




“Today, my OPTrust pension is gold to us. It means security and
independence for my husband and me. And it allows me to
volunteer at our local seniors’ home, and with my church to raise
money for the many charities on our list. It’s great to be able to use
the skills I learned for work to make a difference in our community.”

When she was young, Grace Lang didn’t expect to end up with her
own pension. But once her children were in school, she enrolled in 
a computer training program. That led to work, first for the federal
government, then with Ontario’s Ministry of Transportation. Now as
an OPTrust retiree, it’s a decision that has made a big difference.

Life skills
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At year-end OPTrust’s private markets
portfolios reached a net asset value of
$466 million, or 3.4% of the total fund,
with additional unfunded commitments
totalling more than $340 million. 

2007 investment overview

In 2007, Canadian investors faced
challenging conditions as increased
volatility in global capital markets and
changes in currency exchange rates
generated mixed results in Canadian
dollar terms. 

Continued global demand for energy 
and base metals raised commodity
prices to record levels in 2007, while
inflation fears and concerns over the 
U.S. economy and the U.S. dollar pushed
precious metals to previous highs. These
developments helped the resource-heavy
S&P/TSX Composite Index weather the
effects of the global credit crunch in the
second half of the year. As a result, the
index ended the year up 9.8%, well
below its 17.3% return for 2006 but
closer to most long-range projections 
for Canadian stocks. 

Markets in the United States had a
lacklustre performance, with the S&P
500 Index returning 5.5% in U.S. dollar
terms, compared with 15.8% in 2006. 
The sharp rise in the Canadian dollar –
driven largely by higher commodity
prices – further undercut the Canadian
dollar value of U.S. returns for the 
year. As a result, the S&P 500 Index 
saw a return of -10.5% in Canadian
dollar terms. 

Shares of smaller U.S. companies faced 
a more challenging environment, with
the Russell 2500 Index gaining a modest
1.4% in U.S. dollar terms but losing
14.0% in value when the impact of the
Canadian dollar is taken into account.

Returns from developed markets outside
of North America were also affected by
currency changes. Over the year, markets
in Europe, Australasia and the Far East
(EAFE) lost 5.7% in Canadian dollar
terms, as measured by the MSCI EAFE
Index. In contrast, emerging market
returns remained strong in 2007 despite
shifting exchange rates, with the
benchmark MSCI EMF Index gaining
18.2% in Canadian dollar terms.

Credit concerns had an impact on bond
market returns in 2007 in response to
spreading impact of delinquencies in the
U.S. sub-prime mortgage market. As a
result, investors sought the safety of
government-issued bonds in the final five
months of the year, triggering a decline
in interest rates, which had risen earlier
in the year. Over the year, Canadian bond
market returns were down marginally,
with the DEX Universe Bond Index
returning 3.7%, compared to 4.1% in 2006.

Canadian equities
Against this backdrop, OPTrust’s
Canadian equities portfolio returned a
healthy 10.4% in 2007, outperforming
the 9.3% return for our weighted
benchmark index. The 1.1% difference 
is largely attributable to strong stock
selection by the Plan’s active portfolio
managers. At 23.6% of the total fund,
Canadian equities comprise the third
largest component of OPTrust’s
diversified portfolio.
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OPTrust’s Asset Mix

(percent)

Canadian equities

Global equities

Fixed income

Real return bonds

Real estate

Private markets

Cash and short-term investments

30.1%

23.6%7.3%
3.4%

3.9%

2007 Actual*

9.3%

22.4% 25.3%

21.5%
7.0%

7.0%
2.5%

2007 Target

10.7%

26.0%

33.9%

22.2%
5.3%

1.7% 2.8%

2006 Actual*

9.8%

24.3%

In 2007, OPTrust’s real estate and private market investments increased to 7.3% and 3.4%
of the fund, respectively, with corresponding reductions in the allocation to global equities
and fixed income investments. When the Plan’s multi-year diversification strategy is fully
implemented, the real estate and private market portfolios will account for 10% and 25%
of the total fund.

* Categories include temporary cash balances.  
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Our 2007 Canadian equity returns were
down significantly from our 18.6% return
in 2006, reflecting the drop off in the
market in response to global credit
concerns. Since 1995, we have achieved 
a 12.7% average return on Canadian
equities, compared to 11.5% for our
market benchmark over the same period. 

Global equities
OPTrust’s global equities holdings
include stocks from the United States,
Europe, Asia and other developed and
emerging markets. These investments
account for 30.1% of the Plan’s current
portfolio. In 2007, our overall return on
foreign equities was 2.5% in Canadian
dollar terms, compared with 23.8% in
2006. This drop reflected both lower
market returns and the impact of the
rising Canadian dollar.

