


retreats and professional workshops, together with the
establishment of formal team structures for the support
of assessments, continued to strengthen the Council’s
professional staff capacity.

In light of the organization’s modest size relative to the
breadth of its mandate, it is clear that in addition to the
foundation of a permanent, professional Council staff,
there will be an ongoing need to augment staff with
specialized expertise on a temporary basis. This will
be achieved through the Graduate Internship Program
and with the support of temporary consultants, where
required, in relation to specific assessments.

Assessment Process — Project Management

The establishment of a robust assessment infrastructure
is essential to the development of a successful,
professional, and flexible secretariat with the capacity to
rapidly orient and integrate new talent as new projects
are approved and launched. Over 2009/10, the Council
consolidated the policies, processes, and procedures
developed during its first few operating years into a
well-documented methodology. The intent of this effort
was to create a framework that would allow for the
systematic capture and application of best practices
and lessons learned. To implement and maintain this
methodology, the Council established a project office
role to provide ongoing support to assessment teams
in using and continuously improving the assessment
methodology.

Finance

The Council continued to develop a deeper understanding
of the financial aspects of assessment planning and
management. Financial models were continually
enhanced to support forward-looking budget planning.

Financial Plan - Long term

Based on experience gained to date, the Council has
updated its financial model to facilitate multi-year
planning, through March 31, 2015, of those activities
that are to be funded from the government’s $30 million

founding grant (the Fund). Additional financial means will
only be built into the Council’s financial plans as funds
become available from other assessment work. The
model traces projected annual expenditures — allocated
between overhead and assessments — and the declining
balance of the Fund over 10 years, from April 1, 2005 to
March 31, 2015.

A "base case” scenario was developed with the following
features:

e Up to 50 assessments completed by 2015 —
consistent with the stipulation in the funding
agreement (between the Council and the federal
government) that the Council make best efforts
to complete five assessments per year in response
to requests from the government.

e The proportion of projected expenditures directly
associated with the conduct of assessments
is 64 per cent; as stipulated in the funding
agreement. A maximum of 36 per cent may be
spent cumulatively on Council “overhead” in the
period through March 2015.

e The balance in the Fund at the end of 10 years
is projected to be zero, consistent with the
expectations in the funding agreement.

Some further statistics associated with the updated base
case scenario are tabulated on the following page.

It is emphasized that the financial model and base case
scenario are estimates based on limited experience. The
model and scenarios will be refined continuously as the
Council's experience accumulates. It is also emphasized
that the foregoing financial model and base case deal
only with the $30 million founding grant. The model
does not incorporate funds from any other source. In
the future, the Council intends to undertake assessments
and other activities, beyond those funded by the federal
grant. These activities will be included in future versions
of the financial planning model once realistic assumptions
can be made regarding the new activity.
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Updated Base Case Financial Scenario:
FY2005/06 to FY2014/15

(Activities funded by $30M grant plus interest)

Total assessments completed 44
Total expenditures $39.1M
(includes interest on Fund)
Average direct cost per assessment $0.57M
Staff complement
End of FY2009/10 19
End of FY2014/15 20
Economic assumptions
Interest rate (average) 3.5%
Inflation (average) 2.5%

Statement of Investment Policy

The Council's $30 million founding grant is overseen,
on behalf of the Board, by the Investment Committee.
The committee appointed Towers Watson Inc.
(formerly Towers-Perrin Inc.) as the Council’s investment
consultant to advise on the development of a Statement
of Investment Policy. The policy was formally approved
by the Board of Governors in June 2007 and is appended
as Annex IV. Subsequently, Phillips, Hager & North were
selected as the Council's investment manager and
Desjardins Trust as custodians.

Financial Statements: Fiscal Year ended

March 31, 2010

The Council retained the Ottawa-based accounting firm,
Parker Prins Lebano, to audit the financial results for the
fiscal year 2009/10. Their report, including the Council’s
financial statements for 2009/10 is provided in Annex Ill.

