office québécois de lalangue francaise
for approval.

Finally, early in 2012, the Caisse created a standing committee,
comprising key people from various units of the organization,
to develop and apply its Language Policy. During the year, the
committee worked on such matters as changes to the Policy
and an awareness campaign.

COMPLAINT MANAGEMENT

The Caisse has designated Ginette Depelteau, Senior
Vice-President, Compliance and Responsible Investment, to
receive complaints and analyze them with all due attention.
Complaints can be conveyed to her by phone (514 847-5901),
fax (514 281-9334) or email (gestiondesplaintes@lacaisse.com).



CAISSE DE DEPOT ET PLACEMENT DU QUEBEC AR 2012 58



EEEEEEEEEEEEEEEEEEEEEEEEEEEEEEEE AR 2012 59

Contribution

to Québec’s
Fconomic
Development




CAISSE DE DEPOT ET PLACEMENT DU QUEBEC

AR 2012

BUILDING
STRONG

QUEBEC
COMPANIES

SEEK OUT AND SEIZE
THE BEST BUSINESS
AND INVESTMENT
OPPORTUNITIES

SERVE AS A BRIDGE
BETWEEN QUEBEC
COMPANIES AND
GLOBAL MARKETS

STRENGTHEN THE
NEXT GENERATION

OF ENTREPRENEURIAL
AND FINANCIAL
LEADERSHIP



CAISSE DE DEPOT ET PLACEMENT DU QUEBEC

The Caisse:

AR 2012

61

Firmly committed to Québec

companies and Québec

A key investor in Québec

The Caisse provides financing and business advice to promi-
sing Québec companies at all stages of their development.
They benefit from the Caisse’'s one-of-a-kind approach:
financing complemented by access to the Caisse’s business
networks in Québec and abroad, business advice from finance
and management specialists, and opportunities to network
with professionals and corporate directors highly regarded
in their fields.

Inrecentyears, the Caisse has undertaken many new initiatives
inallregions of Québec, withemphasis onthreetypes ofaction:

* Seek outand seize the best business and investment
opportunities

» Serveas abridge between Québec companies
and global markets

» Strengthen the next generation of entrepreneurial
and financial leadership

Accordingly, the Caisse strives to generate a return for its
depositors and contributeto the growth of Québec’s companies
and economy. Thesetwo aspects of its mission go hand in hand
and allow the Caisse to best serve the interests of its clients,
its partner companies and Québec as a whole.

Significant results for Québec

In 2012, the Caisse continued to strengthen its presence and
play its leading role in Québec. Its new commitments and
investments amountedto $2.9 billion, and total assets reached
$47.1 billion.

The Caisse has made $8.3 billion in new investments and
commitmentsin Québec since 2009, and 540 Québec companies
currently benefit from its support.

The Caisse’s action plan is based on the principles outlined
in the statement on its contribution to Québec’s economic
development (see page 74).

FOUR COMPARATIVE ADVANTAGES
THAT BENEFIT THE MOST PROMISING COMPANIES

The Caisse draws on its distinctive strengths to invest in the market it knows best— Québec —and to support the

growth of businesses at all stages of development.

IN-DEPTH
KNOWLEDGE
OF QUEBEC

CRITICAL
MASS

LONG-TERM
INVESTOR
ROLE

GLOBAL
REACH
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The Caisse in Québec in 2012:
Taking action for business growth

LYYANCIN $5.9B $27.6 B

TOTAL ASSETS INCREASE IN TOTAL ASSETS
IN QUEBEC TOTAL ASSETS IN QUEBEC’S
IN QUEBEC PRIVATE SECTOR

$2.9B 540 440

NEW INVESTMENTS IN PARTNER OF MORE THAN BUILDINGS IN QUEBEC
AND COMMITMENTS TO 540 QUEBEC COMPANIES « MORE THAN 40 TOP-TIER
QUEBEC COMPANIES IN 2012, PROPERTIES
FOR A TOTAL OF
* ALMOST 400 MORTGAGE
FINANCINGS

$8.3B

SINCE 2009
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The Caisse's achievements

N Québec

Seek out and seize

the best business and

Investment opportunities

INVESTING IN SECTORS WE KNOW WELL

In 2012, the Caisse made many investments in Québec. Atthe
end ofthe year, total assets stood at $47.1 billion, up $5.9 billion
from the previous year (see Table 39).

Significant increase in the private sector

Most of the increase occurred in the private sector, where
investments were up by $5.1 billion, reflecting the Caisse’s
commitment to Québec’'s companies — the engine of the
province’'s economic growth and job creation.

To facilitate an understanding of the Caisse’s investments
in Québec, Table 39 presents its total assets by investment
type: bonds, investments by the Real Estate group, publicly
traded equities and investments by the Private Equity group
(including infrastructure). In 2012, total assets increased in
each of these classes.

TABLE 39
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CAISSE TOTAL ASSETS IN QUEBEC
BY INVESTMENT TYPE

(as at December 31 —in billions of dollars)

2012 2011
Bonds 27.7 25.7
Real Estate group 9.0 7.6
Equity Markets 4.7 33
Private Equity group 5.7 46
Total 471 41.2
Private sector 276 22.5
Public sector 19.5 18.7
Total 471 41.2
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The Caisse’s achievements
in Québec

BONDS

A KEY ROLE IN PRIVATE
AND PUBLIC FINANCING

The Caisse’s total assets of bond securities issued by
Québec’s public and private sectors totalled $27.7 billion as
at December 31, 2012, up $2.0 billion from the previous year
(see Table 40).

The Caisse plays an active role in the financing of private-
sector businesses by providing loans or buying bonds. For
many Québec companies, the Caisseisalong-standing partner
that has participated in the financing of their various growth
initiatives.

As at December 31, 2012, the Caisse's total assets in the
private sector stood at $8.2 billion, up $1.2 billion from the
previous year.

The Caisse also plays a key role in the financing of Québec'’s
public bodies, by providing liquidity to this critical market. As
at December 31,2012, in addition to Québec government bonds,
the Caisse held $9 billion of Québec public-sector bonds.

CAE

The Caisse has a $50-million stake in

a private financing of approximately
$350 million in this global leader in
modelling, simulation and training for
civil aviation and defence. The Caisse’s
support allowed CAE to continue
diversifying its products and services
so as to extend its reach and enhance
its competitiveness in global markets.

TABLE 40
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ASSETS IN QUEBEC - BONDS

(as at December 31 —in billions of dollars)

2012 2011
Québec public sector
Government of Québec 10.5 9.7
Hydro-Québec 5.6 5.6
Other crown corporations 2.3 2.1
Municipalities and para-governmental
corporations 1.1 1.3
Subtotal 19.5 18.7
Private sector: corporate securities 8.2 7.0
Total 27.7 25.7
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REAL ESTATE
TOP-TIER PROPERTIES

The Caisse is well established in the real estate sector through
its lvanhoé Cambridge and Otéra Capital subsidiaries. It has
been investing in this sector since 1967 and has become one of
the largest real estate investors in Québec, with total assets of
$9.0 billion as at December 31, 2012 (see Table 41).

The Caisse has built a portfolio of high-quality properties that
symbolize Québec’s economic growth, such as Place Ville
Marie in Montréal, and the province's outstanding architec-
tural heritage, such as the Chateau Frontenac and the Edifice
Price in Québec City. Atyear-end, the Caisse owned more than
40 buildings in Québec, including 24 shopping centres and
12 office buildings, worth a total of $5.9 billion. The Caisse has
real estate holdings from one end of the province to the other,
with $700 million of the assets outside Québec’s major cities.
Furthermore, in 2012 more than $500 million of new real estate
investments was authorized.

Through its operations, lvanhoé Cambridge helps maintain a
pool of high-level expertisein Québecin allthe real estate disci-
plines, including asset management, property development,
leasing and operations.

Actively lending in Québec

Through its Otéra Capital subsidiary, the Caisse is one of
Québec’s largest mortgage lenders, providing $3.1 billion of
financing for almost 400 properties. In 2012, it financed close
to $1 billion of commercial mortgages in Québec.

Table 42 presents the Real Estate group’s top 10 Québec
investments.

TABLE 41
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TABLE 42

TOP 10 QUEBEC INVESTMENTS -

REAL ESTATE GROUP
(as at December 31, 2012)

700 De La Gauchetiére, Montréal
Centre CDP Capital, Montréal
Centre Eaton de Montréal, Montréal
Fairview Pointe-Claire, Pointe-Claire
Galeries d'Anjou, Montréal

Laurier Québec, Québec

Le 1000 De La Gauchetiere, Montréal
Place Ste-Foy, Québec

Place Ville Marie, Montréal
Rockland, Mont-Royal

PLACE STE-FOY AND GALERIES RIVE-NORD

Ivanhoé Cambridge invested $225 million to buy out its
partner and become the sole owner of two shopping centres:
Place Ste-Foy in Québec City and Galeries Rive-Nord in
Repentigny.

GALERIES D’ANJOU

In partnership with Cadillac Fairview, Ivanhoé Cambridge
invested $86 million in Galeries d’Anjou, where an
extensive expansion and renovation project will include

a 100,000-square-foot Simons store.

NEW OFFICE BUILDING IN LAVAL

Ivanhoé Cambridge invested $30 million to build a six-story
office building on the Centropolis site in the heart of
downtown Laval. The 3055 Saint-Martin Ouest, is one of
the largest construction projects of the past five years.

REAL ESTATE GROUP ASSETS AND COMMITMENTS IN QUEBEC

(as at December 31 - in millions of dollars)

2012 2011

Undisbursed  Assets and undisbursed Undisbursed  Assets and undisbursed

Assets commitments commitments Assets commitments commitments

Retail 3,871 51 3,922 3,280 89 3,369
Offices 3,603 245 3,848 3,254 129 3,383
Other 1,533 181 1,714 1,021 127 1,148
Total 9,007 477 9,484 7,555 345 7,900
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The Caisse’s achievements
in Québec

EQUITY MARKETS

FACILITATING THE GROWTH OF
QUEBEC’S PUBLICLY TRADED COMPANIES

Québec companies accounted for $4.7 billion of the Canadian
Equity portfolio as at December 31,2012. These holdings are up
by almost $1.4 billion from the previous year and by $2.6 billion
since the end of 2009.

This growth demonstrates the Caisse’s intention to capitalize
on the significant comparative advantage offered by its
proximity to and close relationships with local companies,
and the extensive knowledge of the Québec market that it has
developedasaresult. Table 43liststhe Caisse’stop 10 positions
in Québec.

Since March 2011, the benchmark index of the Canadian Equity
portfolio hasincluded the Morningstar National Bank Québec
Index, whichis comprised exclusively of Québec companies. In
2012, the portfolio’s weighting of Québec securities increased
2.3%, reaching 23.3% at year-end. By way of comparison,
Québec companies represented 12.7% of the S&P/TSX Index.
This overweight positionreflects the Caisse’s deep knowledge
ofthe Québec marketand its confidencein Québec businesses.

The Caisse also continued to support the growth of Québec’s
publicly traded small caps. In 2012, it added $150 million to the
amount allocated to the Québec Small Cap mandate, created
in 2011. For such businesses, access to public capital markets
is often the key to growth.
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TABLE 43

TOP 10 QUEBEC POSITIONS -
EQUITY MARKETS

(as at December 31, 2012)

Bombardier

Canadian National Railway Company
CGI Group

Dollarama

Gildan Activewear

National Bank of Canada

Power Corporation of Canada

Rona

Saputo

SNC-Lavalin Group

SMALL CAPS

Since 2011, the Caisse’s investment teams have had an amount specifically

allocated to Québec’s publicly traded small caps. In the spring of 2012, the Caisse

AN ADDITIONAL
$150 MILLION

TO STRENGTHEN
QUEBEC'S
SMALL CAPS

SENSIO

increased this amount from $50 million to $200 million to continue supporting the
growth of promising and profitable Québec businesses destined to become world-
class corporations.

With a $1.8-million investment, the Caisse supported this Québec company in
connection with the technology-marketing phase for processing stereoscopic
images. SENSIO sells its technologies under licences while providing quality

contentto support them.
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MID-SIZED AND
LARGE COMPANIES

CONCRETE
SUPPORT FOR
QUEBEC'S
MID-SIZED AND
LARGE COMPANIES

CAMOPLAST SOLIDEAL

The Caisse increased from 23.8% to
28.3% its stake in this global leader in
the design, manufacture and distri-
bution of tires, rubber tracks and
traction systems for the off-road-
vehicle market. The Caisse has thereby
reaffirmed its support for Camoplast
Solideal.

CaGl

The Caisse invested $1 billion in

the global information technology
leader CGl when it acquired Logica
PLC, a British company. After more
than 70 successful acquisitions, CGI
more than doubled its size with this
transaction, becoming the world’s
fifth-largest IT player.

ENVIRO-VIRIDIS

DEVELOPMENT CORPORATION
The Caisse committed $12.5 million

to Enviro-Viridis, a Montréal-area
company that specializes in waste and
recycling management. The investment
will allow the company to pursue
growth opportunities, in particular
through acquisitions in its industry.

INNERGEX

RENEWABLE ENERGY INC.

The Caisse acquired a block of shares
of almost $100 million in this leading
Canadian renewable-energy producer.
The investment contributed to the
company's acquisition of a 70% interest
in a Québec power plantand a wind
power project in British Columbia.
The Caisseis along-standing partner
of Innergex, having made its first
investments in 1995.

MAETTA SCIENCES

The Caisse contributed $3.25 million

of a $6.5-million investment made in
partnership with the Fonds de solidarité
FTQ. Maetta Sciences manufactures
implants and medical instruments as
well as parts for the aerospace industry,
and the Caisse has been its partner
since 2006.

FINLOC 2000

The Caisse extended a $5-million

loan to this company, which provides
financial services to businesses,
specifically the financing of rolling
equipment. The investment will allow
Finloc 2000 to offer its expertise to
more independent contractors, thereby
contributing to the growth of Québec’s
manufacturing sector.

GROUPE MOREAU

The Caisse provided a $5.4-million loan
to this established Abitibi business
with cutting-edge expertise in natural
resources. The Caisse’s support will
allow it to extend its reach across
Québec and explore markets in the rest
of Canada and ultimately the interna-
tional arena.

SSQ, LIFE INSURANCE
COMPANY INC.

The Caisse made a $20-million
investment in SSQ, Life Insurance
Company Inc., in additionto a
$30-million loan it had already
provided, for a total of $50 million.
The investment will allow SSQ, a leader
in Québec’s insurance and financial
services industry, to continue growing
and pursue its strategic priorities.
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PRIVATE EQUITY
FINANCING AND BROAD EXPERTISE

The Caisse holds private equity investments, directly orthrough
funds, in more than 460 Québec companies. These invest-
ments, negotiated by mutualagreement with companies mainly
privately held, are primarily long-term holdings that generate
attractive returns. The Caisse is known for the outstanding
expertise it has acquired in this area over the past 30 years,
and for the value added it offers to growing companies in the
portfolio, notably by providing access to its extensive network
of directors, operators and entrepreneurs, in Québec and
throughout the world.

In 2012, the Caisse authorized 16 new private equity investments
totalling $1.3 billion. The Québec companies that benefited
fromtheseinvestmentsinclude Finloc 2000, Camoplast Solideal
and Enviro-Viridis.

As at December 31,2012, the Caisse had $5.7 billion of private
equity assets in Québec, even after reducing its stake in
Quebecor Media. This amount represents a $1.1-billion
increase from 2011 (see Table 44). The increase was due to the
quality of the companies in the portfolio as well as new invest-
ments made during the year. The Caisse will continue to assist
well-managed Québec companies by providing financial
support and sharing its expertise. Table 45 presents the
Caisse's top 10 private equity investments in Québec.

TABLE 44
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TABLE 45

TOP 10 QUEBEC INVESTMENTS -
PRIVATE EQUITY GROUP

(as at December 31,2012)

Camoplast Solideal

CGlIl Group

GENIVAR

Industrial Alliance, Insurance and Financial Services
J.A. Bombardier (J.A.B.) (BRP)

Laurentian Bank of Canada

Noverco (Gaz Métro)

Quebecor

Quebecor Media

TAD Canco (Kruger)

PRIVATE EQUITY GROUP ASSETS AND COMMITMENTS IN QUEBEC

(as at December 31 —in millions of dollars)

2012 2011

Undisbursed Assets and undisbursed Undisbursed  Assets and undisbursed

Assets commitments commitments | Assets commitments commitments

Venture capital 91 293 384 107 309 416
Small and medium-sized businesses 596 168 764 512 240 752
Large businesses 4,988 106 5,094 3,970 281 4,251
Total 5,675 567 6,242 4,589 830 5,419
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DEVELOPING SMEs THROUGH PARTNERSHIPS

Promising SMEs are found everywhere in Québec, in all of its industries. In addition to
providing know-how and financial support, the Caisse supports their growth by developing
partnerships and creating investment funds with other key actors in Québec.

DESJARDINS GROUP: '
FUELLING THE MOMENTUM OF QUEBEC’S REGIONS

In 2010, the Caisse entered into a partnership with Desjardins
Group, a financial institution that is highly integrated into
Québec’s social and economic fabric. The purpose of the
agreement is to support the development and growth of
Québec SMEs. Its first component is the $200-million Capital
Croissance PME fund created to meet the financing needs
of small businesses. The second component has earmarked
$400 million for successful medium-sized businesses with solid
growth and profitability prospects.

TERALYS:
CONTRIBUTING TO A DYNAMIC
VENTURE CAPITAL INDUSTRY

In2009, the Caissetook partinthe creation ofthe Teralys Capital
Fund with a $250-million commitment. The fund has amandate
to develop and support venture capital funds and therefore
develop strong technology companiesin Québec. Teralys was
very active in 2012: it authorized $220 million of investments in
venture capital funds. It is currently the largest fund of funds
in Canada.

The Caisse as a catalyst

The Caisse also contributes to the vitality of the venture capital
industry as a major partner in 12 investment funds, for a total
commitment of $230 million. At the end of 2012, these funds
had $375 million of authorized commitments in Québec. The
Caisse’s contribution has prompted other investors to inject
more than $1 billion of additional financing, representing
a multiplier effect of about five times the Caisse’s initial
commitment. In this way, the Caisse acts as a catalyst for the
venture capital industry.

QUEBEC MANUFACTURING FUND:
SUPPORTING MANUFACTURERS

The Caisse created the Québec Manufacturing Fund (QMF) in
2006 with a $100-million investment. The QMF helps Québec’s
manufacturing sector grow by investing in businesses with
$20 million to $100 million of annual revenues.

Through the QMF’s investments and operational support,
businesses can position themselves effectively to compete
in global markets. In 2012, the QMF pursued its mission by
supporting many companies as they developed strategic
priorities, action plans and optimization solutions.

SODEMEX MINING FUND:
INVESTING IN A PROMISING SECTOR

Since 1997, the Caisse has been the sole owner ofthe Sodemex
fund, which comprises small cap Québec mining companies
in the exploration phase. It represents close to $50 million of
investments and has interests in more than 60 companies with
market capitalizations below $500 million.

SUCCESSFUL
AGREEMENT
FOR SMEs

Since 2010, more than 130 Québec businesses have received a total of $308 million
in financial support. In 2012, the Caisse and Desjardins Group invested $55 million

in more than 60 SMEs in every region of Québec.
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Serve as a bridge between
Québec companies

and global markets

INVESTING IN THE INTERNATIONAL GROWTH
OF QUEBEC COMPANIES

The Caisseis ofthe view that Québec’s economic growth and
wealth creation depend largely on the ability of its companies
to carve out a place in global markets and to increase their
exports. Today, competition, much like business opportunities,
comes from the four corners of the globe.

Québec has the ability to meet this challenge, and the Caisse
can play a major role — as a bridge to the world — for Québec
companies with the potential to conquer global markets.
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The Caisse serves promising Québec companies by taking
advantage of its international reach, investing in global
markets, foreign business networks and expertise in new
markets. Its goal is to support their growth projects so that
they can become champions in the international arena — for
the benefit of Québec as a whole.

This bridge-to-the-world vision is achieved not only with
investments, but also with networking opportunities that
may lead to partnerships and with forums on best practices
to successfully deal with the challenges of globalization.

QUEBEC CaGl

BUSINESSES The Caisse was involved
COMPETING in CGl's international

IN THE GLOBAL expansion project, providing
MARKETPLACE $1 billion as the company

made its largest acqui-
sition ever —the purchase

of Logica PLC, a British
company. CGl is now the
world’s fifth-largest player in
the information technology
sector.

GENIVAR

In August 2012, Genivar
acquired the British
company WSP Group to
become one of the largest
consulting engineering firms
in the world. The Caisse
supported the firm with a
$98.5-million investment
related to this major interna-
tional transaction.

NOVATECH

The Caisse invested close
to $17 million in Novatech,
acompany specialized in
the manufacture of steel
door panels, door glass
and patio doors. With an
established presence in
global markets, the company
was looking for a way to
enter the Asian market. The
Caisse supported Novatech
in taking steps to organize a
meeting with a specialistin
business practices relevant
to this market.
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INITIATIVES THAT CONTRIBUTETO
THE INTERNATIONAL SUCCESS OF QUEBEC SMEs
The Caisse believes that SMEs active in global markets contribute to the

growth of Québec’s regions. For that reason, it works with various economic actors
to carry out initiatives customized to the needs of businesses starting up international

expansion projects.

SME PASSPORT

The Caisseisapartnerin SME Passport,atrainingand support
program launchedin 2012 by the Board of Trade of Metropolitan
Montreal and Québec International. The program is offered
to businesses with the ambition and the potential to develop
international markets. From the businesses that apply each
year, 20 are selected to receive a complete range of services
and activities designed to accelerate their international
development. Inadditionto providing funding for the program,
the Caisse offersthe selected companies operational expertise
and access to its business network.

HSBC

The Caisse and HSBC Bank Canada have joined forces
to support promising investment projects, both here and
internationally. In 2012, their partnership provided two Québec
companies, Groupe Moreau and Bariatrix Nutrition Inc.,
with made-to-measure financing to help them continueto grow
and strengthen their positioningin their respective industries.

EXPORTING QUEBEC - SMALL BUSINESS
CONQUERING THE WORLD

The Caisse supports Exporting Québec — Small Business
Conquering the World, an initiative of the World Trade Centre
Montréal. This program emphasizes the most promising
markets where Québec companies can develop international
business. Foreach ofthe identified markets, small businesses
are offered a series of activities based onthe stage of theirinter-
national development, including seminars and talks, buyers
meetings, trade missions and training workshops.
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Strengthen the next
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generation of entrepreneurial

and financial leadership

FOSTERING ENTREPRENEURSHIP AND
BUSINESS SUCCESSION

The Caisse considers the next generation of entrepreneurial
leadership essential to Québec’s economic development.
It therefore takes part in initiatives to train the entrepreneurs
oftomorrow and is associated with organizations and groups
that promote entrepreneurship and help business owners
carry out their projects.

Prét a entreprendre:

Supporting new entrepreneurs

With other partners, including Desjardins Group, Québec’s
Ministére des Finances et de I'Economie, the Fédération
des chambres de commerce du Québec, the Fondation de
I'entrepreneurship and its Réseau M — Mentorat pour entre-
preneurs, and Quebecor, the Caisse has implemented Prét
a entreprendre, a support program for new entrepreneurs.
This initiative supports the most promising entrepreneurs
in all regions of Québec to give them better opportunities to
succeed. The program provides financial supportand access
to ongoing mentoring and technical expertise. Twenty-one
entrepreneurs have been selected to benefitfromthe program
since June 2012,

Fondation de ’entrepreneurship:

Surveying Québec entrepreneurs

Since 2009, the Caisse has supported the Fondation de
I'entrepreneurship in its broad survey of Québec entrepre-
neurs, called the Indice entrepreneurial québécois (IEQ),
conducted in collaboration with Léger Marketing. The 2012
edition of the survey revealed positive momentum in Québec
entrepreneurship.

Ecole d’Entrepreneurship de Beauce

The Caisse is a major partner ofthe Ecole d’Entrepreneurship
de Beauce (EEB), aninstitution dedicated to training Québec’s
next generation of entrepreneurs. The Caisse’s support
includes an bursary program, including the Région éloignée
de la Beauce (Beauce-remote region) bursary and the Création
d’entreprise (business creation) bursary. Since the program
was launched in the fall of 2010, the Caisse has awarded
10 bursaries worth a total of $105,000, allowing the recipients
to pay a portion of their EEB tuition fees and to take advantage
of this training program for entrepreneurs.

Groupement des chefs d’entreprise du Québec

The Caisse supports the Groupement des chefs d’entreprise
du Québec, an organization that supports Québec business
owners at every stage of their companies’ development, with
training, meetings and workshops on specific subjects. The
Groupement des chefs d'entreprise du Québec is a unique
mutual-support network that focuses above all on business
owners, helping them grow personally and achieve greater
success. Working with the Business Development Bank of
Canada, National Bank and Royal Bank, the Caisse helped
develop the Prosperity tool, an initiative to support the
development of business owners and their successors in all
regions of Québec.
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Collége des administrateurs de sociétés

The Caisse supports the Collége des administrateurs de
sociétés affiliated with Université Laval. The college designs
professional development programs for directors, executives
and business owners so that they will be better equipped
for corporate governance. In partnership with McMaster
University, it has developed a university-level governance
certificate that is recognized across the country. Since the
program was created in 2005, the certificate has been awarded
to 505 members of more than 1,000 corporate boards. Finally,
the college has expanded internationally under partnership
agreements with the Institut Francais des Administrateurs, in
Paris,andthe Institut Marocain des Administrateurs, in Rabat.
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Québec Entrepreneurship Contest

The Caisse is a partner in the Québec Entrepreneurship
Contest, an initiative begun in 1998. The contest has two
categories, student entrepreneurship and business creation.
Itawards scholarshipsto budding entrepreneurs who are often
at the stage of developing a business plan.

SUPPORTING INITIATIVES TO ENHANCE
FINANCIAL EXPERTISE

Talent is vital for a dynamic financial industry. The Caisse
firmly believes the industry must continue to invest in the
development of a large pool of financial expertise. In 2012, it
continued to share its expertise by forging even stronger links
with universities so as to foster a new generation of financial
talent.

Partnerships with universities, including business schools,
are central to the Caisse’s approach. The following initiatives
were taken in 2012:

» Financial support for an Université Laval study on
entrepreneurship;

» Financial support for the Fonds de placement HEC.

* Financial support for Concordia University's portfolio
management program and its sustainable developmentand
responsible investment program.

» Financial support for an Université de Sherbrooke study
onresponsible investment.

* Supportforthecreation of a'short post-graduate programin
financeforengineersatthe Ecole detechnologie supérieure.

* Presentations on careers in finance to about 200 students
at six Québec universities.

* The hiring of 32 students and 13 interns.

In 2012, the Caisse created a committee to foster the next
generation ofwomeninfinance. The committee hasamandate
to propose initiatives to attract and retain more women in
investmentand management positions atthe Caisse. Actions
takenin 2012include focus groups of Caisse professionals as
wellastraining and conferences ontheimportance of diversity
in management positions.

Supporting initiatives to strengthen

Québec’s financial sector

The Caisse’s contribution to Québec’s financial sector can be
measured in a number of ways. First, it is worth noting that,
of the $3.2 billion of banking transactions that the Caisse
carries out each day, almost two-thirds are handled by banks
and brokers in Québec.

Furthermore, the Caisse and its Real Estate group spend
close to $580 million in Québec each year. These extensive
operations require almost 2,000 Québec suppliers and help
create or maintain many jobs in Québec, and also further
the development of financial expertise. The Caisse's Policy
on Contracts for the Acquisition or Leasing of Goods
and Services also facilitates its contribution to economic
development and sustainable development. The goal of
this policy is to encourage Québec suppliers that meet the
Caisse’s cost and quality criteria.
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STATEMENT OF THE CAISSE'S CONTRIBUTION
TO QUEBEC'S ECONOMIC DEVELOPMENT

The mission of the Caisse de dépdt et placement du Québec is to receive moneys on deposit as provided by law and manage
them with aview to achieving optimal return on capital within the framework of depositors’investment policies while atthe same
time contributing to Québec's economic development.

Returnsand economic developmentgo handin hand. The Caisseintendsto useall of its abilities to advance Québec’s economic
development. It seeksto play aleadership role by making investmentsin profitable companiesthat can generate attractive returns
for its depositors. The Caisse also wants to support the growth of promising companies both in Québec and internationally.
It wants to play an active role in successful entrepreneurship and support business succession. The Caisse also wants to help
strengthen Québec’s financial markets and optimize its operating expenses in Québec.

The Caisse’s proximity toand deep knowledge ofthe Québec business environmentand market, its view as along-term investor,
its critical mass and its global reach are comparative advantages. Today, this enables the Caisse to renew its commitment to
the Québec economy and focus on the following priorities:

1. SEEK OUT AND SEIZE 2. SERVE AS A BRIDGE 3. STRENGTHEN THE

THE BEST BUSINESS BETWEEN QUEBEC NEXT GENERATION OF
AND INVESTMENT COMPANIES AND ENTREPRENEURIAL AND
OPPORTUNITIES GLOBAL MARKETS FINANCIAL LEADERSHIP

Investinfundsand support profitable
companies with a view to long-term
economic development, while gene-
rating areturn thatallows depositors

to fulfill their obligations.

* Make profitable, long-term invest-

ments in areas that the Caisse
knows well, such as natural
resources and infrastructure.

* Investin Québec medium-sized
firms that have the potential to
become larger corporations.

» Build institutional partnerships
to offer companies throughout
Québec varied expertise and the

best financial services and tools.

Offer diverse expertise, networks
and investments to Québec compa-
nies that are capable of seizing inter-
national business opportunities to
heighten their presence and accele-
rate growth.

* Maximize our presence, networks
and level of expertise in all major
markets.

* Investin Québec companies and
support their efforts to develop
new products, expand interna-
tional operations and accelerate
growth.

» Strengthen strategic partnerships
with globally active institutional
investors, while integrating their
financial expertise into that of
the Caisse.

Strengthen the Caisse’s presence
in Québec’s business and univer-
sity communities in order to encou-
rage entrepreneurship and develop
Québec’s pool of financial expertise.

» Supportthe development of
entrepreneurial and business
leadership.

» Continueto support development
initiatives with universities and
other partnersin order to enhance
financial expertise.
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Responsible Investment

Report

HIGHLIGHTS
01 Integration of ESG criteria
into several asset classes.

0

meetings.

RESPONSIBLE INVESTMENT APPROACH

In making investments, the Caisse is guided by its mission, as
well as by its depositors’ investment policies and concerns,
particularly with respect to risk management and responsible
investment.

The Caisse invests in shares of publicly traded and privately
held companies, debt securities, real estate, infrastructure
and other assets. These investments are managed actively, or
passivelythrough investmentsthatreplicate marketindexesto
reproduce their returns.

TABLE 46

Voting at 4,807 shareholder

Theme-based shareholder
engagement.

0

With its actively managed investments, the Caisse usually takes
a long-term view. This approach gives it enough flexibility to
foster responsible investment practices with an eye to returns
for its depositors. The Caisse believes that if businesses
manage environmental, social and governance factors (ESG
factors) proactively and effectively, they are more likely to
achieve sustainability and to create value over the long term.

The Caisse does notapply security selection criteriaand does
not exclude investments solely on the basis of ESG criteria.
Furthermore, it occasionally makes investments in sectors
considered controversial. In such cases, the Caisse applies
the approach defined in its Policy on Responsible Investment.
The policy is available on its website (www.lacaisse.com).

THE CAISSE’S RESPONSIBLE INVESTMENT APPROACH

Vision

Approach

Exclusion

Direct dialogue

Risk analysis
Research

The Caisse is a responsible shareholder and acts in a fiduciary spirit to provide
risk-adjusted, long-term returns.

Policy on Responsible Investment
Policy on Principles Governing the Exercise of Voting Rights of Public Companies

Integration of ESG criteria
Shareholder engagement

Exercise of voting rights

Collaborative initiatives
Dialogue between stakeholders and industry

Review of individual cases
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The Caisse takes a three-pronged approach: it includes ESG
criteria in its analysis of actively managed investments, it
engages shareholders and it occasionally excludes specific
securities from the overall portfolio or the actively managed
portfolio.

1. Inclusion of ESG criteria: ESG criteria are taken into account
in the overall analysis of an actively managed investment.

2. Shareholder engagement: The Caisse engages in a proactive
dialogue with corporate executives. As an active investor,
it carries out initiatives with the officers and directors of its
investee companies so as to encourage them to address
ESG criteria more effectively. Through these initiatives, the
Caisse seeks to improve the level of corporate information
available and to influence business practices. Shareholder
engagement also includes making representations to
regulatory authorities and exercising voting rights at share-
holder meetings.

3. Exclusion: In exceptional circumstances, such asaviolation of
local orinternational law, the Caisse may exclude securities
from its overall portfolio or its actively managed portfolio.
Such cases are reviewed by an internal committee made up
of employees from different units, including the investment
teams.

Table 46 (p. 76) describesthe Caisse’s approachtoresponsible
investment.
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2012 RESPONSIBLE INVESTMENT REPORT

The Caisse’sthree-pronged Policy on Responsible Investment
involved various initiatives in 2012.

1. Integration of ESG criteria

Integration of ESG criteria into the various asset classes is
important because the Caisse is a long-term investor that
emphasizes active management. Such criteria are difficult to
measure, however, because the information obtained is often
non-financial and therefore difficult to quantify. Developing
toolsand conducting research are essential to help the portfolio
managers take such criteria into account. Figure 47 provides
an explanation of ESG criteria.

Integrating ESG criteria into asset classes

Public markets

When the Caisse makes an active-management decision on
public markets, it considers ESG criteria in an overall analysis
of the potential investment.

In 2012, the Caisse continued developing tools for the equity
markets. It had already developed a fundamental analysis
model and a tool for integrating ESG criteria into evaluations
of investments in the mining sector to ascertain the related
risks. The model was enhanced with the addition of achecklist
for each investment sector. The checklist establishes an ESG
risk profile for each industry sector and assigns a risk rating.
Sectorratingsare based onthe Caisse’s Policy on Responsible
Investment and specialized independent research, as well as
onthe experience and judgment of its managers and analysts.
The sectorratings addresseach ESGriskand are submitted to
the Caisse’s Responsible Investment Committee for approval.

WHAT ARE ESG CRITERIA?

The degree to which the Caisse takes
environmental, social and governance criteria
into account depends on the company, the
type of industry and the investment vehicle
selected. These criteria are reviewed during
the analysis that precedes an investment
decision and at meetings with company
executives as issues arise.

Environmental criteria

Include for example the impact of company activities on climate
and greenhouse gas emissions, pollution, scarcity of resources
and site rehabilitation.

Social criteria
Include for example human rights, consent of local communities,
working conditions, and health and safety.

Governance criteria
Include for example executive compensation, election and
mandate of directors.
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Furthermore, a section added to the Caisse's investment
documents is used by analysts to rate companies on each
ESG criterion. In 2013, the managers will rate companies in the
S&P/TSX Index.

Private markets

For the Caisse's private equity investments, ESG criteria are
taken into account from the outset, as part of the investment
analysis process. The due diligence performed before the
investment also allows the Caisse to review a company’s ESG
profile in greater depth. A management support tool was
developedin 2012to compare companies with their peers from
theinformation available on listed companies. Thetoolis used
to determine sector-based ESG risks.

Fixed income

In fixed income, the work focused essentially on corporate
bonds. In2012,the Caisse began by carrying outa study of best
practices for integrating ESG criteria into the management of
thisassetclass. [tthen developed twotoolsthat help managers
integrate each of these criteria. The first tool positions the
companies in the portfolio according to sector indicators in
the industries in which they operate, and the second develops
a profile of each company and determines its potential risks.

Research

Research is fundamental for integration of ESG criteria. The
Caisse encourages it, in part by requesting that securities
brokers include an ESG analysis in their reports. The Caisse
also subscribestothe services of various specialized research
firms and attends ESG conferences.

In 2012, the Caisse became involved with the Finance &
Sustainability Initiative to organize a conference on academic
research on responsible investment. The conference was
held on September 21, 2012, and for the first time enabled
academics and students from several Québec universities
to present their findings on ESG criteria and to discuss them
with asset managers, representatives of institutional investors,
investment dealers and actuaries.