While sharply down from the previous
year, our 2007 return exceeded the Plan’s
weighted global equity benchmark
return of 0.7% in 2007, which takes into
account the effect of OPTrust’s foreign
currency exposure and our currency
hedging program described below. The
1.9% premium above the benchmark
represents the added value generated by
the active management of the majority
of our global equity investments.

Our equity managers for developed
markets outside North America
outperformed the MSCI EAFE Index 
by 1.4%, while our emerging markets
manager topped the benchmark index
by 7.2%. In contrast, our U.S. and global
equity managers fell below their
benchmark targets by 2.4% and 2.3%,
respectively.

Since inception, our global equities
portfolio has generated an average
annual return of 9.6%, versus 8.8% for
the combined foreign equity benchmark. 

Fixed income
OPTrust’s Canadian fixed income
investments returned 3.2% in 2007. 
This result bettered both the 2.2% return
for 2006 and the 3.1% return for our
composite fixed income benchmark.
Fixed income investments include
corporate bonds, government
debentures and real return bonds. 
These investments make up the largest
component of OPTrust’s portfolio,
comprising 31.7% of the total fund.

With their lower risk profile, fixed
income investments are expected to
return less than equities over the long
term. However, they tend to provide
greater certainty of returns than stocks,
pay predictable income and are an
important source of diversification for
the overall portfolio. Since the Plan’s
inception, OPTrust’s fixed income
investments have generated an average
return of 9.0%.

Returns vs. Benchmarks

1998 – 2007

OPTrust’s total return (%)

Benchmark (%)

Funding target: 6.75%
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OPTrust’s investment portfolio has outperformed the Plan’s market-based benchmark for the
past eight years. Our 10.3% average annual return since the Plan’s inception in 1995 exceeds
both our funding target and the 9.2% benchmark for the same period.



Within our fixed income portfolio, our
active fixed income managers posted 
an average return of 3.8% in 2007,
compared to 3.4% for the active
benchmark. This strong performance
helped offset the 1.2% result for our 
real return bond portfolio.

OPTrust had no direct exposure to the
U.S. sub-prime mortgage market, which
triggered the global credit crisis in the
summer of 2007. Our exposure to 
asset-backed commercial paper was 
less than $400,000, a level that is not
material to the Plan, reflecting the high
standards of creditworthiness OPTrust
has set for the fixed income portfolio.

At year-end, we held approximately 
$530 million in cash and short-term
investments, equal to 3.9% of the fund.
These assets provide the liquidity
necessary to fund new private market,
real estate and other investments and
pay retirees’ pensions and operating
expenses. Over the year, this portfolio
earned a return of 4.2%.

Currency
Because OPTrust’s foreign equity
holdings represent almost one-third of
our total assets, changes in the value 
of the Canadian dollar versus other
currencies can have a significant impact
on the Plan’s investment returns. We
have therefore put in place a strategic
currency hedging program aimed at
reducing the volatility of our returns
from foreign markets. 

This program involves passively hedging
50% of the currency exposure from
global equities and 100% of the
exposure from real estate and private
market investments. We have also
engaged an active currency manager 
to supplement this program through
short-term tactical allocations designed
to take advantage of shifts in major
currency exchange rates. 

During 2007, the value of the Canadian
dollar rose against most major global
currencies. This was especially the case
with the U.S. dollar, with the Canadian
dollar reaching parity for the first time 
in more than 30 years. In the absence 
of hedging, our global equities portfolio
would have registered a return of -2.1% 
for the year, compared to our positive
return of 2.5%. 

In total, the passive currency
management program added value of
approximately $220 million for the year.

Real estate 
OPTrust’s real estate portfolio grew
significantly in 2007, bringing the total
real estate allocation to $992 million, 
or 7.3% of the Plan’s assets, up from 
$716 million at the end of 2006. 

Over the year, the portfolio posted very
strong returns of 21.3%, compared with
12.5% in 2006 and 6.5% for the Plan’s
real estate benchmark. This performance
was driven by robust capital appreciation
for several of our investments, and solid
income returns from the portfolio. 

In 2006, OPTrust adopted a policy of
delaying real estate performance
reporting by one calendar quarter to
allow time to accurately determine the
market value of the Plan’s holdings. Real
estate returns for 2007 therefore include
the 12 months from October 1, 2006 to
September 30, 2007, whereas returns for
2006 include only the first nine months
of the year. 

The portfolio’s market value as at
December 31, 2007 reflects third quarter
actual real estate values, adjusted for
any capital flows during the fourth
quarter, together with changes in market
value due to any year-end valuations. 
For financial reporting purposes, income
from the real estate portfolio reflects
income recognized for the 12-month
period ended December 31, for both
2006 and 2007.