Revenue from Other Sources

The Council did not have any projects outside of the
government funding agreement and therefore did
not receive revenue from other sources in fiscal year
2009/10.

Objectives 2010/11
The Council has established five key objectives for
2010/11. They are:

1. To respond to the recommendations of the
External Evaluation Panel with the objective of
positioning the Council and its work to maintain
both product excellence and relevance, and to
achieve the highest potential impact.

2. To continue to advance the mandate of the
Council — to be a source of independent, expert
assessments of the science underlying pressing
issues and matters of public interest — through
the conduct of topical, relevant, and high-impact
assessments that serve both the immediate and
long-term needs of the Canadian public.

3. To strengthen the foundation for a long-term,
cooperative partnership with the Council’s
Member Academies through development and
execution of a partnership action plan.

4. To elevate the Council's profile and promote the
Council’s vision, mandate and priorities through
continued development and execution of a multi-
year Council communications strategy.

5. To enable the long-term success of the Council
through attraction and retention of high-quality
professional staff and through the creation of a
fulfilling and sustainable workplace environment.

Achievement of the 2010/11 objectives will directly
support the Council’s realization of its desired long-term
strategic outcomes:

e Increased impact of the Council in informing
public debate and decision making;

e Increased understanding of the relevance of
science for public decision making; and

e Enhanced value to the public of investment in
science.
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Annex |- Board of Governors and Scientific

Advisory Committee

—~,

The Council would like to thank the following individuals who give generously of their time and serve

without remuneration.

Board of Governors

Elizabeth Parr-Johnston, C.M., Chair
President, Parr-Johnston Consultants (Chester Basin, NS)

Paul Bernard
Professeur titulaire, Département de sociologie,
Université de Montréal

Richard Drouin, C.C,, 0.Q.
Counsel, McCarthy Tetrault (Québec City, QQC)

Edna Einsiedel
University Professor and Professor of Communication
Studies, University of Calgary

Henry Friesen, C.C., FRSC, FCAHS

Distinguished Professor Emeritus and Senior Fellow,
Centre for the Advancement of Medicine, Faculty of
Medicine, University of Manitoba

John Leggat, FCAE '
Associate Consultant, CFN Consultants (Ottawa, ON)

Preston Manning, C.C.
Fellow of the Fraser Institute and President and CEO of
the Manning Centre for Building Democracy (Calgary, AB)

Thomas Marrie, FCAHS ?
Dean of Medicine, Dalhousie University (Halifax, NS)

John McLaughlin, FCAE
Professor of Engineering and President and
Vice-Chancellor of the University of New Brunswick

Heather Munroe-Blum, O.C., FRSC, 0.Q.
Principal, Vice-Chancellor and Professor in Medicine,
McGill University (Montréal, QC)

Martin Schechter, FRSC, FCAHS 3
Professor and Director, School of Population and Public
Health, University of British Columbia

Kathleen Sendall, FCAE *
Former Senior Vice-President, North American Natural
Gas, Petro-Canada (Calgary, AB)

Danial Wayner, FRSC
Director General, NRC Steacie Institute for Molecular
Sciences (Ottawa, ON)

Catharine Whiteside, FCAHS

Dean, Faculty of Medicine, Vice Provost Relations with
Health Care Institutions, University of Toronto, and
President, Canadian Academy of Health Sciences

" Appointed in September 2009
2 Appointed in September 2009

3 Stepped down in September 2009
4 Stepped down in September 2009
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Scientific Advisory Committee

Elizabeth Dowdeswell, Chair °

Former UN Under-Secretary-General and Executive
Director of United Nations Environment Programme
(UNEP); Founding President & CEQ, Nuclear Waste
Management Organization (Toronto, ON)

Tom Brzustowski, O.C., FRSC, FCAE, Vice-Chair ©
RBC Financial Group Professor in the Commercialization
of Innovation, University of Ottawa

Michel G. Bergeron, FCAHS

Director, Division of Microbiology and le Centre de
recherche en infectiologie, Université Laval
(Montreéal, QC)