IndJune2012,the Caissealsoattendedthe Canadian Responsible
Investment Conference, held in Montréal and organized by the
Social Investment Organization. Three Caisse employeestook
partinthe eventas speakers, explaining the Caisse'sapproach
to social investment.
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Finally, the Caisse conducted a review of certain international
agreementsto assesslegalrisksthat may affectits investments.

Internal expertise

In 2012, the Caisse hired interns from Québec universities to
work on projects to integrate ESG criteria. For example, one of
the interns produced a study on the link between ESG criteria
and the extremely low returns of some companies.

The Caissealsorecruited three analysts specialized in geology,
mechanical engineering and petroleum engineering. The
analysts bring state-of-the-art expertise to its analysis and
provide a deeper understanding of industry-specific issues.

Finally, five employees successfully completed Concordia
University's Sustainable Investment Professional Certification
Program.

2. Shareholder engagement

The Caisse considers shareholder engagement an important
activity and therefore takes various initiatives: it may approach
a company on its own or it may do so in concert with other
investors or groups. ltalso exercises its voting rights at share-
holder meetings.

The Caisse positions itself as a partner and therefore works
with companies in an active and constructive way. It routinely
comments on legislation and directives issued by Canadian
securities authorities on governance issues and investment
activities.

In applying its responsible investment approach, the Caisse
contacts companies to obtain information that can benefit all
shareholders orto discuss specificissues and waystoimprove
practices. Such communications with companies are generally
private. Barring exceptional circumstances, the Caisse does
not disclose the names of companies it contacts in this way.

Some of the investment sectors in which the Caisse has
substantial holdings present significant shareholder-
engagementchallenges. However, evenin such circumstances,
the Caisse maintains its engagement approach as a way of
influencing the behaviour of these companies. In such cases,
its influence can be measured only over long periods.
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At the beginning of each year, the Caisse establishes a work
planandthe engagementthemes onwhichit planstotakeaction
orinitiate dialogue with executives of Canadian companies. In
2012, shareholder engagement focused mainly on compen-
sation programs, environmental and social issues, especially
those associated with natural resource operations, and gover-
nance in general.

Shareholder engagement with Canadian companies

Shareholder engagement - Compensation programs
Objectives under this theme:

The Caisse believes executive compensation should be tied
to corporate results, so it reviews compensation programs,
paying special attentiontothe link between compensationand
corporate performance.

Examples of action taken by the Caisse:

* In2012,in co-operation with the Canadian Coalition for Good
Governance, the Caisse took part in several meetings with
board members of various Canadian companies.

* The Caisse organized several meetings with officers and
directors to discuss compensation programs, comparison
of such programs with those of peers in the same industry,
advisory votes and special bonuses.

» TheCaissevotedagainstmanagementproposalsoncompen-
sation programs andincentive compensation programs when
it found dilution was too high or that some aspects were
not conducive to a link between executive compensation,
corporate results and shareholder gains, or when it consi-
dered the incentive awards.

* In one instance, the Caisse supported an advisory vote on
the compensation program but shared with the board’s
chairmanits concerns overallegations aboutthe company’s
operations.

» The Caissealso metwith directors and officers ofacompany
concerning a proposal to grant special bonuses to certain
persons employed by the company. Eventually the company
withdrew the proposal.
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Shareholder engagement - Environmental and social issues
Objectives under this theme:

Environmental and social issues are important because they
may have financial consequences for the company and its
shareholders and may also have an impact on its reputation.
Furthermore, such issues routinely engender social accep-
tability risks among the company’s stakeholders, including
employees, shareholders, local citizensand NGOs. Businesses
in the natural resources sector are especially vulnerable to
this kind of risk, given the nature of their operations and their
environmental impacts. In taking this approach, the Caisse
seeks to address these risks proactively.

Examples of action taken by the Caisse:

* In 2012, the Caisse’s portfolio managers visited more than
30 businesses. On these field visits, the Caisse met with
various stakeholders, observed and verified the status of
certain projects, reviewed various operating activities and
discussed specific issues.

* The Caisse continued to support the Carbon Disclosure
Project (CDP), which sends companies a yearly question-
naire to assess how they are disclosing their approach to
managing climate change and greenhouse gas emissions.
The 2012 questionnaire was sentto 200 Canadian companies,
of which 75 are represented in the Caisse’s portfolio; 77% of
the companiesinthe portfolio returned completed question-
naires. The Caisse’s support for the CDP includes having a
representative on its advisory board.

» Forasecond year, the Caisse participated inthe CDP Water
Disclosure Project. This initiative underscores the impor-
tance of water and addresses the issue through dialogue
with companies. In 2012, this group of 470 investors asked
318 large-cap companies around the world to complete a
questionnaire on their management of water issues. About
60% of them returned completed questionnaires.

» The Caisse voted in favour of several proposals designed
to obtain more information on environmental risks and the
measures that companies have taken to address them.
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* In one case, the Caisse visited the company’s facilities and
met with all stakeholders concerned by the project: senior
management, employees, the group, the municipality and
the associations.

* Internationally, the Caisse supports the efforts of the
Extractive Industries Transparency Initiative (EITI). This
organization fights corruption by inviting countries atrisk to
implement stronger measures on the transparency involved
in disclosing natural resource revenues.

Shareholder engagement — Governance
Objectives under this theme:

The Caisse carefully examines governanceissuestotakeaction
when companies have notadopted best governance practices,
whether such practices involve membership on the board of
directors and its committees, diversity, individual elections
of directors, annual elections of directors or the share-capital
structure. The Caisseisalsoworkingtoimprove Canada’s proxy
voting system.

Examples of action taken by the Caisse:

+ The Caissebecameinvolvedin one case afterashareholder
proposal to appointanindependent director as chairman of
the board. Theresulting dialogue concerned theappointment
ofaseniorindependentdirectortoensurethe board remains
independent of management.

* The Caisse submitted comments to the regulatory autho-
rities to underscore the importance of individual elections
and majority votes.

* The Caisse joined other Canadian institutional investors to
propose ways to improve Canada’s proxy voting system. At
meetings with the regulatory agencies, the Caisse recom-
mended that they consider ways to improve the system’s
transparency. The Ontario Securities Commission has made
proxy-voting reform one of its priorities.

* A representative of the Caisse sits on the governance
committee ofthe Pension Investment Association of Canada
(PIAC), which examines governance issues of interest to
these investors.
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FIGURE 48

ENGAGEMENT THEMES ADDRESSED IN 2012
RELATED TO EMERGING MARKETS

M 30% Governance
24% Social and ethical
20% Environmental
11% Business strategy
8% Risk management
B 5% Compensation
B 2% Communication with shareholders

Shareholder engagement — Emerging markets

Shareholder engagement in emerging markets has its
challenges, especially because of geography and cultural
differences. The Caisse has therefore given a mandate to a
specialized firm to help it carry out shareholder engagement
activities. In 2012, dialogue was established with more than 80
companies in emerging markets. Even though environmental
and social issues were regularly raised with the companies,
governance matters stood outasthe mostimportant, giventhe
noticeable discrepancy with internationally recognized best
governance practices.

The dialogue on environmental issues concerned improved
management of greenhouse gas emissions and more efficient
ways to use water for operations. As for social issues, in most
of the discussions the Caisse addressed labour relations and
encouraged companies to provide employees with adequate
working conditions and improved occupational health and
safety. Discussions of governance issues included director
independence and aligning the interests of the board with the
interests of shareholders.

The Caisse'sapproachto dialogueinthese markets goes hand
in hand withitsapproachtoengagementwith regulatory autho-
rities. The Caisse participated in several public consultations
organized by such authorities on the following subjects in
particular:

» Stock exchange regulations on disclosure of director and
auditor independence.

* ESG accountability guide for publicly traded companies.

« Amendments to acode of governance and audit standards.

Figure 48 presents an overview of the engagement themes
addressed in 2012 concerning emerging markets.
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Proxy voting
The exercise of voting rights at shareholder meetings of

companiesinthe Caisse's portfolioisanimportantactivity. The
Caisseexercisesthisrightinrespectofallinvestee companies,
whether they are managed actively or passively.

An internal team exercises voting rights at the shareholder
meetings of Canadian and U.S. companies. For companies
outside North America, voting rights are exercised with assis-
tance from an external firm, according to Caisse policies and
directives. In such cases, the Caisse reviews the firm's voting
recommendations and takes any action deemed necessary.

Votes on management proposals

Most proposals putto ashareholder vote are presented by the
company’s management. Such proposals generally concern
the election of directors,the appointment ofauditors and other
issues examined by boards of directors, including compen-
sation programs.

The Caisse usually supports management proposals but may
oppose proposalsforspecificreasons. Table 49 gives examples
of proposals that the Caisse voted against.

TABLE 49

CAISSE OPPOSITION TO MANAGEMENT
PROPOSALS - SOME EXAMPLES

Management proposals Reasons for voting against

The board of directors is not
composed of a majority of
independent directors or the
candidate sits on a committee even
though he is not independent

(380 votes out of 6,769).

Election of directors

Some elements are not conducive
to a link between executive
compensation and corporate results
(153 votes out of 693).

Compensation
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In 2012, the Caisse voted on 45,059 proposals in
connection with 4,807 shareholder meetings:

Canada: 186 meetings
United States: 724 meetings
International: 3,897 meetings

Out of all votes, 11.37% were against
management proposals.

Canada: 8.9%
United States: 12.4%
International: 12.81%

Votes on shareholder proposals

Shareholder proposals are reviewed and analyzed on a case-
by-case basis. In 2012, the Caisse voted on 483 shareholder
proposals at meetings of Canadian and U.S. companies. It
supported 331 of the proposals.

Table 50 (p. 82) presents examples of shareholder proposals
reviewed by the Caisse in 2012.

Other engagement activities

The Caisse also conducts engagement activities of greater
scope than those involving specific themes or dialogue with
companies. Itcollaborates onresponsible-investment matters
with various stakeholders and, in this way, creates awareness
of and advances responsible investment.

For example:

* The Caisse regularly takes part in work performed by
investors involved in the UN Principles for Responsible
Investment (PRI), to which the Caisse has been a signatory
since its inception in 2006. More specifically, in 2012 the
Caisse was involved with the working group on application
of these principles to corporate fixed income.

* The Caisse joined other institutional investors in seeking
more disclosure of ESG factors by managers of private
investment funds. An accountability questionnaire was
developed.

* The Caisse is also a member of a group of Québec PRI
signatories. The group meets on aregular basis to discuss
responsible investment issues and PRI implementation at
various organizations.
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Furthermore, the Caisse held many meetings during the year
with various stakeholders, including market participants,
academicsand university students, who wanted to learn about
its approach to responsible development. The Caisse firmly
believes in its approach and is convinced that such meetings
help educate the community on responsible investment
principles.

3. Exclusion

Excluding securities from its portfolio is an exceptional
measure that the Caisse takes in certain circumstances. If the
circumstances so justify, it may exclude the actively managed
securities of companiesinviolation of local orinternational law.
An internal committee composed of employees from various
units, including the investment teams, reviews such matters.

TABLE 50
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The Caisse excludes from its portfolio companies that
manufacture weapons banned by the Ottawa Convention
Banning Landmines and the Oslo Convention on Cluster
Munitions. Such securities could be reinstated in the portfolio
if the companies in question stopped manufacturing such
weapons.

RESPONSIBLE INVESTMENT COMMITTEE

Therole ofthe Responsible Investment Committee isto examine
key issues associated with this subject, in particular to target
shareholder-engagementissuesto determine whether specific
securities should be excluded from or brought back into the
portfolio. The committee met four times in 2012.

CAISSE SUPPORT FOR SHAREHOLDER PROPOSALS - SOME EXAMPLES

Shareholder proposals

Annual election
of directors

Election of directors
by majority vote stronger voice.
Retention of a significant portion of shares
acquired under stock-based plans

A majority vote gives shareholders a

Executive share ownership further aligns
executive interests with shareholders’

Reasons for voting in favour Companies'

The board, the board’s committees and
each director should be assessed annually.

Johnson Controls Inc.
Emerson Electric Co.
Kellogg Co.

Best Buy Co Inc.

Exxon Mobil Corp.

Oracle Corp.
Comcast Corp.

Special meetings called by shareholders

Sustainable development report

interests over the long term by fostering an
increase in share value.

The proposal gives shareholders
a stronger voice.

The company does not disclose sufficient
information on environmental or social
issues.

1. Examples of companies for which the Caisse voted in favour of a shareholder proposal.

Dean Foods Co.
JPMorgan Chase & Co.

Archer-Daniels-Midland Co.
Netflix Inc.
Nasdaq OMX Group Inc.

Cabot Oil & Gas Corp.
Equity Residential
Avalonbay Communities Inc.
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The Sustainable Development Action Plan presented in this section reflects the emphasis that
the Caisse places on the sustainability and continuity of its operations and its commitment to
the strategy implemented by the Québec government since the Sustainable Development Act
came into force. The Caisse adopted a Sustainable Development Action Plan in 2009. Since
then, it has undertaken many concrete activities and initiatives to reduce its ecological footprint,
raise awareness of sustainable development, showcase Québec's cultural heritage and share its
knowledge of sustainable development with peers and depositors alike.

HIGHLIGHTS FROM THE CAISSE’'S SUSTAINABLE DEVELOPMENT ACTION PLAN

RESULTS
FROM 2009-2011

MAIN INITIATIVES
IN 2012

GOALS
FOR 2013

* Meetings are held each year
with depositors’ sustainable
development officers.

» The cultural diversity of the
Caisse’s teams is underscored
each year through awareness
activities for employees.

* The Caisse minimizes its
environmental footprint through
environmental management of
lvanhoé Cambridge’s buildings.

* The Centre CDP Capital
building received LEED-EB Gold
certification from the U.S. Green
Building Council.

* Works of art from the Caisse’s
collection are exhibited once
ayear so that the public can
become better acquainted with
contemporary Québec artists.

An interactive online training
course on sustainable
development was developed for
employees.

A program was implemented to
foster community action.

To showcase Québec's
architectural heritage,
activities were held to mark

the anniversaries of four major
Montréal buildings managed by
Ivanhoé Cambridge, including
the 50t anniversary of Place
Ville Marie.

Initiatives were undertaken to
develop a new generation of
finance professionals and to foster
greater representation of women
in investment and management
positions at the Caisse.

The Caisse will take partin a
pilot project to develop finance
internships in Montréal.

The modes of transport used
by employees will be analyzed
to encourage environmentally
friendly choices.

Ivanhoé Cambridge will develop a
program to measure and monitor
greenhouse-gas emissions as a
way of reducing the ecological
footprint of the buildings it
manages.

More than 200 Caisse employees
will take an interactive training
course on sustainable
development.
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NEW ACTION PLAN FOR 2012-2015

In2012,the Caissereviewed itsaction plan so asto positionand
pursueitsinitiatives more effectively. Forthe period from 2012to
March 2015, the plan comprises 11 actions. This section serves
as a progress report and a formal accountability statement.

OBJECTIVE
|

RAISE AWARENESS OF THE SUSTAINABLE
DEVELOPMENT CONCEPT AND RELATED PRINCIPLES

Action 1:
Provide Caisse employees with information
on and training in sustainable development

Interactive online training

In 2012, the Caisse developed an online interactive course on
sustainable development principles for its employees. The
course will be deployed in 2013.

Followup
At least 200 employees will take the interactive course in 2013.

Awareness

During the year, the Caisse raised employee awareness of
various aspects of sustainable development by publishing
a series of articles in its electronic employee newsletter.
Various means of communication were also usedto encourage
employeestoadoptresponsible practicesatworkand athome.
Such practices include consuming responsibly, recycling
computer hardware, batteries and cellular phones, and using
electronic documents instead of paper copies. At the office,
this approach means less paper is used, paper towels are
composted and water coolers replace water bottles.

Followup

The awareness activities of 2012 will be followed by more
initiatives in 2013, such as a monthly column in the electronic
employee newsletter and two conferences on sustainable
development.
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Employee involvement

In 2012, the Caisse formed a working committee, whose
members are employees from various units, to identify ways
to improve the work environment, such as telecommuting,
the promotion of community action, access to social media,
methods that facilitate adoption of new technologies, an
upgrade of the service request system and guided tours of the
Caisse's art collection.

Followup

Between now andthe end 0f2014, the Caisse will carry outeight
activities directly aligned with the objectives of the govern-
ment’s Sustainable Development Strategy.

OBJECTIVE
|

DEVELOP A PREVENTION CULTURE AND
CONDITIONS CONDUCIVE TO HEALTH,
SAFETY AND THE ENVIRONMENT

Action 2:
Continue to improve working conditions
to foster employee health and safety

Safety during business travel

Various measures wereimplemented in 2012to make employees
aware of precautions to take when they travel on business. For
example,aregisteris kept up-to-date with usefulinformation for
employees whotravel. The Caisse also ensuresthatall relevant
information is provided to them. In case of an emergency, the
Caisse has also developed a way to inform them quickly of any
measures they should take.

Followup
Between now and 2014, the Caisse will be developing an
emergency geotracking plan for employees who travel on
business.



CAISSE DE DEPOT ET PLACEMENT DU QUEBEC

Action 3:
Implement measures that encourage
employees to use green transport

A study was prepared in 2012 to determine how employees
commute to work. The objective is to measure the extent to
which employees use green modes of transport. The findings
will help the Caisse implement measures to encourage
employees to choose environmentally friendly options.

Followup

The study on the main modes of transport used by employees
will be completed in 2013. Once the results have been analyzed,
solutions will be proposed to foster greater use of green
transport.

OBJECTIVE
|

ENCOURAGE RESPONSIBLE PROCUREMENT AND
SOUND ENVIRONMENTAL MANAGEMENT

Action 4:
Strengthen practices and activities designed to encourage
responsible consumption

Procurement of goods and services

The Caisse is concerned about responsible consumption. It
requires suppliers to provide information on their sustainable
development practices and takes thisinformationintoaccount
when evaluating suppliers for the award of contracts.

In 2013, the Caisse will examine whether requirements other
thanthosein placeforsustainable developmentare needed. In
addition, its subsidiary Ivanhoé Cambridge will develop agreen
procurement policy for building maintenance, landscaping and
snow removal.

Followup
The new requirements determined by the Caisse and Ivanhoé
Cambridge will be adopted and implemented in 2013.
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Action 5:
Continue environmentally friendly
building management

Installation of charging stations

In 2012, Ivanhoé Cambridge installed 62 charging stations for
electric cars at its 16 office buildings and shopping centres
in Québec. The new stations represent almost one-third of
the province's network of public charging stations for electric
vehicles.

Followup

Theobjective for2012 was attained. The 62 stations representa
tangible contribution by lvanhoé Cambridge to sound environ-
mental management of its buildings.

Program to measure and monitor

greenhouse-gas emissions

A programto measure and monitor greenhouse-gas emissions
is being developed for the Canadian buildings managed by
Ivanhoé Cambridge. This project will establish measurement
parameters, determinethe aspectsto be measured and develop
a centralized method for collecting data. Greenhouse-gas
objectives will then be determined.

Followup

Between now and 2014, lvanhoé Cambridge will develop the
capacity to measure greenhouse-gas emissions for all the
buildings it manages in Canada.

Composting

Ivanhoé Cambridge has introduced composting programs at
twelve of its buildings. For example, in 2012 composting bins
were installed on two terraces and in the dining area at the
Centre CDP Capital. In 2013, composting bins will be installed
in the kitchen areas on all floors of the building.

Followup

Between now and the end of 2014, Ivanhoé Cambridge plans
to introduce a composting program in a greater number of
buildings.
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Maintaining BOMA BESt certifications

Inrecentyears, lvanhoé Cambridge has obtained BOMA BESt
certification for 26 of the 27 buildings it manages in Québec.
This certification is awarded to buildings that meet rigorous
sustainable developmentcriteria. In 2012, as part of its program
to maintain these environmental certifications, the Mail
Champlain shopping centre certification was renewed.

Followup

In the yearsto come, lvanhoé Cambridge plans to maintain or
to improve the target rate for BOMA BESt certification, which
iscurrently83%. Thetarget was exceeded significantly in 2012,
with 96% of its buildings, or 26 out of 27, having been certified.

OBJECTIVE
|

CONSERVE AND SHOWCASE QUEBEC’S HERITAGE
|

Action 6:
Continue showcasing our cultural heritage

Exhibitions and tours of the art collection

The Caisse helps support Québec culture by acquiring works
by Québec artists known for their talent and influence in the
art milieu. In 2012, works from the Caisse’s collection were
showcasedthrough eightactivities: an exhibition for the public
was organized at the Centre CDP Capital and seven guided
tours were offered, including one for volunteers of the Montreal
Museum of Fine Arts.

The collection’s reach also extends beyond the walls of the
Caisse. One work was exhibited at the National Gallery of
Canadain Ottawa, and another was part ofatravelling exhibition
organized by the Musée d’art contemporain de Montréal.

Followup
In 2012, the Caisse exceeded its target of six activities a year to
promote its art collection.
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Action 7:
Showcase our architectural heritage

Showcasing Québec’s historical buildings

Ivanhoé Cambridge began renovating the Chateau Frontenac
hotel, a project that will continue into 2014. The work includes
modernizing guest rooms, the main lobby and many other
distinctive features of this Québec City landmark, while
conserving its historical value.

More than one-quarter of the copper recovered in 2011 and
2012, when the roof of the main tower of Chateau Frontenac
was rebuilt, was given to artists in 2012. They incorporated the
material into around 150 original works that were displayed in
an exhibition open to the public.

To mark the 50t anniversary of Place Ville Marie, a book was
published on the history of the iconic Montréal building. The
book has giventhe publica better understanding ofthe origins
ofthe building, its architectural features and the changes made
toitovertheyears.Inaddition,through a partnership with Royal
Bank of Canada a commemorative work of art was created by
Montréal artist Nicolas Baierand inaugurated onthe building’s
plaza.

Followup

Between now and the end of 2014, Ivanhoé Cambridge plans
to launch further initiatives to showcase approximately
10 buildings in Québec.
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OBJECTIVE
|

FIGHT SOCIAL INEQUALITY
|

Action 8:
Encourage employees to support
philanthropic causes

Community action program

In the fall of 2012, the Caisse began deploying a program to
encourage employees to participate actively in non-profit
organizations as volunteers. Under the program, once
the employee has been involved for at least two years in an
organization that meets the program criteria, the Caisse may
contribute $250 directly to the organization.

In September 2012, at the initiative of an employee, more
than 200 Caisse employees took part in the Ride for Diabetes
Research, to raise funds for the Juvenile Diabetes Research
Foundation. Of all the corporate participants, the Caisse and
its employees collected the most funds with atotal of $174,000.

Many employees at the Caisse and its subsidiaries, lvanhoé
Cambridge and Otéra Capital, also contributed to the Centraide
campaign.

Followup
Various initiatives will be taken over the next three years to
encourage employees to volunteer in the community.
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OBJECTIVE
|

ADDRESS CHANGING DEMOGRAPHICS
AND FOSTER WORK-LIFE BALANCE

Action 9:
Optimize the work environment

Encourage productivity gains

A committee made up of severalemployees proposed measures
to enhance the work environment. In 2011, a series of techno-
logical initiatives was undertaken to improve the efficiency
and quality of life at work. Deployment of these initiatives
continued in 2012. With tools in place for greater flexibility, the
committee examined the advisability of offering telecommuting
where appropriate, an option that would benefit the Caisse
and its employees alike. In 2012, a structured framework was
developed for telecommuting that would meet the Caisse’s
business needs.

Followup
A frameworkfor managing telecommuting will be implemented
in 2013.
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OBJECTIVE
|

NURTURE A NEW GENERATION OF
QUEBEC FINANCE PROFESSIONALS

Action 10:
Develop new talent in finance

Structured market for finance internships in Montréal

Human resources are essential to the growth of the financial
industry. Working with Québec’s universities and other actors
in the financial community, the Caisse is organizing a pilot
projectto create astructured marketforinternshipsin Montréal.

The purpose ofthe projectistotrain qualified people by offering
practical training through structured, supervised internships.

Followup

The objective for 2012, to develop and implement the project’s
structure, was attained. The pilot project will be implemented
in 2013.

Financial succession committee

A working group on the development of finance talent was
formed to establish priority actions to attract the best talent
to the Caisse and to promote the organization to students,
professors and other actors in the academic community, with
emphasis onitsrolein Québec’'seconomyandthe wide variety
of occupations practiced at the Caisse.
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The action plan was two-pronged in 2012. Its goals were to
promote the Caisse’s internship and hiring programs and to
provide expertise to Québec’s universities. In particular, the
Caisse’s specialists:

» give courses in various fields, mainly at six Québec univer-
sities (Université de Sherbrooke, Concordia University, HEC
Montréal, UQAM, McGill University and Université Laval);
and

+ presentthe Caisseandits contributionto Québec’seconomy
and explain the investment profession to students during
meetings or classes.

Followup

The Caisse will maintain contact with students in finance and
management programs at Québec’s major universities, mainly
by holding meetings with them.

Action 11
Promote the visibility and representation of women in
finance

Committee on the representation of women

The Caisse has established a committee to address the
representation of women in finance. The committee has a
mandate to propose initiatives for attracting and retaining
more women in investment and management positions at the
Caisse. Several actions were begunin2012: discussion groups
made up of Caisse professionals were formed to identify how
they can increase their outreach to the business community
and use their professional networks to attract more high-level
candidates when positions are posted; conferences were held
ontheimportance of diversity at all levels of management;the
finance professions practiced at the Caisse were promoted at
six Québec universities; and recruiting firms were required to
seekand propose women candidates forinvestment positions.

Followup

In 2013, the Caisse intendsto pursueitsinitiatives and continue
to useits professional networkto strengthenits ability to attract
talented women who are finance specialists.
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HIGHLIGHTS

0 Approved strategies to
implement the Caisse’s
priorities with a view to achieving
greater stability, less volatility
and continued achievement of the
organization’s mission.

02

THE BOARD OF DIRECTORS

MANDATE

The mandate of the Board of Directors includes ensuring that
the Caisse is managed in compliance with the provisions of
its incorporating Act and regulations and that it takes the
necessary steps to attain the objectives stated in its mission,
namely to receive moneys on deposit as provided by law and
manage them with a view to achieving an optimal return on
capital withinthe framework of depositors’investment policies
while contributing to Québec’s economic development.

For a full description of the Board of Directors’ mandate,
please consult the Governance section of the Caisse website
(www.lacaisse.com).

COMPOSITION

Asat December31,2012,the Board consisted of 11 members out
ofamaximum of 15. The Board members includethe Chairman,
the President and Chief Executive Officer, and independent
and non-independentdirectors. The Actrespectingthe Caisse
stipulatesthatat leasttwo-thirds ofthe directors, including the
Chairman, must be independent.

In 2012, after consulting with the Board, the Government of
Québecrenewedthe mandates of Elisabetta Bigsbyand Louise
Charette. Claudette Carbonneau and Pierre Fitzgibbon stepped
down as members ofthe Caisse’s Board and thereby from their
positions on the Board’s committees.

Approved changes to the
Caisse’s portfolio offering.
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03 Adopted and monitored

the annual business plan,
including goals associated with
strategic orientations and day-to-day
management, as well as initiatives
designed to promote optimal use

of resources.

At the beginning of 2013, after consulting with the Board, the
Governmentof Québec appointed four directors. Rita Dionne-
Marsolais, Jean La Couture and Gilles Godbout were appointed
asindependent members, while André Legault, Presidentand
Chief Executive Officer of the Commission administrative des
régimes de retraite et d'assurances (CARRA), was appointed
asanon-independent member. Mr. Legaultsucceeded Jocelyne
Dagenais, who stepped down as a director of the Caisse and
as President and Chief Executive Officer of CARRA during
the year.

Table 51 (p. 91) provides information on the directors’ atten-
dance at Board and Committee meetings in 2012.

COMPENSATION OF DIRECTORS

The compensation of the Caisse's directors is determined by
an order-in-council of the Government of Québec. Under this
order, the compensation mentioned in Table 52 was paid to
directors, with the exception of the Chairman (see p. 91). The
Board members are also entitled to be reimbursed for their
travel and living expenses, where applicable.

COMPENSATION OF THE CHAIRMAN OF THE BOARD

The annual compensation of the Chairman of the Board is set
at $195,000 by the Government of Québec. The Chairmanisalso
entitled to be reimbursed for representation expenses related
to the duties of his position, to a maximum of $15,000 a year.
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DIRECTOR ATTENDANCE AT BOARD AND COMMITTEE MEETINGS IN 2012!

Risk Management Human Resources Governance and

Directors Board of Directors Audit Committee Committee Committee Ethics Committee
6 reg. 6 spec. 6 reg. 6reg. 5 spec. 7reg. 1 spec. 6 reg.

Elisabetta Bigsby 6 5 - - _ 7 1 _
Claudette Carbonneau 4/4 4/4 - - - - - 4/4
Louise Charette 6 5 6 - - - - 6
Jocelyne Dagenais 5/5 4 - - - _ _ _
Michele Desjardins 5 6 - - - - - 5
Pierre Fitzgibbon 5/5 4 5/5 5/5 4 - - -
Denys Jean 5 3 - - - - - -
A. Michel Lavigne 6 5 6 6 4 - - -
Jean Pierre Ouellet 6 5 - - - - - -
Réal Raymond 5 6 - 5 5 - - -
Francois R. Roy 6 6 6 6 5 - - -
Michael Sabia 6 6 - - - - - -
Ouma Sananikone 6 6 - 6 5 7 1 -
Robert Tessier 6 6 — — — 7 1 6

1. Directors justify their absences from regular meetings of a Committee or the Board to the Caisse’s Secretariat. During 2012, directors were not able to
attend certain meetings, in part or in whole, due mainly to identified conflicts of interest or family or work commitments.

COMPENSATION PAID TO INDEPENDENT DIRECTORS UNDER ORDER-IN-COUNCIL'

Annual Compensation as Attendance Total

compensation Committee Chair fees compensation

Directors %) ($) ($)? $
Elisabetta Bigsby 17,385 5,433 13,455 36,273
Claudette Carbonneau 13,023 - 8,156 21,179
Louise Charette® 17,385 - 17,948 35,333
Micheéle Desjardins 17,385 - 11,019 28,404
Pierre Fitzgibbon 15,208 - 15,903 31,111
A. Michel Lavigne® 17,385 5,433 21,196 44,014
Jean Pierre Ouellet 17,385 - 7,350 24,735
Réal Raymond 17,385 5,433 13,064 35,882
Francois R. Roy? 17,385 - 19,584 36,969
Ouma Sananikone 17,385 - 20,805 38,190
Total 332,090

1. Inaccordance with the terms of the Order-in-Council, a 1.5% increase was applied on April 1,2012, to the annual compensation, the Committee Chairs’
compensation and the attendance fees.

2. The attendance fee for each special or short Board or Committee meeting, held by conference call, is half of the attendance fee allowed for aregular meeting.

3. These directorsreceived attendance fees for attending an Audit Committee meeting of the Caisse’s real estate subsidiaries.
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Board of
Directors’ Report

ACTIVITY REPORT

Compliance with the Act respecting the Caisse
Throughout the year, the Board ensured that the Caisse’s
activities complied with the Act and relevant regulations.

Strategic plan

In 2012, the markets experienced new periods of turbulence
stemming from the financial, economic and political situation
in eurozone countries. In this context, the Board noted the
validity ofthe 2011 assessment as well as strategic orientations
in response to major structural changes caused by the rise of
emerging markets and the challenges facing depositors.

Accordingly, the Board approved strategies to implement
the Caisse’s orientations with a view to achieving greater
stability, less volatility and continued achievement of the
Caisse’s mission. It also approved the changes required for
the Caisse’s portfolio offering and operational framework to
focus on long-term returns and the real economy; the Caisse
emphasizes fundamental analysis of companies, sectors and
markets to act on investment opportunities more effectively.
The approved changes also resulted in more emphasis on
absolute returnsin the Caisse’s portfolio management, parti-
cularly in equity markets — hence the creation of the Global
Quality Equity portfolio.

Tocarry outthis strategy successfully, managersrequireadeep
understanding ofthe operational detailsthat set well-managed
companiesapart. The Board and senior managementtherefore
approvedtheaddition of operational specialiststo complement
the Caisse’s financial expertise. They also approved enhance-
ments to the research team to ensure a better understanding
of macroeconomic and geopolitical trends and to accelerate
the Caisse’s exposure to emerging markets.
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The investment opportunities arising from these changes
must meet the needs of depositors and the challenges facing
Québec’s economy and companies. The Board ensured that
the implementation of these priorities was discussed with
the depositors to secure their approval. In addition, the Board
ensured that senior management continued to implement
activities that bode well for Québec’s economic development,
notably by investing in promising Québec companies and in
the next generation of entrepreneurial and financial leadership.

Business plan

The Caisse's various units each made a presentation to the
Board ontheirannual business plan,including goals associated
with strategic priorities and day-to-day management, as well
as initiatives designed to promote optimal use of resources.
The Board adopted the Caisse’s business plan and the annual
budget and received regular progress reports on the Caisse’s
operations from senior management.

On a regular basis, the Board oversaw and contributed
constructively to the development of strategic priorities, for
example, through detailed presentations by each investment
group on its investment strategies, in particular for Québec.

Financial results, internal controls

and management systems

With the assistance ofthe Audit Committee, the Board fulfilled
itsresponsibilities with respectto financial results and internal
controls, in particular by reviewing the quarterly financial state-
ments, approving the interim and annual combined financial
statements, evaluating the integrity of the controls applied to
the various data used to prepare the financial statements and
the related notes, and monitoring internal audits.

Inaddition, the Board received reports analyzing the returns of
the Caisse’svariousinvestment sectors. Itapproved the press
releases announcing the Caisse’s annual and interim financial
results, as well asthe Annual Report. The Board was also kept
apprised of the work carried out to restructure the financial
certification program so as to improve the effectiveness of the
Caisse's control and oversight functions, among other things.

See the Report of the Audit Committee on page 94 for more
information on the responsibilities of this Committee and the
Board.
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Risk management

With assistance from the Risk Management Committee, the
Board ensured throughout 2012 that risk-return integration
continued on a daily basis and that the risk management
processes and framework were adapted to the changes
stemming from the strategic priorities, particularly with respect
to management of liquidity risk and market risk.

Accordingly, the Board approved the investment policy of the
new specialized Global Quality Equity portfolio and authorized
thereview of several otherinvestment policiesandrisk oversight
measures. The Board also monitored major investments.

Furthermore, the Board reviewed the risk strategy and
management associated with information technology at the
Caisse, notably to ensure optimal management of information
resources.

For more information on the activities of the Board and the
Risk Management Committee, see the Report of the Risk
Management Committee on page 114.

Supervision of senior management

The Board, assisted by the Human Resources Committee,
adopted the detailed objectives of the President and Chief
Executive Officer for2012. The Board also reviewed his perfor-
mance on the basis ofthe objectives setatthe beginning of the
yearand concluded that his contribution had once again largely
exceeded the targets.

The Board also reviewed his evaluation of the performance of
the seniorexecutives. Italsoreviewed the succession plans for
them and for the President and Chief Executive Officer. On the
Human Resources Committee’'s recommendation, the Board
approved the 2012 salary conditions and the level of incentive
compensation to be paid to senior management. Italso autho-
rized the appointment and compensation of a new member
of the Executive Committee. Michéle Boisvert, Executive
Vice-President, Public Affairs, assumed responsibility for
external and internal communications, government relations
and public relations.
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Moreover, the Board approved the appointment of Bernard
Morencyto the position of Chief Operations Officer, inaddition
to his existing duties as Executive Vice-President, Depositors
and Strategy. As Executive Vice-President, Depositors,
Strategy and Chief Operations Officer, he leads the teams
responsibleforoperations, informationtechnology, depositors’
accounts and strategic planning.

Furthermore, through its Human Resources Committee,
the Board monitored the initiatives designed to strengthen
the leadership skills of team leaders, to develop employees’
strengths and to create a work environment that stimulates
creativity and promotes talent retention.