Private markets
The Plan’s private markets portfolio also
grew rapidly in 2007, reaching a total
value of $466 million at year-end, up
from $228 million the year before. 

Of the 12 separate investments made to
date as part of this new program, all but
one was completed in 2007. As a result,
it is too soon to report meaningful
returns for the portfolio. In future years,
our private market returns, like those for
our real estate program, will be subject
to delayed reporting to allow for the
accurate valuation of these assets. 
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Value-added
Investment Growth
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Actual returns

Benchmark returns

Cumulative added value

$3,556

based on $1,000
invested at
inception

$3,129

OPTrust’s investment returns have
bettered the fund’s composite
benchmark in 11 of the 13 years since
the Plan’s inception. Based on our
returns, a $1,000 investment in 1995
would have grown to $3,556 in 2007,
versus $3,129 for our benchmark.



“I see my pension as recognition of the value of the job we do. By
helping young people break out of the gang culture, we are literally
saving lives. It’s rewarding work but it is challenging, too. I’m glad 
I can count on a secure pension when the time comes to retire.”

As a Probation and Parole Officer with the Ministry of Community
Safety and Correctional Services assigned to the Toronto Anti-Guns
and Gangs Task Force, Tony Weekes knows he is making a difference.
By supervising offenders, he helps keep communities safe. And by
providing one-on-one counselling and working with community
agencies, he helps clients – most of whom are under 25 – make
changes in their lives. 

Making a difference
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Pension funding
2007 HIGHLIGHTS

OPTrust’s sponsors continued to use stabilization funds to keep contributions at normal rates.
The Plan’s actuarial assumptions were reviewed and updated in preparation for the next funding valuation.
Investment gains from past years helped cut the Plan’s funding deficit to $105 million at the end of 2006.
The Plan’s 2007 valuation is expected to identify funding gains.

OPTrust’s primary goal is to ensure that
money is available to pay current and
future retirees’ pensions over their
lifetimes, while maintaining stable
contribution rates for plan members
and employers. 

To help meet this long-term objective,
the Board of Trustees has adopted a
comprehensive funding policy. This
policy sets out our approach to:

• performing funding valuations

• establishing and reviewing the Plan’s
underlying actuarial assumptions

• maintaining appropriate margins 
of conservatism

• monitoring factors affecting the
Plan’s funded status, and 

• providing information to sponsors 
on the maintenance and use of 
any surplus. 

Funding valuations

To confirm our ability to meet our pension
obligations, OPTrust engages independent
actuaries to prepare regular funding
valuations of the Plan. These valuations
provide a snapshot of the Plan’s funded
status and a tally of gains or losses
experienced since the last valuation. 

Like all registered pension plans in
Ontario, OPTrust is required to file a
funding valuation with the provincial
regulator at least once every three years.
The next valuation, for the three years
ending December 31, 2007, will be
completed and filed in September 2008.

Decisions on the allocation of any gains
identified in a filed valuation are the
responsibility of OPSEU and the
Government of Ontario, as plan
sponsors. Each sponsor may use its
share of gains to reduce contribution
rates, enhance benefits, pay down any
outstanding funding deficit and/or 
add to the Plan’s contribution rate
stabilization funds. 

If the valuation identifies a net funding
loss, the shortfall must be paid down 
by increasing member and employer
contribution rates. However, if
stabilization funds are available, they
can be used to help offset a required
contribution increase, at each sponsor’s
discretion.

Stabilization funds

OPTrust’s two previous funding
valuations, completed as of the end of
2003 and 2004, respectively, identified
actuarial losses due to poor investment

returns between 2000 and 2002. As 
a result, the Plan had a net deficit of 
$428 million at December 31, 2004. 
This shortfall would normally have
triggered an immediate increase in
members’ and employers’ contributions
above the Plan’s normal rate. 

As sponsors, both OPSEU and the
Government of Ontario had prudently
set aside a substantial portion of 
past funding gains in separate rate
stabilization funds. Since 2003, the
sponsors have used these reserves 
to make deficit payments totalling 
$172 million while maintaining normal
contribution rates. 

At the end of 2007, the membership’s
stabilization fund stood at $148 million,
including earned interest, down from
$185 million at December 31, 2004. 

The balance in the employer
stabilization reserve was $260 million,
compared with $348 million at the 
end of 2004.

Interim valuation results

In years when OPTrust does not
complete a funding valuation to be filed
with the regulator, we carry out an
interim valuation for monitoring and
planning purposes. Interim valuations
are used to provide the Trustees and
sponsors with up-to-date information
on the Plan’s funding situation, identify
factors that may have an impact on the
next filed valuation, and ensure that
decisions are based on accurate
information. 