Margaret Conrad, O.C., FRSC
Canadian Research Chair in Atlantic Canada Studies,
University of New Brunswick

Pierre Fortin, FRSC’
Professor, University of Québec at Montréal

Jean Gray, C.M., FCAHS
Professor of Medicine (Emeritus), Dalhousie University
(Halifax, NS)

Judith G. Hall, O0.C., FCAHS
Professor of Pediatrics and Medical Genetics, University
of British Columbia

John Hepburn, FRSC
Vice-President of Research, University of
British Columbia

Donald J. Johnston, O.C.
Former Secretary-General of the Organisation for
Economic Cooperation and Development (OECD)

Bartha Maria Knoppers, O.C., FCAHS
Full Professor, Faculté de droit, Université de Montréal

Robert Lacroix, C.M., FRSC, 0.Q.°
Professor Emeritus, Faculté des arts et des sciences,
Sciences économiques a I'Université de Montréal

Susan A. McDaniel, FRSC
Prentice Research Chair in Global Population &
Economy, University of Lethbridge

Norbert R. Morgenstern, C.M., FRSC, FCAE
University Professor (Emeritus), Civil Engineering,
University of Alberta

William Pulleyblank
Vice-President, Center for Business Optimization, IBM
Global Business Services (Somers, NY)

John P. Smol, FRSC

Co-Director of the Paleoecological Environmental
Assessment and Research Laboratory, Queen’s
University (Kingston, ON)

Joseph D. Wright, FCAE
Retired President and CEO, Pulp & Paper Research
Institute (PAPRICAN) (Pointe-Claire, QC)

> Maintained role as Chair until April 2010
% Interim Chair as of April 2010

7 Stepped down in December 2009
8 Stepped down in September 2009

9 Stepped down in December 2009
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Annex |l: Council Staff

(on staff for all or part of
the 2009/10 fiscal year)

Elizabeth Dowdeswell '
Interim President & CEO

Peter J. Nicholson 2
President & CEO

Kelly VanKoughnet 2
Vice-President, Corporate Affairs

Tom Bursey
Executive Director, Corporate Services

Cathleen Meechan '
Director, Communications

Alison Crone
Program Assistant

Kristen Cucan '
Coordinator, Special Projects

Marc Dufresne
Research Associate

—~

Eleanor Fast
Program Director

Trina Foster ?
Program Director

Tim Krywulak '
Program Director

Lisa Lambert
Research Associate

Brianna McGrath '
Intern

Tracey McKinlay
Executive Assistant to the President

Christina McMahon '
Program Assistant

Emmanuel Mongin '
Intern

Nancy Neil
Manager, Office Operations

Renata Osika
Program Director

Samantha Rae
Manager, Communications

Joe Rowsell '
Research Associate

Wendy Shen
Program Assistant

Jason Sherriff
Coordinator, Website and
Communications

Christina Stachulak
Program Director

Maria Trainer
Program Director

Geneviéve Trottier '
Program Director

' Joined the Council in FY 09/10
2 Left the Council in FY 09/10

Ranges of remuneration: for the fiscal year ending March 31, 2010, compensation was within the following salary ranges:
Council Management (senior officers): Elizabeth Dowdeswell, Interim President ($180,000 — $230,000), Peter Nicholson,
President ($180,000 — $230,000), Kelly VanKoughnet, Vice-President, Corporate Affairs ($140,000 — $200,000), and Tom
Bursey, Executive Director, Corporate Services ($110,000 — $170,000), Cathleen Meechan, Director, Communications
($100,000 - $160,000). Employees whose remuneration exceeds $100,000, including any fee, allowance or other benefits
paid in year: none.
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Annex lll: Financial Statements and
Auditor's Report

—~

To the Board of Governors,
Council Of Canadian Academies

We have audited the Statement of Financial Position of the COUNCIL OF CANADIAN ACADEMIES as at March 31,2010 and the
Statements of Operations and Cash Flows for the year then ended. These financial statements are the responsibility of
management. Our responsibility is to express an opinion on these financial statements based on our audit.