For moreinformation ontheresponsibilities of this Committee
and the Board, see the Report of the Human Resources
Committee on page 99.

Corporate governance

Assisted by the Governance and Ethics Committee, the Board
reviewed the expertise and experience profile of the Board
members.

TheBoardalso ensuredthathigh standards of governance were
upheld. Forexample, itheld discussions with the Presidentand
Chief Executive Officer without the presence of other members
of senior management as well as discussions in camera.
Throughthe Governance and Ethics Committee, the Board also
reviewed the Policy onthe Principles Governing the Exercise of
Voting Rights of Public Companies, reviewed certain provisions
of the Code of Ethics and Professional Conduct for Directors
with respectto personaltransactions and examined the decla-
rations of interests submitted by each director.

The relationship between the Board and senior management,
which is intended to be constructive and based on trust, was
alsodevelopedthrough presentations by senior managementat
meetings held the day before the Board convened. Furthermore,
through presentations given at Board meetings, the directors
were able to improve their knowledge of such topics as asset
allocation and overlay operations.

Formoreinformation ontheresponsibilities of this Committee
and the Board, see the Report of the Governance and Ethics
Committee on page 97.
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Report of the
Audit Committee

HIGHLIGHTS

01 Review of the process used 0
to prepare financial

statements and commencement

of migration to IFRS.

AUDIT COMMITTEE
MANDATE

The Audit Committee plays an essential role in ensuring good
financial governance at the Caisse. It sees that the financial
statements accurately reflect the organization’s financial
position and that adequate and effective internal control
mechanisms and a risk management process are in place.

For a full description of the Audit Committee's mandate,
please refertothe Governance section ofthe Caisse’s website
(www.lacaisse.com).

Monitoring of the restructuring
of the financial certification
program, aimed in part atimproving
the efficiency of the Caisse’s various
oversight functions.
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03 Review of the Internal Audit
Charter and adoption of
Internal Audit’s strategic plan

for 2012-2015.

COMPOSITION (as at December 31, 2012)

The Committee comprised three independent members,
including professionals with accounting or finance expertise,
as well as the experience and knowledge required to read and
understand financial statements and properly fulfill their roles.
The Chairman of the Board attends the meetings.

* Chair: A. Michel Lavigne (guest member at meetings of
the Risk Management Committee)
* Members: Louise Charette and Francgois R. Roy.

ACTIVITY REPORT
Number of meetings held in 2012: 6

The Committee provided oraland written reports onitsactivities
tothe Board of Directors after each meeting. During Committee
meetings, the members also met withoutthe presence of senior
management. Thefollowing report, which was approved by the
members of the Committee, describes the main subjects they
discussed or decided during the year.
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Financial reporting
In2012,the Committee fulfilled its financial reporting responsi-
bilities as follows:

* Reviewed the 2011 combined financial statements with the
Finance group and the co-auditors, namely the Auditor
General of Québec and Ernst & Young, and reviewed such
matters as:

— theprocessusedto preparethefinancial statements;

— thevaluation of over-the-counter liquid investments,
less-liquid investments and ABTNs;

— the validation of the notional amount of derivative
financial instruments by an external firm; and

— theaudit of returns by an external firm to ensure their
calculation and presentation comply with industry
standards.

» Verified that an independent valuation of the fair value of
the Caisse’s over-the-counter liquid investments, private
equity, infrastructure, ABTNs and real estate was carried
out, including:

— anindependent external valuation of certain private
equity, infrastructure investments and ABTNs;

— valuations, by independent external appraisers, of all
properties held inthe portfolio for 122 months or more;

— anindependent external valuation of the fair value of
certain liquid securities, real estate debt securities
and corporate debt securities; and

— adiscussion of the review of the valuation process.

* Reviewed the report on the financial certification process
that enables the President and Chief Executive Officer and
the Chief Financial Officer to certify publicly that disclosure
controls and procedures and internal financial reporting
controls are adequate and effective.

* Arranged for members of the Audit Committee to attend
meetings of the real estate subsidiaries’ audit committees
and reviewed the committees’ annual activity reports.

* Recommended the adoption of the annual financial state-
ments to the Board.

* Received the co-auditors’ report submitted to the Caisse’s
senior management after their year-end audit.

» Reviewed press releases announcing the Caisse’s results.
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* Reviewed the quarterly financial statements, budget
monitoring reports, operating expenses and year-end budget
estimates.

» Discussed with the co-auditors their plan for auditing the
Caisse's financial results.

» Discussed with Ernst & Young their internal quality-control
procedures.

* Monitored the External Auditor Independence Policy and
submitted a recommendation to the Board regarding Ernst
& Young's audit fees.

* Reviewed and monitored decisions by Canadian and interna-
tional authorities onthe application of International Financial
Reporting Standards (IFRS) and monitored the preparatory
work for implementing the standards.

— Reviewed early adoption of IFRS for the Real Estate
portfolio, to give effect to the reorganization of the
shareholding structure of the subsidiary, lvanhoé
Cambridge.

* Heldregulardiscussionswith Finance personnel withoutthe
presence of senior management.

* Metregularly with the co-auditorsto discussvarious aspects
oftheir mandate withoutthe presence of senior management.

Internal Audit

Reporting to the Audit Committee, Internal Audit helps the
Caisse achieve its objectives by providing an independent,
objective evaluation ofthe processes used forrisk management,
controland corporate governance, and by making proposalsto
enhance their effectiveness.

Accordingly, in 2012, the Committee carried out the following
activities with the Internal Audit group:

* Revised the Internal Audit Charter and adopted the Internal
Audit Strategic Plan for 2012-2015.

* Adopted the 2012 internal audit plan and revised the 2012
business plan of the Internal Audit group.

* Reviewedthe coverage of Internal Audit’s work ontheinternal
audit universe over the past four years.

* Reviewed Internal Audit’s progressreports prepared under
the internal audit plan to address such matters as internal
control mechanisms, risk management processes and
optimal use of resources.
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Report of the
Audit Committee

* Monitoredtheimplementation of Internal Audit’'srecommen-
dations by the Caisse’s senior management.

* Reviewed statusreports ontheworkingrelationship between
the Caisse's Internal Audit group and the internal audit
departments of the real estate subsidiaries.

* Reviewed reports under the Caisse’s continuous audit
program.

» Discussed the external valuation process and the quality of
internal audit services.

» Evaluated the performance of the Vice-President, Internal
Audit.

* Ensured that the Internal Audit team was able to act
independently from the Caisse’s senior management.

* Held regular discussions with the Vice-President, Internal
Audit, without the presence of senior management.

Internal controls and plan for the optimal use of resources
During the year, the Committee welcomed the new
Vice-President of Financial Governance and Optimization.
The Committee reviewed many aspects of internal controls
and optimal use of resources in 2012. Its activities included
the following:

» Discussedthe overall evaluation by senior managementand
by internal audit ofthe design and effectiveness ofthe general
control environment, an evaluation based in part on work
performed by Internal Audit.

» Reviewed Internal Audit'sfindings on processesand controls
related to the general control environment and information
technology, and regularly followed up on implementation of
the controls by the outsourcer.

* Tracked progress made with the restructuring of the
financial certification program, aimed in part at improving
the efficiency of the Caisse’s various control and oversight
functions.

* Monitored and analyzed the outcomes of activities imple-
mented to promote optimal use of resources, such as
initiatives focusing on efficiency, effectivenessand economy.
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* Reviewed quarterlyreportsoncompliancewiththeinvestment
limits set outin the Actrespecting the Caisse and the limits
set outin the specialized portfolios’ investment policies.

* Monitored the investments made under the last paragraph
of Section 37.1 of the Act respecting the Caisse.

* Reviewed the delegations of authority and submitted a
number of changes to the Board for approval.

* Reviewed the effectiveness of controls over publication of
the pressreleasesannouncingtheresults and ofthe Annual
Report.

Risk management

The Risk Management Committee assists the Audit Committee
in fulfilling its responsibility. The Audit Committee therefore
carried out the following activities to monitor all risk
management efforts:

» It received copies of the minutes of Risk Management
Committee meetings.

» It received a copy of the certificates of compliance with
the depositors’ investment policies and the specialized
portfolios' investment policies.

* The Chair of the Audit Committee attended the meetings of
the Risk Management Committee.

USE OF EXTERNAL EXPERTS

The Audit Committee did not use the services of external
experts in 2012. However, it endorsed senior management’s
use of external firms foranindependent review of the fair value
of private equity, certain liquid securities, real estate, real estate
debtand ABTNs.
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Report of the Governance

and Ethics Committee

HIGHLIGHTS

01 Recommended changes to
the Policy on the Principles

Governing the Exercise of Voting

Rights of Public Companies.

0

Reviewed the expertise
and experience profile
of independent directors, in
co-operation with the Human

O Ensured that the Board had

all the information and time
required to have a full discussion on
the issues faced by the Caisse.

Resources Committee, and
recommended appointments

to the Board.

GOVERNANCE AND ETHICS COMMITTEE

MANDATE

The Governance and Ethics Committee ensuresthatthe Caisse
adherestothe higheststandards of governanceand ethics. The
Committee’s responsibilities include reviewing the structure,
composition, performance and operations of the Board and
its committees.

Forafull description ofthe Governance and Ethics Committee’s
mandate, please consultthe Governance section ofthe Caisse
website (www.lacaisse.com).

COMPOSITION (as at December 31, 2012)
Three independent members:

* Chair: Robert Tessier
* Members: Louise Charette and Michéle Desjardins

ACTIVITY REPORT
Number of meetings in 2012: 6

The Committee provided oraland written reports onits activities
tothe Board of Directors after each meeting. During Committee
meetings, the members also met withoutthe presence of senior
management.

The following report, which was approved by the Committee
members, describes the main subjects they discussed or
decided during the year.

The Committee ensured high-level compliance with gover-
nance practicesin2012. Tothatend, itcarried outthe following
activities:

The Board and its committees
» Discussed governance practices affecting evaluations ofthe
Board and senior management.

» Ensured that key individuals — whether members of Caisse
management or external specialists — were available to
explain various items on the agendas of Board meetings,
and that there was enough time for a full discussion.

* Ensured that the Board had all the information and time
required to analyze issues faced by the Caisse.

» Verified throughout the year that discussions were held
withoutthe presence of seniormanagementand ensuredthat
there was adequate time for full discussion by the directors.

» Discussedatraining programfor directors,including presen-
tations at Board meetings as well as outside this formal
framework, to allow directors to discuss issues related to
the performance of their role.
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and Ethics Committee

Composition of the Board and its committees

The Committee reviews the composition of the committees
and of the Board each year to ensure the members have the
experience and skills required to contribute fully to the work of
these bodies. To that end:

+ The Committee reviewed the expertise and experience profile
of independent directors in co-operation with the Human
Resources Committee.

* The Chair of the Committee analyzed the Board's compo-
sition, each director’s term of office and the Board’s skills
and expertise as awhole.

* The Committeerecommended tothe Board the composition
and chairmanship of the committees.

* The Committee recommended the appointment of
independent directors and a non-independent director to
the Board.

* The Committee reviewed the integration program for new
Board members.

Evaluation of committee and Board operations

The annual program to evaluate the Board, its committees
and the directors of the Caisse contributes to the quality of its
governance by establishing the areas requiring improvement.
Accordingly, the Committee:

* Reviewed the process for evaluating the performance of the
Board, its Chair and its committees, including directors’
self-assessments.

« Analyzed the Board and committee evaluation results and
recommended improvements to processes, as required.

* Discussedtheeffectiveness ofthedirectors’ self-assessment
process.

Code of Ethics and Professional Conduct
In connection with the Code of Ethics and Professional
Conduct, the Committee:

* Reviewed the statements of interests, examined, on behalf
of the Board, the statements of interests submitted by the
directors in accordance with the provisions in effect and
transmitted these statements to the authorities designated
by the Act respecting the Caisse.

* Reviewed the provisions of the Code of Ethics and
Professional Conduct for Directors that pertain to personal
transactions and submitted areport to the Board.
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* Reviewed transactions involving securities of companies
having ties with Caisse directors.

* Reviewed the report on the implementation of the Caisse’s
Code of Ethics and Professional Conduct for Officers and
Employees.

Policy on Responsible Investment
The Caisse has a Policy on Responsible Investment. In this
regard, the Committee:

* Submittedtothe Board recommended changestothe Policy
onthe Principles Governing the Exercise of Voting Rights of
Public Companies.

* Reviewed the report on the exercise of the Caisse’s voting
rights with respect to its portfolio companies.

* Reviewed and discussed the measurement of the effects of
the Caisse’s shareholder engagement, namely its exercise
of voting rights and its dialogue with portfolio companies.

* Received a report on a conference jointly organized by the
Caisseandapartnertoenableacademicsto presentresearch
conducted in Québecin thefield of responsible investment.

Caisse
* Discussed a candidate for the position of director at a real
estate subsidiary of the Caisse.

* Reviewed the Caisse's Language Policy establishing
standardsrelatingtotheuseand quality ofthe Frenchlanguage
in the organization’s oral and written communications.

* Reviewedthereportondonationsand sponsorships provided
by the Caisse during the yearand reviewed itsannual budget
for such activities.

USE OF EXTERNAL EXPERTS

The Governance and Ethics Committee did not use the services
of external experts in 2012.
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Report of the Human
Resources Committee

HIGHLIGHTS
Validation of activities

O carried out to implement
the integrated talent management
strategy.

0

HUMAN RESOURCES COMMITTEE

MANDATE

The mandate of the Human Resources Committee is to review
the orientations and strategies used by the Caisse to manage
its human resources, including performance evaluation,
succession planning and executive compensation as well as
its general human resources practices.

For a full description of the mandate of the Human Resources
Committee, please consult the Governance section of the
Caisse's website (www.lacaisse.com).

COMPOSITION (as at December 31, 2012)
The Committee is composed of three independent members:

* Chair: Elisabetta Bigsby
*« Members: Ouma Sananikone and Robert Tessier

ACTIVITY REPORT

Number of meetings held in 2012: 8

During the year, the Committee paid special attention to
integrated talent management, focusing on:

» Talent management programs and measures of success;
* Succession planning; and
* Theincentive compensation policy.

Follow-up on compensation
practices in the market and
review of the Compensation Policy.

AR 2012

99

Review of the management
succession plan.

0

The Committee provided oraland written reports onitsactivities
tothe Board of Directors after each meeting. Inaddition,ateach
meeting, the Committee members met withoutthe presence of
senior management. This report, which was approved by the
Committee members, discusses the highlights of their work.

Senior management

The Committee considered Mr. Sabia’s objectives for 2012 as
President and Chief Executive Officer and recommended that
the Board of Directors approvethem. Italsoreviewedtheresults
of the evaluation of members of the senior management and
the President and Chief Executive Officer, achieved in 2011.

The Committee also examined and recommended the following
items to the Board for approval:

» Performanceevaluations of members of senior management
and determination of their total compensation (base salary,
incentive compensation, pension plan and benefits);

* The appointment of Michéle Boisvert as Executive Vice-
President, Public Affairs;

* Thetransfer ofthe functions ofthe Chief Operations Officer
to Bernard Morency, Executive Vice-President, Depositors,
Strategy and Chief Operations Officer;

* The performance evaluation and total compensation condi-
tions of the President and Chief Executive Officer;

» Thesuccession planfor senior managementandthe position
of President and Chief Executive Officer.
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Report of the Human
Resources Committee

Key strategies and policies for integrated

talent management

Duringthe year,the Committee discussed several key strategies
and policies forintegrated talent management. Tothatend, the
Committee:

» Reviewed and discussed initiatives taken regarding employee
engagement;

* Analyzed various management indicators, including
indicators of operational risks related to human resources
management and those affecting the representation of
women in investment positions, as team leaders and in
succession plans;

* Reviewed the impacts of professional development and
leadership development initiatives;

* Reviewed the performance management strategy;

* Reviewed the entire employee compensation structure and
recommended it to the Board of Directors for approval.

Independent members of the Board of Directors

The Committee reviewed the expertise and experience profile
of the independent members of the Board of Directors in
co-operation with the Governance and Ethics Committee.

Use of external experts

In exercising their functions, the Board of Directors and its
committees may use external experts. As part of monitoringthe
incentive compensation program, the Committee and the Board
used the services of Hugessen Consulting, an independent
consulting firm recognized for its expertise in the compen-
sation of personnel working in the pension fund sector. The
Committee considers Hugessen's recommendations, but
makes its own decisions, which may be based on information
other than Hugessen's recommendations.
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COMPENSATION POLICY

Committee’s work on compensation

During 2012, the Committee, with advice from Hugessen
Consulting, ensured that the Compensation Policy adopted
in 2010 would meet its strategic objectives of paying for
long-term performance, offering competitive compensation
and linking the interests of officers and depositors. The
Committee reviewed how the Caisse’s Compensation Policy
had been applied;itanalyzedthe proposed incentive compen-
sationand proposals forimplementation ofthe co-investment
program and ensured that the proposals were aligned with the
Compensation Policy and market practices.

Accordingly, the Committee analyzed and recommended to
the Board for approval the amount of incentive compensation
to be paid under the incentive compensation program.

Moreover,the Committee received an update on compensation
market trends with regard to salary reviews. It also discussed
the salary conditions of the Caisse’'semployeesin 2012, recom-
mending them to the Board for approval.

Framework

The Caisse’'s Compensation Policy was adopted in accor-
dance with Appendix A oftheregulation governing the internal
management of the Caisse (the Internal Bylaw). This schedule
was revised by government decree in 1996 and:

* Definesthe maximum levels of total employee compensation
and the reference markets;

+ States that the data reflecting the reference-market profile
must be compiled by arecognized independentfirmthrough
an annual survey and must be administered and analyzed
according to a methodology and rules generally accepted
in the field; and

 Stipulatesthatthe Caisse’s payroll must not exceed 100% of
the salary-scale midpoint.
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Reference markets and compensation levels'

For the position of President and Chief Executive Officer, the
reference market consists of asample of eight large Canadian
pension funds as listed in Table 59 (p. 109). For this position,
total compensation must be between the median and third
quartile (75t percentile) of the reference market, depending
on whether the Caisse’s performance is average or superior.

For investment-related positions, the Canadian institutional
investment market serves as the reference. A representative
sample must include institutions, insurance companies, trust
companies, pension funds, investment advisors, brokerage
firmsand fund managers ortheircounterpartsin similarindus-
tries. Thecurrentsample comprisesthe 52 organizations listed
in Table 57 (p. 108). For these positions, total compensation
must be below the top decile (90t percentile) of the reference
market.

Fornon-investment positions,the Québec market serves asthe
reference, which mustinclude public-sector jobs. It therefore
contains a representative sample of large public- and private-
sector Québec firms and financial-sector companies. The
currentsample comprisesthe 51 organizationslisted in Table 58
(p.109). Forthese positions, total compensation mustbe atthe
third quartile (75" percentile) of the reference market.

In 2012, the Caisse retained the services of Towers Watson for
benchmarking of its reference markets. The selection criteria
used to determine the companies in the reference markets
include size, industry and companies thatrecruittalent similar
to the profiles sought by the Caisse, offering innovative and
diverse investment products, that are recognized for best
practicesin humanresources, that have a performance-driven
culture and that are included in the Towers Watson database.

Strategic objectives of the Compensation Policy

The Caisse must rely on highly skilled employees to fulfill its
mission, which is to receive moneys on deposit as provided
by law and manage them with a view to achieving an optimal
return on capital withinthe framework of depositors’ investment
policies while at the same time contributing to Québec’s
economic development.
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Thetotal compensation policy therefore hasthefollowing three
objectives:

1. Pay for performance: Incentive compensation should be
proportionaltothereturns deliveredto depositors. This goal
has four key components:

* Long-term focus: compensate consistent performance
over many years;

* Risk-return balance: encourage measured risk-taking
conduciveto sustainable, long-termreturnsfor depositors,
taking into account their risk tolerance;

» Overall evaluation: strike a balance between individual
contribution, portfolio and Caisse performance;

* Emphasis on the Caisse’s overall perspective: greater
emphasis on employees’ contributions to the Caisse’s
strategic priorities and overall performance, with more
focus on leadership and desired behaviours.

2. Offer competitive compensation: Attract, motivate and retain
employees with experience and expertise that allow the
Caisseto attain its strategic objectives, within the guidelines
in the Internal Bylaw, as described above.

3. Link the interests of officers and depositors: Ensure that their
individual and team efforts are conducive to the Caisse’s
long-term, sustainable success.

This objective is supported by an incentive compensation
program, introduced in 2010 and discussed on page 102 of
this Annual Report. It recognizes consistent performance
over a four-year period with incentive compensation and
deferral of a portion of this incentive compensation in
a co-investment portfolio over a three-year period (see
page 104). This mechanism links the interests of officers
and depositors by varying these amounts along with the
absolute return generated for depositors.

Finally, the Caisse’s incentive compensation policies comply
with the Principles for Sound Compensation Practices issued
by the Financial Stability Forum (FSF) and endorsed by the
G20 nations: effective compensation governance; alignment
of compensation with long-term, measured risk taking; and
regular review of compensation practices.

1. For compensation purposes, the first quartile ranges from the 1°t to 25" percentile, the second quartile from the 26t to 50" percentile, the third quartile
from the 515t to the 75t percentile and the fourth quartile from the 76" to 100t percentile.
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Components of total compensation
The Caisse’'s employees receive total compensation based on
four components:

1. Base salary

2. Incentive compensation
3. Pension plan

4. Benefits

Base salary

Under the Internal Bylaw, the average base salary must not
exceed the salary-scale midpoint. Within these parameters,
annual base salaries are setaccording tothe salary conditions
prevailing on the reference markets. Each year, the Human
Resources Committee submits the payroll budgettothe Board
for approval.

For2012,the Board of Directors approved the following recom-
mendations made by the Caisse’s senior management:

» To adjust most of the salary scales in accordance with the
results ofabenchmarking exercise conducted by recognized
external firms;

* To provide a budget to increase merit pay that is below the
median of the forecast market increases.
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Incentive compensation

In the investment community, incentive compensation is an
essential part ofthetotal compensation package foremployees
workinginthe sector becauseitalignsfinancialincentives with
clients’ performance objectives.

Incentive compensation at the Caisse serves to recognize
performance, attainment of objectives and acontributiontothe
achievement of the strategic orientations. Incentive compen-
sationisanimportant part oftotal compensation, so it directly
influencesthetotal compensation level and its positionrelative
to the reference market.

Components of performance incentive compensation
Performance incentives are never guaranteed; they depend
on evaluations of performance criteria as established by the
incentive compensation program. Accordingly, employees
receive performance incentives based on the three compo-
nents outlined in Figure 53.

2010-2012 transition period

Although the Internal Bylaw allows for superior performance
to be recognized by total compensation up to the top decile
(90" percentile) orthethird quartile (75" percentile), depending
onthe position, the Caisse’sincentive compensation program
limits the amount of incentive compensation during the three-
year transition period from 2010 to 2012.

PERFORMANCE INCENTIVE COMPONENTS

BASED ON THE LEVEL OF ATTAINMENT

OF INDIVIDUAL OBJECTIVES

OF EACH SECTOR

BASED ONTHE LEVEL OF ATTAINMENT OF THE CAISSE'S
RETURN OBJECTIVES

BASED ONTHE LEVEL OF ATTAINMENT OF THE ORGANIZATION’S
BUSINESS OBJECTIVES ORTHE SPECIALIZED PORTFOLIO’'S RETURN

—> Individual contribution
Portfolio return
—> . .
or business plan achievement
— Caisse overall return
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Given that this is the third year of the new incentive compen-
sation program, which is structured to cover four years of
returns, the Caisseintroduced limits onthe payments possible
under the incentive compensation program, which came into
effectin2010. The purpose of thisinterim measureisto ensure
compliance with the first objective of the program, which is to
reward sustained performance over several years.

2012 achievements
In 2012, the Caisse generated a return of 9.6% representing
$14.9 billion of net investment results:

» This return is higher than that of its benchmark portfolio,
which is 9.3%;

» Fifteen of the 16 portfolios posted positive results;

» Since the Caisse restructured its portfolios in the summer
of 2009, its annualized return has been 10.7%, despite an
uncertain and volatile economic environment.

The Caisse continuedtoimplementthe key strategic objectives
of its business plan, including:

* Increased presence of the Caisse in Québec

— Strong growth in the Caisse’s new investments and
commitments in Québec, which reached $2.9 billion
in 2012 and total $8.3 billion since 2009.

— A substantial $5.9-billion increase in the Caisse’s
assetsin Québecin 2012, bringing themto $47.1 billion
as at December 31.

— Athree-pronged development strategy for Québec:

1. Seek out and seize the best business and
investment opportunities;

2. Serve as a bridge between Québec companies
and global markets; and

3. Strengthen the next generation of entrepreneurial
and financial leadership.

* Implementation of the new components of its investment
strategy
— Creation of the Global Quality Equity portfolio
managed on an absolute-return basis and focused
on high-quality securities with more stablelong-term
returns.

— Bolstering research capacity: recruitment of experts
in specific operations and industries (geology, health
care, mechanical engineering, etc.) and creation of a
strategic research program to develop world-class
expertiseandenhance decision makingininvestments.
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— Increased directexposureto emerging markets: from
$9.6 billion atthe end of 2011 to $12.1 billion at the end
of 2012 as well as real estate investments of close to
$600 million in Brazil.

— Consolidation and strengthening of the Caisse’s
presenceinthereal estate marketinthe United States:
more than $1.4 billion of investments in New York,
Chicago and California.

—  Bettersectordiversification of the Infrastructure and
Private Equity portfolios and less concentration risk
with the sale of interests in Heathrow AirportHoldings
(HAH, formerly BAA) and Quebecor Media.

2010 and 2011 achievements

In addition to generating returns of 13.6% in 2010 and 4.0%
in 2011, the Caisse achieved all the strategic objectives in its
business plan during those two years. In particular, it:

* Refocused its investment strategies on core sectors and
made extensive changes to the portfolio offering so that it
is more flexible and better adapted to depositors’ needs.

* Implemented a new operational business model focused on
clients and efficiency.

* Maintained a fine balance between return and risk, particu-
larly by:

— reducing the overall portfolio’s absolute risk and
active risk;

— maintaining a robust level of liquidity; and

— reducingtheoverall leverageratio (liabilities over total
assets).

» Carried out a refinancing program allowing short-term
debt to be repaid while improving the matching of financing
sources with financed real estate assets.

* Reduced the ratio of expenses to average net assets.

» Significantly increased its assets in Québec through new
investments and commitments, as well as initiatives to
strengthen the Caisse’s presence among entrepreneurs.

* Merged and reorganized the real estate subsidiaries, and
introduced a new strategy focused on operational expertise
and assets in countries where the Caisse has a strategic
advantage.

* Improved its ability to research and analyze economic and
financial trends.
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2012 performance incentives

Taking into accountthe incentive compensation paid, the total
compensation ofthe Caisse’'semployeesin 2012 was below the
median ofthe reference markets forathree-year (2010,2011 and
2012) annualized return 0f9.0%. Thisreturnis $5.2 billion more
than the benchmark portfolio, and is equivalent to a superior
performance, meaningthe 15t quartile. More specifically, astudy
by Towers Watson showed that the employees’ total compen-
sation ranked between the 19t and the 66" percentiles (where
the 100" percentile representsthe highest compensationinthe
market) in the reference markets, depending on the position
type, the specific performance of the portfolios and the
compensation paid for these positions (see Table 54).

The opinion presented by Hugessen Consultingtothe Caisse’s
Board of Directors stated:

“We reviewed the Caisse’s returns and benchmark indexes
for 2012, as well as the factors that contributed to its return,
and we are satisfied with them. We can confirm, among other
things, that the value-added calculations, the 2012 return
multiples, the 2010-2012 average return multiples and the 2012
incentive compensation multiples are consistent with the
Caisse’s incentive compensation program. In our opinion, the
total amount of incentive compensation awarded under the
program in 2012 is reasonable in the prevailing market condi-
tionsand giventhe Caisse’s performance in 2010,2011 and 2012.”

TABLE 54
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Co-investment: deferred performance incentives

To strike a balance between short- and long-term incentive
compensation, on the basis of financial sector practices in
this area, the program makes it mandatory to defer a minimum
of 40% of total incentive compensation for members of senior
management and 25% of that for managers and high-level
professionals, in a co-investment portfolio.

Since 2011, the Caisse has offered managers and high-
level professionals the option of deferring and co-investing
an additional portion of their incentive compensation in a
co-investment portfolio. This voluntary participationincreased
theamounts deferred and co-invested by more than 20% in 2012.

The purpose of the co-investment portfolio is to better align
the interests of those employees with the most influence on
the Caisse’s organizational and financial performance with
the interests of depositors over the long term. The value of
the deferred and co-invested performance incentive amounts
vary —upward or downward —along with the Caisse’s average
absolute overall return during the incentive deferral period.

Attheend ofeachthree-year period, the deferred amount, plus
orminusthe average return credited for the period, will be paid
to each participantas adeferred incentive payment with restric-
tions. Figure 55, p. 105, illustrates this mechanism.

Members of senior management have three yearsto contribute
atleastthe equivalent oftheir base salarytothe co-investment
portfolio.

POSITIONING OF TOTAL COMPENSATION BY POSITION TYPE

Position type under the Bylaw'

Maximum total compensation

Positioning of the total compensation
paid in 2012 relative to reference
markets for a superior performance
over three years

Investment positions 90t percentile

Between 19" and 66" percentile

Non-investment positions 75" percentile

On average, 35" percentile

1. Maximum total compensation refers to percentile positions found in Schedule A of the Internal Bylaw, revised by government decree in 1996.
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Pension plan
All employees are members of and contribute to one of two

defined benefit pension plans — either the Government and
Public Employees Retirement Plan (RREGOP) or the Pension
Plan of Management Personnel (PPMP), depending on their
position. In addition, members of senior management parti-
cipate in the Supplemental Pension Plan for Designated
Officers (RSRCD). Under both plans, these executives are
entitled, after the normal age of retirement, to receive a total
annual pension equal to 2% of their eligible earnings for each
year or fractional year of plan membership, taking into account
the annual tax limits imposed by the Canada Revenue Agency
for each year they were not RSRCD members.

Someexecutives will have additional years of servicerecognized

under the RSRCD, depending on the circumstances of their
hiring or promotion.
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Benefits

Employees enjoy a range of competitive benefits, including
group insurance (such as medical, dental and life insurance,
etc.). Moreover senior executives benefit from perquisites
that mainly cover the costs associated with car allowances.
The Caisse also requires its members of senior management
to undergo yearly health checkups.

Review of the President and CEO’s performance

and total compensation

Performance review

In early 2012, the Committee recommended to the Board for
review and approval a series of non-financial individual objec-
tives proposed by the Presidentand Chief Executive Officer. A
series of major business objectives aimed to achieve targets
aligned with the Caisse's strategy and business plan.

The Human Resources Committee also evaluated the following
matters: intensification of the Caisse’s activities in Québec,
implementation of investment strategies, operational impro-
vements, and sound risk management.

DEFERRED AND CO-INVESTED PERFORMANCE INCENTIVES

Jan. 2011 Jan. 2012 Jan. 2013

1st deferred
amount

,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,, >

2" deferred
amount

3 deferred
amount

,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,>

Jan. 2014 Jan. 2015 Jan. 2016
1t payment
+/- performance
average
2" payment
smmreessnsenoneeoonend +/- performance
average
3 payment

+/- performance
average
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The Committee alsoreceived asummary of feedback provided
by the members of senior management to the Chairman of the
Board.

Atthe end ofthe process, areport was submitted to the Board
of Directors, which was highly satisfied with the performance
ofthe Presidentand Chief Executive Officerand congratulated
him on the financial results obtained, his strategic focus and
strengthening the institution.

Review of total compensation

The compensation and the other employment conditions
of the President and Chief Executive Officer are based on
parameters set by the government in consultation with the
Board of Directors.

At his express request, Mr. Sabia received no salary increase
and was granted no incentive compensation in the first two
years of his mandate. In 2012, Mr. Sabia’s base salary was
unchanged at $500,000.

The President and Chief Executive Officer’s annual incentive

compensation was determined onthe basis ofthethree compo-
nents presented in Figure 56.
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This year, the component linked to overall performance is the
Caisse's three-year return (2010, 2011 and 2012). In 2010, the
Caisse's overall portfolio generated net investment results
of $17.7 billion and an absolute return of 13.6%. The Caisse’s
overall return therefore outperformed that of its benchmark
portfolio by $5.1 billion. In 2011, net investment results totalled
$5.7 billion and the absolute return was 4.0%, or $366 million
below the benchmark portfolio. In 2012, net investment
results were $14.9 billion and the absolute return was 9.6%, or
$462 million above the benchmark portfolio.

For 2010, 2011 and 2012, the three-year annualized return
was 9.0%, or $5.2 billion above the benchmark portfolio.

The Committee and the Board of Directors qualified Mr. Sabia’s
performance as excellent in terms of his achievement of the
corporate and individual objectives set at the start of the year.

Like all other members of senior management covered by the
incentive compensation program, the President and Chief
Executive Officer is required to defer a minimum of 40% of the
incentive compensation granted to him in a co-investment
portfolio. For achieving the annual objectives, the Board of
Directors granted Mr. Sabia $500,000 of incentive compen-
sation and Mr. Sabia elected to defer an amount of $700,000
tothe co-investment portfolio. In 2015, Mr. Sabia will be eligible
to receive deferred and co-invested incentive compensation
related to this amount, increased or decreased according to
the Caisse’s average absolute return.

PERFORMANCE INCENTIVE COMPONENTS OF THE PRESIDENT AND CHIEF EXECUTIVE OFFICER

CAISSE OVERALL RETURN

ACHIEVEMENT OF THE ORGANIZATION’S OBJECTIVES

INDIVIDUAL CONTRIBUTION

; Based on the level of attainment
of the Caisse’s return objectives

; Based on thfa Ie\(el ’of at'Fain.ment
of the organization’s objectives

; Ba.seo.l qn the Ieyel gf attainment
of individual objectives
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The other employment conditions to which Mr. Sabia is
entitled are aligned with the Caisse’s policies and comply with
parameters setoutinthe Internal Bylaw. He receives $40,000in
annual perquisites and is a member of the Caisse’s Employee
Group Insurance Plan.

For the duration of his mandate, Mr. Sabia has waived
membership in any pension plan. He has also waived any
severance pay, whatever the cause. However, given that
membership in the Basic Pension Plan for Management
is mandatory under the provisions of the Pension Plan of
Management Personnel (accordingto CARRA rules), Mr. Sabia
must be a member despite his waiver. In 2012, contributions to
the mandatory basic plan represented an annual cost of $16,277
to the Caisse.

In 2012, the total compensation of the President and Chief
Executive Officer, including deferred and co-invested incentive
compensation, forasuperior performance, was 62% lowerthan
the maximum direct compensation potential of the reference
market, which is made up of his peers at eight large pension
funds. For a superior performance, a gap of about $2.9 million
exists between the total compensation of the President and
ChiefExecutive Officerand the maximum direct compensation
potential provided by the policies of the companies included
in the reference market.
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Compensation of the President and CEO and

the five most highly compensated executives

for2010-2012

The Caisse's Board of Directors recognizes the importance of
qualified leadership and firmly believes that the policies and
programs it has endorsed make it possible to:

» offer competitive compensation in a market where compe-
titionfortalentisintenseand wherethe Caisse mustcompete
globally to generate the expected returns; and

» achieve the strategic objectives that help the Caisse fulfill
its mission.