Our most recent interim valuation
identified a deficit of $105 million, 
as of December 31, 2006, down 
from $517 million the year before. 

Sources of Gains and Losses – 2006 Interim Valuation
($ millions)

Investment gains (recognition of investment gains from prior years) $ 357
Other economic experience gains 75
Demographic experience losses (43)
Other gains 9

Total $ 398
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This improvement was largely due 
to the recognition of $357 million in
deferred investment gains from the
years 2003 to 2006, when OPTrust’s
double-digit returns exceeded the
annual funding target. 

The delayed impact of this investment
income is due to actuarial “smoothing.”
Smoothing involves recognizing each
year’s investment gains or losses evenly
over a five-year period. This helps to
buffer the Plan from the impact of short-
term swings in annual returns. (For more
information on actuarial smoothing, see
page 28.) 

The 2006 interim valuation also
identified deferred gains totalling 
$1.4 billion, which will be recognized
between 2007 and 2010. These gains
may be partly offset by losses from 
2007, reflecting the difference between
OPTrust’s 5.6% investment return 
and the 6.75% funding target, and
experience gains and losses identified 
in future valuations.

Strengthening actuarial assumptions

Because the pension promise to
members and retirees extends decades
into the future, OPTrust must use a set
of assumptions about future events to
determine the Plan’s long-term funding
requirements. These assumptions
address factors such as the expected rate
of inflation, investment returns, interest
rates, salary increases and longevity. 

Actuarial assumptions can have a major
impact on the Plan – and on members’
and employers’ contribution rates. We
therefore conduct periodic reviews to
ensure that our assumptions reflect
a realistic assessment of current
conditions and future trends over a 
long-term time horizon. We build a
further margin of conservatism into 
the assumed rate of return, to reduce 
the risk of funding shortfalls. 

In preparation for the 2007 funding
valuation, the Trustees approved the
following changes to the Plan’s key
assumptions, as recommended by our
actuaries. As of December 31, 2007:

• The assumed rate of inflation was
lowered to 2.75% per year, down 
from 3.0%.

• A corresponding adjustment was
made to the assumed long-term
nominal rate of return on the Plan’s
investments, which was reduced from
7.0% to 6.75%. There was no change 
to the real rate of return assumption
(after inflation), which remains at
4.0% for funding purposes.

• The expected nominal annual increase
in members’ pensionable salaries was
also lowered by 0.25%, to 3.5%. In 
real terms, the assumed rate of salary
growth remained unchanged at 0.75%.

• The assumed rate at which
terminating members are expected 
to choose a commuted value transfer
was also changed, from zero to 50%.
This reflects recent trends in the
transfer take-up rate among members
who leave the Plan prior to age 55.

According to a sensitivity analysis
prepared as part of the assumption
review, these changes will increase the
actuarial value of members’ and retirees’
pensions by $118 million, as of the end
of 2006. The changes strengthen the
Plan’s funding outlook by reducing the
risk that pension liabilities have been
underestimated. 

2007 funding valuation

In the coming year, OPTrust staff will
provide the actuaries with detailed
financial and membership data to
complete the required 2007 funding
valuation. This valuation will be filed
with Ontario’s pension regulator by
September 2008. 

While the results are not yet known, 
we expect the valuation to show the
elimination of the Plan’s remaining
deficit and identify additional funding
gains. These gains will be shared equally
between the Plan’s membership and 
the Government of Ontario.

In keeping with our funding policy,
OPTrust will provide the sponsors with
information to help them assess the
available options for allocating any
gains. This will include projections of 
the funding impact of possible changes
to Plan benefits and/or contribution
rates, the likelihood of future funding
losses under various investment return
scenarios, and the adequacy of the
remaining stabilization reserves to
prevent future contribution rate
increases.

OPTrust also conducts actuarial
valuations for financial reporting
purposes. The financial statement
valuation uses different actuarial
methods and assumptions than the
funding valuation. For a comparison 
of funding and financial statement
valuations, see pages 30-31.

Funding Valuation Assumptions 
2006

2007 interim 2004
valuation valuation valuation

Inflation rate 2.75% 3.00% 3.50%
Investment return (real) 4.00% 4.00% 4.00%
Investment return (nominal) 6.75% 7.00% 7.50%
Salary escalation (nominal) 3.50% 1 3.75% 1 4.50% 2

Transfer value take-up rate 50% 0% 0%

1 Plus an amount for promotion, based on a long-term scale.
2 4.25% after two years, plus an amount for promotion, based on a long-term scale.
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Risk management

OPTrust’s main responsibility is to
ensure that the pension entitlements
earned by members during their
working years are fully paid in their
retirement. A number of risk factors
could affect our ability to meet this
commitment. So an important element
of the Plan’s overall activities is to
ensure that risks are effectively
identified, assessed and managed.
These risks fall into three main
categories: liability risk, investment
risk and operational risk. 