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

In our opinion, these financial statements present fairly, in all material respects, the financial position of the COUNCIL OF
CANADIAN ACADEMIES as of March 31, 2010 and the results of its operations and changes in financial position for the
year then ended in accordance with generally accepted accounting principles.

Parker Prins Lebano Chartered Accountants Professional
Corporation
Authorized to practice public accounting by The Institute of Chartered Accountants of Ontario

Ottawa, Canada
April 19, 2010




COUNCIL OF CANADIAN ACADEMIES

STATEMENT OF FINANCIAL POSITION AS AT MARCH 31, 2010

ASSETS
CURRENT
Cash
Investments

Accounts receivable (note 8)

Prepaid expenses (note 9)

CAPITAL (note 4)

LIABILITIES

CURRENT
Accounts payable

DEFERRED CONTRIBUTIONS (note 5)

NET ASSETS (note 7)

On behalf of the board:

Elizabeth Parr-Johnston
Director

$

2010

124,012
24,352,183
254,549
41,799
24,772,543

277,321

25,049,864

113,110

24,936,754

25,049,864
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2009

176,512
27,574,480
241,561
45,176
28,037,729

273,161

28,310,890

71,689

28,239,201

28,310,890




Council of Canadian Academies 2009/10 Annual Report

COUNCIL OF CANADIAN ACADEMIES
STATEMENT OF FINANCIAL POSITION AS AT MARCH 31,

REVENUE
Investment income
Add: grant revenue

Revenue from other sources

EXPENDITURE

Amortization
Assessment consultants
Central operations
Governance
Investment consultants
Panel meetings
Publications

Rent

Salaries and benefits
Other activities

EXCESS OF REVENUE OVER
EXPENDITURES FOR THE YEAR

2010

2010

$ 1,370,007

2,556,376

3,926,383

99,808
27,815
273,946
138,806
80,802
508,537
334,762
285,600
1,830,968
345,339

3,926,383

2009

1,570,318

1,745,514

200,000

3,515,832

98,659
440,272
295,509
114,917

85,455
478,423
201,923
256,655

1,344,019
200,000

3,515,832
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COUNCIL OF CANADIAN ACADEMIES
STATEMENT OF FINANCIAL POSITION AS AT MARCH 31, 2010

2010 2009
CASH FLOWS FROM (USED FOR)
OPERATING ACTIVITIES
Excess of revenue over expenditure
for the year $ - $ -
[tems not requiring an outlay of cash:
Amortization 99,808 98,659
Unrealized loss (gain) on investments 746,070 (215,605)
Net change to non-cash items related
to operations:
Accounts receivable (12,988) (23,322)
Prepaid expenses 3,377 (12,920)
Accounts payable 41,423 (37,332)
Deferred contributions (3,302,447) (1,529,908)
(2,424,757) (1,720,428)
CASH FLOWS FROM (USED FOR)
INVESTING ACTIVITIES
Purchase of capital assets (103,970) (68,317)
Redemption of investments 2,476,227 1,547,528
2,372,257 1,479,211
NET DECREASE IN CASH (52,500) (241,217)

CASH, BEGINNING OF YEAR 176,512 417,729

CASH, END OF YEAR $ 124,012 $ 176,512
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COUNCIL OF CANADIAN ACADEMIES
STATEMENT OF FINANCIAL POSITION AS AT MARCH 31, 2010

1. Organization’s Purpose

The Council of Canadian Academies is a not-for-profit organization incorporated in April 2002 under the Canada
Corporations Act and began operations in 2005/06.

The Council’s main purpose is to provide a source of credible, independent, expert assessments and evidence-based
advice on the science that is relevant to matters of public interest, and to provide a voice for Canadians on behalf of the
sciences on the national and international scene.