In accordance with the Act respecting the Caisse de dépot et
placement du Québec, the Caisse discloses below, for itself
and its wholly owned subsidiaries, the compensation of the
President and Chief Executive Officer and that of the five most
highly compensated executives reporting directly to him (see
Table 60, p. 110).
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REFERENCE MARKET - INVESTMENT POSITIONS

Addenda Capital

AEGON Fund Management

Air Canada

Alberta Investment Management
Corporation

Alberta Teacher’'s Retirement Fund
Board

ATB Financial

BIMCOR

British Columbia Investment
Management Corporation
Canada Post Corporation
Canadian Broadcasting
Corporation

City of Edmonton

CN Investment Division

CPP Investment Board
Desjardins Asset Management
Economical Insurance Group
Greystone Managed Investments
Halifax Regional Municipality
Pension Plan

Healthcare of Ontario Pension
Plan (HOOPP)

Hydro-Québec

HSBC Global Asset Management
Canada

Industrial Alliance Insurance and
Financial Services

Insurance Corporation of British
Columbia

Intact Investment Management
Leith Wheeler Investment Counsel
Lucie and André Chagnon
Foundation

Mclean & Partners

MD Physician Services

MFS Investment Management
Montreal Police Benevolent &
Pension Association

Montrusco Bolton Investments
New Brunswick Investment
Management Corporation

Nexus Investment Management
Nova Scotia, Department of
Finance (LMTS)

Ontario Municipal Employees
Retirement System (OMERS)
Ontario Teachers’ Pension Plan
(OTPP)

Ontario Pension Board

OPSEU Pension Trust

Palos Management

Pembroke Management

RBC Global Asset Management
Société de Transport de Montréal
Sun Life Financial

TD Asset Management

Telus Communication

Tetrem Capital Management

The Canadian Medical Protective
Association

The Civil Service Superannuation
Board

The Great-West Life Assurance
Company

The Public Sector Pension
Investment Board (PSP
Investments)

University of British Columbia
Investment Management Trust
Worker’'s Compensation Board of
Alberta

Workplace Safety and Insurance
Board (Ontario)

108



CAISSE DE DEPOT ET PLACEMENT DU QUEBEC

TABLE 58

109

REFERENCE MARKET — NON-INVESTMENT POSITIONS

e Agropur Cooperative

e Aimia

e Air Canada

e Alcoa Canada

» AstraZeneca Canada

e Bank of Montreal

¢ Bell Aliant Regional
Communications

e Bell Canada

* Bombardier

e Bombardier Aerospace

* BRP

e Canadian Broadcasting
Corporation

e Canadian National Railway
Company

* CN Investment Division

« COGECO

e Desjardins Group

TABLE 59

Dessau

Domtar

Ericsson Canada

Gaz Métro

General Electric Canada

Gesca

Hydro-Québec

IBM Canada

Intact Financial Corporation
Intact Investment Management
Kruger

L'Oréal Canada

Loto-Québec

McKesson Canada

Metro

Microsoft Canada

Molson Coors Canada
Northbridge Financial Corporation
Novartis Pharmaceuticals Canada

Power Corporation of Canada
Quebecor

Rio Tinto Canada

Saputo

SGI Canada

SNC-Lavalin Group

Telus Communication

Tembec

The Cadillac Fairview Corporation
The Great-West Life Assurance
Company

The Public Sector Pension
Investment Board (PSP
Investments)

TMX Group

Transat A.T.

VIA Rail Canada

Videotron

Yellow Media

REFERENCE MARKET - PRESIDENT AND CHIEF EXECUTIVE OFFICER

e Alberta Investment Management e CPP Investment Board * Ontario Teachers’ Pension Plan
Corporation * Healthcare of Ontario Pension Plan (OTPP)
* BIMCOR (HOOPP) * The Public Sector Pension

* British Columbia Investment
Management Corporation

* Ontario Municipal Employees
Retirement System (OMERS)

Investment Board (PSP Investments)
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SUMMARY OF THE COMPENSATION OF THE PRESIDENT AND CEO
AND THE FIVE MOST HIGHLY COMPENSATED EXECUTIVES FOR 2010-2012

Base Incentive Other Direct Pension plan’s
salary compensation' compensation compensation? value3

Name and main position Fiscal year (%) (%) (%) (%) (%)
Michael Sabia 2012 500,000 500,000 40,000 1,040,000 N/A
President and CEO* 2011 500,000 400,000 40,000 940,000 N/A
2010 500,000 N/A 40,000 540,000 N/A

Roland Lescure 2012 450,000 690,000 30,000 1,170,000 266,900
Executive Vice-President and 2011 450,000 660,000 30,000 1,140,000 226,200
Chief Investment Officer 2010 450,000 780,000 30,000 1,260,000 179,200
Daniel Fournier 2012 450,000 720,000 310,000 1,480,000 519,700
Executive Vice-President, Real Estate 2011 450,000 715,000 285,000 1,450,000 510,300
President and CEO, Ivanhoé Cambridge® 2010 195,330 420,000 313,022 998,352 191,200
Normand Provost 2012 395,000 480,000 30,000 905,000 61,900
Executive Vice-President, 2011 395,000 655,000 30,000 1,080,000 270,000
Private Equity and Infrastructure® 2010 362,885 712,500 30,000 1,105,385 307,600
Claude Bergeron 2012 375,000 267,500 346,667 989,167 61,700
Executive Vice-President and 2011 375,000 275,000 296,667 946,667 103,800
Chief Risk Officer” 2010 329,066 325,000 296,667 950,733 214,700
Bernard Morency 2012 405,000 252,000 280,000 937,000 518,900
Executive Vice-President, Depositors, 2011 375,000 260,000 280,000 915,000 303,800
Strategy and Chief Operations Officer® 2010 375,000 250,000 280,000 905,000 180,200

1. As stated on page 104 of this Annual Report, under the incentive compensation program executives must defer a minimum of 40% of their calculated
incentive compensation in a co-investment portfolio. In 2013, executives will be eligible to receive a deferred co-invested incentive payment, increased
or decreased by the Caisse's average absolute return. The amounts deferred and co-invested until 2013 in respect of 2010 are given on page 112 of the
2010 Annual Report. The amounts deferred and co-invested until 2014 in respect of 2011 are given on page 122 of the 2011 Annual Report. The amounts
deferred and co-invested until 2015 in respect of 2012 are as follows: $700,000 for Mr. Sabia, $460,000 for Mr. Lescure, $480,000 for Mr. Fournier, $720,000

for Mr. Provost, $267,500 for Mr. Bergeron and $378,000 for Mr. Morency.

2. Thevalue of direct compensation includes salary, annual incentive compensation paid and other compensation. It does notinclude deferred co-

invested incentive compensation and the value of the pension plan.

3. Thevalue of the pension plan is equivalentto the present value of the pension benefits earned during the year and any compensatory change that
occurred during the year. This value corresponds to the change attributable to compensatory items, as given in Table 61 of this Annual Report.

4. Upon being appointed, Mr. Sabia waived participation in any incentive compensation program for 2009 and 2010. In addition, he waived membership in
any pension plan for the term of his mandate. However, membership in the Pension Plan of Management Personnel is mandatory under CARRA rules.

Details are provided at http://www.carra.gouv.qc.cajang/regime/rrpe/rrpe_s03.htm.

5. Mr. Fournier received from lvanhoé Cambridge, in recognition of his role as Chairman of the Board of lvanhoé Cambridge, a compensation of $205,000;
he also received a lump-sum amount of $75,000 for his contribution to the successful turnaround of the subsidiary Otéra Capital.

6. In March 2012, the duties of Chief Operations Officer, performed by Mr. Provost since April 30,2009, were transferred to Bernard Morency. Having
carried out the management mandate he was given by Operations, Mr. Provost continues to be responsible for the Caisse’s private equity and

infrastructure investments.

7. Inrecognition of his past and ongoing contribution to active management and restructuring of ABTNs, Mr. Bergeron received a final lump-sum amount

of $316,667 in 2012.

8. Mr. Morency received a final lump-sum indemnity staggered over several years as compensation for professional fees he had to forgo upon his
appointment by ceasing to provide consulting services to clients other than the Caisse. This amount was $250,000 in 2012. Since March 2012,

Mr. Morency has been responsible for Operations, in addition to his other duties.
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Annual benefits2
%) Change Change
Accrued dueto due to non- Accrued
Years of obligation at compensatory compensatory  obligation at
credited start of years items# itemss year-end?3

Name and main position service!  Atyear-end At age 65 $) ($) (6] (%)
Michael Sabia

President and CEQO® 3.8 10,100 25,300 0 0 0 0
Roland Lescure

Executive Vice-President and

Chief Investment Officer 3.2 116,600 488,700 685,900 266,900 263,600 1,216,400
Daniel Fournier

Executive Vice-President, Real Estate

President and CEO, Ilvanhoé Cambridge 2.4 87,500 252,300 810,000 519,700 220,700 1,550,400
Normand Provost

Executive Vice-President,

Private Equity and Infrastructure 32.6 302,100 404,100 2,325,100 61,900 715,100 3,102,100
Claude Bergeron

Executive Vice-President and

Chief Risk Officer 32.2 216,000 321,800 1,263,500 61,700 299,300 1,624,500
Bernard Morency

Executive Vice-President, Depositors,

Strategy and Chief Operations Officer 3.4 78,400 161,500 605,100 518,900 15,300 1,139,300

1. Thisisthe number of years of credited service in the basic plan.

2. Annual benefits equal the amount of the pension payable under the basic and supplemental plans at year-end or at age 65.

3. The obligations do notinclude those of the basic plan because employer and employee contributions are remitted to CARRA, which assumes the
liability for the benefits. The Caisse’s contribution was about $16,277 per executive in 2012,

4. The change due to compensatory items includes the annual cost of pension benefits, base salary changes according to the salary increase assumption
used, plan changes and the award of additional years of service.

5. The change due to non-compensatory items includes the amounts attributable to interest accrued on the obligation at the beginning of the year,

actuarial gains and losses associated with non-compensatory items and changes in actuarial assumptions.

6. Mr. Sabia waived membership in any pension plan. However, membership in the Pension Plan of Management Personnel is mandatory under CARRA
rules. Details are provided at http://www.carra.gouv.qc.ca/ang/regime/rrpe/rrpe_s03.htm.
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TABLE 62

SUMMARY OF SEVERANCE PAY FOR THE PRESIDENT AND CEO
AND THE FIVE MOST HIGHLY COMPENSATED EXECUTIVES

Theorical amount payable

Name and main position Precipitating event ($)
Michael Sabia

President and CEO! Contract termination 0
Roland Lescure

Executive Vice-President and Chief Investment Officer? Non-voluntary termination 900,000

Daniel Fournier
Executive Vice-President, Real Estate

President and CEO, lvanhoé Cambridge? Non-voluntary termination 900,000
Normand Provost

Executive Vice-President, Private Equity and Infrastructure® Non-voluntary termination 790,000
Claude Bergeron

Executive Vice-President and Chief Risk Officer* Non-voluntary termination 750,000

Bernard Morency
Executive Vice-President, Depositors, Strategy and
Chief Operations Officer* Non-voluntary termination 830,000

1. No severance pay is payable even if the departure is involuntary.

2. Inthe event of dismissal without just and sufficient cause, this executive’'s employment contract provides severance pay equal to twice his annual
base salary.

3. This executive's employment contract does notinclude a specific condition related to termination of his employment. His severance pay is therefore
based on the Caisse’s guidelines on this matter, which provide one month of base salary for each year of service, to a maximum of 24 months.

4. Inthe event of dismissal without just and sufficient cause, this executive’'s employment contract provides severance pay equal to his annual
base salary, plus an amount equal to his annual target incentive compensation.
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BENCHMARKING OF POTENTIAL MAXIMUM DIRECT COMPENSATION AND CAISSE DIRECT COMPENSATION
IN 2012 FOR THE PRESIDENT AND CEO AND THE FIVE MOST HIGHLY COMPENSATED EXECUTIVES'

Reference markets
Direct compensation paid Caisse
Maximum
compensation For a superior Direct

under the Bylaw2¢ performances? compensation*
Position ($) ($) ($)
President and CEO 4,626,500 3,469,875 1,040,000
Executive Vice-President and

Chief Investment Officer 4,032,000 3,024,000 1,170,000
Executive Vice-President, Real Estate President and CEO,

Ivanhoé Cambridge 3,773,000 2,829,750 1,480,000
Executive Vice-President, Private Equity and Infrastructure 2,903,000 2,177,250 905,000
Executive Vice-President and

Chief Risk Officer® 1,619,000 1,214,250 989,167
Executive Vice-President, Depositors, Strategy and

Chief Operations Officer N/A N/A 937,000

. The direct compensation presented in 2012 is aligned with the principle of “earned” compensation, defined under the Income Tax Act as compensation
that is “paid in cash and taxable.”

. As stipulated in the Internal Bylaw, potential direct compensation at the 75" percentile of the respective reference markets was used for the President
and Chief Executive Officer and non-investment positions. The 90" percentile of the reference market was used for investment positions. These
theoretical amounts exclude the value of pension plans butinclude the value of perquisites and long-term compensation granted in the pastand
payable during the year.

. Direct compensation paid by the reference markets for a superior performance, meaning the 1%t quartile, corresponds to about 75% of the maximum
direct compensation under the Internal Bylaw.

. These amounts reflect direct compensation paid in 2012, which does notinclude deferred co-invested incentive compensation (see Note 1in Table 60)
and the value of the pension plan, butincludes the value of perquisites. This compensation was paid for an annualized three-year (2010, 2011 and 2012)
return of 9.0%, equivalent to a superior performance meaning the 1%t quartile.

. Potential direct compensation at the 90t percentile of a reference market subsegment was used for the investment position of Executive Vice-President
and Chief Risk Officer. This subsegmentincludes companies in the financial services sector.

. Towers Watson, Compensation of the President and Chief Executive Officer Study and Compensation of Executive Committee Members Study, Caisse
de dépot et placement du Québec, 2012.
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Management Committee

HIGHLIGHTS

0 Recommended the investment

policy for the new Global
Quality Equity portfolio and reviewed
specialized portfolios’ investment
policies to ensure optimal investment
and risk management.

02

THE RISK MANAGEMENT COMMITTEE

The Board of Directors established the Risk Management
Committee to assist the Audit Committee with its responsi-
bility of implementing a risk management process.

MANDATE

The Committee’s mandate is to establish guidelines and
policies for risk management. In this way, it seeks to ensure
that the Caisse’s business, financial and operational risks are
kept at appropriate levels.

A full description of the Risk Management Committee’s
mandate can befoundinthe Governance section ofthe Caisse’s
website (www.lacaisse.com).

Examined risk-return ratios
for the specialized portfolios
of an investment sector and for the
Caisse as awhole.

0 Reviewed the decision-

making process used to
hedge the currency risk of some
emerging markets.

COMPOSITION (as at December 31, 2012)

e Chair: Réal Raymond

* Members: Francgois R. Roy and Ouma Sananikone

* Guest member: A. Michel Lavigne, Chair of the Audit
Committee

The Chairman ofthe Board attends the Committee’'s meetings.

ACTIVITY REPORT
Number of meetings held in 2012: 11

The Committee has various mechanisms to provide the Audit
Committee and the Board with the necessary assurance
regarding implementation of arisk management process. The
Committee:

» provided oraland written reports onitsactivitiesto the Board
of Directors after each meeting;

* madecopies ofits minutes available to the Audit Committee
and the Board; and

+ invited the Chair of the Audit Committee to each meeting.

The Committee held meetings regularly without the presence
of senior management.

The following report, which was approved by the members of
the Committee, describesthe main subjectsthey discussed or
decided during the year.
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Risk management guidelines and policies

The markets again experienced periods of turbulence in
2012 owing to financial, economic and political events in the
eurozoneandthe United States. To navigatethese uncertainand
volatile markets, the Caisse adjusted its over-and underweight
positionsaccordingtoits reading ofthe situation. See the Risk
Management section on page 43 of this report for a detailed
account oftheactionstaken by managementto achieve optimal
risk management.

Asforthe Committee, in 2012it monitored all risk management
work, including further risk-return integration into routine
operations and adaptation of the risk management framework
and processes to changes arising from strategic priorities,
including management of liquidity risk and market risk.

The Committee fulfilled its responsibilities in ways thatinclude
the following:

* Examined, at each Committee meeting, risk-return reports
for the specialized portfolios of an investment sector or for
the Caisse as a whole;

* Analyzed, and recommended to the Board for approval, the
investment policy forthe new Global Quality Equity portfolio;

* Reviewed the specialized portfolios’ investment policies to
ensure optimal investment and risk management, including
management of emerging market currencies, and recom-
mended changes to the Board of Directors;

* Reviewed the decision-making process used to hedge the
currency risks of some emerging countries;

* Analyzed, and recommended to the Board for approval,
amendments to the Integrated Risk Management Policy
concerning approval limits for publicly traded securities and
securities managed on an absolute basis;

* Reviewed and recommended to the Board, for approval, the
market-risk tolerance threshold for the Caisse's specialized
portfoliosandits overall portfolio, as well as the risk limit for
financial instruments or contracts;

* Monitored the introduction of an issuer’s credit-risk
frameworkthatrequires,among otherthings, detailed credit
analyses of the debt securities held by the Caisse;
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» Discussedthe process usedto manage market-liquidity risk;

» Discussed the role of the new Investment-Risk Committee,
intended to foster strategic discussion of portfolio orienta-
tions, as well as dialogue on and a cross-sectional view of
the Caisse's positions and orientations;

* Reviewed and monitoredthe business plan ofthe Risk group;

* Received accountability reports on compliance and internal
control.

Investment proposals

* Reviewed and recommended investment proposals under
the Board's authority, considering the analysis of the team
responsible for the transaction, the project’s risk analysis
and, more specifically, itsimpactontheriskleveland concen-
tration of the specialized portfolio and the Caisse’s overall
portfolio, as well as the investment’'s compliance with risk
oversight policies and guidelines;

» Discussed the risk-return relationship for each investment
proposal submitted to the Committee;

* Received follow-up reports on the investment proposals
authorized by the Board as well as investments authorized by
senior managementbut notfalling underthe Board’s purview;

* Regularly monitored major investments with a particular
impact ontherisklevel and concentration of the specialized
portfolio and the Caisse’s overall portfolio.

Depositors
» Discusseddepositors’endorsementofthe Caisse’s priorities
and its strategies for implementing them;

» Analyzedthe certificates of compliance with the depositors’
investment policiesandthe specialized portfolios’investment
policies.

USE OF EXTERNAL EXPERTS

The Risk Management Committee did not use the services of
external experts in 2012.
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Organizational

Structure

The Caisse’s Board of Directors consists of the Chairman,
Presidentand Chief Executive Officer, depositors’ representa-
tivesandindependent members. The Actrespectingthe Caisse
stipulates that at leasttwo-thirds ofthe directors, including the

Chairman, must be independent.

AR 2012

The Executive Committee is composed of the President and
Chief Executive Officer and executives from the Caisse’s
various sectors. As at December 31, 2012, the Caisse had a
total of813employees. Atthis sametime, the Real Estate group

had a total of 1,865 employees.

ORGANIZATIONAL STRUCTURE - CAISSE

(as at December 31, 2012)

Executive
Committee

CHAIRMAN

BOARD Human Resources Governance and

OF DIRECTORS [ | Committee Ethics Committee
Audit Risk Management
Committee Committee

PRESIDENT AND Internal

CHIEF EXECUTIVE Audit

OFFICER

L

Depositors and
Strategic Initiatives

Investment Management

1 1

Real Estate

Private Equity
and Infrastructure

Risk

I

Fixed Income

Finance

Equity Markets

Operations and

Overlay Strategies

Information Technology

Economic Analysis and
Asset Allocation Strategies

Talent Management and
Organizational Development

Hedge Fund of Funds

Legal Affairs and
Secretariat

Public Affairs

I

Ivanhoé Cambridge

| Otéra Capital
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REAL ESTATE GROUP

The Real Estate group makes equity and debt investments in
the office, retail and residential sectorsinthe Americas, Europe
and Asia. Its holdings comprisetwo specialized portfolios: Real
Estate and Real Estate Debt.

The Real Estate portfolio consists of the assets of lvanhoé
Cambridge, one of the 10 largest real estate companies in the
world. Ivanhoé Cambridge is a world-class owner, manager,
developerand investor. It has high-level expertise in shopping
centres, office buildings and multiresidential properties.
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A harmonization of the equity interests held by the share-
holders of the underlying entities of the subsidiary Ivanhoé
Cambridge was carried out. In light of the share ownership
reorganization, the Caisse’s stake in lvanhoé Cambridge now
stands at close t0 93%.

The Real Estate Debt portfolio consists of the holdings of
Otéra Capital, which offers a full range of commercial real
estate financing services in Canada (see page 31). In 2012,
Otéra Capital acquired from lvanhoé Cambridge a real estate
financing subsidiary, namely MCAP.

For more information on the Caisse’s real estate investments,
visit our website at www.lacaisse.com.

ORGANIZATIONAL STRUCTURE - REAL ESTATE
(as at December 31, 2012)

BOARD OF DIRECTORS
Ivanhoé Cambridge

I

IVANHOE CAMBRIDGE!
(subsidiary —93.0%)

l

ANCAR IVANHOE

1. Daniel Fournier, Chairman and Chief Executive Officer, lvanhoé Cambridge

2. Alfonso Graceffa, President and Chief Executive Officer, Otéra Capital
Raymond McManus, Chairman, Otéra Capital

BOARD OF DIRECTORS
Otéra Capital

I

OTERA CAPITAL?
(subsidiary — 97.5%)

|

MCAP
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Board of Directors

(as at December 31, 2012)
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ELISABETTA BIGSBY

Corporate Director

Chair of the Human Resources Committee
Board member since November 4, 2009

Elisabetta Bigsby pursued her career at the
Royal Bank of Canada from 1977 to 2007,
where she was notably a member of the
Executive Committee and the Chief Human
Resources Officer. She also sat on the
Bank's Pension Plan Committee from 1989
to 2007. In addition to her duties as a
corporate director, sheadvises companies on
leadership development in cooperation with
the International Consortium for Executive
Development Research, in Massachusetts
and sits on Cogeco Board of Directors.
She is also a past director of a number of
organizations.

LOUISE CHARETTE

Corporate Director

Member of the Governance and Ethics
Committee and Audit Committee
Board member since April 27, 2005

Louise Charette is completing a doctorate in
mathematics and holds a master’s degree in
business administration. From 1981 to 2007,
she held various management positions atthe
Commission de la construction du Québec,
including Assistant Director General,
Administration and Finance. In addition to
herduties as Assistant Director General, she
headed the Investment Committee for more
thantenyears. Ms. Charette has also devoted
hertalentstoanumber of organizations. She
was afounding member ofthe Regroupement
des femmes cadres du Québec and was
Vice-Chair of the Société d’habitation du
Québec. Ms. Charette has been active with
non-profitorganizations for several yearsand
sitsonthe Advisory Board ofthe Autorité des
marchés financiers.

MICHELE DESJARDINS
President, Koby Consulting

Senior Associate, Lansbherg Gersick &
Associates LLC

Member of the Governance and
Ethics Committee
Board member since December 21, 2009

After pursuing a careerinthe pulp and paper
industry with Abitibi-Price and Inter City
Papers, Michéle Desjardins held various
positions with Price Waterhouse and the
Commission des valeurs mobiliéres du
Québec. She subsequently headed the Family
Business Institute. For morethan 15years, she
has served as Senior Associate at Lansberg
Gersick & Associates LLC and President of
Koby Consulting. Ms. Desjardinsis a Certified
Management Consultant, a member of the
Ordre des administrateursagréés du Québec
and a Certified Corporate Director. She also
sits on the Boards of the Société du Palais
des congrés de Montréal and Mount Sinai
Hospital Montreal.

DENYS JEAN
President and Chief Executive Officer,
Régie des rentes du Québec

Board member since September 14, 2011

Denys Jean has been the President and
Chief Executive Officer of the Régie des
rentes du Québec and a member of its Board
of Directors since August 29, 2011. Mr. Jean
has a Bachelor of Economics. He has held
several high-level positions in the Québec
public service since 1991. At the time of his
appointment to the Régie des rentes du
Québec, he was Secretary of the Secrétariat
du Conseil du trésor, Deputy Minister at the
Ministére des Services gouvernementaux
and Chief Information Officer. Mr Jean also
served as Deputy Minister at the Ministére
des Transports (2006-2009) and held the same
positionatthe Ministére des Affaires munici-
pales et des Régions (2003-2006). Prior to
thoseappointments, he was Assistant Deputy
Ministeratthe Ministére des Affaires munici-
palesetdelaMétropole (1999-2003) and atthe
Ministére de’Environnement (1991-1999). He
isamember of the Boards of Directors of the
Centre des services partagés du Québec
and the Réseau international d'implantation
d’entreprises. Mr. Jeanisalsoamember ofthe
Audit Committee ofthe Ministére delajustice
andamember ofthe Forum des dirigeants des
grands organismes.

A. MICHEL LAVIGNE

Corporate Director

Chair of the Audit Committee Guest Member
of the Risk Management Committee
Board member since April 27, 2005

A. Michel Lavigne was President and Chief
Executive Officer of Raymond Chabot Grant
Thornton until 2005. He was also Chairman
of Grant Thornton Canada and a member
of the Board of Directors of Grant Thornton
International. He is Chairman of Teraxion
and Primary Energy Recycling and sits on
various boards of directors, including that
of Quebecor Media, TVA and Canada Post.
Mr. Lavigne has received many distinctions,
most notably, the designation of Fellow ofthe
Ordre descomptables professionnelsagréés
du Québec.

JEAN PIERRE OUELLET

Corporate Director
Advisor, Capital Saint-Laurent

Board member since March 6, 2009

Jean Pierre Ouellet has been an advisor
to Capital Saint-Laurent since 2008. His
past positions include Senior Partner at
Montréal law firm, Stikeman Elliott, and
Senior Vice-President, Chief Legal Officer
and Corporate Secretary at Canadian
National Railway. More recently, he served
as Vice-Chairman of the Board of RBC
Capital Markets, responsible for Québec.
He is a member of the Board of the Noranda
Income Fund, where is the Chairman of
the Governance and Human Resources
Committee. Mr. Ouellet is also a member
of the Québec Advisory Board of Talisman
Energy. He was a board member of a number
of Canadian companiesinthe past,including
Bionair,Hartco Enterprises, C-Mac and Crédit
commercial de France (Canada), as well as
several non-profit organizations.
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REAL RAYMOND

Corporate Director

Chair of the Risk Management Committee
Board member since March 13, 2009

During his 37-year career with National Bank
of Canada, Réal Raymond held a variety of
positions including President — Personal
and Commercial Banking, President and
Chief Operating Officerand, finally, President
and Chief Executive Officer. He currently
sits on the boards of directors of Metro Inc.,
Héroux- Devtek Inc., Aéroports de Montréal
andthe Institute for Research in Immunology
and Cancer of Université de Montréal.
Mr. Raymond has an MBA from Université
du Québec a Montréal (UQAM) where he
currently serves as Chancellor. He holds an
honorary doctorate from the UQAM School
of Management (ESG UQAM).

FRANCOIS R.ROY

Corporate Director

Member of the Risk Management Committee
and Audit Committee
Board member since December 21, 2009

Frangois R. Roy began his career at The
Bank of Nova Scotia, where he held several
positions in Canada and the United States.
He later worked for Société générale de
financement du Québec, prior to becoming
the Chief Financial Officer at Quebecor,
Avenor and Telemedia Corporation. He was
Chief Financial Officer at McGill University
from 2007 to 2010. He has been a corporate
director since 1998 and sits on the boards
of directors of Transcontinental, Noranda
Income Fund and Capstone Infrastructure
Corporation. For the past 25 years, Mr. Roy
has beenand continuesto beactive with many
non-profit organizations.

MICHAEL SABIA
President and Chief Executive Officer,
Caisse de dépot et placement du Québec

Board member since March 14, 2009

Michael Sabia has been the President and
Chief Executive Officer of the Caisse since
March 2009. Before joining the Caisse,
Mr. Sabia was President and Chief Executive
Officer of BCE and Chief Financial Officer
of Canadian National Railway. Earlier in
his career, he was a senior official in the
Governmentof Canada. Mr. Sabiaisamember
ofthe Governing Council of Finance Montréal.
He was alsoamember ofthe North American
Competitiveness Council from 2005 to 2008.
He contributes actively to the vitality of the
community. He serves as co-chair of the
Campus Montréal fundraising campaign
(HEC, Polytechnique and Université de
Montréal) and of the Daffodil Ball benefiting
the Canadian Cancer Society. Inrecentyears,
Mr. Sabiahas served as chair or co-chair ofthe
fundraising campaigns of various organiza-
tions, including Centraide of Greater Montreal,
the Montreal Heart Institute Foundation,
Maison Saint Gabriel and Héritage Montréal.

OUMA SANANIKONE

Corporate Director

Member of the Risk Management Committee
and Human Resources Committee
Board member since August 28, 2007

Ouma Sananikone is a corporate director
with extensive experience in the European
and Asian financial markets. She has worked
for25yearsin banking, financial servicesand
investment management. In particular, she
held management positions at Aberdeen
Asset Management (Australia), EquitiLink
Group and Westpac Banking Group. She
is an external director of Icon Systems and
Air-Serv. Ms. Sananikone has been a board
member of numerous public and private
companies and of charitable organizations,
in Australia and elsewhere in the world. Her
main areas of interestare governance, ethics,
community issues and leadership.

ROBERT TESSIER
Chairman of the Board of Directors
Caisse de dépot et placement du Québec

Chair of the Governance and

Ethics Committee

Member of the Human Resources
Committee

Board member since March 5, 2009

Robert Tessier has an extensive background
as a corporate director and senior executive
in both the public and the private sectors. He
has served as President and Chief Executive
Officer as well as Chairman of the Board
of Directors of Gaz Métro and as the head
of Marine Industries Limited and Alstom
Canada. He has also been Secretary of the
Conseil du trésor du Québec, Québec's
Deputy Minister of Energy and Natural
Resources and Executive Vice-President
of the Société générale de financement du
Québec. Mr. Tessier is currently Chairman of
the |G FundsIndependent Review Committee
and isthe Chairman ofthe Board of Directors
of Green Mountain Power. He also sits on
the Boards of Directors of the Institute for
Researchin Immunologyand Cancer (IRIC) of
the Université de Montréal,and ofthe Institute
of Corporate Directors.
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CLAUDE BERGERON

Executive Vice-President and
Chief Risk Officer

Claude Bergeron oversees the teams
responsible for monitoring, measuring
and analyzing risk. Mr. Bergeron has more
than 25 years of experience with the Caisse
where he has played a leading role in a
number of major domestic and international
files and investments. In August 2009, he
became Acting Chief Risk Officer and was
appointedtothe position of Chief Risk Officer
on November 1, 2010. Under his leadership,
the Caisse completed the implementation
of an accelerated program to strengthen its
risk management practices. Mr. Bergeron is
a member of the Barreau du Québec and the
Canadian Bar Association. He completed
an international MBA program, specializing
in financial services and insurance. He has
received many awards during his career,
including the Commerce-ZSA award (2007)
in recognition of his law career in Québec.

MICHELE BOISVERT

Executive Vice-President,
Public Affairs

Michéle Boisvert oversees external and
internal communications, government
relations and public relations for the Caisse.
Ms. Boisvert is an economist by training
and pursued a career in journalism for more
than25years. After working atRadio-Canada,
shejoined LaPressein 2002, where she covered
business news as a reporter, then as an
editorialist and a columnist. In January 2007,
Ms. Boisvert was named Editor of La Presse
Affaires. In addition to her role at La Presse,
she had a daily business column for seven
years on the Radio-Canada show, C'est bien
meilleur le matin. Ms. Boisvert is a member of
the International Women’'s Forum. She has
received many awardsthroughout hercareer,
including the YMCA’s Woman of Distinction
in Communications award in 2009.

FREDERICK CHARETTE

Executive Vice-President,
Talent Management and Organizational
Development

Frédérick Charette overseestherecruitment,
compensation, professional development,
payroll, managementinformationand human
resources advisory teams. During his career,
Mr. Charette has worked both abroad and
in Montréal with firms comprising high-
level professionals. He was instrumental
in expanding McKinsey's organizational
development practice in the Asia-Pacific
region. Before joining the Caisse, he served
as Head of People for KPMG Australia.
Mr. Charette is a member of the International
Positive Psychology Association, a member
ofthe Neuro-Leadership Instituteand aboard
member of the Healthy Enterprises Group.

MARC CORMIER

Executive Vice-President, Fixed Income
Investment Management

Marc Cormier oversees the Caisse’s fixed
income teams and portfolios. He has close
to 20 years of experience in the banking and
investment industries. Since joining the
Caisse in 1997, he has held various positions
with the fixed-income investments team.
Mr. Cormier has worked for several French
financial institutions, including Crédit
Lyonnais, in Montréal, where he served as
Treasurer,and Crédit Commercial de France,
in Paris.

Mr. Cormier has been a member of the
Board of Directors of the Montreal Institute
of Structured Products and Derivatives
since 2012.
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DANIEL FOURNIER

Executive Vice-President, Real Estate
Chairman and Chief Executive Officer,
Ivanhoé Cambridge

Daniel Fournier oversees the investments,
strategies, management and development
of the Caisse's real estate portfolios. In
addition, Mr. Fournier is the Chairman and
ChiefExecutive Officer of Ivanhoé Cambridge,
one of the 10 largest real estate companies
in the world. He has more than 30 years of
experience in the business community and
has solid expertise in real estate. He holds a
Bachelor of History from Princeton University
and aBachelor of Artsin Jurisprudence from
Oxford University, where hereceived aRhodes
Scholarship. Over the years, Mr. Fournier sat
on the boards of directors of several leading
Canadian companies. Heisalsoveryinvolved
in hiscommunity and, among other things, is
a past Chairman of the Board of the McCord
Museum and a board member of the Sainte-
Justine University Health Center Foundation.

MARIE GIGUERE, AD.E.

Executive Vice-President,
Legal Affairs and Secretariat

Marie Giguére has overseen the Legal
Affairs, Corporate Secretariat and Policies
and Compliance teams since November 1,
2010. She has extensive experience in
commercial and corporate law, as well as in
mergers and acquisitions. She was a partner
at Fasken Martineau for many years and
held management positions at the Montréal
Exchange, Molson Inc. and the Caisse real
estate subsidiary Otéra Capital. Ms. Gigueére
has a Bachelor of Civil Law from McGill
University and is a member of the Barreau du
Québec. She is amember of the Board of the
McGill University Health Centre and is Chair
of the Douglas Mental Health University
Institute Foundation. She is also a member
of the boards of TMX Group Limited and of
Ivanhoé Cambridge. In 2005, she received the
Commerce-ZSA award in recognition of her
outstanding law career.

JEAN-LUC GRAVEL

Executive Vice-President, Equity Markets
Investment Management

Jean-Luc Gravel oversees the investment
teams covering equity markets. He develops
strategies and explores new opportunities
for all the Caisse’s equity market operations.
He joined the Caisse’s Canadian Equity team
in 2004, after working in securities at Gendron
Norris, Nesbitt Burns, Newcrest Capital and
TD Newcrest Securities. He is a Chartered
Financial Analyst (CFA) and a Fellow of the
Canadian Securities Institute. Heis currently
a member of the Board of Directors of the
International Financial Centre of Montréal and
amember ofthe SMB Advisory Committee of
the Autorité des marchés financiers (AMF).

ROLAND LESCURE

Executive Vice-President
and Chief Investment Officer

Roland Lescure oversees investment
strategy, asset allocation and investment-
related research. He directs investments
in equities, fixed income and hedge funds,
as well as overlay strategies. He also plays
a key advisory role in private equity and
real estate investments. Mr. Lescure has
many years of experience in the investment
field. In particular, he worked at Groupama
Asset Management, Natexis and the asset
management subsidiary of the Caisse des
Dépodts et Consignations, as well as at the
French Ministry of Finance and the Institut
national de la statistique etdes études écono-
miques (INSEE). Mr. Lescure has also taught
and has participated in many projects led by
the Conseil d'analyse économique de France.
He is a graduate of the Ecole Polytechnique
and the Ecole nationale de la statistique et
de I'administration économique (ENSAE) in
Paris. He also earned an M.Sc. in Economics
from the London School of Economics and
Political Science. Mr. Lescure is a member
of the Board of Directors and the Strategic
Committee of the McCord Museum, and of
the Board of Directors and the Investment
Committee of the Foundation of Greater
Montreal.