Liability risk

Liability risk includes factors that could
cause the Plan’s pension obligations to
exceed the actuarial projections. This
could occur if members’ future salary
increases are higher than forecast, if
inflation is greater than expected or if
life expectancy improves significantly,
among other factors. 

OPTrust’s approach to liability
management focuses on ensuring that
estimates of the cost of future pensions
are based on the best possible
information, and on pursuing strategies
to reduce the impact of investment
return volatility. This helps ensure that

contribution rates and investment
targets are set at realistic levels to fund
future pension entitlements. Liability
management strategies include: 

• ensuring that our actuarial
assumptions reflect a reasonable
assessment of economic and
demographic factors that affect the
Plan’s liabilities, while incorporating
appropriate margins of conservatism

• using asset-smoothing techniques 
to reduce the impact of investment
volatility on the Plan’s funded
position and members’ and
employers’ contribution rates

• establishing stabilization reserves, 
at the sponsors’ discretion, which can 
be used to fund temporary shortfalls
that would otherwise require
member and employer contribution
rates to rise above normal levels.

OPTrust follows a comprehensive
funding policy that formalizes our 
use of these strategies. The policy also
sets out the Plan’s funding objectives,
procedures for monitoring and
reporting the financial health of the
Plan, and principles that OPTrust has
recommended to the sponsors for the 

use of any future surpluses. The policy
was submitted to the sponsors for their
consideration and comment in 2007. 

Investment risk

Investment risk encompasses factors
that could affect our ability to generate
investment returns over the long-term
equal to the Plan’s assumed funding
target return. 

OPTrust manages investment risk on
several levels. First, from a total fund
perspective, we establish an appropriate
balance between the Plan’s overall long-
term investment risk and the expected 
long-term rate of return, within the
context of the Plan’s funding
requirements. We then analyse and
manage investment risk at the
individual asset class and portfolio level.

Diversification
Approximately 92% of the Plan’s total
risk can be attributed to investments 
in public equities, even though they
represented just 54% of total assets 
at December 31, 2007. OPTrust is
therefore implementing a multi-year
diversification strategy. The goal is to
reduce both the Plan’s reliance on the
performance of public equity markets
and the volatility of returns. 

In 2007, as part of this strategy, OPTrust
continued to fund new investments in
real estate and infrastructure assets,
while making initial private equity
investments. Over the next several 
years, real estate and private market
investments are targeted to grow 
to 10% and 25% of total plan assets
respectively. (See pages 14-19 for 
more information on OPTrust’s
diversification strategy.)

Rebalancing
Rebalancing is a method for ensuring
that the Plan’s asset mix remains within
the established policy ranges for each
portfolio. The need for rebalancing
arises because different asset classes
grow at different rates over time,
depending on their returns. 

For this reason, OPTrust has established
a rebalancing policy to keep the Plan’s
asset mix within a specific percentage
range above or below the target
allocations for each asset class. The
policy provides for dynamic and flexible
rebalancing of the investment portfolio.
This allows us to consider short-term
market conditions and other factors, to
ensure that the costs of rebalancing do
not offset the expected benefits. 

2007 HIGHLIGHTS

OPTrust’s funding policy provided a comprehensive framework for managing liability risk. 
New private market and real estate investments totalling more than $500 million improved 
the Plan’s diversification. 
Reduced exposure to public equity markets strengthened the fund’s overall risk/return profile.
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The rebalancing policy also reflects the
need to ensure that there is always
sufficient cash available to pay pension
benefits and operating expenses and to
fund new private market and real estate
investments. 

Active risk budgeting
OPTrust uses active management in
areas where we believe we can earn
higher returns than can be expected
from a passively managed portfolio. 
This adds “active risk” to the overall level
of risk for the fund. Active risk reflects
the volatility of the additional return
expected from active investment
strategies, over and above that of the
benchmark return.

OPTrust manages this risk through
“active risk budgeting.” This involves
deploying active strategies in areas that
offer the prospect of higher risk-adjusted
returns, while limiting the overall
investment risk assumed by the Plan. 
We also establish limits on active risk at
the level of our individual investment
managers, portfolios, asset classes and
the fund as a whole – and monitor and
manage those risks on an ongoing basis. 

In fact, by selecting active managers 
and investment mandates that have
low or negative correlations with each
other, OPTrust has reduced the overall
investment risk at the total fund level
since 2003, while keeping active risk at
an acceptable level. 