2. Significant Accounting Policies

Capital Assets

Capital assets consisting of furniture and fixtures, computer equipment and software, and leasehold improvements are
stated at cost. Amortization has been provided on the diminishing balance or straight-line basis as follows with half
of amortization taken in the year of acquisition:

Furniture and fixtures 20% per annum
Computer and software  45% per annum
Leasehold improvements 10 years

Revenue Recognition

The organization follows the deferral method of accounting for contributions. Restricted contributions are recognized
as revenue in the year in which the related expenses are incurred. Unrestricted contributions are recognized as revenue
when received or receivable if the amount to be received can be reasonably estimated and collection is reasonably
assured.

Investments
Investments are recorded at market value.

Investment Income
Investment income is recorded as earned.

Unrealized gains on investments are recognized as an increase in deferred contributions.

Investment income on investments is recorded asincome on the statement of operations.
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COUNCIL OF CANADIAN ACADEMIES
STATEMENT OF FINANCIAL POSITION AS AT MARCH 31, 2010

3. Financial Instruments

Financial instruments reflected in the statement of financial position consist of cash, investments, accounts receivable
and accounts payable. The Council does not hold or issue financial instruments for trading purposes and does not hold
or issue derivative financial instruments.

Interest Rate Risk

The Council is subject to cash flow risk with respect to its holdings of investments.

Bonds and term deposits, with market values of $24,549,099 include Government of Canada, Provincial Government
and Corporate Bonds with a carrying value of $24,225,765. The bonds and term deposits mature at varying dates
between September 15, 2010 and November 1, 2017.

Cash funds on deposit at an investment brokerage account receive interest at rates that fluctuate with bank prime.

4. Capital Assets

2010 2009

Accumulated Netbook Netbook

Cost Ammortization Value Value

Furniture and fixtures $ 356,569 $ 224,941 $ 131,628 $ 163,401
Computer and software 187,525 107,973 79,552 53,294
Leasehold improvements 91,752 25,611 66,141 56,466
$ 635,846 $ 358,525 % 277,321 $ 273,161

5. Deferred Contributions

Grant revenue and interest revenue received that is in excess of expenses is deferred to offset expenses in future
years. Included in deferred contributions is an unrealized cumulative gain on investments of $114,142 (2009 $860,213).
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COUNCIL OF CANADIAN ACADEMIES
STATEMENT OF FINANCIAL POSITION AS AT MARCH 31, 2010

6. Commitments

The organization entered into a ten year lease commencing on February 1, 2006, as well as office equipment contracts.
As of January 1, 2010, the organization entered into a second lease agreement for additional continous space for a three
year period with an option for two additional years. The annual payments over the next five years are as follows:

2011 $ 415,794
2012 436,027
2013 407,218
2014 302,321
2015-2016 (cumulative) 554,256

7. Net Assets

The net assets of the organization are recorded at zero since all funding received is recorded as deferred contributions
until expenses are incurred.

8. Accounts Receivable
Accounts receivable consists of GST receivable of $45,357, and accrued interest of $209,192 for a total of $254,549.

9. Prepaid Expenses

Prepaid expenses consist of prepaid rent of $20,492, a hotel deposit of $7,000, D&O liability insurance of $2,777, an
Art Bank rental deposit of $1,920, copier lease of $3,213, commercial insurance policy of $410, insurance premium-
Great-West Life of $5,921 and prepaid postage of $66 for a total of $41,799.
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Annex |V: Statement of Investment Policy
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Section | - Introduction

1.1

1.2

1.3

This document constitutes the Statement of Investment Policy (the “Policy”) applicable to the assets of the fund
(the “Fund”) created by The Council of Canadian Academies (the “Council”) from proceeds of the Council’s $30
million funding grant from the Government of Canada.

The purpose of this Policy is to formulate those investment principles, guidelines and monitoring procedures
which are appropriate to the needs and objectives of the Fund, in a manner conforming to the funding agreement
(the “Funding Agreement”) with the Minister of Industry on behalf of the Government of Canada.

Any investment manager or other party providing services in connection with the investment of the Fund shall
accept and adhere to this Policy.