PIERRE MIRON

Executive Vice-President,
Operations and Information Technology

Pierre Miron's mandate includes further
repositioning of the Operations and
Information Technology teams to enhance
their agility and effectiveness and to ensure
they are well aligned with the needs of the
sectors they serve. Mr. Miron has more
than 28 years of experience in information
technology management, of which the last 17
years have been in the financial sector.
Before joining the Caisse in 2010 as Senior
Vice-President, Information Technology, he
held various management positions at CGl,
National Bank Financial and National Bank of
Canada. Mr. Miron holds a bachelor’s degree
in management information systems from
the Université du Québec a Montréal. He is a
member of Réseau TIQ, an organization that
brings together some 25 IT executives from
largecompaniesand organizationsin Québec.
Mr. Miron also serves as a corporate director
with various organizations and companies.

BERNARD MORENCY

Executive Vice-President, Depositors,
Strategy and Chief Operations Officer

Bernard Morency oversees the teams
responsible for depositors’ accounts,
strategic planning, operations and infor-
mation technology. Mr. Morency joined the
Caisse in December 2007 and was promoted
to Executive Vice-President, Depositors
and Strategic Initiatives in April 2009. In
March 2012, in connection with the imple-
mentation of the Caisse’s strategic plan, he
alsobecame Chief Operations Officer. Before
joining the Caisse, Mr. Morency worked for
Mercer for more than 30 years. He was a
member of Mercer’s global executive team
and held a variety of leadership and senior
management positions. Mr. Morency is a
Fellow of the Canadian Institute of Actuaries
andthe U.S. Society of Actuaries (SOA)andis
amember ofthe Conference Board of Canada
and ofthe Boards of Directors of CIRANO and
of Finance Montréal.
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MAARIKA PAUL

Executive Vice-President and
Chief Financial Officer

Maarika Paul oversees monitoring of financial
returns, treasury operations, performance
measurement and analysis, preparation
of accounting and financial information,
control of operating expenses, application
of best practices in financial governance
and management of business services.
A chartered professional accountant (CPA
and CA) and a chartered business valuator
(CBV), Ms. Paul has more than 25 years of
experience in financial management. She
initially worked with KPMG, an audit and
taxation services firm. From 1994 to 2011, she
worked at BCE, where she was in charge of
performance evaluation of BCE subsidiaries,
financial planning, mergers and acquisitions
and investor relations. She also held the
position of Senior Vice-President, Corporate
Communications and, more recently, that of
Senior Vice-President, Corporate Services.
Ms. Paul holds a Bachelor of Business
Administration (Accounting) from McGill
University. She is a member of the Boards of
Directors ofthe Montreal Children’s Hospital
Foundation and the Juvenile Diabetes
Research Foundation.

NORMAND PROVOST

Executive Vice-President, Private Equity and
Infrastructure

Normand Provost oversees the teams that
invest in the long-term growth of companies
in the form of private transactions. He super-
vises strategies and portfolio management,
and co-ordinates the network of local and
international partners. Since September 2009,
Mr. Provost has also assumed the leadership
of all of the Caisse’s initiatives in Québec.
He heads the management committee in
charge of these initiatives and oversees
the Québec business development team.
He is also the Caisse’s lead represen-
tative in its various activities throughout
Québec. Mr. Provost has 35 years of industry
experience, including nearly 33 years with the
Caisse, where he developed the private
equity and infrastructure business model,
teams and portfolios. Mr. Provost is well
versedinevery aspect of corporate financing
and has brought hundreds of transactions
to fruition.

MICHAEL SABIA
President and Chief Executive Officer

Michael Sabiaisresponsible forthe strategic
direction of the Caisse and determines
the necessary course of action to fulfill its
mission. He is Chairman of the Executive
Committee and also sits on the Board of
Directors. Before joiningthe Caisse, Mr. Sabia
was President and Chief Executive Officer of
BCE and Chief Financial Officer of Canadian
National Railway. Earlier in his career, he was
asenior officialinthe Government of Canada.
Mr. Sabiaisamemberofthe Governing Council
of Finance Montréal. He was also a member
of the North American Competitiveness
Council from 2005 to 2008. He contributes
actively to the vitality of the community. He
serves as co-chair of the Campus Montréal
fundraising campaign (HEC, Polytechnique
and Université de Montréal) and ofthe Daffodil
Ball benefiting the Canadian Cancer Society.
Inrecentyears, Mr. Sabia has served as chair
or co-chair of the fundraising campaigns of
various organizations, including Centraide
of Greater Montreal, the Montreal Heart
Institute Foundation, Maison Saint Gabriel
and Héritage Montréal.
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Analysis of Operating Expenses
and External Management Fees

Operating expenses represent the Caisse’s total portfolio
management and administration costs. External management
fees are amounts paid to external financial institutions to
manage funds on the Caisse’s behalf. Operating expenses
include expenditures for the management of the Real Estate
and Real Estate Debt portfolios. Operating expenses related to
the management and administration of real estate assets and
mortgages are deducted from real estate investment income
and mortgage income, respectively.

For fiscal year 2012, operating expenses totalled $284 million,
a $15 million increase over 2011, primarily as a result of the
annualized effect of recruiting resources in 2011 in the
investment, research, fundamental analysis and information
technology sectors.

External management fees totalled $11 million, an increase
over the $9 million recorded in 2011, as a result of the increase
in the amount of assets under management. In the combined
financial statements, external managementfees are netted from
investmentincome.

Operating expenses and external management fees amounted
to $295 million in 2012, compared to $278 million in 2011. This
amount represents 17.9 cents per $100 of average net assets,
placing the Caisse among the leaders in its management
category (see Figure 66).

OPERATIONAL EFFICIENCY

The Caisse periodically reviews its procedures to maintain
strict control over its operating expenses. It aims to keep
operating expenses at a level that, given the composition of
its investments, is favourably comparable to that of same-size
institutional fund managers with similar operations. For many
years, the Caisse has been benchmarking its costs by asset
class.

OPERATING EXPENSES AND EXTERNAL
MANAGEMENT FEES EXPRESSED IN CENTS PER
$100 OF DEPOSITORS’ AVERAGE NET ASSETS

(for periods ended December 31 —in cents)

22.0
19.4
|| 18.0 17.9

2009
2010
20M
2012
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CDP Financial is a wholly owned subsidiary of the Caisse. Its transactions are designed to
optimize the cost of financing the operations of the Caisse and its subsidiaries while diversifying
their sources of financing. lts operations were stable in 2012; the short-term financing program

was maintained and no term notes were issued.

CREDIT RATING AGENCIES AFFIRM THE CAISSE’S
FINANCIAL STRENGTH

Dominion Bond Rating Services (DBRS), Moody’s Investors
Service (Moody’s) and Standard & Poor’s (S&P) maintained
theirinvestment-grade credit ratings with a stable outlook. The
credit ratings are the highest issued by these agencies (see
Table 67):

* On September 5, 2012, Moody’s issued an update affirming
CDP Financial’'s short- and long-term credit ratings with a
stable outlook.

* On November9, 2012, S&P affirmed the Caisse’s short- and
long-term credit ratings with a stable outlook.

* On November9, 2012, DBRS issued an update affirming the
short- and long-term credit ratings of the Caisse and its
subsidiary CDP Financial, also with a stable outlook.

TABLE 67

SHORT-TERM BORROWING

The fair value of short-term financing transactions in the
Canadian market stood at $1.0 billion as at December 31, 2012,
and was equivalent to the year-earlier level (see Figure 68).
In 2012, the average maturity of the borrowings was 72 days,
and transactions totalled $5 billion.

TERM BORROWING

As at December 31, 2012, CDP Financial’s outstanding term
notes totalled $8.9 billion, versus $8.8 billion at the end of 2011
(see Figure68). The $100-million increase over2011is duetothe
impact of lower interest rates on fair value. In 2012, the Caisse
did not require additional financing for its operations; as a
result, CDP Financial did not issue any term notes.

The geographic breakdown of the financing remained stable
in 2012, with 57% of the outstanding debt securities in the U.S.
market, 32% in the Canadian market and 11% in the European
market.

FIGURE 68

CREDIT RATINGS

Short-term Long-term
DBRS R-1HIGH AAA
Moody’s PRIME-1 (Aaa) Aaa
S&P A-1+ AAA
A-1HIGH

BREAKDOWN OF LIABILITIES -
CDP FINANCIAL

(fair value as at December 31 —in billions of dollars)

g8 89
8.1

5.1

13I 1.0 108 10

Commercial paper

M Term notes

2009
2010
2011
2012
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Significant
Accounting Policies

The financial statements of the Caisse de dépot et placement
du Québec are combined: they comprise the accounts of the
Caisse’s subsidiaries, the General Fund, the individual funds
andthe specialized portfolios. Depositors’ holdings presented
inthe Combined statement of netassetsincludethe netaccount
value of each Caisse depositor.

Note 2 to the audited combined financial statements as at
December 31, 2012, describes the significant accounting
policies used by the Caisse. Preparation of the financial state-
ments requires the use of subjective and complex judgments
and estimates. Anychangestothese judgmentsand estimates
could have amaterialimpactonthe Caisse’s combined financial
statements.

CHANGEOVER TO INTERNATIONAL FINANCIAL
REPORTING STANDARDS (IFRS)

In 2008, the Accounting Standards Board (AcSB) confirmed
that Canadian generally accepted accounting principles
(GAAP)would bereplaced by International Financial Reporting
Standards (IFRS) for all publicly accountable entities, effective
January 1, 2011. The Caisse is defined as a publicly accoun-
table entity. In December 2011, the AcSB decided to defer
the adoption of IFRS for investment companies that apply
Accounting Guideline AcG-18, “Investment Companies,” of
Part V of the Canadian Institute of Chartered Accountants
(CICA) Handbook, owing to delayed publication by the
International Accounting Standards Board (IASB) of an IFRS
standard on investment entities.

It was only in October 2012 that the IASB published the
document /nvestment Entities (Amendments to IFRS 10
Consolidated Financial Statements, IFRS 12 Disclosure of Interests
in Other Entities and | AS 27 Separate Financial Statements) requiring
thatacompany considered aninvestment entity measure each
of its controlled entities at fair value rather than consolidating
them. In December 2012, Part | of the CICA Handbook was
updated toreflectthe recentamendments, whose effective date
for investment entities is January 1, 2014, with early adoption
permitted. Accordingly, the expected date forthe Caisse’s first
combined financial statements prepared according to IFRS is
December 31, 2014.
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Main impacts of the Caisse’s changeover to IFRS

The main impact identified in connection with the Caisse’s
changeover to IFRS is the non-consolidation of entities
controlled by aninvestmententity. Under Canadian GAAP, the
Caisse consolidates its subsidiaries under AcG-18 whereas,
according to IFRS, controlled entities must be presented
and measured at fair value as investments. Considering this
significant change, the fair value of the assets and liabilities
of subsidiaries that are consolidated according to Canadian
GAAP could differ materially from the measurement of an
investment based on an enterprise value method according
to IFRS.

Implementation of IFRS
In 2012, IFRS was early adopted for the Real Estate portfolio,
as described on page 41.

Inaddition, whileworking closely with its co-auditors, the Caisse
continues to analyze other consequences of the adoption of
IFRS onits combined financial statements, the individual funds
and the other specialized portfolios. This planning and imple-
mentation workinvolves adjusting theaccountingand business
processes, operational systems, internal controls and financial
and management reports.

EXTERNAL AUDIT

The Caisse's financial statements are prepared in accordance
with Canadian generally accepted accounting principles,
as stipulated in the Act respecting the Caisse de dépot et
placement du Québec.

Inaccordance withthe Act,the Caisse’s co-auditors audited the
institution’saccounting records for fiscal 2012, and theirreports
accompany the financial statements. Over all, the co-auditors
reported on 57 financial statements, namely the Caisse’s
combined financial statements and those of the General
Fund, the depositors’38individual funds and the 17 specialized
portfolios. Theyissuedan unqualified auditors’ reportforeach
of these financial statements.
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Fair Value
Measurement

Investment valuation is a process whereby a fair value is
assigned to each of the Caisse’s investments with a view
to preparation of its financial statements. Measurement of
investments at fair value is performed periodically according
to policiesand procedures specificto eachtype ofinvestment.
These procedures comply with the standards and practices of
Canadianand international organizations and involve the use of
stock market prices as well asreports ofindependentvaluators,
appraisers and experts. The co-auditors have access to all
major valuation files in performing their audit of the year-end
financial statements.

CONCEPTUAL FRAMEWORK

According to the provisions of CICA Handbook Accounting
Guideline AcG-18, the Caisse must measure its investments
at fair value. Fair value is the amount of consideration that
would be agreed uponinanarm’s-length transaction between
knowledgeable, willing parties who are under nocompulsionto
act. Fair value must be established on the assumption that the
investments areavailable for sale onthe preparation date ofthe
financial statements. The purpose ofthe accounting standards
isto defineaconceptual framework forall situations thatrequire
fair value measurement.

IMPACT ON THE CAISSE’S INVESTMENTS

The Caisse believes that these fair value standards provide
a coherent framework, but that they must be applied with
discernment. These highly restrictive standards ignore the
fact that, given the very long investment horizon of its major
depositors, the Caisse has the resources and the intention to
hold certain investments until their optimal value is reached.

As aresult, the fair value determined as at December 31, 2012,
for less liquid investments, such as real estate, private equity,
infrastructure, commercial debt and commercial mortgages,
reflects the overall volatility of the financial markets and
therefore may differ from the economic value of such invest-
ments over the long term.
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ESTABLISHING FAIR VALUE AT THE CAISSE

The fair value of investments is established first as a function
ofrealtransactionsinvolvingidentical orcomparable assetsin
active markets. Butifthereare no observable data orthe markets
areinactive, thatis, no purchases or sales are taking place, the
Caisse mustestablish fair value using valuation methods. The
main valuation methods currently used are discounting of cash
flows andthe earnings multiples of comparable companies. The
main variables used by these methods are cash flows, discount
rates, financing andilliquidity premiums, EBITDA multiplesand
price-earnings multiples. These variables involve a degree of
subjectivity that may differ from one valuator to another.

Liquid investments

The fair value of liquid investments is established from
prices quoted on major stock exchanges and prices or data
provided by securities dealers or other recognized specialized
organizations, and from valuation methods used on capital
markets, such as discounting of cash flows, which is based
on directly or indirectly observable data. Twice a year, the fair
value of all portfolios of unlisted liquid products is reviewed
by independent external firms. Valuation of these products,
whichinclude bonds and over-the-counter derivative financial
instruments, is based on valuation models and input data.

Less liquid investments

Private equity and infrastructure

Thefairvalue of private equity and infrastructure investmentsis
determined semi-annually,at June30and December 31, unless
significant circumstances require a change in the value of an
investment at another time during the year.

Fair value is established by an internal valuation team,
independent of the investment units. Investments whose fair
value exceeds a predetermined materiality threshold must be
submittedtoanindependentvaluation committee oran external
valuator. The committee, which reports to the Caisse’'s Audit
Committee, is composed of independent valuation profes-
sionals. The co-auditors attend the committee’s meetings as
observers. The processis complemented internally by regular
and one-time valuations, as events occur.
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Fair Value
Measurement

Real estate investments

For the preparation of the combined financial statements,
the fair value of real estate investments is determined semi-
annually, at June 30 and December 31, unless significant
known circumstancesrequire aone-timeinvestmentvaluation
adjustment. External chartered appraisers certify the fair value
ofthe Real Estate portfolio’s assets. In addition, the real estate
subsidiaries’ external auditors audit fair values during prepa-
ration of audited financial statements.

Furthermore, IFRS were early adopted in 2012 for the Real
Estate portfolio. According to IFRS, this portfolio is consi-
dered an investment entity and the new accounting standard
requires thatthe subsidiary lvanhoé Cambridge be valued and
presented as an investment that reflects the fair value of the
business. This value was determined by independent external
appraisers andreflects,among otherthings, the fair value ofthe
real estate assets, the quality ofthe portfolio and the integrated
management of the platform.

The fair value of mortgage loans and securities is established
monthly from the discounted value of future contractual cash
flows at the market interest rate. The rate is that which could
be obtained for loans or securities with similar terms and
maturities. In cases where the timing of cash flows cannot
be estimated with reasonable reliability, fair value is either
the fair value of any asset given as collateral, net of expected
costs ofrealization and any amount legally owed to borrowers,
or the mortgages’ observable market price. The fair value of
these investments is reviewed semi-annually by independent
external firms.
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ABTNs

Asset-backed term notes (ABTNs) are financial instruments
with an average maturity of four years. To provide an economic
hedge soastoreducetheriskoflossinherentinchangesinthe
ABTNSs' fair value and of possible collateral calls, the Caisse
uses derivative financial instruments, such as credit default
swaps and interest rate swaps.

The MAV 1 ABTNs and some ABTNs excluded from the
restructuring agreement are essentially composed of credit
default swaps and pledged assets. The fair value of the credit
default swapsis established with valuationtechniquesthatare
based as much as possible on observable market data, such as
credit spreads, correlation factors and an illiquidity premium,
which is calculated from the spread between the bid and ask
prices of similar financial instruments traded on the market.
Forthe other ABTNs, the Caisse established fairvalues usinga
valuationtechnique based on afinancial model whoseassump-
tions use observable market data, such as interest rates and
credit quality, as much as possible.

Allthe dataand methodologies usedto establish the fair value
of the ABTNs as at December 31, 2012, were reviewed by an
independent external firm.
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Management's responsibility
for combined financial reporting

Preparation and presentation of the combined financial statements of the Caisse de dép6t et placement du Québec (the “Caisse”) are the
responsibility of management. The combined financial statements were prepared in accordance with Canadian generally accepted accounting
principles (GAAP). We ensure that the financial data in the Annual Report are consistent with those in the combined financial statements.

The combined financial statements include amounts based on management’s best estimates and judgment, with due regard for their relative
importance. Moreover, in the preparation of the financial data, management has made decisions regarding the information to be presented,
has made estimates and has made assumptions that affect the information presented. Future results may differ considerably from our current
estimates, because of changes in the financial markets or other events that may have an impact on the fair value of the investments established
as at December 31, 2012.

In our responsibility for the reliability of financial information, we use a sophisticated internal control mechanism applied systematically on all
levels of the organization. This mechanism consists of organizational and operational controls, financial information disclosure controls and
procedures, and internal control over financial information. The Caisse's internal control mechanism is based, among other things, on a clear
definition of responsibilities, effective allocation of duties, delegation of powers, competent resources, appropriate procedures, information
systems, tools and practices, relevant and reliable information whose adequacy enables all employees to fulfill their responsibilities, control,
compliance and integrated risk management measures that are proportional to the issues specific to each process and designed to reduce risks
likely to affect achievement of the Caisse’s objects, and oversight of compliance with an extensive body of internal policies.

This control mechanism makes it possibleto ensurethatappropriateinternal controlsarein place with regardsto operations, assetsand records.
Moreover, the Caisse’s internal audit group reviews the internal controls on a regular basis. These controls and audits are designed to provide
reasonable assurance regarding the reliability of the accounting records used to prepare the combined financial statements and to ensure that
assets are not used or disposed of in any unauthorized manner, that liabilities are recorded, and that we meet all the legal requirements to which
the Caisse is subject, including the Act respecting the Caisse de dépot et placement du Québec.

Each year, we certify that the design of the internal control regarding financial information is sufficient and that the design and functioning of the
financial information disclosure controls and procedures are effective. We reportany significantirregularity to the Audit Committee ofthe Board
of Directors of the Caisse, as necessary.

The Auditor General of Québecand Ernst & Young LLP (the “co-auditors”) have audited the combined financial statements ofthe Caisse, and their
report covers the nature and scope of the audit and expresses their opinion. The co-auditors have unrestricted access to the Audit Committee to
discuss any matter relating to their audit.

The Board of Directors and its committees supervise the manner in which management fulfills its responsibility for the establishment and
presentation of financial information, maintenance of appropriate internal controls, compliance with the requirements of laws and regulations,
management of and control over the main risks and evaluation of major transactions. Moreover, it approves the combined financial statements
and the Annual Report.

The Board of Directors has approved the combined financial statements as at December 31,2012. Itis assisted in its responsibilities by the Audit
Committee, of which all members are outside directors. This Committee meets with management and the co-auditors, examines the combined
financial statements and recommends their approval to the Board of Directors.

s AN S

MICHAEL SABIA MAARIKA PAUL, CPA, CA, CBV

President and Chief Executive Officer Executive Vice-Presidentand
Chief Financial Officer

Montréal, February 26, 2013
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Independent auditors’ report

To the National Assembly

Report on the combined financial statements

We have audited the accompanying combined financial statements ofthe Caisse de dépot et placement du Québec, which comprisethe combined
statement of net assets as at December 31, 2012, and the combined statement of income and changes in net assets for the year then ended, and
asummary of significant accounting policies and other explanatory information included in the notes to the combined financial statements.

Management'’s responsibility for the combined financial statements

Management is responsible for the preparation and fair presentation of these combined financial statements in accordance with Canadian
generallyaccepted accounting principles (GAAP) and for such internal controlas management determinesis necessarytoenablethe preparation
of combined financial statements that are free from material misstatement, whether due to fraud or error.

Auditors’ responsibility

Ourresponsibility is to express an opinion onthe combined financial statements based on our audit. We conducted our auditin accordance with
Canadian generally accepted auditing standards. Those standards require that we comply with ethical requirements and plan and perform the
audit to obtain reasonable assurance about whether the combined financial statements are free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the combined financial statements.
The procedures selected depend on the auditor’s judgment, including the assessment of the risks of material misstatement of the combined
financial statements, whether due to fraud or error. In making those risk assessments, the auditor considers internal control relevant to the
entity’s preparation and fair presentation of the combined financial statements in order to design audit procedures that are appropriate to the
circumstances, but not for the purpose of expressing an opinion on the effectiveness of the entity’s internal control. An audit also includes
evaluating the appropriateness of accounting policies used and the reasonableness of accounting estimates made by management, as well as
evaluating the overall presentation of the combined financial statements.

We believe that the audit evidence we have obtained is sufficientand appropriate to provide a basis for our audit opinion.

Opinion

In our opinion, the combined financial statements presentfairly, in all material respects, the financial position ofthe Caisse de dépotet placement
du Québec as at December 31, 2012, and the results of its operations and its cash flows for the year then ended in accordance with Canadian
generally accepted accounting principles.

Report on other legal and regulatory requirements

Asrequired by the Auditor General Act (R.S.Q., chapter V-5.01), wereportthat, in our opinionthese principles have beenapplied on a basis consistent
with that of the preceding year.

Acting Auditor General of Québec Ernst& Young LLP
y e
)
W%M\W’u LPA o, LA W \d ?a&nyx AL
i [}
Michel Samson, CPA auditor, CA CPA auditor, CA, permit no. A112431

Montréal, February 26, 2013 Montréal, February 26, 2013
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As at December 31
(in millions of dollars) 2012 2011
Assets
Investments (note 3A) 210,460 185,606
Advances to depositors 797 761
Investment income, accrued and receivable 751 854
Transactions being settled 153 774
Other assets (note 4) 1,002 3,293

213,163 191,288
Liabilities
Liabilities related to investments (note 3B) 34,129 28,554
Transactions being settled 155 110
Other liabilities (note 5) 1,300 1,162

35,584 29,826

Combined net assets 177,579 161,462
Less:
Non-controlling interests (note 6C) 2,006 2,497
Depositors’ net holdings in accordance with Canadian GAAP (note 6A) 175,573 158,965
Commitments and contingencies (note 12)
The accompanying notes are an integral part of the combined financial statements
Supplemental information (note 6B)
Depositors’ net holdings in accordance with Canadian GAAP 175,573 158,965
Consolidation adjustment arising from early adoption of IFRS by a specialized portfolio 637 -
Depositors’ net holdings before consolidation adjustment 176,210 158,965

For the Board of Directors,

ol s

MICHAEL SABIA A. MICHEL LAVIGNE

¥
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For years ended December 31

(in millions of dollars) 2012 2011
Investment income (note 7A) 5,904 5,232
Less:

Operating expenses (note 8) 284 269
Net investment income 5,620 4,963
Gains (losses) on the sale of investments (note 7C) 2,127 (482)
Total realized income 7,747 4,481
Unrealized increases in value of investments and liabilities related to investments (note 7D) 6,644 1,764
Net investment results 14,391 6,245
Depositors’ net deposits 2,308 1,477
Other changes in non-controlling interests (note 6C) (582) 223
Increase in combined net assets 16,117 7,945
Combined net assets, beginning of year 161,462 153,517
Combined net assets, end of year 177,579 161,462
Attributable to depositors

Net investment results (note 7E) 14,391 6,245
Less:

Net investment results attributable to non-controlling interests (note 7E) 91 499
Net investment results attributable to depositors (note 7E) 14,300 5,746
Depositors’ net deposits 2,308 1,477
Increase in depositors’ net holdings 16,608 7,223
Depositors’ net holdings, beginning of year 158,965 151,742
Depositors’ net holdings in accordance with Canadian GAAP 175,573 158,965

The accompanying notes are an integral part of the combined financial statements
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Combined Tunds
complementary notes

As at December 31, 2012

01

CONSTITUTION AND OPERATIONS

The Caisse de dépot et placement du Québec (the “Caisse™), alegal person established in the public interest within the meaning of the Civil Code,
is governed by the Act respecting the Caisse de dépét et placement du Québec (R.S.Q., chapter C-2) (the “Act”). It receives all funds whose deposit is
provided under the Act. Pursuant to the federal and provincial income tax acts, the Caisse is not subject to income taxes.

COMBINED FINANCIAL STATEMENTS

The combined financial statements comprise the accounts of the subsidiaries controlled by the Caisse, the General Fund, the individual funds
and the specialized portfolios.

GENERAL FUND (CONSOLIDATED STATEMENTS)

The General Fund comprises all treasury operations (management of demand and term deposits, and corporate financing of the Caisse).

INDIVIDUAL FUNDS

Theindividualfundsare comprised of diversified investments,and each fund has only one depositorthat exclusively makes participation deposits
therein. The individual funds are for the use of the following depositors:

Fund 300: Québec Pension Plan Fund, administered by the Régie des rentes du Québec;

Fund 301: Governmentand Public Employees Retirement Plan, administered by the Commission administrative des régimes de retraite
et d’'assurances;

Fund 302: Pension Plan of Management Personnel, administered by the Commission administrative des régimes de retraite et d'assurances;
Fund 303: Special Plans Fund, administered by the Commission administrative des régimes de retraite et d'assurances;

Fund 305: Pension Plan of Elected Municipal Officers, administered by the Commission administrative des régimes de retraite
et d'assurances;

Fund 306: Régime complémentaire de rentes des techniciens ambulanciers/paramédics et des services préhospitaliers d’'urgence,
administered by Aon Conseil;

Fund 307: Fonds de I'assurance automobile du Québec, administered by the Société de I'assurance automobile du Québec;

Fund 311: Supplemental Pension Plan for Employees in the Québec Construction Industry — General Account, administered by the
Commission de la construction du Québec;

Fund 312: Supplemental Pension Plan for Employees in the Québec Construction Industry — Retirees Account, administered by the
Commission de la construction du Québec;

Fund 313: Supplemental Pension Plan for Employees in the Québec Construction Industry — Supplementary Account, administered by the
Commission de la construction du Québec;

Fund 314: Deposit Insurance Fund, administered by the Autorité des marchés financiers;

Fund 315: Compte dédié, administered by La Financiére agricole du Québec;

Fund 316: Retirement Plans Sinking Fund - RREGOP, administered by the ministére des Finances et de I'Economie, Government of Québec;
Fund 317: Retirement Plans Sinking Fund - PPMP, administered by the ministére des Finances et de I'Economie, Government of Québec;
Fund 318: Retirement Plans Sinking Fund, administered by the ministére des Finances et de I'Economie, Government of Québec;

Fund 326: Crop Insurance Fund, administered by La Financiére agricole du Québec;

Fund 328: Survivor's Pension Plan, administered by the Secrétariat du Conseil du trésor, Government of Québec;

Fund 329: Fonds d’assurance-garantie, administered by the Régie des marchés agricoles et alimentaires du Québec;

Fund 330: Fonds dela santé et de la sécurité du travail, administered by the Commission de la santé et de la sécurité du travail;
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CONSTITUTION AND OPERATIONS (cont.)

Fund 332: Fonds des cautionnements des agents de voyages —cautionnements individuels, administered by the Office de la protection
du consommateur;

Fund 333: Compensation Fund for Customers of Travel Agents, administered by the Office de la protection du consommateur;
Fund 341: Education and Good Governance Fund - Treasury Fund, administered by the Autorité des marchés financiers;

Fund 342: Régime de retraite de I'Université du Québec, administered by the Comité de retraite du Régime de retraite de
I’'Université du Québec;

Fund 343: Parental Insurance Fund, administered by the Conseil de gestion de I'assurance parentale;
Fund 347: Régime de retraite du personnel des CPE et des garderies privées conventionnées du Québec, administered by Aon Conseil;
Fund 351: Generations Fund, administered by the ministére des Finances et de I'Economie, Government of Québec;

Fund 353: Superannuation Plan for the Members of the Stireté du Québec - caisse participants, administered by the Commission
administrative des régimes de retraite et d'assurances;

Fund 354: Superannuation Plan forthe Members of the Streté du Québec — caisse employeurs, administered by the ministére des Finances
et de 'Economie, Government of Québec;

Fund 361: Pension Plan of the Non-Teaching Staff of the Commission des écoles catholiques de Montréal, administered by the Commission
administrative des régimes de retraite et d'assurances;

Fund 362: Régime de retraite pour certains employés de la Commission scolaire de la Capitale, administered by the Commission
administrative des régimes de retraite et d'assurances;

Fund 363: Régime de retraite des employés de la Ville de Laval, administered by the Comité du Régime de retraite des employés
de la Ville de Laval;

Fund 367: Fund Management System, administered by the ministere des Finances et de 'Economie, Government of Québec
(created October 1,2011);

Fund 368: Education and Good Governance Fund - Capitalized Fund, administered by the Autorité des marchés financiers;
Fund 369: Accumulated Sick Leave Fund, administered by the ministére des Finances et de I'Economie, Government of Québec;
Fund 371: Fonds des congés de maladie accumulés ARQ, administered by the Agence du revenu du Québec (created April 1,2012);

Fund 372: Fonds commun de placement des régimes de retraite de I'Université Laval, administered by the Comités de retraite
(created July 1,2012);

Fund 373: Retirement Plan for Active Members of the Centre hospitalier Cote-des-Neiges, administered by the Commission administrative
des régimes de retraite et d’assurances; and

Fund 374: Fiducie globale Ville de Magog, administered by the Comité de retraite mixte (created October 1,2012).

SPECIALIZED PORTFOLIOS

The specialized portfolios are pooled funds for participation deposits of the various funds. The specialized portfolios are the following:

* Real Estate (710) (IFRS) * Québec International (761) (dissolved December 1, 2012)
» Canadian Equity (720) * Real Return Bonds (762)

» EAFE Equity (Europe, Australasia and Far East) (730) * Long-term Bonds (764)

* U.S. Equity (731) * Hedge Funds (770) (consolidated statements)

* Emerging Markets Equity (732) » Asset Allocation (771)

» Global Equity (735) * ABTNs (772)

» Short-term Investments (740) « Private Equity (780) (consolidated statements)

* Real Estate Debt (750) (consolidated statements) « Infrastructure (782) (consolidated statements)

* Bonds (760)
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02

ACCOUNTING POLICIES

A)

B)

PRESENTATION

The combined financial statements of the Caisse are prepared in accordance with Canadian generally accepted accounting principles
(GAAP). The Caisseisconsidered aninvestmentcompany pursuantto Accounting Guideline AcG-18, “Investment Companies,” of Part V of
the Handbook ofthe Canadian Institute of Chartered Accountants (CICA). Accordingly, allthe investments ofthe Caisse as well as liabilities
related to investments are presented at fair value with all fair value variations recognized in the net investment results.

The Caisse consolidates its subsidiaries when they do not meet some of the conditions provided in AcG-18. All transactions and balances
between related parties have been eliminated. The summary financial statements for the specialized portfolios are found in the section
“Supplementary information.”

The preparation ofthe financial statements requires that management make estimates and assumptions, which haveanimpact on determination
ofthefairvalue ofassetsand liabilities as well as revenues and expenses during the financial year covered by the combined financial statements.
Actual results may differ from such estimates.

A statementofcash flowsis not presented, asitwould provide no further usefulinformation forthe comprehension of cash flows during the year.

INVESTMENTS AND RELATED OPERATIONS

Investments and related assets and liabilities are accounted for at fair value, which is the estimated exchange value that would be agreed
uponinan arm’s-length transaction between knowledgeable, willing parties who are under no compulsion to act, established at year-end.

Transaction costs that are directly attributable to the acquisition and sale of investments are included in income and applied against Gains
(losses) on the sale of investments. Transaction costs include commissions, stock exchange fees and professional and legal fees related
to investment operations.

Other financial assets and liabilities, including advances to depositors, investment income accrued and receivable, accounts receivable,
interest payable on derivative financial instruments and investment income accrued and payable are initially recorded at fair value and
subsequently recorded at the cost that approximates fair value given their short-term maturity. Other financial assets are classified in the
receivables category and other financial liabilities are classified in the other financial liabilities category.

Cash is designated at fair value and is measured initially and subsequently at fair value.

FIXED-INCOME SECURITIES

Fixed-income securities comprise short-terminvestments, bonds, asset-backed term notes (ABTNs), mortgages, commercial paper payable,
term notes, mortgage loans payableand otherloans payable. Acquisitions and sales offixed-income securities arerecorded atthe transaction
date, except for mortgages, which are recorded at the settlement date.

i) VALUATION METHOD
The fair value of fixed-income securities with the exception of mortgages is determined by the market price, when such a value is
available. When a market price is not available, the fair value of the securities is established according to valuation methods used
in capital markets, such as discounting of future cash flows, or according to similar transactions on an arm’s-length basis. These
valuations are supported by observable or non-observable input data, such as interest rate yield curves, credit spreads or discount
rates. The valuation method for ABTNs is discussed in note 3E.

The fair value of mortgages is determined from the present value of future contractual cash flows at the market interest rate. The rate
is that which could be obtained for loans or securities with similar conditions and maturities. Where the timing of future cash flows
cannot be estimated in a reasonably reliable manner, the fair value corresponds either to the fair value of any collateral, less expected
realization costs and any amount legally owed to borrowers, or to the observable market price for the mortgages.

The fair value of most fixed-income securities is reviewed biannually by independent external firms.

The valuation methods are applied on a consistent basis.
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ACCOUNTING POLICIES (cont.)

ii)

INVESTMENT INCOME AND GAINS (LOSSES) ON THE SALE OF INVESTMENTS

Investment income from fixed-income securities includes amortization of the premium or the discount, which makes it possible to
maintain a constant effective yield until maturity. Income from mortgages is reduced by operation expenses and financial costs of
commercial mortgage-backed securities (CMBS) and is recorded under the item Investment income - Fixed-income securities.

Gains (losses) on the sale of investments represent the difference between the amortized cost and the net realizable value on the sale
ofinvestments. The amortized cost correspondsto the acquisition costadjusted to reflectamortization of the premium or the discount.

VARIABLE-INCOME SECURITIES

Variable-income securities comprise equities and convertible securities, investment funds as well as real estate holdings. Acquisitions and
sales of equities and convertible securities are recorded at the transaction date, whereas acquisitions and sales of real estate holdings and
investment funds are recorded at the settlement date.

i)

i)

VALUATION METHOD

The fair value of listed equities and convertible securities is determined from prices on major stock exchanges. For unlisted equities
and convertible securities, prices are provided by recognized financial institutions or valuations are made according to commonly
used valuation methods, such as the earnings multiples of comparable listed companies or discounting of cash flows, or on the
basis of similar transactions on an arm’s-length basis. These valuations are supported by observable or non-observable input data,
such as EBITDA multiples, price/earnings ratios, price/book value ratios, discount rates and future cash flows. The valuations of
unlisted equities and convertible securities are reviewed biannually by a valuation committee made up of independent experts or by
independent external firms.

Thefairvalue ofinvestmentfundsrecorded undertheitem Equities and convertible securities is determined from the fair value provided
by the general partner or the administrator, in accordance with commonly used valuation methods.