Currency risk
Investing in foreign markets increases
diversification, but it also exposes the
Plan to currency risk. Over the long term,
fluctuations in foreign currencies are
expected to have a neutral effect –
neither adding value to nor subtracting
value from the Plan’s returns. In the
short term, however, changes in the
value of the Canadian dollar versus other
currencies can have a sizeable impact on
investment returns. 

OPTrust hires external managers 
to hedge our exposure to foreign
currencies. Our policy uses a passive
strategy to hedge 50% of the currency
exposure of our public foreign equity
portfolios, with the exception of
investments in emerging markets. We
hedge 100% of the currency exposure
from foreign real estate and private
market investments. 

In addition, OPTrust engages an active
currency manager to take tactical
currency positions with the goal of
enhancing returns.

Credit risk
The Plan invests in a range of public and
private market debt securities and over-
the-counter derivatives as part of our
investment strategy. For these
instruments, we manage credit risk by
ensuring that our counterparties have a
credit rating of “A” or higher. In addition,
we maintain minimal market exposure
through collateral requirements for
interest rate swaps. 

Additional information on the Plan’s
approach to managing investment risks
is provided in Note 4 to the financial
statements, on pages 42-43. 

Operational Risk

Operational risk reflects the possibility
that a lack of proper safeguards and
controls could result in higher expenses
or asset losses. At OPTrust, we manage
operational risk by setting clear
objectives, identifying the risks related 
to those objectives and establishing
processes to manage those risks. 

To coordinate these efforts, we have put
in place an operational risk management
program reporting to the Audit
Committee. Under this program, we
systematically review areas of risk in 
our investment and administrative
operations, identify and address
potential concerns, and incorporate 
best practices for managing risks on 
an ongoing basis. 

In 2007, we undertook a strategic review
of this program and identified ways it
can be improved. In addition to our
regular activities, we are prototyping
processes that will lead to certification
of our internal controls. We have also
implemented a pilot program to
integrate the results of quality assurance
processes in operational areas into the
overall results of the operational risk
program. 

During 2007, we completed a risk
assessment of our processes for the
selection and monitoring of external
investment managers. In 2008, we 
will review our investment risk
management and monitoring program
and the Private Markets Group, as part
of a three-year risk management plan
approved by the Trustees. 

Changes to the Plan’s assumptions can have a major impact on its financial position. The following table
shows the impact of a 0.5% change in certain assumptions on the Plan’s accrued pension benefits for
financial statement purposes: 

Sensitivity Analysis of Actuarial Assumption Changes1

($ millions) +0.5% -0.5%

Assumed rate of inflation2 (42) 43
Assumed actuarial rate of return on plan assets (687) 782
Assumed rate of pensionable earnings increases 173 (161)

1 Assumes all other assumptions remain unchanged.
2 Assumes that real return rates and earnings remain unchanged. 
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“People don’t often say they wish there were more tax auditors, but
our work helps the government pay for important services. That’s
why I’m interested in making a career in the Ontario Public Service.
So it’s good to know that we have a strong pension plan. I’m an
investor, too, so I’m glad that the fund is well managed. I see my
pension as a secure base for my overall financial plan.”

At the age of 29, Benjamin Ng is a long way from retirement. But as
a Tax Auditor with Ontario’s Ministry of Revenue, he makes a habit of
watching the bottom line. That’s why he takes an active interest in
his pension plan – and likes what he sees.

Following the money
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Financial overview

At OPTrust, we take a long-term
perspective on the Plan’s finances to
help ensure the security of the pension
promise. This approach continued to
serve our members, pensioners and
sponsors well in 2007. 

OPTrust ended the year in excellent
financial shape. In 2007, deferred
investment gains from previous years
continued to strengthen the Plan’s
bottom line, contributing to a $603
million increase in the unallocated
financial statement surplus at year-end. 

The financial statement surplus is not
available to the sponsors to reduce
contribution rates, enhance benefits or
increase the Plan’s stabilization reserves.
Only a surplus identified in a funding
valuation filed with provincial
authorities can be used by the sponsors
for these purposes. The Plan’s next
funding valuation, for the three years
ended December 31, 2007, will be
completed in 2008. (See pages 30-31 for
a comparison of financial statement
and funding valuations.) 

In the meantime, the financial statements
included in this report provide a useful
snapshot of OPTrust’s financial position
as at December 31, 2007. 

Net assets available for benefits

In 2007, the Plan’s net assets available
for benefits rose by $462 million, to
$13.6 billion at December 31. This
increase reflects the Plan’s net
investment income of $659 million.
Investment income was partly offset
by benefit payments that exceeded
contributions by $180 million over 
the year and by operating expenses 
of $17 million.