Section Il - Administration

2.1

2.2

2.3

2.4

2.5

2.6

2.7

The Board of Governors (the “Board”) of the Council has the ultimate responsibility to ensure that the Fund is
invested and managed in accordance with the prudent person principle.

The Board is responsible for all aspects of the operations of the Fund including this Policy. The Investment
Committee (the “Committee”) assists the Board in fulfilling its responsibilities.

The Committee is composed of at least three Governors who are not officers or employees of the Council.
Members of the Committee shall be financially literate and have broad knowledge or experience in investment
matters.

The custodian of the Fund (the “Custodian”) shall be a trust company duly registered in Canada or a financial
institution in Canada. Assets of the Fund shall be segregated from all other assets of the Council and held by
the Custodian in a separate account or accounts in accordance with an agreement that clearly indicates that the
assets are held for the Council.

Where the Committee desires to invest in pooled funds or mutual funds (“Pooled Fund”) eligible for investment
of the Fund, the Committee must satisfy itself that the investment policy of such Pooled Fund is consistent with
this Policy.

Neither the Committee nor any employee of the Council shall select securities on behalf of the Fund except for
the selection of Pooled Funds or short-term deposits with banks or trust companies.

The Committee and the Board may rely on independent experts for certain aspects of the Fund’s operations.
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Section lll - Roles And Responsibilities

The Committee

3.1 The Committee shall:

(@) recommend a written Statement of Investment Policy to the Board,

(b) recommend to the Board the appointment of one or more independent external advisors to provide investment

advice (the “Investment Consultant(s)”),

() approve an Investment Strategy and review it at least annually,

(d) recommend to the Board the appointment of one or more independent professional investment managers (the
“Manager(s)”) to invest the Fund,
recommend to the Board the appointment of the Custodian,
regularly advise the Board on any significant financial risks or potential significant losses of investments,
monitor the activities and performance of the Fund, and
make other decisions that may be required to fulfill the terms of this Policy.

D
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The Board

3.2 The Board shall:

a) approve the Statement of Investment Policy,

b) approve the appointment of an Investment Consultant,

c) ensure that proper external custodial arrangements are established for the Fund, and
d) review the Policy at least annually.

o~ o~ o~ —~
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The Manager

3.3 The Manager shall:

(a) invest the assets allocated to it in accordance with the Policy and the Investment Strategy,

(b) comply with the terms of an Investment Manager Agreement (“Agreement”),

() report to the Committee in writing on a quarterly basis in respect of its performance for the quarter, the
investment holdings and transactions, the intended strategy for the following quarter, deviation from the
intended strategy for the preceding quarter and compliance with the Policy, the Investment Strategy and the
Agreement,

(d) provide to the Committee upon appointment, and whenever changes occur thereafter, its policies and procedures
relating to professional standards, conflicts of interest, internal controls and trading policies,

(e) advise the Committee on an ongoing basis of any relevant changes in its organization, personnel or investment
process, and

(f) be available for meetings or discussions with the Committee on a reasonable basis.

The Custodian

34 The Custodian shall:
(@) act under the terms of a custodial agreement,
(b) hold custody of the assets of the Fund and execute transactions,
(c) maintain records that are sufficient to allow the ownership of any investment to be traced to the Fund at any
time, and
(d) provide financial statements detailing all changes in the value of the Fund.
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The Investment Consultant

3.5 The Investment Consultant shall:
(@) prepare and deliver a report on the Fund and the Manager’s performance to the Committee at least twice a year
using investment returns calculated independently of the Manager,
(b) advise the Committee of issues relating to the Fund and the Manager as they arise, and
(c) advise the Committee as requested, on other matters arising in the context of this Policy.

Section IV - Fund Overview

4.1 The assets of the Fund were provided through a founding grant from the Government of Canada for the
purpose of financing the core activities of the Council for a period of 10 years. It is the Council’s responsibility
to ensure that sufficient financial resources exist to deliver independent, expert assessments of the science that
is relevant to important public issues.