Realestate holdingsinclude partial orfullownership ofincome propertiesthroughinterestsinacompanyorapartnership. Thefairvalue
of income properties included in real estate holdings is determined and certified biannually by external, recognized and independent
chartered real estate appraisers. The valuation techniques used for income properties are based mainly on three recognized
methodologies: discounting of cash flows at the market rate, comparison with recent similar market transactions and capitalization
of earnings. These valuations are supported by observable or non-observable input data, such as leases, operating expenses, rates
of return and discount rates. The valuations are established in accordance with commonly used professional valuation standards.

The valuation methods are applied on a consistent basis.

INVESTMENT INCOME AND GAINS (LOSSES) ON THE SALE OF INVESTMENTS

Dividend income is recognized when the Caisse obtains the right to the dividend, generally on the ex-dividend date. Income from real
estate holdings is reduced by operating expenses, operation expenses and loan financial expenses, and is recorded under the item
Investmentincome — Variable-income securities.

Gains (losses) on the sale of investments represent the difference between the cost and the net realizable value on the sale of
investments. The cost of investments corresponds to the acquisition cost, with the exception of the cost of investments in joint
ventures, which are recorded on the basis of the equity mehod.

DERIVATIVE FINANCIAL INSTRUMENTS

In managing its investments, the Caisse conducts transactions involving various derivative financial instruments to manage the risks
associated with exchange rate, interest rate and market fluctuations.

Derivative financial instruments whose fair value is favourable are recorded under the item Investments, whereas those whose fair value is
unfavourable are recorded under the item Liabilities related to investments.

i)

VALUATION METHOD

For over-the-counter derivative financial instruments, prices are provided by recognized financial institutions or valuations are made
from similar transactions on an arm’s-length basis or with recognized, commonly used models. The models used include discounting
of future cash flows at the current rate of return and the Black-Scholes model. These models require the use of assumptions regarding
the amount and timing of future cash flows and the current rate of return. The assumptions are prepared with observable and non-
observable input data, such as interest rate yield curves, credit spreads and foreign exchange rates as well as the volatility and
correlation of equity prices, commodity prices and interest rates. The fair value estimates of most over-the-counter derivative financial
instruments are reviewed biannually by independent external firms. The fair value of listed derivative financial instruments, if any, is
determined from prices on major stock exchanges.

The valuation methods are applied on a consistent basis.
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ACCOUNTING POLICIES (cont.)

ii) INVESTMENT INCOME AND GAINS (LOSSES) ON THE SALE OF INVESTMENTS
Investmentincome as well as gains (losses) on the sale of investments on derivative financial instruments is included with investment
income and gains (losses) on the sale of investments, depending on the underlying investments.

SECURITIES ACQUIRED UNDER REVERSE REPURCHASE AGREEMENTS

The Caisse conducts securities-borrowing operations involving short-term investments and bonds to cover short sales or to generate
additional income. These securities-borrowing operations are recorded in Securities acquired under reverse repurchase agreements
under the item Investments. Interest earned on reverse repurchase agreements is recorded as interest income under the item Investment
income — Fixed-income securities.

SECURITIES SOLD UNDER REPURCHASE AGREEMENTS

The Caisse conducts securities-lending operationsinvolving short-term investments and bonds to generate cash flow liquidity or additional
income. These securities-lending operations arerecorded in Securities sold underrepurchase agreements undertheitem Liabilities related
to investments. Interest paid on repurchase agreements is applied against Investment income — Fixed-income securities.

SHORT SELLING OF SECURITIES

Short selling of securities represents the commitment by the Caisse to purchase securities from third parties to cover its positions. Interest
expenses related to commitments involving short selling of short-term investments and bonds are recorded under Investment income
— Fixed-income securities, whereas expenses related to commitments involving short selling of equities are recorded under Investment
income — Variable-income securities.

Gains (losses) on commitments related to short selling of short-term investments and bonds are recorded under the item Gains (losses)
on the sale of investments — Fixed-income securities, whereas those related to short selling of equities are recorded under the item Gains
(losses) on the sale investments — Variable-income securities.

LENDING AND BORROWING OF SECURITIES

The Caisse conducts securities-lending and -borrowing operationsinvolving equitiesto cover short selling orto generate additionalincome.
Such transactions are not derecognized or recorded in net assets because the assigner retains aright to the transferred shares. Investment
income from lending of securities is included under the item Investment income — Variable-income securities.

HIERARCHY OF FAIR VALUE
The Caisse's financial instruments are classified according to the following hierarchy:

. Level 1: Calculation of the fair value of the instrument is based on prices (not adjusted) quoted on active markets for identical assets
or liabilities.

. Level 2: Calculation of the fair value of the instrument is based on data other than the quoted prices contemplated in level 1, which are
observable directly (in the form of prices) or indirectly (determined from prices). This level includes instruments whose valuation is
based on prices quoted on markets that are not active for identical instruments and instruments whose valuation is based on prices
observed for similarinstruments as well as valuation techniques based on assumptions that take into account observable market data.

. Level 3: Calculation of the fair value of the instrument uses data that are not based on observable market data (non-observable data).
Thislevelincludesinstruments whose valuation is based on prices observed for similarinstruments, adjusted to reflect the differences
between the instruments being valued and the available market data. This level also includes instruments whose valuation is based on
valuation techniques using assumptions that take into account market data that are observable but are adjusted significantly to reflect
the specific characteristics of the instrument being valued.

The classification of financial instruments in the levels of the hierarchy is established at the time of the initial valuation of the instrumentand
reviewed on each subsequent valuation date. Transfers between the hierarchical levels are measured at fair value at the start of each year.

Quantitative information on the hierarchy of fair value is given in note 3F.
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ACCOUNTING POLICIES (cont.)

C)

D)

E)

F)

G)

H)

ADMINISTERED ASSETS AND ASSETS UNDER MANAGEMENT

The Caisseandits subsidiariesadministerand manage assets entrusted tothem by clientsand ontheir behalf. These assetsarenotincluded
inthe Combined statement of netassets of the Caisse. The Caisse and its subsidiaries receive fees in return for such portfolio management
services and administrative services, which include the administration of real estate properties and transferred mortgages.

FOREIGN CURRENCY TRANSLATION

The fair value of investments, liabilities related to investments as well as any other assets and liabilities denominated in foreign currencies
is translated into Canadian dollars at the rate of exchange prevailing at year-end.

To present in the Combined statement of income and changes in net assets the amount of gains (losses) on the sale of investments or
unrealized gains (losses), the cost of investments in equities and that of real estate holdings from integrated foreign operations and the
amortized cost of investments in short-term investments, bonds, mortgages and liabilities related to investments are translated at the rate
of exchange prevailing on the acquisition date. The cost of investments from self-sustaining foreign operations is translated at the rate
prevailing at year-end.

Income is translated at the rate of exchange prevailing on the transaction date, with the exception ofincome from the specialized Real Estate
portfolio, which is translated at the average rate for the year.

TRANSFERS OF RECEIVABLES

The Caisse occasionally securitizes or transfers mortgages by selling them directlyto companies or through a conduit, which subsequently
issues securities to investors.

Such transactions are recorded as sales where the Caisse is deemed to have surrendered control over such assets and to have received
consideration other than beneficial interests in the transferred assets, in accordance with Accounting Guideline AcG-12 “Transfers of
Receivables.” Atthe time of securitization or transfer, no beneficial interest in the mortgages is retained. Any gains or losses deriving from
such transactions are recorded under Gains (losses) on the sale of investments — Mortgages and Bonds.

Companies under common control usually continue to servicetransferred loans. Since servicing fees are market-based, no servicing assets
or liabilities are recorded at the date of transfer.

OPERATING EXPENSES

Operating expenses represent all expenses related to portfolio management and administration, with the exception of those related to
external management. Operating expenses are recorded under a separate line item in the Combined statement of income and changes
in net assets. Expenses related to management of the specialized Real Estate and Real Estate Debt portfolios are included in operating
expenses. Expenses related to the real estate and real estate debt subsidiaries are deducted from real estate holdings investment income
and mortgages investmentincome, respectively.

EXTERNAL MANAGEMENT FEES

External management fees represent amounts paid to external financial institutions, principally institutional fund managers active on
international stock markets, for the management of Caisse funds on behalf ofthe Caisse. Basic external management fees and management
fees related to the performance of external managers are deducted from Investment income and Gains (losses) on the sale of investments,
respectively.

FUTURE CHANGES TO ACCOUNTING FRAMEWORK

In February 2008, the Accounting Standards Board of Canada (AcSB) confirmed that publicly accountable enterprises would be required
to apply International Financial Reporting Standards (IFRS) to fiscal years beginning on or after January 1, 2011. For companies applying
AcG-18, however, the AcSB authorized a postponement of the adoption of IFRS to fiscal years beginning on or after January 1,2014, pending
finalization by the International Accounting Standards Board (IASB) of its proposals for investment entities. In October 2012, the IASB
issued /nvestment Entities (amendments to IFRS 10 Consolidated Financial Statements, IFRS 12 Disclosure of Interests in Other Entities and 1AS 27
Separate Financial Statements) requiring a company considered an investment entity to measure each of its controlled entities at fair value,
ratherthan consolidating them. Accordingly, the Caisse will prepare its firstannual combined financial statements in accordance with IFRS
as of December 31, 2014.
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INVESTMENTS AND LIABILITIES RELATED TO INVESTMENTS

A) INVESTMENTS

AR 2012

142

(in millions of dollars) 2012 2011
Fair Fair
value Cost value Cost
Fixed-income securities
Short-term investments
Canadian 391 407 515 549
Foreign 941 1,178 1,083 1,446
1,332 1,585 1,598 1,995
Bonds
Issued or guaranteed by:
Government of Canada 16,212 15,816 16,165 15,276
Province of Québec 10,419 9,797 9,507 8,448
Other Canadian provinces 1,090 1,021 1,499 1,337
Municipalities and other Canadian agencies 1,374 1,303 1,481 1,416
Canadian government corporations 13,222 12,624 13,056 12,104
U.S. government 924 945 1,174 1,172
Other foreign governments - - 308 300
Mortgage securities
Canadian 122 117 187 178
Foreign - 109 - 116
Canadian corporations 11,411 10,747 10,605 10,178
Foreign corporations 2,313 2,586 1,978 2,216
Inflation-indexed securities
Canadian 1,252 1,123 1,318 1,139
Foreign 65 59 100 105
58,404 56,247 57,378 53,985
ABTNs (note 3E) 9,894 11,203 7,901 11,785
Mortgages
Canadian 7411 7,126 6,754 6,417
Foreign 1,647 1,733 748 858
9,058 8,859 7,502 7,275
Total fixed-income securities 78,688 77,894 74,379 75,040
Variable-income securities
Equities and convertible securities
Canadian 22,650 21,023 17,082 16,227
u.sS. 31,509 30,235 27,281 28,334
Foreign and emerging markets 34,648 33,815 29,290 31,721
Hedge funds 3,228 3,252 3,088 3,141
92,035 88,325 76,741 79,423
Real estate holdings
Canadian 15,857 11,041 13,501 9,688
Foreign 9,904 11,115 8,532 9,344
25,761 22,156 22,033 19,032
Total variable-income securities 117,796 110,481 98,774 98,455
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INVESTMENTS AND LIABILITIES RELATED TO INVESTMENTS (cont.)

(in millions of dollars) 2012 2011
Fair Fair
value Cost value Cost

Amounts receivable with respect to investments
Securities acquired under reverse repurchase agreements

Canadian 8,629 8,629 6,056 6,056

Foreign 2,754 2,737 1,919 1,926
Amount pertaining to derivative financial instruments (note 10)

Canadian 1,905 1,160 2,957 1,171

Foreign 688 101 1,521 17

13,976 12,627 12,453 9,270

Total investments 210,460 201,002 185,606 182,765

B) LIABILITIES RELATED TO INVESTMENTS

(in millions of dollars) 2012 2011
Fair Fair
value Cost value Cost

Securities sold under repurchase agreements

Canadian 3,762 3,762 670 670

Foreign 862 861 - -
Commercial paper payable

Canadian 1,017 1,018 1,017 1,017
Term notes

Canadian 2,136 1,998 2,110 1,998

Foreign 6,743 6,289 6,662 6,288
Short selling of securities

Canadian 7,792 7,020 6,187 5,842

Foreign 4,427 4,270 3,648 3,575
Mortgage loans payable

Canadian 502 478 497 458

Foreign 1,722 1,750 1,720 1,758
Other loans payable

Canadian 2,613 2,641 1,978 2,003

Foreign 398 398 1,260 1,264
Amount pertaining to derivative financial instruments (note 10)

Canadian 915 - 1,215 5

Foreign 1,240 88 1,590 93
Total liabilities related to investments 34,129 30,573 28,554 24,971

Term notes are redeemable at maturity, have an optional prepayment clause at the option of the issuer and are guaranteed by the assets of
the Caisse.

Mortgage loans are repayable half-yearly, monthly or at maturity and are guaranteed by real estate holdings. Some mortgage loans may also
be guaranteed by cash.

Most of the other loans payable are repayable at maturity. Those related to investments in ABTNs have a prepayment clause prorated to net
cash flows received on investments in ABTNs and are guaranteed by them.

Thefairvalue ofthereal estate holdingsthat guarantee the mortgage loans and some otherloans payableis $6,661 million ($5,851 millionin2011).
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INVESTMENTS AND LIABILITIES RELATED TO INVESTMENTS (cont.)

C) JOINT VENTURES AND NON-CONSOLIDATED INTERESTS

D)

AR 2012

144

AsatDecember31,theitem Investments—Real estate holdingsincludes assets and liabilities of jointventures and non-consolidated interests,

recorded at fair value. The details of these investments are as follows:

(in millions of dollars) 2012 2011
Investments in joint ventures and non-consolidated interests 11,073 8,939
Real estate holdings 15,195 13,409
Short-term investments 10 -
Investment income, accrued and receivable 54 6
Other assets 555 427
15,814 13,842
Mortgage loans payable 3,923 4,382
Derivative financial instruments = 1
Other liabilities 41 505
Non-controlling interests 77 15
4,741 4,903
BREAKDOWN OF NET HOLDINGS
The following table gives a summary of the Caisse’s net holdings as at December 31:
(in millions of dollars) 2012 2011
Investments (note 3A) 210,460 185,606
Other assets 2,703 5,682
Total assets 213,163 191,288
Liabilities related to investments (note 3B) 34,129 28,554
Other liabilities 1,455 1,272
Non-controlling interests (note 6C) 2,006 2,497
Depositors’ net holdings in accordance with Canadian GAAP (note 6A) 175,573 158,965
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INVESTMENTS AND LIABILITIES RELATED TO INVESTMENTS (cont.)

The following table gives the breakdown of net holdings at fair value according to the specialized portfolios available to depositors as at
December 31:

(in millions of dollars) 2012 2011

Fixed income

Short-term Investments 8,916 6,762
Bonds 43,790 41,600
Long-term Bonds 3,679 3,758
Real Estate Debt 7,574 6,680

63,959 58,800

Inflation-sensitive investments

Real Return Bonds 1,228 1,288
Infrastructure 6,307 5,751
Real Estate 17,337 18,205

24,872 25,244

Equities

Canadian Equity 22,024 18,564
Global Equity 13,753 10,855
Québec International - 4,547
U.S. Equity 10,175 8,120
EAFE Equity 9,828 9,102
Emerging Markets Equity 8,718 5,886
Private Equity 17,796 15,746

82,294 72,820

Other investments

Hedge Funds 3,185 3,270
Asset Allocation 1,103 1,221
ABTNs (834) (2,520)
3,454 1,971
Overlay strategies and treasury operations 994 130

Depositors’ net holdings in accordance with Canadian GAAP 175,573 158,965
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INVESTMENTS AND LIABILITIES RELATED TO INVESTMENTS (cont.)

E) ABTNs AND RELATED FINANCIAL INSTRUMENTS

ABTNSs represent debt backed by a variety of financial instruments. The underlying instruments are essentially credit default swaps as well
asassets givenascollateralfor MAV 1and MAV 2, whereas MAV 3 contains traditional assets, such asresidentialand commercial mortgage
debt. Inaddition, the Caisse uses derivative financial instruments, such asinterestrate swaps and credit default swaps, to obtain an economic
hedge in order to reduce the risk of loss inherent in a fluctuation of the fair value of the ABTNs as well as eventual collateral calls.

The ABTNs as well as other related financial instruments consist of the following as at December 31:

(in millions of dollars) 2012 2011

Unrealized Unrealized

increases increases

(decreases) (decreases)
Fair value in value Cost Fair value invalue Cost

Investments

MAV 11 8,684 (705) 9,389 7,185 (2,689) 9,874
MAYV 2! 143 24 119 116 (3) 119
MAV 3! 134 (144) 278 195 (180) 375
Funding facility (210) (210) - (522) (522) -
Subtotal 8,751 (1,035) 9,786 6,974 (3,394) 10,368

ABTNSs excluded from the restructuring
agreement 1,143 (274) 1,417 927 (490) 1,417

Total ABTNs 9,894 (1,309) 11,203 7,901 (3,384) 11,785

Amount pertaining to derivative

financial instruments? 259 (881) 1,140 1,031 (109) 1,140
Total investments 10,153 (2,190) 12,343 8,932 (3,993) 12,925
Liabilities related to investments? 1,411 (1) 1,412 1,778 1 1,767

8,742 (2,189) 10,931 7,154 (4,004) 11,158

1. “Master Asset Vehicles,” or “MAV.”
2. Included under the items in notes 3A and B.

MAV 1 ABTNs and certain ABTNs excluded from the restructuring agreement consist essentially of credit default swaps. The fair value
of the credit default swaps is established with valuation techniques based as much as possible on observable market data, such as credit
spreads, correlation factorsandanilliquidity premium, whichis calculated fromthe spread between the bid and ask prices for similar financial
instrumentsinthe market. Forthe other ABTNs, the Caisse has established fairvalues using avaluationtechnique based on afinancial model
whose assumptions use as much as possible observable market data, such as interest rates and credit quality. Moreover, afavourable court
judgmentwasrenderedinthefall of2011inrespect oflitigationinvolvingan ABTN excluded from the restructuring agreement. Afteran analysis
ofthe conclusions ofthe judgment, the Caisse considered this developmentfavourable in determining the fair value ofthe related investment.

As at December 31,2012, the funding facility, which represents commitments in respect of MAV 1, totals $6,167 million ($6,167 million in 2011)
and matures in July 2017. The Caisse establishes the fair value of this funding facility by applying a valuation technique based on CDX.1G
index tranches plus a financing premium.

A 1% downward variation of credit spreads would involve anincrease inthefair value ofthe ABTNs net ofthe economic hedge of approximately
$6 million ($12 million in 2011). A 1% upward variation, however, would result in a decrease of approximately $5 million in the fair value
($13 million in 2011).
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INVESTMENTS AND LIABILITIES RELATED TO INVESTMENTS (cont.)

F) HIERARCHY OF FAIR VALUE

The following tables summarize the allocation of the fair value of the investments and the liabilities related to investments among the three
levels of the hierarchy as at December 31:

(in millions of dollars) 2012

Level 1 Level 2 Level 3 Total

Investments

Fixed-income securities

Short-term investments - 1,182 150 1,332
Bonds - 54,948 3,456 58,404
ABTNs - - 9,894 9,894
Mortgages - 7,395 1,663 9,058
Total fixed-income securities - 63,525 15,163 78,688

Variable-income securities

Equities and convertible securities 64,080 3,904 24,051 92,035
Real estate holdings’ - - 25,761 25,761
Total variable-income securities 64,080 3,904 49,812 117,796

Amounts receivable with respect to investments

Securities acquired under reverse repurchase agreements - 11,383 - 11,383
Amount pertaining to derivative financial instruments 23 2,290 280 2,593
64,103 81,102 65,255 210,460

Liabilities related to investments

Securities sold under repurchase agreements - 4,624 - 4,624
Commercial paper payable - 1,017 - 1,017
Term notes - 8,879 - 8,879
Short selling of securities 8,231 3,938 50 12,219
Mortgage loans payable - 503 1,721 2,224
Other loans payable - 3,011 - 3,011
Amount pertaining to derivative financial instruments 14 2,043 98 2,155

8,245 24,015 1,869 34,129

1. Investmentsin real estate holdings include partial or full ownership of income properties through interests in acompany or a partnership.



CAISSE DE DEPOT ET PLACEMENT DU QUEBEC AR 2012 1 4 8

INVESTMENTS AND LIABILITIES RELATED TO INVESTMENTS (cont.)

(in millions of dollars) 2011

Level 1 Level 2 Level3 Total

Investments

Fixed-income securities

Short-term investments - 1,387 211 1,598
Bonds - 54,169 3,209 57,378
ABTNs - - 7,901 7,901
Mortgages - 6,139 1,363 7,502
Total fixed-income securities - 61,695 12,684 74,379

Variable-income securities

Equities and convertible securities 49,096 2,118 25,527 76,741
Real estate holdings’ - - 22,033 22,033
Total variable-income securities 49,096 2,118 47,560 98,774

Amounts receivable with respect to investments

Securities acquired under reverse repurchase agreements - 7,975 - 7,975
Amount pertaining to derivative financial instruments 38 3,378 1,062 4,478
49,134 75,166 61,306 185,606

Liabilities related to investments

Securities sold under repurchase agreements - 670 - 670
Commercial paper payable - 1,017 - 1,017
Term notes - 8,772 - 8,772
Short selling of securities 7,226 2,549 60 9,835
Mortgage loans payable - 497 1,720 2,217
Other loans payable - 3,229 9 3,238
Amount pertaining to derivative financial instruments 37 2,680 88 2,805

7,263 19,414 1,877 28,554

1. Investmentsin real estate holdings include partial or full ownership of income properties through interests in a company or a partnership.
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INVESTMENTS AND LIABILITIES RELATED TO INVESTMENTS (cont.)

LEVEL 3: RECONCILIATION BETWEEN OPENING AND CLOSING BALANCES

Forthe financial instruments classified in level 3 of the hierarchy, the details of the reconciliation between the opening and closing balances
are as follows:

(in millions of dollars) 2012
Total gains
(losses)
Net attributable to
Total gains transfers investments
(losses) toand held at year-
Opening recorded from Closing  end, recorded
balance in results? Purchases Sales Issuance Settlement level 3 balance in results?
Short-term
investments 211 (44) 1,504 (70) 3 (1,454) - 150 (42)
Bonds 3,209 (36) - 97) 852 (457) (15) 3,456 (32)
ABTNs 7,901 2,424 - (310) - (121) - 9,894 2,575
Mortgages 1,363 28 - - 979 (633) (74) 1,663 35
Equities and
convertible
securities 25,527 1,439 3,400 (6,291) - (23) 1) 24,051 660
Real estate
holdings 22,033 652 3,742 (666) - - - 25,761 648
Net amount
pertaining to
derivative
financial
instruments?® 974 (801) - - - 9 - 182 (796)
Short selling of
securities (60) a7 27 - - - - (50) (16)
Mortgage loans
payable (1,720) (10) - - 9 - - 1,721) (10)
Other loans
payable 9) - - - - 9 - - -

1. Recorded underthe items Gains (losses) on the sale of investments and Unrealized increases (decreases) in value of investments.
2. Recorded undertheitem Unrealized increases (decreases) in value of investments.
3. Derivative assets and derivative liabilities are recorded on a net basis in the reconciliation between opening and closing balances.

TRANSFERS BETWEEN LEVELS 2 AND 3 OF THE HIERARCHY OF FAIR VALUE

During fiscal 2012, financial instruments were transferred out of level 3and added to the level 2 financial instruments as a result of additional
observable data taken into account in the valuation method.
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INVESTMENTS AND LIABILITIES RELATED TO INVESTMENTS (cont.)
(in millions of dollars) 2011
Total gains
(losses)
Net attributable to
Total gains transfers investments
(losses) toand held at year-
Opening recorded from Closing end, recorded
balance in results! Purchases Sales Issuance Settlement level 3 balance in results?
Short-term
investments 257 40 2,261 (326) - (2,115) 94 211 (149)
Bonds 2,514 137 101 (166) 906 (166) 117) 3,209 172
ABTNs 7,850 151 - - - (100) - 7,901 175
Mortgages 3,010 160 - (1,037) 601 (992) (379) 1,363 53
Equities and
convertible
securities 24,641 2,500 3,269 (4,794) - - (89) 25,527 2,144
Real estate
holdings 21,490 1,660 1,076 (2,193) - - - 22,033 1,592
Net amount
pertaining to
derivative
financial
instruments® 1,024 (84) 14 33 - 1 (14) 974 (140)
Short selling of
securities (92) (6) 53 - - - (15) (60) (8)
Mortgage loans
payable (2,155) 4) - - (6) 445 - (1,720) 24
Other loans
payable (13) - - - - 4 - 9) -

1. Recorded under the items Gains (losses) on the sale of investments and Unrealized increases (decreases) in value of investments.
2. Recorded undertheitem Unrealized increases (decreases) in value of investments.
3. Derivative assets and derivative liabilities are recorded on a net basis in the reconciliation between opening and closing balances.

TRANSFERS BETWEEN LEVELS 2 AND 3 OF THE HIERARCHY OF FAIR VALUE

During fiscal 2011, financial instruments were transferred out of level 3and added to the level 2 financial instruments as a result of additional
observable datatakenintoaccountinthevaluation method. Moreover, financial instruments were transferredto level 3as aresult ofadditional
non-observable data taken into account in the valuation method.

LEVEL 3: FAIR VALUE MEASUREMENT BASED ON REASONABLE ALTERNATIVE ASSUMPTIONS

In certain cases, the assumptions used in the valuation techniques are based on non-observable data or observable market data adjusted
significantlytoreflectthe specific characteristics oftheinstrument being valued. Although the Caisse believes thatits fair value measurements
areappropriate,the use ofreasonably possible alternative assumptions could resultin differentfairvalues. Itis possible that different entities
will arrive at different valuations of the fair value of the same financial instrument on the same measurement date. Even so, the valuation
techniques and input data used by such entities can meet the objective of fair value measurement. The fact that different valuations of fair
value exist reflects the judgment and assumptions applied, as well as the uncertainty surrounding fair value measurement of instruments.
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INVESTMENTS AND LIABILITIES RELATED TO INVESTMENTS (cont.)

The analysis that follows shows the sensitivity of the valuations to reasonable alternative assumptions of the non-observable data. Equities
and convertible securities are sensitive mainly to the EBITDA multiple and the discount rate used in the valuation, which may reasonably
range from 5.5to 11.0 and from 8.0% to 12.0%, respectively, in 2012 (from 6.0 to 10.0 and from 8.0% to 14.0%, respectively, in 2011). Mortgage
loans payable are sensitive mainly to the credit spread, which may reasonably vary by about 1.0% in 2012 (1.0% in 2011). The fair value of real
estate holdings is sensitive mainly to the capitalization rate or the discount rate used in the valuation of the property, which may reasonably
vary by about 0.3% in 2012 (0.3% in 2011). The fair value of the investment funds for which the Caisse does not have access to information
on the underlying investments is based on the fair value provided by the general partner or the external manager. Accordingly, given that
no additional information indicates that it is necessary to adjust such fair value, no other reasonably possible assumptions can be used.

Substitution of reasonable alternative assumptions for the main assumptions would result in an increase of approximately $881 million
($776 million in 2011) or a decrease of approximately $966 million ($1,306 million in 2011) in the total fair value of the level 3 instruments,
excluding ABTNSs, real estate investments and investment funds. The impact of such substitution on the fair value of the ABTNs is
described in note 3E.

04

OTHER ASSETS
(in millions of dollars) 2012 2011
Cash 646 2,999
Accounts receivable 213 161
Fixed assets 143 133
1,002 3,293
OTHER LIABILITIES
(in millions of dollars) 2012 2011
Interest payable on derivative financial instruments 84 89
Investment income, accrued and payable 165 156
Income tax liabilities, payable and future 390 242
Other liabilities 661 675
1,300 1,162

06

DEPOSITORS’ NET HOLDINGS AND NON-CONTROLLING INTERESTS

A) DEPOSITORS’ NET HOLDINGS

Demand and term deposits bear interest at variable and fixed rates, respectively, and constitute indebtedness on the part of the Caisse
toward the depositors. The average annual rates paid on demand and term deposits are 1.0% and 1.5%, respectively (1.0% and 1.7% in 2011).

During the year, the Caisse paid $5 million ($3 million in 2011) of interest on both demand and term deposits.

Participation deposits are expressed in units. Each unit gives its holder a proportionate share in the net holdings and the net income of a
particular fund. At the end of each monthly period for the General Fund and the individual funds, the net investment income and the gains
(losses)onthe sale ofinvestmentsareallocated to participation depositholders. Atthe opening ofthe following period, theamountsallocated
are paid outtothe depositors’ demand depositaccounts. Generally, the balance of demand depositsis reinvested in participation deposits at
the opening of each monthly period as afunction ofthe depositors’investment policies. The number ofissued units of participation deposits
depends on the fair value determined at the end of the previous monthly period.

During the year, the Caisse paid $7,552 million ($5,966 million in 2011) in net income to participation deposit holders.
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DEPOSITORS’ NET HOLDINGS AND NON-CONTROLLING INTERESTS (cont.)

B)

(in millions of dollars) 2012 2011

Caisse's indebtedness toward depositors

Demand deposits 887 121
Term deposits 134 141
Net income to be paid out to participation deposit holders 1,612 272

2,633 534

Participation deposit holders’ holdings
Participation deposits

Balance, beginning of year 149,861 142,284
Units issued 9,725 8,072
Units cancelled (569) (495)
Balance, end of year 159,017 149,861
Gains not allocated on the sale of investments and other 8,898 9,448

Unrealized increases (decreases) in value of investments and
liabilities related to investments net of non-controlling interests 5,662 (878)

Consolidation adjustment arising from early adoption of IFRS

by a specialized portfolio (note 6B) (637) -
172,940 158,431
Depositors’ net holdings in accordance with Canadian GAAP 175,573 158,965

The Caisse defines its capital as the net holdings of the holders of participation deposits, demand deposits and term deposits. The Caisse
is not subject to external capital requirements.

The mission of the Caisse is to receive moneys on deposit as provided by law and to manage them with a view to achieving an optimal return
on depositors’ capital within the framework oftheirinvestment policies. Through its wholly owned subsidiary CDP Financial Inc., the Caisse
issues capital securities to optimize financing costs and to fund certain investments.

CONSOLIDATION ADJUSTMENT ARISING FROM EARLY ADOPTION OF IFRS
BY A SPECIALIZED PORTFOLIO

The document /nvestment Entities, published in October 2012 by the IASB, requires that a company considered an investment entity value
each of its controlled entities at fair value instead of consolidating them. The AcSB has incorporated this document into Part | of the CICA
Handbook. The standard for investment entities is applicable to fiscal years beginning on or after January 1, 2014, but early application is
allowed. The Caisse has elected to early adopt IFRS for the financial statements of the specialized Real Estate portfolio for the year ended
December 31, 2012.

IFRS for investment entities differ from the provisions of AcG-18 mainly in their accounting treatment of certain subsidiaries. In accordance
with Canadian GAAP, the specialized Real Estate portfolio consolidated its subsidiaries whereas, according to IFRS, an investment entity
mustnotconsolidateits subsidiaries butinstead measureand presentthem atfairvalue,as aninvestment. Measurement ofthe fairvalue ofthe
investments held by the specialized Real Estate portfoliois henceforth based on an enterprise valuetechnique. Asaresult ofthischangeinthe
valuation method, the fair value of the investments in the specialized Real Estate portfolio increased by $637 million as at December 31, 2012.

The combined financial statements of the Caisse for the year ended December 31, 2012, have been prepared in accordance with Canadian
GAAP, and persuantto AcG-18,the subsidiaries of the specialized Real Estate portfolio have been consolidated. Accordingly,aconsolidation
adjustment was required to exclude from depositors’' net holdings in accordance with Canadian GAAP the $637 million adjustment arising
from early adoption of IFRS by the specialized Real Estate portfolio. As supplemental information, this adjustment is presented separately
from depositors’ net holdings as a consolidation adjustment arising from early adoption of IFRS by a specialized portfolio in the Combined
statement of net assets as well asin note 6A. As at January 1,2013, date of transition to IFRS of the Caisse’'s combined financial statements,
this adjustment will be recorded in depositors’ net holdings.
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DEPOSITORS’ NET HOLDINGS AND NON-CONTROLLING INTERESTS (cont.)

C)

In addition to the adjustment arising from non-consolidation of the subsidiaries of the specialized Real Estate portfolio, the Caisse is
continuing its analysis of the other impacts of adopting IFRS on the combined financial statements, the individual funds, the General Fund
and the other specialized portfolios. The Caisse is therefore not yet in a position to determine the complete impact of the transition on its
first combined financial statements that will be prepared in accordance with IFRS as of December 31, 2014.

NON-CONTROLLING INTERESTS

Non-controlling interests represent interests of non-controlling shareholders in consolidated subsidiaries that are not directly or indirectly
attributabletothe Caisse. Non-controlling interests arerecorded attheir share ofthe fair value oftheinvestmentand areallocated aproportional
share of combined net assets and net investment results. Changes in the Caisse’s interest in a subsidiary that do not affect control thereof
are recorded as transactions on combined net assets.

As at December 31, the details of non-controlling interests are as follows:

(in millions of dollars) 2012 2011
Balance, beginning of year 2,497 1,775
Net investment results attributable to non-controlling interests (note 7E) 91 499
Other changes in non-controlling interests? (582) 223
Balance, end of year 2,006 2,497

1. In 2012, the other changes are due mainly to the dissolution of a subsidiary, distributions and the buyback by the Caisse of non-controlling interests in consolidated
subsidiaries. In 2011, the other changes are due mainly to the sale of the Caisse’s interest in consolidated subsidiaries, an increase in the non-controlling interestina
consolidated subsidiary and a consolidated subsidiary’s buyback of its own shares.

As at December 31, the details of the cost and the fair value of non-controlling interests are as follows:

(in millions of dollars) 2012 2011
Fair Fair

value Cost value Cost

Canadian 1,901 1,654 1,998 1,656

Foreign 105 112 499 705

2,006 1,766 2,497 2,361
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07

INVESTMENT INCOME, GAINS (LOSSES) ON THE SALE OF INVESTMENTS AND UNREALIZED
INCREASES (DECREASES) IN VALUE OF INVESTMENTS AND LIABILITIES RELATED TO INVESTMENTS

A) INVESTMENT INCOME

(in millions of dollars) 2012 2011

Fixed-income securities

Short-term investments 241 258
Bonds 1,611 1,946
Mortgages 354 364

2,206 2,568

Variable-income securities

Equities and convertible securities 2,828 1,657

Real estate holdings (note 7B) 850 957

3,678 2,614

Other income 30 57
Less:

External management fees 10 7

5,904 5,232

Investment income — Fixed-income securities were increased by $74 million ($79 million in 2011) as net income (net expenses) related to
securities acquired (sold) under reverse repurchase (repurchase) agreements. In addition, those related to short-term investments were
reduced by $11 million ($11 million in 2011) as interest expense on commercial paper, and those related to bonds were reduced by $307 million
($311 million in 2011) as interest expense on term notes.

B) NET INCOME FROM REAL ESTATE HOLDINGS

(in millions of dollars) 2012 2011
Income from real estate holdings 2,614 2,734
Less:
Expenses related to real estate subsidiaries
Operating expenses related to real estate holdings 1,351 1,269
Operation expenses 58 83
Loan financial expenses 355 426
1,764 1,778
Other income - 1

850 957
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INVESTMENT INCOME, GAINS (LOSSES) ON THE SALE OF INVESTMENTS AND UNREALIZED INCREASES
(DECREASES) IN VALUE OF INVESTMENTS AND LIABILITIES RELATED TO INVESTMENTS (cont.)