Net assets include the Plan’s
investments as well as contributions
receivable, fixed assets and other
accrued income. These amounts are
reduced by liabilities that are in the
process of being settled at year-end, 
as well as investment-related liabilities. 

Actuarial asset value adjustment
(“smoothing”)

OPTrust uses actuarial smoothing to
adjust the value of the Plan’s net assets.
This actuarial asset value adjustment
is recognized in the pension industry as
an accepted technique for reducing the
impact of short-term fluctuations in
investment results. 

At OPTrust, our smoothing methodology
compares the Plan’s actual return in any
given year with the target rate of return
needed to fund the pension promise.
Any amounts above or below that
target are considered gains or losses
subject to smoothing. One-fifth of the
gain or loss is recognized in the results
of the current year, while the balance is
recognized in equal instalments during
each of the following four years. 

At the end of 2007, the Plan’s actuarial
asset value adjustment was a deferred
gain of $565 million, compared with 
a deferred gain of $1,341 million 
the previous year. The $776 million
reduction is due to the recognition of
$527 million in gains from the years
2003 to 2006, and the deferral of 
$249 million in losses from 2007. (For
more information, see Note 7 to the
financial statements on page 45.)

As a result, the actuarial value of 
the Plan’s net assets increased to 
$13.0 billion in 2007, up by $1.2 billion
from 2006. This change reflects both
the reduction in the smoothing
adjustment and the increase in
unadjusted net assets.

Accrued pension benefits

The Plan’s accrued pension benefits
represent the present value of
members’ and pensioners’ earned
benefits at year-end. This amount is
determined by calculating future
benefits payable for service prior to 
the valuation date. This cost is then
discounted back to the valuation date
using the financial statement rate-of-
return assumption of 7.0%.  

At year-end 2007, accrued pension
benefits were valued at $11.1 billion, 
up $654 million from 2006. This change
reflects normal growth in members’
earned benefits over the year as well 
as an $80 million increase resulting
from assumption changes. 

Surplus

The Plan’s financial statement surplus
was $1.9 billion at year-end, compared
with $1.3 billion at the end of 2006. 

The total surplus includes contribution
rate stabilization funds established by
each of the sponsors. During 2007, 
$24 million from each of the members’
and employers’ stabilization funds was
used to pay this year’s share of the
funding shortfalls identified in the 

2007 HIGHLIGHTS

Net assets rose by $462 million in 2007 to $13.6 billion at year-end.
The value of members’ and retirees’ accrued pension benefits increased 
to $11.1 billion, up $654 million from 2006.
Deferred investment gains from previous years helped increase the Plan’s 
unallocated financial statement surplus to $1.5 billion.



previously filed actuarial funding
valuations. The stabilization funds earn
interest equal to the funding interest
rate (7.0% for 2007 and 2006).

At year-end 2007, the member
stabilization fund stood at $148 million,
compared with $161 million in 2006, as
payments made during the year
exceeded interest on that fund. The
balance of the employer stabilization
fund was $260 million at the end of
2007, compared with $266 million the
previous year. 

Changes in net assets

Investment income and contributions
are the primary sources used to fund
payments to pensioners, other payments
to or on behalf of terminating members,
and operating expenses. Changes in 
net assets available to the fund are
recognized when the inflows from
investments and contributions are
greater or less than the outflows from
payments during the period. 

Investment income
The Plan’s net investment income 
was $659 million in 2007, compared
with $1,537 million the previous year.
OPTrust’s investment strategy and 
our returns for 2007 are described on
pages 14-21. 

Investment expenses continued to rise in
2007, reflecting the growing proportion
of the fund allocated to alternative asset
classes, including real estate and private
market investments. Starting in 2007,
revised accounting rules require that
transaction costs be expensed instead 
of being added to the cost of investment.
This has also caused the level of expenses
to increase.

Contributions
Pension contributions from members
and employers totalled $346 million in
2007, compared with $322 million in
2006. The increase reflects the growth in
the number of contributing members as
well as higher salaries, which result in
increased contributions per member.
Transfers from other pension plans
accounted for $16 million in 2007,
compared with $13 million in 2006. 

Total contributions to the Plan were
$362 million in 2007, compared with
$335 million the previous year.

Pension payments
OPTrust’s pensioner population
continued to grow in 2007, reaching
22,756 at year-end. Pension payments
increased by 3.7% to $426 million,
compared with $411 million in 2006. 

OPTrust pensions are adjusted annually
for inflation. In January 2007, retirees
received a pension increase of 2.3%
(compared to 2.2% in 2006) under the
Plan’s inflation protection provision. The
increase for 2008 is 1.8%.