4.2 It is expected that disbursements to cover eligible expenditures will exceed interest or other earnings from the
Fund on an annual basis and that all assets will be fully disbursed at the end of the ten-year period. Therefore,
sufficient liquidity to meet disbursements is an important consideration in the development of the Policy.

Section V - Permitted Categories Of Investment

5.1 From time to time, and subject to this Policy, the Fund may invest in any or all of the following asset categories
and subcategories of investment either directly or through Pooled Funds which hold these investments:
(@) “Fixed Income”:
— bonds and notes issued by the federal government, provincial governments, municipal governments and
corporations
— asset-backed securities
— mortgage-backed securities
(b) “Cash or Cash Equivalents”
— bank certificates of deposit
— banker's acceptances
— treasury bills, commercial paper and other short-term securities
52 The Fund may not invest or engage in the following categories of assets or instruments:
equities or shares issued by any corporation,
hedge funds or funds of hedge funds,
fixed-income instruments rated below A- by Standard & Poors or Fitch Ratings; A3 by Moody’s or A- by DBRS;
Unrated securities will be assumed to fail such credit ratings,
derivatives or any instruments that have derivative holdings or features,
non-marketable securities,
commodities,
repurchase agreements against securities which are not permitted to be held in the portfolio, and
margin transactions or any form of leveraging.
5.3 The assets of the Fund shall not, directly or indirectly, be invested in securities of a listed person as defined by
the United Nations Suppression of Terrorism Regulations, or loaned to or used for the benefit of such a person.
5.4 No part of the Fund shall be invested in securities that are not denominated in Canadian dollars.
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Section VI - Asset Allocation

6.1

6.2

o~~~
oL

The primary objective is to reduce the uncertainty in the Fund’s ability to meet a schedule of disbursement to
cover eligible expenditures. Maximizing return is a secondary objective. The objectives in the design of the Policy
are:

maintaining the safety of capital,

ensuring adequate protection against inflation, and

maximizing the return on investment while staying within the constraints of the Funding Agreement.

The maturities and terms of investments shall reasonably match the profile of the Fund's forecasted disbursements.
To the extent that the timing of disbursements is unknown, investments shall be held in securities with term to
maturity of one year or less.

The Policy mix between Cash or Cash Equivalents and Fixed Income will vary over time to reflect the anticipated
disbursements and the remaining investment horizon.

The Fund performance will be assessed based on a customized benchmark using Scotia Capital indices weighted
to approximate the modified duration of the disbursements.

The risks faced by the Council include:

the risk that long-term market returns will not be in line with expectations,

the risk of annual volatility in returns, meaning that in any one year the actual return may be very different from
the expected return (such return may also be negative), and

to the degree that active management is employed, the risk that the added return expected of active management
over passive management will not be realized, or will be negative.

Section VII - Portfolio Diversification And Constraints

7.1

7.3

7.4

The Fund will maintain a prudent level of diversification, subject to the exclusions in 5.2, 5.3 and 5.4 and the
limits listed below based on the market value of the Fund.

In respect of the Fixed Income portfolio of the Fund:

All securities must be readily marketable.

Investments in the securities of any one issuer, or two or more affiliated entities, shall be limited to no more than
10% of the Fund except those issued or guaranteed by the Government of Canada or a province of Canada
having at least an “A" rating.

Investments in the securities with a credit rating of “A” (including all sub-classifications of this rating category)
by at least one of the recognized credit rating agencies shall be limited to no more than 20% of the Fund.
Investments in the securities with a credit rating of “AA” (including all sub-classifications of this rating category)
by at least one of the recognized credit rating agencies shall be limited to no more than 70% of the Fund.
Investment in securities that are not issued by, or carry the full faith and credit of either the Government of
Canada or the government of a province shall be limited to no more than 80% of the Fund.

Asset-backed securities shall be rated by a U.S. rating agency to ensure liquidity.

Mortgage-backed securities shall be fully guaranteed by the Government of Canada or a province of Canada
having at least an “A" rating.