C) GAINS (LOSSES) ON THE SALE OF INVESTMENTS

(in millions of dollars) 2012 2011

Fixed-income securities

Short-term investments (88) 398
Bonds 1,312 1,511
ABTNs (151) (24)
Mortgages 2) (960)
1,071 925

Variable-income securities

Equities and convertible securities 923 (1,074)
Real estate holdings 203 (260)
1,126 (1,334)
Less:
Transaction costs of investments 69 Al
External management fees 1 2
2,127 (482)

Theamount of $2,127 million of gains ($482million of losses in 2011) on the sale of investmentsrecorded inthe Combined statement ofincome
and changes in net assets includes $292 million of foreign exchange losses ($898 million in 2011).
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INVESTMENT INCOME, GAINS (LOSSES) ON THE SALE OF INVESTMENTS AND UNREALIZED INCREASES
(DECREASES) IN VALUE OF INVESTMENTS AND LIABILITIES RELATED TO INVESTMENTS (cont.)

D) UNREALIZED INCREASES (DECREASES) IN VALUE OF INVESTMENTS AND LIABILITIES
RELATED TO INVESTMENTS

(in millions of dollars) 2012 2011

Fixed-income securities

Short-term investments (320) (301)
Bonds (1,639) 1,884
ABTNs 1,802 115
Mortgages (24) 1,250
Securities acquired under reverse repurchase agreements 24 4

(157) 2,952

Variable-income securities

Equities and convertible securities 6,235 (2,962)
Real estate holdings 539 1,800
6,774 (1,162)
6,617 1,790
Less:

Liabilities related to investments
Securities sold under repurchase agreements 1 3
Commercial paper payable 1 =
Term notes 106 676
Short selling of securities 511 (360)
Mortgage loans payable ) 9
Other loans payable 1 16
Derivative financial instruments (640) (318)
(27) 26
6,644 1,764

The unrealized increases in value in the amount of $6,644 million ($1,764 million in 2011) recorded in the Combined statement of income and
changes in net assets include unrealized decreases in value of $641 million related to foreign exchange (unrealized increases in value of
$1,565 million related to foreign exchange in 2011).
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INVESTMENT INCOME, GAINS (LOSSES) ON THE SALE OF INVESTMENTS AND UNREALIZED INCREASES
(DECREASES) IN VALUE OF INVESTMENTS AND LIABILITIES RELATED TO INVESTMENTS (cont.)

E) NETINVESTMENT RESULTS ATTRIBUTABLE TO DEPOSITORS
AND NON-CONTROLLING INTERESTS

(in millions of dollars) 2012 2011
Non- Non-
controlling controlling
Depositors interests Total Depositors interests Total
Investment income 5,590 314 5,904 5,142 90 5,232
Less:
Operating expenses 284 - 284 269 - 269
Net investment income 5,306 314 5,620 4,873 90 4,963
Gains (losses) on the sale of investments 2,454 (327) 2,127 (495) 13 (482)
Total realized income 7,760 (13) 7,747 4,378 103 4,481

Unrealized increases in value of

investments and liabilities related

to investments 6,540 104 6,644 1,368 396 1,764
Net investment results 14,300 91 14,391 5,746 499 6,245

08

OPERATING EXPENSES

(in millions of dollars) 2012 2011
Salaries and employee benefits 149 139
Information technology and professional services 50 51
Data services and subscriptions 13 12
Premises and equipment 18 17
Depreciation of fixed assets 27 26
Other 15 13

272 258
Safekeeping of securities 12 11

284 269
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09

IDENTIFICATION AND MANAGEMENT OF RISKS RELATED
TO INVESTMENT OPERATIONS

The Caisse has implemented a number of policies, guidelines and procedures to oversee its operations.

Risk managementis based on an integrated risk management policy adopted by the Board of Directors. This policy, which is revised on aregular
basis, isintended to promote arisk management culture and ensure stringent risk management practices to help the Caisse carry out its mission
on behalf of its depositors. More specifically, the policy defines risk management governance, establishes the acceptable level of risk so as to
avoid excessive loss, links the level of risk to the target value added and aims for an efficient allocation of risk.

Governance of risk management is based on three levels of control:

1. Portfolio managers, who are primarily responsible for managing the risks related to operations under their purview;

2.  The Risk Investment Committee (RIC), a subcommittee of the Executive Committee, with assistance from the Risk Department and the
Policies and Compliance Senior Vice-Presidency; and

3. TheBoard of Directors, its Audit Committee and its Risk Management Committee, as well as Internal Audit.

The policy includes reporting mechanisms for each of these levels. It also includes a framework for outsourcing management of investments,
management of operational risks and management of derivative financial instruments.

To ensure the objectivity and rigour required to manage risks, teams that are independent of the portfolio managers are responsible for defining
and monitoring the integrated risk management policy as well as the investment policies applying to the specialized portfolios.

The financial risks defined in the integrated risk management policy include the following:

a) Market risk;

b)  Creditrisk;

c) Counterpartyrisk related to derivative financial instruments; and
d) Financing-liquidity risk.

Investment policies are designed to oversee the activities performed by the portfolio managers. For each specialized portfolio, an investment
policy establishes the philosophy, management type, investment universe, benchmark index, value-added target and risk oversight, including
concentration and risk limits. The managers must abide by the limits on their investment operations.

A) MARKET RISK

Market risk represents the risk of financial loss arising from changes in the value of financial instruments. Such value is affected by changes
in certain market variables, such as interest rates, exchange rates, share prices and commodity prices. Therisk derives from the volatility in
the price of a financial instrument, which itself results from the volatility of such market variables.

The Caisse manages all market risks according to an integrated approach. The major factors contributing to risk, such as sectors, countries
and issuers, are taken into account.

The Caisse may use derivativefinancialinstrumentstraded on exchanges or negotiated directly with banks and securities dealers, to manage
market risks.

The Caisse measures its market risk using the method known as Value at Risk (VaR), which is based on a statistical estimate of the volatility
ofthe fair value of each position and its correlations. VaR is a statistical estimate of a portfolio’s potential loss according to a predetermined
confidence level during a given exposure period. The VaR of the market is estimated with a99% confidence level over an exposure period of
one year. The VaR calculated by the Caisse therefore presents the level of loss that a portfolio should reach or exceed in 1% of cases. The
Caisse estimates VaR for each instrument in its specialized portfolios and aggregates the information for the overall portfolio.

The Caisse usesthe historical-simulation method to estimate VaR. This method is based essentially ontheassumptionthatthe future will be
similartothe past. ltrequiresthat historical dataseries onalltheriskfactors needed to estimatethe returns oninstruments be available. Inthe
absence of historical data, alternative methods are used. A history of 1,500 days of observation of risk factors, such as variations in exchange
rates, interest rates and financial asset prices, is used to estimate the volatility of returns and the correlation between asset returns. As at
December 31, 2012, the Caisse revised the source of observable interest rate data to obtain a more reliable and relevant risk measurement,
althoughitdid notchangethe basic method usedto calculate VaR. The comparative VaR of December 31,2011, was recalculated on that basis.
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IDENTIFICATION AND MANAGEMENT OF RISKS RELATED
TO INVESTMENT OPERATIONS (cont.)

The Caisse calculates two types of risk: absolute risk and active risk. The absolute risk, or absolute VaR, of the Caisse’s benchmark portfolio
(target portfolio ofthe depositorsasawhole)istheresultoftherisk ofthe benchmarkindexes ofthe assetclassesinthe portfolio. Forexample,
shouldthe depositorselecttoincreasethe weight ofequitiesintheirrespective benchmark portfolios, such risk would increase automatically
because of the higher level of volatility of this asset class. Consequently, the expected absolute return would also increase. The absolute
risk of the overall portfolio (consisting of the actual investments) corresponds to the risk (volatility) of the positions in the Caisse’s overall
portfolio. The absolute risk of the overall portfolio and that of the benchmark portfolio are calculated with the same method but they relate
to different portfolios, namely the overall portfolio actually invested by the Caisse and the benchmark portfolio targeted by depositors.

Active risk, or VaR related to active management, represents the possibility that the Caisse will record a return different from that of its
benchmark portfolioasaresult of active management ofits overall portfolio. The higherthe active risk,the morethe absolute return expected

from the overall portfolio will stand out from the benchmark portfolio return.

The absolute risk of the Caisse’s benchmark portfolio and the active risk and absolute risk of the overall portfolio are measured on aregular
basis and are subject to various limits.

As at December 31, the overall portfolio’s absolute risk and active risk, according to a 99% confidence level and a 1,500-day history,
are as follows:

ABSOLUTE RISK OF THE OVERALL PORTFOLIO

(asa%) 2012 2011
Fixed income 9.1 9.0
Inflation-sensitive investments 39.8 41.5
Equities 46.8 471
Other investments’ 1.2 1.5
Overall risk 30.6 30.0

ACTIVE RISK OF THE OVERALL PORTFOLIO

(asa %) 2012 2011
Fixed income 1.4 1.1
Inflation-sensitive investments 12.9 16.2
Equities 5.4 4.6
Other investments! 1.1 1.5
Overall risk 4.4 3.4

1. The VaR forthe Other investments category is presented as a percentage of the net assets of the Caisse.

FOREIGN EXCHANGE RISK

Foreign exchangerisk represents the risk that the fair value or future cash flows of a financial instrument will fluctuate because of variations
in foreign currency exchange rates. This risk is integrated into the overall measurement of VaR.

To manage foreign exchange risk, the Caisse also uses instruments negotiated with banks. The maturities of these instruments generally
range from one to 12 months for forward contracts and options, and from one to two years for foreign currency swaps. On maturity, new
derivative financial instruments are negotiated to maintain effective long-term management of the foreign exchange risks associated with
investments and liabilities related to investments in foreign currencies.
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IDENTIFICATION AND MANAGEMENT OF RISKS RELATED
TO INVESTMENT OPERATIONS (cont.)

AR 2012

160

The allocation of investments, liabilities related to investments and non-controlling interests denominated in currencies is as follows as at

December 31:
(in millions of dollars) 2012
Currency'
Canadian u.s. Pound
dollar dollar Euro sterling Other Subtotal Total
Investments
Fixed-income securities 72,711 3,400 1,045 498 1,034 5,977 78,688
Variable-income securities
Equities and convertible securities 22,364 37,910 8,984 5,277 17,500 69,671 92,035
Real estate holdings 15,857 4,114 3,846 613 1,331 9,904 25,761
Amounts receivable with
respect to investments
Securities acquired under
reverse repurchase agreements 8,629 2,328 426 = = 2,754 11,383
Amount pertaining to
derivative financial instruments 1,905 433 86 29 140 688 2,593
121,466 48,185 14,387 6,417 20,005 88,994 210,460
Liabilities related to investments
Conventional products? 17,822 10,553 3,240 188 171 14,152 31,974
Amount pertaining to derivative
financial instruments 915 826 115 177 122 1,240 2,155
18,737 11,379 3,355 365 293 15,392 34,129
Non-controlling interests 1,901 9 14 82 - 105 2,006
100,828 36,797 11,018 5,970 19,712 73,497 174,325
(in millions of dollars) 2011
Currency’
Canadian U.s. Pound
dollar dollar Euro sterling Other Subtotal Total
Investments
Fixed-income securities 68,905 3,327 882 294 971 5,474 74,379
Variable-income securities
Equities and convertible securities 16,905 31,594 7,812 6,044 14,386 59,836 76,741
Real estate holdings 13,501 3,292 3,658 646 936 8,532 22,033
Amounts receivable with
respect to investments
Securities acquired under
reverse repurchase agreements 6,056 1,665 254 - - 1,919 7,975
Amount pertaining to
derivative financial instruments
2,957 849 349 80 243 1,521 4,478
108,324 40,727 12,955 7,064 16,536 77,282 185,606
Liabilities related to investments
Conventional products? 12,459 9,821 2,955 186 328 13,290 25,749
Amount pertaining to derivative
financial instruments 1,215 999 295 49 247 1,590 2,805
13,674 10,820 3,250 235 575 14,880 28,554
Non-controlling interests 1,998 4 14 481 - 499 2,497
92,652 29,903 9,691 6,348 15,961 61,903 154,555

1. Investments are recorded under the currency they are denominated in and are translated into Canadian dollars.
2. Conventional productsinclude liabilities related to investments with the exception of the amount pertaining to derivative financial instruments.
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IDENTIFICATION AND MANAGEMENT OF RISKS RELATED
TO INVESTMENT OPERATIONS (cont.)

B)

Theimpactoftranslation ofthe fair value offoreign currency investmentsinto Canadian dollarsincluded undertheitem Gains (losses) on the
sale ofinvestments and under Unrealized increases (decreases) in value ofinvestments and liabilities related to investmentsis unfavourable
by $1,273 million (favourable by $790 millionin2011). Theimpact of exchangerate hedging related to a portion of such investments is favourable
by $340 million (unfavourable by $123 million in 2011). The net impact on net investment results is unfavourable by $933 million (favourable
by $667 million in 2011).

INTEREST RATE RISK

Interestrateriskistheriskthatthe fairvalue or future cash flows of a financial instrument will fluctuate because of changes in market interest
rates. All interest-bearing assets and liabilities as well as their effective rates are shown in note 9D in the table presenting the exposure to
liquidity risk. This risk is integrated into the overall measurement of VaR.

PRICE RISK

Priceriskis the risk that the fair value or future cash flows of a financial instrument will fluctuate because of changes in market prices (other
than changesarising frominterestraterisk orforeign exchangerisk), whether such changes derive fromthe characteristics oftheinstrument
itself or of its issuer, or from elements affecting all similar financial instruments traded on the market. This risk is integrated into the overall
measurement of VaR.

CREDIT RISK

Credit risk is the possibility of a loss of fair value in the event that a borrower, endorser, guarantor or counterparty does not honour its
obligation to repay aloan or to fulfillany other financial commitment, or sees its financial situation deteriorate. Sources of credit risk include
fixed-income securities, derivative financial instruments, provision of financial collateral and lending commitments.

Analysis of credit risk includes the probability of default and the recovery rate on debt securities held by the Caisse, as well as monitoring of
changes in the credit quality of issuers or groups of issuers whose securities are held in all the portfolios of the Caisse.

Analysis of concentration measuresthefairvalue ofa group offinancial instruments, particularly fixed-income and variable-income securities,
relatedtoasingleissuerortoagroup ofissuerscontrolled by a parent company, with similar characteristics (region, sectorand creditrating).

The concentration limit by group of issuers is 3% of the Caisse’s total assets, with the exception of securities issued by the Government
of Canada, of Québec or another Canadian province or territory, as well as by their departments and agencies, which are not subject to
concentration limits. Sovereign issuers rated AAA are also excluded from this concentration limit. Specific concentration limits also apply
to investments in emerging markets. Concentration by issuer is monitored on a monthly basis or on initiation of a transaction requiring
approval from the Risk Committee.
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IDENTIFICATION AND MANAGEMENT OF RISKS RELATED
TO INVESTMENT OPERATIONS (cont.)

The concentration by credit rating of the Caisse’s groups of issuers is as follows as at December 31:

2012 2011

Value as a % of investments'

Credit rating:?

AAA -AA 17.8 19.2
A 23.4 25.4
BBB 13.4 12.1
BB or lower 3.4 2.9

No credit rating:

Real estate assets 16.3 16.0
ABTNs 0.7 0.9
Private equity 5.4 5.1
Private investment funds and hedge funds 6.8 7.3
Mortgages and mortgage securities 5.1 4.6
Other 77 6.5

100.0 100.0

1. The percentage of investments represents net positions by group of issuers.
2. Creditratings are obtained from the main recognized credit rating agencies and are aggregated according to an algorithm developed in house. For the purposes of this
concentration, only long-term credit ratings from the main agencies are used.

Inthetableabove, the groups ofissuersforwhich no creditratingis available are categorized. For most ofthese groups, the absence ofacredit
rating from the main recognized credit rating agencies is due to the private nature of the investments, the absence of any debt, restructuring
oftheinvestments oracombination ofthese elements. Most of the issuers, however, are evaluated with an internal rating system thatis used
to closely monitor changes in the credit cycle. The system includes exposure limits by sector and country (or region) and by external credit
rating (no limit for internal credit ratings).

In2012,44 groups ofissuers (180in 2011) whose securities are held by the Caissereceived acredit upgrade from the main creditrating agencies,
while 71 others received a downgrade (154 in 2011). The Caisse frequently monitors changes in credit ratings by the agencies and compares
them with the internal credit ratings when they are available.

Inthe case of mortgages with no assigned credit rating, the analysis of credit risk is based in part on the loan-to-value ratio. In this ratio, the
amount of the loan is divided by the fair value of any asset received as collateral on the subscription date or the date funds were granted, or
at any other time during the term of the loan.

The table below shows the breakdown of mortgages as at December 31:
2012 2011

Value as a % of mortgages

Loan-to-value ratio

0to 55% 31.7 40.0
55 to 65% 32.1 30.3
65 to 75% 35.8 27.2
75 to 85% 04 1.2
More than 85% 0.0 1.3

100.0 100.0

Credit risk is measured by the fair value of investments before collateral or other credit upgrades are taken into account. For off-balance-
sheet items, the value taken into account to determine maximum exposure to credit risk corresponds to the amount guaranteed or incurred.
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IDENTIFICATION AND MANAGEMENT OF RISKS RELATED
TO INVESTMENT OPERATIONS (cont.)

c)

D)

The maximum exposure to credit risk is as follows as at December 31:

(in millions of dollars) 2012 2011

Investments
Fixed-income securities 78,688 74,379
Amounts receivable with respect to investments 13,976 12,453
92,664 86,832

Off-balance-sheet

Collateral pledged (note 13) 11,894 8,474
Collaterals and loan guarantees (note 12) 906 789
Funding facility (note 12) 6,167 6,167
18,967 15,430

Total maximum exposure 111,631 102,262

In reality, this exposure is less because the Caisse takes various measures to mitigate credit risk, such as the taking of guarantees (refer to
note 13).

COUNTERPARTY RISK RELATED TO DERIVATIVE FINANCIAL INSTRUMENTS

Over-the-counter derivative financial instruments give rise to counterparty risk, because they are negotiated by private contract without
being traded through a clearing house. Counterparty risk corresponds to the credit risk from current or potential exposure arising from
transactions involving this type of instrument in the event that the counterparty becomes unable to respect the conditions in the contracts.

To limit its exposure to counterparty risk arising from transactions involving over-the-counter derivative financial instruments, the Caisse
carries outtransactions with financial institutions whose creditratings are established by recognized credit rating agencies and according to
operational limits set by management. Moreover, the Caisse concludes legal agreements based on the standards of the International Swaps
and Derivatives Association (ISDA), which allows it to benefit from the offset between the amounts at risk and the exchange of collateral to
limit its net exposure to this risk.

This risk is measured by counterparty, pursuant to the legal agreement in effect, from which it is possible to calculate the net exposure
occasioned by all over-the-counter derivative financial instruments and by the collateral exchanged. Actual exposure to counterparty riskis
measured on adaily basis, pursuantto the legal agreementin effect. Potential exposure to counterparty riskis measured on a monthly basis.

As at December 31, the legal agreements and the collateral received helped reduce exposure to the counterparty risk of over-the-counter
derivative financial instruments. The maximum exposure to this riskis $58 million ($435 million in 2011), in respect of 59 active counterparties
(61in2011).

FINANCING-LIQUIDITY RISK

Financing-liquidity risk corresponds to the possibility thatthe Caisse may not always be able to fulfillthe commitments related to its financial
liabilities without having to obtain funds at abnormally high prices or having to sell assets. It also corresponds to the risk that the Caisse
may not be able to sell investments quickly or to purchase investments without having a significant unfavourable effect on the price of the
investment in question.

Analysis of compliance with established rules is monitored on a monthly basis, and the liquidity status is determined daily. The Caisse uses
various scenario simulations to estimate the potential impact of various market events on its liquidity. Managers evaluate the liquidity of the
markets on which the Caisse obtains financing for its operations. They also ensure thatthe Caisse is active on various financial markets and
maintains relationships with the recognized credit rating agencies that rate the Caisse as well as with capital providers.
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IDENTIFICATION AND MANAGEMENT OF RISKS RELATED
TO INVESTMENT OPERATIONS (cont.)

The summary of maturities at par value of investments and liabilities related to investments as at December 31 is as follows:

(in millions of dollars) 2012 2011
Effective Effective

interest interest

Less than 1 yearto More than rate rate

1 year 5 years 5 years Total % Total %

Fixed-income securities
Short-term investments

Canadian 411 1 - 412 2.0 538 1.9
Foreign 1,119 3 - 1,122 2.9 1,331 2.6
1,530 4 - 1,534 2.7 1,869 2.4
Bonds
Issued or guaranteed by:
Government of Canada 64 10,047 4,598 14,709 1.5 14,469 1.8
Province of Québec 52 978 7,499 8,529 34 7,698 3.6
Other Canadian provinces 25 5 876 906 3.7 1,229 4.1
Municipalities and other
Canadian agencies 168 788 346 1,302 4.1 1,417 4.1
Canadian government
corporations 103 5,133 5,883 11,119 29 11,033 3.2
U.S. government - 1 720 721 3.8 965 3.0
Other foreign
governments - - - - - 268 4.2
Mortgage securities
Canadian 90 15 12 117 4.6 176 5.6
Foreign - 109 - 109 - 118 -
Canadian corporations 727 4,118 5,890 10,735 4.9 10,115 5.2
Foreign corporations 1,236 360 1,037 2,633 7.2 2,289 7.8
Inflation-indexed securities
Canadian - - 679 679 0.9 714 1.1
Foreign - - 50 50 0.7 99 3.1
2,465 21,554 27,590 51,609 3.2 50,590 3.5
ABTNs 172 10,976 112 11,260 - 11,878 -
Mortgages
Canadian 854 2,853 3,610 7,317 3.6 6,420 3.8
Foreign 901 317 514 1,732 2.5 858 4.9
1,755 3,170 4,124 9,049 34 7,278 3.9
5,922 35,704 31,826 73,452 3.3 71,615 3.5

Amounts receivable with
respect to investments
Securities acquired under

reverse repurchase

agreements
Canadian 8,632 - - 8,632 1.0 6,057 1.0
Foreign 2,754 - - 2,754 0.1 1,919 -

11,386 - - 11,386 0.8 7,976 0.8
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IDENTIFICATION AND MANAGEMENT OF RISKS RELATED
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(in millions of dollars) 2012 2011
Effective Effective

interest interest

Less than 1 year to More than rate rate

1 year 5 years 5 years Total % Total %

Liabilities related
to investments

Securities sold under

repurchase agreements 4,625 - - 4,625 0.8 670 0.7
Commercial paper payable 1,019 - - 1,019 1.1 1,019 1.1
Term notes - 2,991 4,972 7,963 3.8 8,082 3.8
Short selling of securities 494 33 3,016 3,543 1.9 2,191 2.3
Mortgage loans payable 552 1,869 - 2,421 4.1 2,216 4.6
Other loans payable 1,594 1,444 - 3,038 1.2 3,295 1.1

8,284 6,337 7,988 22,609 2.4 17,473 2.9

The Caisse is a party to various commitments and issues financial guarantees that can have an impact on its liquidity (refer to notes 3E,
12and 13).

10

DERIVATIVE FINANCIAL INSTRUMENTS

Derivative financial instruments are financial contracts whose value fluctuates as a function of the underlying asset, and which do not require
holding ordeliveringthe underlying assetitself. The underlying may be of afinancial nature (interestrate, foreign currency or stock market security
or index) or may be a commodity (precious metal, food or crude oil).

Thenotionalamountofaderivative financialinstrumentrepresentsthe value ofthe notional principalto which arate oraprice applies to determine
the exchange of future cash flows, and does not reflect the credit risk pertaining to the instrument.

The Caisse uses derivative financial instruments that include the following:

. Forward contracts and futures contracts are undertakings that enable the purchase or sale of an underlying, the quantity and price of which
are determined inthe contract, whichincludes a predetermined maturity date. A forward contractinvolves customized conditions negotiated
directly betweenthe parties onthe over-the-counter market. A futures contracthastermsand conditions determined by an organized market.

. A swap is atransaction whereby two parties agree to exchange financial flows on predetermined conditions that include a notional amount
and aterm.

. An option is a contract that is negotiated by mutual agreement or traded on an organized market and that gives the purchaser the right, but
not the obligation, to buy or sell a given amount of an underlying security, index or commodity at a strike price stipulated in advance, either
at a determined date or at any time before a specified maturity date.

. A warrantis acontractthat enablesthe purchase of an underlying ata price established by the contract and according to the maturity stated
therein.

Foreign exchange risk arises from investments and liabilities related to investments denominated in foreign currencies, as well as from related
derivative financial instruments.

Derivative financial instruments that are traded on exchanges or negotiated with banks and securities dealers are used to manage the interest
rate and market risks of the total investment portfolio.
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DERIVATIVE FINANCIAL INSTRUMENTS (cont.)
A) SUMMARY OF DERIVATIVE FINANCIAL INSTRUMENTS
(in millions of dollars) 2012 2011
Fair value
Notional Net Net
amount Assets Liabilities amount amount
Foreign exchange risk management’
Foreign currency swaps
Purchases 1,169 12 24 (12) 2
Forward contracts
Purchases 1,988 12 22 (10) 91
Sales 24,736 92 285 (193) 180
Over-the-counter options
Purchases - - - - 26
Sales - - - - (4)
27,893 116 331 (215) 295
Interest rate and market risk management
Interest rate and foreign currency swaps 52,307 1,679 1,586 93 19
Credit default swaps 32,829 267 11 256 1,003
Equity and convertible securities swaps 21,399 416 122 294 319
Commodity swaps 21 - - - 1
Futures contracts 6,737 13 12 1 (1)
Forward contracts 3,146 14 21 7) 7)
Over-the-counter options
Purchases 3,035 63 - 63 7
Sales 3,005 - 69 (69) (86)
Exchange-traded options
Purchases 1,986 12 - 12 15
Sales 1,682 - 3 3) (6)
Warrants 82 13 - 13 44
126,229 2,477 1,824 653 1,378
Total derivative financial instrument contracts 154,122 2,593 2,155 438 1,673

1. When foreign exchange risk management transactions involve simultaneous use of the U.S. dollar and other currencies, the notional amount used here represents only

the final value denominated in Canadian dollars.
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DERIVATIVE FINANCIAL INSTRUMENTS (cont.)

B) SUMMARY OF DERIVATIVE FINANCIAL INSTRUMENT MATURITIES

(in millions of dollars) 2012 2011
Notional amount — Maturity

Less than 1 year More than Notional

1 year 5 years 5 years Total amount

Foreign exchange risk management
Foreign currency swaps

Purchases 946 92 131 1,169 4,246
Forward contracts
Purchases 1,988 - - 1,988 6,400
Sales 24,302 434 - 24,736 25,059
Over-the-counter options
Purchases - - - - 241
Sales - - - - 185
27,236 526 131 27,893 36,131

Interest rate and market risk management

Interest rate and foreign currency swaps 8,051 22,613 21,643 52,307 52,542
Credit default swaps 144 32,685 - 32,829 42,697
Equity and convertible securities swaps 20,749 650 - 21,399 20,896
Commodity swaps 21 - - 21 59
Futures contracts 6,730 7 - 6,737 7,993
Forward contracts 3,109 37 - 3,146 2,342
Over-the-counter options
Purchases 2,316 719 - 3,035 3,590
Sales 2,777 228 - 3,005 3,075
Exchange-traded options
Purchases 1,226 760 - 1,986 814
Sales 188 1,494 - 1,682 301
Warrants 7 75 - 82 101
45,318 59,268 21,643 126,229 134,410
Total derivative financial instrument contracts 72,554 59,794 21,774 154,122 170,541
(in millions of dollars) 2012 2011
Fair value — Maturity
Less than 1 year More than Fair
1 year 5 years 5 years Total value
Derivative financial instruments
Assets 604 681 1,308 2,593 4,478
Liabilities 562 728 865 2,155 2,805
Net amount 42 47) 443 438 1,673

11

TRANSFERS OF RECEIVABLES

The Caisse has put in place a program to syndicate some of its mortgages. Pursuant to these transactions, the Caisse assumes the role of
administrator of the mortgages sold and thus maintains a relationship with clients. During the year ended December 31, 2012, the Caisse did
not carry out any syndication operations ($48 million in 2011). Syndication gains and losses are not recorded separately because the amounts
involved are not significant.

No securitization activities were carried out in 2012 and 2011.
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12

COMMITMENTS AND CONTINGENCIES

Given the nature of its operations, the Caisse has a number of commitments.

Commitments to buy investments mean the Caisse is committed to buying investments that will be settled in the coming financial years, in
accordance with the terms and conditions in each agreement.

Forthe Caisse, guaranteesand loan guarantees consistin providing guaranteestofinancial institutions and corporationsregarding futureincome
derivingfromthe sale ofinvestmentsandtransactions on derivative financial instruments as wellasrepayment of borrowings by investee companies.
Guarantees related to the repayment of loans have no specific maturity date, exceptin some cases wheretheterms range from one to seven years.

(in millions of dollars) 2012 2011
Commitments to buy investments 8,142 7,182
Guarantees and loan guarantees 906 789
ABTNs (funding facility)’ 6,167 6,167

15,215 14,138

1. Foradescription ofthe commitments related to ABTNs, see note 3E.

13

COLLATERALS

In the normal course of business, the Caisse pledges financial assets as collateral for securities borrowed, securities sold under repurchase
agreements and transactions involving derivative financial instruments. The counterparty is authorized to sell or pledge as collateral certain
securities in the absence of default by the Caisse. On certain conditions, the Caisse may have to pledge additional collateral if collateral already
pledged has lost value.

The following table presents the fair value of the collateral pledged by the Caisse as at December 31:
(in millions of dollars) 2012 2011

Collateral pledged for

Securities borrowed 6,781 7,138
Securities sold under repurchase agreements 4,648 671
Over-the-counter derivative financial instruments 306 220
Exchange-traded derivative financial instruments 159 445

11,894 8,474

The Caisse receives financial assets as collateral for securities lent, securities acquired under reverse repurchase agreements and transactions
involving derivative financialinstruments. The Caisseis authorized to sell or pledge certain securities inthe absence of default by the counterparty.
The Caisse is obliged to return such securities to the counterparties. If the value of the collateral received decreases, the Caisse may in certain
cases request additional collateral.

The following table presents the fair value of the collateral received by the Caisse as at December 31:
(in millions of dollars) 2012 2011

Collateral received for

Securities lent 2,159 1,872
Securities acquired under reverse repurchase agreements 11,408 8,000
Over-the-counter derivative financial instruments 1,386 1,916

14,953 11,788
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(in millions of dollars) SHORT TERM BONDS (760) LONG TERM REAL ESTATE
INVESTMENTS (740) BONDS (764) DEBT (750)
Consolidated net assets as at December 31 2012 2011 2012 2011 2012 2011 2012 2011
Assets
Investments
Real estate holdings - - - - - - - -
Equities and convertible securities - - - - - - 1231 -
Bonds = - 53,246.2 49,905.9 3,940.4 3,761.7 - -
Mortgages - - - - - - 7445.4 6,067.3
Mortgage securities - - - - - - 121.9 186.8
Short-term investments - - 1,420.0 1,588.5 - - - 28.1
Notes receivable from entities under common control = - = - 721.0 734.0 = -
Securities acquired under reverse repurchase agreements 8,916.3 7,934.2 8,487.2 4,301.4 - - - -
ABTNs - - - - - - - -
8,916.3 7,934.2 63,1534 55,795.8 4,661.4 4,495.7 7690.4 6,282.2
Demand deposits in the General Fund = - = 3,336.8 2.9 - 2.7 29.8
Other assets 0.3 - 884.6 1,298.0 39.5 46.6 222.2 636.3
8,916.6 7,934.2 64,038.0 60,430.6 4,703.8 4,542.3 7915.3 6,948.3
Liabilities
Liabilities related to investments
Securities sold under repurchase agreements - - 13,605.2 10,739.4 720.8 733.8 - -
Notes payable to entities under common control - - 721.0 2,278.2 - - - -
Loans payable - - - - - - 84.0 -
Loans payable to entities under common control - - - - - - - -
Mortgage loans payable - - - - - - - -
Short selling of securities - - 4,344.4 3,999.6 - - = -
Derivative financial instruments - - 1,215.0 1,495.6 - — 46.3 65.7
= - 19,885.6 18,512.8 720.8 733.8 130.3 65.7
Advances from the General Fund 0.4 1,171.9 1241 - = 443 = -
Other liabilities 84 6.6 375.5 395.5 3144 17.2 176.4 2421
8.8 1,178.5 20,385.2 18,908.3 1,035.2 795.3 306.7 307.8
Consolidated net assets 8,907.8 6,755.7 43,652.8 41,522.3 3,668.6 3,747.0 7,608.6 6,640.5
Less:
Non-controlling interests = - = - = - 35.8 33.0
Net holdings of funds 8,907.8 6,755.7 43,652.8 41,522.3 3,668.6 3,747.0 7572.8 6,607.5
Consolidated statement of income and changes in net assets
for years ended December 31
Income
Investment income 9238 47.9 1,449.5 1,384.6 127.3 149.2 356.2 696.4
Other income = - 2.3 6.3 = - = -
92.8 47.9 1,451.8 1,390.9 1273 149.2 356.2 696.4
Operating expenses 1.2 0.5 48.0 45.2 2.6 2.4 4.6 8.8
Income before the following items 91.6 47.4 1,403.8 1,345.7 124.7 146.8 351.6 687.6
Interest on notes payable to entities under common control = - 5.3 47.3 = - = -
Interest on loans payable = - = - = - = -
Net investment income (loss) 91.6 47.4 1,398.5 1,298.4 124.7 146.8 351.6 687.6
Gains (losses) on sale of investments - - 1,015.7 1,402.1 1724 148.0 (6.2) (1,041.5)
Unrealized increase (decrease) in value of investments and
liabilities related to investments 0.8 (0.6) (669.1) 1,280.3 (185.6) 333.5 0.8 1,374.5
Net investment results 924 46.8 1,745.1 3,980.8 1115 628.3 346.2 1,020.6
Participation units issued (cancelled) 2,151.3 3,383.1 1,783.9 (1,068.1) (65.2) (320.5) 969.0 (2,358.7)
Net investment loss (net income) recovered from (allocated to)
participation unit holders (91.6) (47.4) (1,398.5) (1,298.4) (124.7) (146.8) (346.1) (684.0)
Other changes in non-controlling interests - - - - = - (1.0) (44.4)
Increase (decrease) in consolidated net assets 2,152.1 3,382.5 2,130.5 1,614.3 (78.4) 161.0 968.1 (2,066.5)
Consolidated net assets, beginning of year 6,755.7 3,373.2 41,5223 39,908.0 3,747.0 3,586.0 6,640.5 8,707.0
Consolidated net assets, end of year 8,907.8 6,755.7 43,652.8 41,522.3 3,668.6 3,747.0 7,608.6 6,640.5
Attributable to participation unit holders
Net investment results 924 46.8 1,745.1 3,980.8 111.5 628.3 346.2 1,020.6
Less:
Net investment results attributable to non-controlling interests = - = - = - 3.8 6.3
Net investment results attributable to participation unit holders 92.4 46.8 1,745.1 3,980.8 1115 628.3 3424 1,014.3
Participation units issued (cancelled) 2,151.3 3,383.1 1,783.9 (1,068.1) (65.2) (320.5) 969.0 (2,358.7)
Net investment loss (net income) recovered from (allocated to)
participation unit holders (91.6) (47.4) (1,398.5) (1,298.4) (124.7) (146.8) (346.1) (684.0)
Increase (decrease) in net holdings of funds 2,152.1 3,382.5 2,130.5 1,614.3 (78.4) 161.0 965.3 (2,028.4)
Net holdings of funds, beginning of year 6,755.7 3,373.2 41,522.3 39,908.0 3,747.0 3,586.0 6,607.5 8,635.9
Net holdings of funds, end of year 8,907.8 6,755.7 43,652.8 41,522.3 3,668.6 3,741.0 7572.8 6,607.5
Investments and liabilities related to investments at cost
as at December 31
Investments
Real estate holdings - - - - - - - -
Equities and convertible securities - - - - - - 106.3 -
Bonds = = 50,050.2 45,648.5 3,755.9 3,391.7 = =
Mortgages = - = - = - 72073 5,789.3
Mortgage securities o - = - = - 225.3 294.7
Short-term investments - - 1,432.5 1,662.2 - - - 28.1
Notes receivable from entities under common control - - - - 721.0 734.0 - -
Securities acquired under reverse repurchase agreements 8,916.3 7,934.9 8,474.2 4,308.5 = - = -
ABTNs - - - - - - - -
8,916.3 7,934.9 59,956.9 51,619.2 4,476.9 4,125.7 7538.9 6,112.1
Liabilities related to investments
Securities sold under repurchase agreements = - 13,603.3 10,743.7 720.9 733.8 = -
Notes payable to entities under common control = - 721.0 2,278.2 = - = -
Loans payable = - = - = - 84.0 -
Loans payable to entities under common control - - - - - - - -
Mortgage loans payable - - - - - - - -
Short selling of securities - - 41878 3,833.2 - - - -
Derivative financial instruments = - 374 10.7 = - = -
= - 18,549.5 16,865.8 720.9 733.8 84.0 -
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(in millions of dollars) REAL RETURN INFRASTRUCTURE (782) REAL ESTATE (710)" CANADIAN EQUITY (720)
BONDS (762)
Consolidated net assets as at December 31 2012 2011 2012 2011 2012 2011 2012 2011
Assets
Investments
Real estate holdings - - - - 25,835.8 22,186.3 - -
Equities and convertible securities - - 5,436.4 6,520.8 3,449.5 4,065.1 15,0976 11,594.4
Bonds 1,233.4 1,303.5 1,210.7 1,344.5 - - - -
Mortgages - - - - 1,867.4 1,480.0 - -
Mortgage securities - - - - - - - -
Short-term investments = - = - 52.7 988.9 - -
Notes receivable from entities under common control = - = - = - 13,412.2 12,325.8
Securities acquired under reverse repurchase agreements - - 495.6 - - - - -
ABTNs - - - - - - - -
1,2334 1,303.5 7142.7 7,865.3 31,205.4 28,720.3 28,509.8 23,920.2
Demand deposits in the General Fund 125.7 146.1 451.3 - 8.8 177.7 51.4 211.3
Other assets 25 2.7 24.2 39.0 5224 2,689.5 45.8 44.6
1,361.6 1,452.3 7618.2 7,904.3 31,736.6 31,587.5 28,607.0 24,176.1
Liabilities
Liabilities related to investments
Securities sold under repurchase agreements 133.8 148.6 - - - - - -
Notes payable to entities under common control - - - - - - - -
Loans payable = - = 9.3 330.0 146.2 = -
Loans payable to entities under common control = - = - 9,316.0 8,756.2 = -
Mortgage loans payable - - - - 2,4275 2,217.1 - -
Short selling of securities - - 494.9 - - - 6,549.1 5,557.7
Derivative financial instruments - - 162.6 108.8 316.7 349.2 3.5 434
133.8 148.6 6575 118.1 12,390.2 11,468.7 6,552.6 5,601.1
Advances from the General Fund = - = 866.7 = - = -
Other liabilities 2.6 18.0 50.6 33.2 1,799.3 817.1 108.9 83.6
136.4 166.6 708.1 1,018.0 14,189.5 12,285.8 6,661.5 5,684.7
Consolidated net assets 1,225.2 1,285.7 6,910.1 6,886.3 175471 19,301.7 21,9455 18,491.4
Less:
Non-controlling interests - - 644.6 1,160.8 1,325.4 1,303.7 - -
Net holdings of funds 1,225.2 1,285.7 6,265.5 5,725.5 16,221.7 17,998.0 21,945.5 18,491.4
Consolidated statement of income and changes in net assets
for years ended December 31
Income
Investment income 25.5 37.8 862.3 216.7 605.4 760.1 671.2 570.7
Other income = - 3.2 2.4 = - 3.8 3.7
25.5 37.8 865.5 219.1 605.4 760.1 675.0 574.4
Operating expenses 25 0.8 221 17.0 9.6 17.4 47.8 43.9
Income before the following items 234 37.0 8434 202.1 595.8 742.7 627.2 530.5
Interest on notes payable to entities under common control - - - - - - - -
Interest on loans payable - - - - - - - -
Net investment income (loss) 234 37.0 8434 202.1 595.8 742.7 627.2 530.5
Gains (losses) on sale of investments 51.2 98.8 466.7 (57.9) 515.4 141.0 824.7 (1,468.3)
Unrealized increase (decrease) in value of investments and
liabilities related to investments (40.5) 66.6 (837.0) 1,234.2 345.4 1,108.2 (173.0) (1,195.6)
Net investment results 34.1 202.4 4731 1,378.4 1,456.6 1,991.9 1,278.9 (2,133.4)
Participation units issued (cancelled) (71.2) 184.6 621.1 530.8 (1,595.8) 380.5 2,802.4 1,892.8
Net investment loss (net income) recovered from (allocated to)
participation unit holders (23.4) (37.0) (591.9) (168.0) (1,512.6) (690.6) (627.2) (530.5)
Other changes in non-controlling interests - - (478.5) 116.0 (102.8) 151.3 = -
Increase (decrease) in consolidated net assets (60.5) 350.0 23.8 1,857.2 (1,754.6) 1,833.1 3,454.1 (771.1)
Consolidated net assets, beginning of year 1,285.7 935.7 6,886.3 5,029.1 19,301.7 17,468.6 18,4914 19,262.5
Consolidated net assets, end of year 1,225.2 1,285.7 6,910.1 6,886.3 17,5471 19,301.7 21,9455 18,491.4
Attributable to participation unit holders
Net investment results 341 202.4 4731 1,378.4 1,456.6 1,991.9 1,278.9 (2,133.4)
Less:
Net investment results attributable to non-controlling interests = - (372.7) 334.9 124.5 157.8 - -
Net investment results attributable to participation unit holders 341 202.4 510.8 1,043.5 1,332.1 1,834.1 1,278.9 (2,133.4)
Participation units issued (cancelled) (71.2) 184.6 621.1 530.8 (1,595.8) 380.5 2,802.4 1,892.8
Net investment loss (net income) recovered from (allocated to)
participation unit holders (23.4) (37.0) (591.9) (168.0) (1,512.6) (690.6) (627.2) (530.5)
Increase (decrease) in net holdings of funds (60.5) 350.0 540.0 1,406.3 (1,776.3) 1,524.0 3,454.1 (771.1)
Net holdings of funds, beginning of year 1,285.7 935.7 5,725.5 4,319.2 17,998.0 16,474.0 18,4914 19,262.5
Net holdings of funds, end of year 1,225.2 1,285.7 6,265.5 5,725.5 16,221.7 17,998.0 21,945.5 18,491.4
Investments and liabilities related to investments at cost
as at December 31
Investments
Real estate holdings - - - - 22,010.9 18,899.0 - -
Equities and convertible securities - - 4,508.4 4,887.5 3,473.1 3,945.0 13,455.7 10,171.9
Bonds 1,1278 1,157.4 1,203.5 1,269.9 = — = =
Mortgages = - = - 1,844.1 1,485.5 = -
Mortgage securities - - - - - - - -
Short-term investments - - - - 53.1 988.8 = -
Notes receivable from entities under common control - - - - - - 13,412.2 12,325.8
Securities acquired under reverse repurchase agreements - - 4921 - - - - -
ABTNs = - = - = - = -
1,127.8 1,157.4 6,204.0 6,157.4 27,381.2 25,318.3 26,867.9 22,497.7
Liabilities related to investments
Securities sold under repurchase agreements 133.8 148.6 = - = - = -
Notes payable to entities under common control - - - - - - - -
Loans payable - - - 9.4 331.3 147.2 - -
Loans payable to entities under common control - - - - 8,761.6 8,303.6 = -
Mortgage loans payable = - = - 2,420.6 2,215.6 = -
Short selling of securities - - 491.8 - - - 5,780.1 5,221.0
Derivative financial instruments = - 41.9 52.7 20.3 22.7 = -
133.8 148.6 533.7 62.1 11,553.8 10,689.1 5,780.1 5,221.0

1. Thefinancial statements of the specialized Real Estate portfolio have been prepared in accordance with IFRS, and a separate report has been produced for them by the

independent auditors.
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EMERGING MARKETS

GLOBAL EQUITY (735) U.S. EQUITY (731) EAFE EQUITY (730) EQUITY (732)
Consolidated net assets as at December 31 2012 2011 2012 2011 2012 2011 2012 2011
Assets
Investments
Real estate holdings - - - - - - - -
Equities and convertible securities 19,148.7 14,109.4 10,159.9 8,112.2 9,825.9 9,105.3 8,723.6 5,890.2
Bonds - - - - - - - -
Mortgages - - - - - - - -
Mortgage securities - - - - - - - -
Short-term investments 1.0 8.6 = - = - = 0.2
Notes receivable from entities under common control - - - - - - - -
Securities acquired under reverse repurchase agreements - - - - - - - -
ABTNs - - - - - - - -
19,149.7 14,118.0 10,159.9 8,112.2 9,825.9 9,105.3 8,723.6 5,890.4
Demand deposits in the General Fund - - 34 - - - - -
Other assets 116.0 44.6 123 13.6 221 24.3 9.9 9.7
19,265.7 14,162.6 10,175.6 8,125.8 9,848.0 9,129.6 8,733.5 5,900.1
Liabilities
Liabilities related to investments
Securities sold under repurchase agreements - - - - - - - -
Notes payable to entities under common control 2,529.0 770.0 = - = - = -
Loans payable - - - - - - - -
Loans payable to entities under common control = - = - o - = -
Mortgage loans payable - - - - - - - -
Short selling of securities 2,4476 2,030.3 - - - - 5.4 0.7
Derivative financial instruments 140.3 147.3 = - = - 0.1 -
5,116.9 2,947.6 - = - - 5.5 0.7
Advances from the General Fund 299.3 298.8 = b5 19.4 25.4 7.9 2
Other liabilities 116.6 74.0 25.9 14.4 9.0 10.0 9.4 15.6
5,532.8 3,320.4 25.9 19.9 284 35.4 22.8 19.0
Consolidated net assets 13,732.9 10,842.2 10,149.7 8,105.9 9,819.6 9,094.2 8,710.7 5,881.1
Less:
Non-controlling interests - - - - - - - -
Net holdings of funds 13,732.9 10,842.2 10,149.7 8,105.9 9,819.6 9,094.2 8,710.7 5,881.1
Consolidated statement of income and changes in net assets
for years ended December 31
Income
Investment income 354.1 224.0 216.0 109.6 336.2 326.8 205.1 143.9
Other income - - - - - - - -
354.1 224.0 216.0 109.6 336.2 326.8 205.1 143.9
Operating expenses 40.5 27.8 72 4.4 9.9 8.6 131 9.5
Income before the following items 313.6 196.2 208.8 105.2 326.3 318.2 192.0 134.4
Interest on notes payable to entities under common control 176 13.1 - - - - - -
Interest on loans payable - - - - - - - -
Net investment income (loss) 296.0 183.1 208.8 105.2 326.3 318.2 192.0 134.4
Gains (losses) on sale of investments 15.1 187.8 166.1 141.7 (380.2) 47.2 (89.6) 35.9
Unrealized increase (decrease) in value of investments and
liabilities related to investments 1,264.2 (1,053.5) 699.9 72.1 1,300.0 (1,327.5) 921.2 (1,210.2)
Net investment results 1,575.3 (682.6) 1,074.8 319.0 1,246.1 (962.1) 1,023.6 (1,039.9)
Participation units issued (cancelled) 1,611.4 5,841.5 1,1778 2,131.5 (194.4) 645.5 1,998.0 1,256.3
Net investment loss (net income) recovered from (allocated to)
participation unit holders (296.0) (183.1) (208.8) (105.2) (326.3) (318.2) (192.0) (134.4)
Other changes in non-controlling interests - - - - - - - -
Increase (decrease) in consolidated net assets 2,890.7 4,975.8 2,043.8 2,345.3 725.4 (634.8) 2,829.6 82.0
Consolidated net assets, beginning of year 10,842.2 5,866.4 8,105.9 5,760.6 9,094.2 9,729.0 5,881.1 5,799.1
Consolidated net assets, end of year 13,732.9 10,842.2 10,149.7 8,105.9 9,819.6 9,094.2 8,710.7 5,881.1
Attributable to participation unit holders
Net investment results 1,575.3 (682.6) 1,074.8 319.0 1,246.1 (962.1) 1,023.6 (1,039.9)
Less:
Net investment results attributable to non-controlling interests - - - - - - - -
Net investment results attributable to participation unit holders 1,575.3 (682.6) 1,074.8 319.0 1,246.1 (962.1) 1,023.6 (1,039.9)
Participation units issued (cancelled) 1,611.4 5,841.5 1,177.8 2,131.5 (194.4) 645.5 1,998.0 1,256.3
Net investment loss (net income) recovered from (allocated to)
participation unit holders (296.0) (183.1) (208.8) (105.2) (326.3) (318.2) (192.0 (134.4)
Increase (decrease) in net holdings of funds 2,890.7 4,975.8 2,043.8 2,345.3 725.4 (634.8) 2,829.6 82.0
Net holdings of funds, beginning of year 10,842.2 5,866.4 8,105.9 5,760.6 9,094.2 9,729.0 5,881.1 5,799.1
Net holdings of funds, end of year 13,732.9 10,842.2 10,149.7 8,105.9 9,819.6 9,094.2 8,710.7 5,881.1
Investments and liabilities related to investments at cost
as at December 31
Investments
Real estate holdings - - - - - - - -
Equities and convertible securities 18,261.3 14,634.0 9,367.5 8,019.8 9,356.4 9,935.8 7841.2 5,929.4
Bonds 0.2 - = - = - = -
Mortgages = - = - = - = -
Mortgage securities - - - - - - - -
Short-term investments - - - - - - - -
Notes receivable from entities under common control = - = - = - = -
Securities acquired under reverse repurchase agreements - - - - - - - -
ABTNs = - = - = - = -
18,261.5 14,634.0 9,367.5 8,019.8 9,356.4 9,935.8 7841.2 5,929.4
Liabilities related to investments
Securities sold under repurchase agreements - - - - - - - -
Notes payable to entities under common control 2,529.0 770.0 - - - - - -
Loans payable - - - - - - - -
Loans payable to entities under common control - - - - - - - -
Mortgage loans payable - - - - - - - -
Short selling of securities 2,441.6 2,168.2 = - = - 5.3 0.7
Derivative financial instruments 3.0 6.0 = - = - = -
4,973.6 2,944.2 = - = - 5.3 0.7
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(in millions of dollars) PRIVATE EQUITY (780) HEDGE FUNDS (770) ASSET ALLOCATION (771) ABTNSs (772)
Consolidated net assets as at December 31 2012 2011 2012 2011 2012 2011 2012 2011
Assets
Investments
Real estate holdings - - - - - - - -
Equities and convertible securities 17,0871 15,380.9 3,283.0 3,179.4 1,020.4 86.2 - -
Bonds 9994 517.5 = - 97.3 194.7 = -
Mortgages - - - - - - - -
Mortgage securities - - - - - - - -
Short-term investments - 8.7 - - 269.5 686.7 - -
Notes receivable from entities under common control = - = - = - = -
Securities acquired under reverse repurchase agreements - - - - - - - -
ABTNs - = - = - = 10,152.3 8,931.8
18,086.5 15,907.1 3,283.0 3,179.4 1,387.2 967.6 10,152.3 8,931.8
Demand deposits in the General Fund - - - 95.8 1979 1,205.5 - 2.6
Other assets 36.0 32.7 9.3 4.4 2.6 1.4 34.8 37.3
18,1225 15,939.8 3,292.3 3,279.6 1,587.7 2,174.5 10,1871 8,971.7
Liabilities
Liabilities related to investments
Securities sold under repurchase agreements - - - - - - - -
Notes payable to entities under common control = - = - = - 9,556.5 9,652.6
Loans payable - - - - - - 1,385.8 1,744.7
Loans payable to entities under common control - - - - - - - -
Mortgage loans payable - - - - - - - -
Short selling of securities 49.6 60.4 = - 41.2 - = -
Derivative financial instruments 96.3 123.5 51 0.4 4429 949.1 25.0 32.9
145.9 183.9 &) 0.4 484.1 949.1 10,967.3 11,430.2
Advances from the General Fund 179.7 9.9 94.4 - - - 8.0 -
Other liabilities 105.1 205 5.7 J{A5) 45 3.7 46.2 61.3
430.7 215.3 105.2 7.9 488.6 952.8 11,021.5 11,491.5
Consolidated net assets 17,691.8 15,724.5 3,187.1 3,271.7 1,099.1 1,221.7 (834.4) (2,519.8)
Less:
Non-controlling interests - - - - - - - -
Net holdings of funds 17,691.8 15,724.5 3,187.1 3,271.7 1,099.1 1,221.7 (834.4) (2,519.8)
Consolidated statement of income and changes in net assets
for years ended December 31
Income
Investment income 458.4 289.2 0.4 12.4 245 7.2 146.6 153.6
Other income 19.0 43.6 = - = - = -
4774 332.8 0.4 12.4 245 22 146.6 153.6
Operating expenses 39.3 34.7 13.0 11.0 151 14.0 55 10.0
Income before the following items 438.1 298.1 (12.6) 1.4 9.4 (6.8) 1414 143.6
Interest on notes payable to entities under common control - - - - - - 119.9 127.2
Interest on loans payable = - = - = - 16.3 18.4
Net investment income (loss) 4381 208.1 (12.6) 1.4 94 (6.8) 49 (2.0)
Gains (losses) on sale of investments 449.3 212.6 134.6 107.2 (4174) 94.0 (134.3) (23.5)
Unrealized increase (decrease) in value of investments and
liabilities related to investments 1,245.8 602.5 8.0 (104.2) (14.5) 34.0 1,815.5 118.1
Net investment results 2,133.2 1,113.2 130.0 4.4 (422.5) 121.2 1,686.1 92.6
Participation units issued (cancelled) 272.2 (2,538.1) (227.2) (37.1) 309.3 459.0 4.2 (3.6)
Net investment loss (net income) recovered from (allocated to)
participation unit holders (438.1) (298.1) 126 (1.4) (9.4) 6.8 4.9) 2.0
Other changes in non-controlling interests - - - - - - - -
Increase (decrease) in consolidated net assets 1,967.3 (1,723.0) (84.6) (34.1) (122.6) 587.0 1,685.4 91.0
Consolidated net assets, beginning of year 15,724.5 17,447.5 3,271.7 3,305.8 1,221.7 634.7 (2,519.8) (2,610.8)
Consolidated net assets, end of year 17,691.8 15,724.5 3,1871 3,271.7 1,099.1 1,221.7 (834.4) (2,519.8)
Attributable to participation unit holders
Net investment results 2,133.2 1,113.2 130.0 4.4 (422.5) 121.2 1,686.1 92.6
Less:
Net investment results attributable to non-controlling interests - - - - - - - -
Net investment results attributable to participation unit holders 2,133.2 1,113.2 130.0 4.4 (422.5) 121.2 1,686.1 92.6
Participation units issued (cancelled) 272.2 (2,538.1) (227.2) (37.1) 309.3 459.0 4.2 (3.6)
Net investment loss (net income) recovered from (allocated to)
participation unit holders (438.1) (298.1) 126 (1.4) (9.4) 6.8 (4.9 2.0
Increase (decrease) in net holdings of funds 1,967.3 (1,723.0) (84.6) (34.1) (122.6) 587.0 1,685.4 91.0
Net holdings of funds, beginning of year 15,724.5 17,447.5 3,271.7 3,305.8 1,221.7 634.7 (2,519.8) (2,610.8)
Net holdings of funds, end of year 17,691.8 15,724.5 3,1871 3,271.7 1,099.1 1,221.7 (834.4) (2,519.8)
Investments and liabilities related to investments at cost
as at December 31
Investments
Real estate holdings - - - - - - - -
Equities and convertible securities 17,672.4 17,203.9 3,300.7 3,210.0 983.6 49.6 - -
Bonds 1,171.0 694.8 = - = 0.4 = -
Mortgages = - = - = - = -
Mortgage securities - - - - - - - -
Short-term investments 65.0 65.6 = - 26.7 53.5 = -
Notes receivable from entities under common control = - = - = - = -
Securities acquired under reverse repurchase agreements - - - = - = = -
ABTNs = - = - = - 12,342.8 12,925.1
18,9084 17,964.3 3,300.7 3,210.0 1,010.3 103.5 12,342.8 12,925.1
Liabilities related to investments
Securities sold under repurchase agreements - - - - - - - -
Notes payable to entities under common control - - - - - - 9,556.9 9,652.6
Loans payable - - - - - - 1,412.0 1,766.6
Loans payable to entities under common control - - - - - - - -
Mortgage loans payable - - - - - - - -
Short selling of securities 23.9 51.4 - - 4041 - - -
Derivative financial instruments = - = - 26.9 59.4 = -
23.9 51.4 = - 67.0 59.4 10,968.9 11,419.2
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Summary financial statements for the specialized portfolios (cont.)

(in millions of dollars) QUEBEC INTERNATIONAL (761)
(Dissolved December 1, 2012)

Consolidated net assets as at December 31 2012 2011

Assets

Investments

Real estate holdings o _
Equities and convertible securities - _
Bonds = 3,562.9
Mortgages = -
Mortgage securities 5 —
Short-term investments = -

Notes receivable from entities under common control - 1,544.2
Securities acquired under reverse repurchase agreements - 112.7
ABTNs = -
- 5,219.8
Demand deposits in the General Fund - 1.5
Other assets = 85.1
- 5,306.4
Liabilities
Liabilities related to investments
Securities sold under repurchase agreements = 747.0

Notes payable to entities under common control - -
Loans payable = -
Loans payable to entities under common control - -
Mortgage loans payable - -
Short selling of securities - -

Derivative financial instruments = 9.9

- 756.9

Advances from the General Fund - -

Other liabilities - 9.4

= 766.3

Consolidated net assets - 4,540.1
Less:

Non-controlling interests - -

Net holdings of funds = 4,540.1

Consolidated statement of income and changes in net assets
for years ended December 31

Income
Investment income 67.1 199.4
Other income - -
67.1 199.4
Operating expenses 9.3 21.8
Income before the following items 57.8 177.6
Interest on notes payable to entities under common control - =
Interest on loans payable - -
Net investment income (loss) 578 177.6
Gains (losses) on sale of investments 615.5 (218.4)
Unrealized increase (decrease) in value of investments and
liabilities related to investments (226.2) 127.3
Net investment results 4471 86.5
Participation units issued (cancelled) (4,929.4) (3,798.6)
Net investment loss (net income) recovered from (allocated to)
participation unit holders (57.8) (177.6)
Other changes in non-controlling interests - -
Increase (decrease) in consolidated net assets (4,540.1) (3,889.7)
Consolidated net assets, beginning of year 4,540.1 8,429.8
Consolidated net assets, end of year = 4,540.1
Attributable to participation unit holders
Net investment results 4471 86.5
Less:
Net investment results attributable to non-controlling interests - -
Net investment results attributable to participation unit holders 4471 86.5
Participation units issued (cancelled) (4,929.4) (3,798.6)
Net investment loss (net income) recovered from (allocated to)
participation unit holders (57.8) (177.6)
Increase (decrease) in net holdings of funds (4,540.1) (3,889.7)
Net holdings of funds, beginning of year 4,540.1 8,429.8
Net holdings of funds, end of year = 4,540.1
Investments and liabilities related to investments at cost
as at December 31
Investments
Real estate holdings - -
Equities and convertible securities - -
Bonds - 3,326.8
Mortgages - -
Mortgage securities - -
Short-term investments - -
Notes receivable from entities under common control = 1,544.2
Securities acquired under reverse repurchase agreements - 112.7
ABTNs - -
- 4,983.7

Liabilities related to investments
Securities sold under repurchase agreements - 747.0
Notes payable to entities under common control - -
Loans payable - -
Loans payable to entities under common control - -
Mortgage loans payable - _
Short selling of securities o -
Derivative financial instruments =




CAISSE DE DEPOT ET PLACEMENT DU QUEBEC

FINANCIAL CERTIFICATE OF THE PRESIDENT
AND CHIEF EXECUTIVE OFFICER

I, Michael Sabia, President and Chief Executive Officer of the
Caisse de dépot et placement du Québec, certify that:

1.

Review: | have reviewed the Combined financial state-
ments, the tables of returns, the press release announcing
the annual results and the Annual Report (hereafter
referred to as the “Annual Filings”) of the Caisse de dépot
et placement du Québec (the “Caisse”) for the year ended
December 31, 2012.

No false or misleading information: To the best of my
knowledge, having exercised reasonable diligence, the
Annual Filings do not contain any untrue statement of
a material fact or omit to state any material fact that is
required to be stated or necessary to make a statement
that is not misleading in light of the circumstances in
which it was made, with respect to the period covered by
the Annual Filings.

Fair presentation: To the best of my knowledge, having
exercised reasonable diligence, the Combined financial
statements and the other financial information included in
the Annual Filings present fairly, in all material respects,
the financial position of the Caisse as at the closing dates
of the periods presented in the Annual Filings, as well as
the results of its operations for those years.

Responsibility: | am responsible for the establishment
and maintenance of disclosure controls and procedures
(DC&P) and internal control over financial reporting
(ICFR) forthe Caisse, in accordance with the responsibili-
ties entrusted to me under section 5.12 of the Act respec-
ting the Caisse.

Design: Subject to the limitations, if any, described in
paragraphs 5.2 and 5.3, as at fiscal year-end, | have:

a) Designed, or caused to be designed under my supervi-
sion, DC&P to provide reasonable assurance that:

i) Material information relating to the Caisse is made
known to me by others, particularly during the period
in which the Annual Filings are prepared.

ii) Information required to be disclosed by the Caisse in
its Annual Filings filed or submitted by it under the
legislation is recorded, processed, summarized and
reported within the time periods prescribed by the
legislation.

5.1.

5.2.

5.3.
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b) Designed, or caused to be designed under my super-
vision, ICFR to provide reasonable assurance that
financial information is reliable and that the Combined
financial statements have been prepared, with a view to
publication of financial information, in accordance with
Canadian generally accepted accounting principles.

Control framework: The control frameworkthat | have used
to design the ICFR is that proposed by the Committee of
Sponsoring Organizations of the Treadway Commission
(COSO0).

ICFR material weakness relating to design: Not applicable.
Limitation of scope of design: Not applicable.

Evaluation: | have:

a) Evaluated or caused to be evaluated under my super-
vision, the effectiveness of the DC&P of the Caisse at
fiscal year-end and the Caisse disclosed in its Annual
Report my conclusions based on this evaluation.

b) Evaluated or caused to be evaluated under my super-
vision, the effectiveness of the ICFR of the Caisse at
fiscal year-end and the Caisse disclosed in its Annual
Report the following information:

i) My conclusions aboutthe effectiveness ofthe ICFR at
fiscal year-end based on that evaluation.

ii) Description of any material weakness relating to
current operation at fiscal year-end: Not applicable.

Reporting changes in ICFR: The Caisse disclosed in its
Annual Reportany change madetothe ICFR that occurred
during the accounting period beginning on January 1,2012
and ending on December 31, 2012 that has had, or is likely
to have, a material impact on the ICFR.

Reporting to co-auditors and the Board of Directors or
Audit Committee: | have disclosed, based on our most
recent valuation of the ICFR, to the co-auditors and the
Board of Directors of the Caisse or its Audit Committee
any fraud that involves management or other employees
who have a significant role in the ICFR.

President and Chief Executive Officer

MICHAEL SABIA
April 5, 2012
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FINANCIAL CERTIFICATE OF THE EXECUTIVE
VICE-PRESIDENT AND CHIEF FINANCIAL OFFICER

|, Maarika Paul, Executive Vice-President and Chief Financial
Officer of the Caisse de dépdt et placement du Québec,
certify that:

1. Review: | have reviewed the Combined financial state-
ments, the tables of returns, the press release announcing
the annual results and the Annual Report (hereafter
referred to asthe (“Annual Filings”) ofthe Caisse de dépot
et placement du Québec (the “Caisse”) for the year ended
December 31, 2012.

2. No false or misleading information: To the best of my
knowledge, having exercised reasonable diligence, the
Annual Filings do not contain any untrue statement of
a material fact or omit to state any material fact that is
required to be stated or necessary to make a statement
that is not misleading in light of the circumstances in
which it was made, with respect to the period covered by
the Annual Filings.

3. Fair presentation: To the best of my knowledge, having
exercised reasonable diligence, the Combined financial
statements and the other financial information included in
the Annual Filings present fairly, in all material respects,
the financial position of the Caisse as at the closing dates
of the periods presented in the Annual Filings, as well as
the results of its operations for those years.

4. Responsibility: | am responsible for the establishment
and maintenance of disclosure controls and procedures
(DC&P) and internal control over financial reporting
(ICFR) forthe Caisse, in accordance with the responsibili-
ties entrusted to me under section 5.12 of the Act respec-
ting the Caisse.

5. Design: Subject to the limitations, if any, described in
paragraphs 5.2 and 5.3, as at fiscal year-end, | have:

a) Designed, or caused to be designed under my supervi-
sion, DC&P to provide reasonable assurance that:

i) Material information relating to the Caisse is made
known to me by others, particularly during the period
in which the Annual Filings are prepared.

ii)Information required to be disclosed by the Caissein
its Annual Filings filed or submitted by it under the
legislation is recorded, processed, summarized and
reported within the time periods prescribed by the
legislation.
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b) Designed, or caused to be designed under my super-
vision, ICFR to provide reasonable assurance that
financial information is reliable and that the Combined
financial statements have been prepared, with a view to
publication of financial information, in accordance with
Canadian generally accepted accounting principles.

5.1. Control framework: The control frameworkthat | have used

to design the ICFR is that proposed by the Committee of
Sponsoring Organizations of the Treadway Commission
(COSO0).

5.2.ICFR material weakness relating to design: Not applicable.

5.3. Limitation of scope of design: Not applicable.

Evaluation: | have:

a) Evaluated or caused to be evaluated under my super-
vision, the effectiveness of the DC&P of the Caisse at
fiscal year-end and the Caisse disclosed in its Annual
Report my conclusions based on this evaluation.

b) Evaluated or caused to be evaluated under my super-
vision, the effectiveness of the ICFR of the Caisse at
fiscal year-end and the Caisse disclosed in its Annual
Report the following information:

i) My conclusions aboutthe effectiveness ofthe ICFR at
fiscal year-end based on that evaluation.

ii) Description of any material weakness relating to
current operation at fiscal year-end: Not applicable.

Reporting changes in ICFR: The Caisse disclosed in its
Annual Reportany change made tothe ICFR that occurred
during the accounting period beginning on January 1,2012
and ending on December 31, 2012 that has had, or is likely
to have, a material impact on the ICFR.

Reporting to co-auditors and the Board of Directors or
Audit Committee: | have disclosed, based on our most
recent valuation of the ICFR, to the co-auditors and the
Board of Directors of the Caisse or its Audit Committee
any fraud that involves management or other employees
who have a significant role in the ICFR.

Executive Vice-President
and Chief Financial Officer

AARIKA PAUL

April 5, 2012



CAISSE DE DEPOT ET PLACEMENT DU QUEBEC

CONCLUSIONS ABOUT THE DESIGN AND
EFFECTIVENESS OF INTERNAL CONTROL OVER
FINANCIAL REPORTING

In 2012, the Chief Financial Officer oversaw work to update
documentation and to evaluate the design and effectiveness
of internal control over financial reporting, and the Execu-
tive Committee approved the methodology for evaluating key
controls. The purpose of this evaluation of internal control
over the main financial processes was to ensure that the
Caisse could meet its quality objectives related to financial
reporting, in all material respects.

The evaluation of the design and effectiveness of internal
control over financial reporting was carried out with the fra-
mework usually adopted by North American companies, na-
mely that of the Committee of Sponsoring Organizations of
the Treadway Commission (COSO). This work enabled the
Disclosure Committee to conclude that the design of control
over financial reporting is adequate and effective, and that it
provides reasonable assurance that the financial information
presented in the Annual Filings, as defined in the Caisse’s
Financial Certification Policy, is reliable, and that the Caisse’s
combined financial statements were prepared in accordance
with Canadian generally accepted accounting principles.
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CONCLUSIONS ABOUT THE DESIGN AND
EFFECTIVENESS OF FINANCIAL REPORTING
CONTROLS AND PROCEDURES

Under the Caisse’s Financial Certification Policy, the design
and effectiveness of disclosure controls and procedures
pertaining to the Annual Filings, namely the combined finan-
cial statements, the tables of returns, the press release an-
nouncing the annual results and the Annual Report, must be
evaluated.

As with the evaluation of internal control over financial repor-
ting, the Chief Financial Officer also oversaw efforts to update
documentation and to evaluate the design and effectiveness
of disclosure controls and procedures, and the Executive
Committee also approved the methodology for evaluating key
controls.

As at December 31, 2012, the evaluation confirmed that the
disclosure controls and procedures are adequate and ef-
fective, and provide reasonable assurance that all relevant
information is gathered and submitted in a timely fashion to
senior management, in particular to the President and Chief
Executive Officer and to the Chief Financial Officer, so as to
ensure that appropriate decisions concerning disclosure can
be made.

The Board of Directors also approved the 2012 Annual Filings
before their public disclosure.
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1.

Notes

The Caisse's operations comply with the requirements of
the Act respecting the Caisse de dépot et placement du
Québec' and investment industry practices. Its financial
statements are prepared in accordance with Canadian
generally accepted accounting principles. Each year, the
Caisse’s co-auditors — the Auditor General and Ernst &
Young LLP - audit its financial statements, as well as the
compliance of its operations with laws, regulations, policies
and guidelines, to the extent they deem appropriate.

The 2012 Annual Report Additional Information is an
integral part of the 2012 Annual Reportand presents, in the
first section, the tables of returns as at December 31, 2012,
forthe composites ofthe Caisse depositors’ accounts. The
tables and calculations have been audited as at December
31, 2012, by Samson Bélair/Deloitte & Touche s.e.n.c.r.l.
for compliance with the Global Investment Performance
Standards (GIPS®).

In this Annual Report, depositors’ net assets are defined
as depositors’ netholdings. Depositors’ netassets and net
investment results are presented before the consolidation
adjustment in the combined financial statements of the
Caisse de dépot et placement du Québec.

Thereturns onthe specialized portfolios representthe time-
weighted rate of return.

The benchmark indexes for the asset classes and the
overall portfolio are based on the weighted average of
the benchmark indexes of the specialized portfolios that
comprise them.

Unless otherwise stated, returns, which are expressed as a
percentage, are presented before operating expenses and
otherfees, but net oftransaction fees, external management
fees of investment funds and expenses of the real estate
subsidiaries, and are annualized for periods of more than
oneyear. Theyinclude the return on cash and cash equiva-
lents and they take into account any foreign exchange
hedging. Thereturn spreadsrelated to operating expenses
of each specialized portfolio are presented in the tables of
returns in the 2012 Annual Report Additional Information.

10.

1.

12.

13.

Unless otherwise stated, net investment results and net
assets are presented net of operating expenses and other
fees.

Some returns are expressed in basis points (b.p.). One
hundred basis points equal 1.00% and one basis pointequals
0.01%.

Unless otherwise stated, all figures are in Canadian dollars.
The letters M and B used with dollar amounts designate
millions and billions, respectively.

Totals (figures or percentages) may vary because of
rounding of figures.

Unless otherwise stated, all data in the tables and figures
are from studies made by the Caisse.

The tables listing the top 10 investments present, in alpha-
betical order,the main cash positions based on information
in Tables8,9,10and 11 ofthe 2012 Annual Report Additional
Information.

To determine whether an asset is classified as a Québec
investment, the Caisse uses the location of the head office
ofthe company or of theissuer or, in the case of real estate,
the location of the property.

This classification is widely used in the fund management
industry butinvolves biases. Some companies areincluded
even though their core operations are outside Québec.
Similarly, companies with extensive operations in Québec
are excluded if their head office is outside the province.

The Act respecting the Caisse de dépdt et placement du Québec is available on our website.

* The2012 Annual Reportand the 2012 Annual Report Additional Information are available on our website at www.lacaisse.com.

* Information: 514 842-3261, info@lacaisse.com

Le Rapport annuel 2012 et le document Renseignements additionnels au rapport annuel 2012 sont accessibles en ligne sur notre site Web : www.lacaisse.com.
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