All investments of the Fund in Cash Equivalents shall have a minimum credit rating of “R-1 (low)"” or equivalent
and be readily marketable or redeemable.

All debt ratings refer to the ratings of Dominion Bond Rating Service (DBRS) or comparable ratings of other
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major credit rating agencies. In the case of split-rated securities, the lowest rating by a major credit rating agency
shall be used.

If a security’s credit rating falls below the required level after purchase, the Manager shall remove it from the
Fund as soon as practicable, but taking care not to unduly impair performance. The Manager shall notify the
Committee promptly in writing when such a rating change results in non-compliance.

Section VIII - Loans And Borrowing

8.1

8.2

No part of the Fund shall be loaned to any party, other than by purchasing securities which otherwise meet the
requirements of this Policy for Fixed Income or Cash Equivalents.

The Manager shall not borrow money, pledge or otherwise encumber any of the Fund’s assets, except to the
extent that temporary overdrafts occur in the normal course of day-to-day portfolio management.

Section IX - Valuation Of Investments

9.1

9.2

Investments in marketable securities shall be valued by the Custodian no less frequently than monthly at their
market value at that time.

Investment in a Pooled Fund shall be valued according to the unit values calculated at least monthly by the
custodian of that Pooled Fund. The Custodian shall be responsible for requesting and recording the unit values
on a monthly basis.

Section X - Conflicts Of Interest

10.1

10.2

10.3

10.4

10.5

If a member of the Committee, or any agent of or advisor to the Committee, or any person employed in the
investment or administration of the Fund has, or acquires, any material interest, direct or indirect, in any matter
in which the Fund is concerned or may benefit materially from knowledge of, participation in, or by virtue of
an investment decision or holding of the Fund, the person involved shall as soon as practicable, disclose in
writing this potential conflict of interest to the Chair of the Committee. The Chair shall immediately advise all
members of the Committee, and the Committee shall decide upon a course of action. Any such person will
thereafter abstain from any decision making with respect to the area of conflict, unless otherwise determined
by unanimous decision of the remaining members of the Committee.

A Manager shall provide the Committee with its internal guidelines on purchasing securities of members of the
Manager’s organization, affiliates, or entities in which the Manager or its affiliates have a substantial interest or
in which any employee of the Manager or that employee’s spouse or children have a substantial investment.
Every disclosure of interest under this Section shall be recorded in the minutes of the relevant Committee
meeting.

The failure of a person to comply with the procedures, described in this Section, shall not of itself invalidate any
decision, contract or other matter.

The Committee shall satisfy itself that an appropriate policy regarding conflicts of interest exists and is followed
by any Manager. As a minimum, the Code of Ethics and Standards of Professional Conduct adopted by the CFA
Institute shall be expected to apply to such Manager.
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Section Xl - Monitoring

11.1  The Committee, in conjunction with its Investment Consultant, shall review on a regular basis, as needed, and
at least once a year:

(@) the assets and net cash flow of the Fund,

the investment performance and management of the Fund and the Manager relative to the objectives of the

Policy and of the Investment Strategy,

portfolio holdings,

the fees and expenses incurred in managing the Fund, and

compliance with this Policy and Investment Strategy.

Following such review, the Committee shall take such action as it deems prudent and appropriate.

11.2  The Committee, in conjunction with its Investment Consultant, shall meet at least once a year with the Manager
to discuss investment performance, investment strategies, expected future performance and any changes in that
Manager’s organization, investment processes and professional staff.

11.3  The Committee shall evaluate whether any information discovered through the foregoing monitoring activities
require specific communication to the Board.
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Section XII - Policy Review

12.1  This Policy shall be reviewed at least annually in order to determine whether any modifications are necessary or
desirable. Such review shall include but not be limited to:

changes in the expected projected expenditures of the Fund,

revisions to the expected long-term trade-off between risk and reward,

shifts in the financial objectives and risk tolerance of the Council,

shortcomings of the Policy that emerge in its practical operation, and

recommendations by a Manager.
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