Terminations and transfers to other plans
Termination payments and transfers to
other plans were $116 million in 2007,
compared with $118 million in 2006. 

Administrative expenses

Administrative expenses were 
$17 million in 2007, down from 
$19 million in 2006 and $22 million 
in 2005. OPTrust continues to improve its
administration service delivery processes,
allowing for cost reductions.
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Accrued Pension Benefits

At December 31, 2007 ($ millions)

$5,428

$726

$4,801

$159

Active members

Current pensioners

Divested members and deferred pensioners

Provision for administrative expenses

Total: $11,114

At the end of 2007, active members
accounted for 43% of the Plan’s
accrued benefits, while pensioners
accounted for 49%. The remaining 
8% of the accrued liability represents
the value of deferred pensions for
terminated and divested members,
and a provision for administrative
expenses. 
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Investment income totalled 
$659 million in 2007, down from
$1,537 million in 2006. The change
reflects lower returns on public
equities and the impact of the 
high Canadian dollar on the Plan’s
foreign investment returns. This
decline was partly offset by OPTrust’s
currency hedging program and the
growing contribution from our real
estate portfolio.  
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The financial position of the OPSEU
Pension Plan is presented using two
different methods: actuarial funding
valuations and financial statement
valuations.

Funding valuations

An actuarial funding valuation presents
the Plan’s financial information in a
manner prescribed by regulatory
authorities. Its purpose is to determine
whether the Plan’s assets, together with
investment earnings and current
members’ expected future contributions,
are sufficient to fund the members’
promised benefits at retirement. This
valuation approach is known as the
aggregate method. It identifies any gains
and losses that have occurred since the
previous funding valuation and
establishes the overall contribution
requirements until the next valuation.
The funding valuation includes margins
of conservatism in the setting of
economic assumptions. 

Ontario regulations require an actuarial
funding valuation to be filed with
provincial authorities at least once every
three years. The most recent filing by
OPTrust was in 2005, for the one-year
period ended December 31, 2004. The
next funding valuation will be filed in
2008 in respect of the three-year period
ended December 31, 2007. 

Financial statement valuations

The Plan’s financial statements rely 
on an actuarial valuation prepared 
in accordance with Canadian generally
accepted accounting principles and
provide a snapshot of our financial
position on December 31 of a particular
year. The financial statement valuation 
is prepared using “best estimate”
assumptions and does not incorporate
margins of conservatism. A formal
valuation is prepared in conjunction 
with the filed funding valuation and
then “rolled forward” to the financial
reporting date. A roll-forward recognizes 

the increase in value of future
obligations over time, and pension
related receipts and disbursements.
Experience gains or losses on investment
activities are recognized in the year
incurred. Experience gains or losses
related to other assumptions are
recognized in conjunction with the 
filed funding valuation. 

In a financial statement valuation, the
determination of future benefits payable
is based solely on the pension credits
that members have built up as of the
valuation date, with no projection of
their future service. Similarly, the assets
available to make those payments do 
not include the present value of
expected future contributions. This
approach is known as the projected unit
credit method, prorated on service.

FINANCIAL STATEMENTS AND FUNDING VALUATIONS

Financial Statement vs. Funding Valuations – 2006

As at December 31, 2006 ($ millions) Financial Funding Difference

Net assets $ 13,139 $ 13,139 $ –
Actuarial asset value adjustment (1,341) (1,402) 61
Present value of future contributions – 3,133 (3,133)
Accrued pension benefits related to prior service (10,301) (10,628) 327
Provision for pension benefits related to future service – (3,730) 3,730
Provision for administration expenses (159) (190) 31
Rate stabilization funds (427) (427) –

Financial statement unallocated surplus/(Funding valuation actuarial deficit) $ 911 $ (105) $ 1,016

Financial Statement Surplus
and Smoothing

At December 31 ($ millions)
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The Plan’s financial statement surplus
after smoothing rose to $1,922 million
at the end of 2007, up from $1,338
million at the same time in 2006. 
The increase reflects the recognition 
of deferred investment gains 
from 2003 – 2006. The surplus 
at December 31, 2007, included
member and employer contribution
stabilization funds of $148 million 
and $260 million, respectively.
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Comparing valuations

Because a funding valuation assesses
the ability of a plan to keep its pension
promise over a very long period of 
time, the assumptions used are more
conservative than those used in
developing a financial statement
valuation. 

Differences between the two
approaches are illustrated in the table
on page 30, which shows results as 
at December 31, 2006, the date of the
Plan’s most recent interim funding
valuation. As indicated, the financial
statement valuation showed an
unallocated surplus of $911 million 
at the end of 2006. This contrasts with
the funding deficit of $105 million
identified in the funding valuation. 

This $1,016 million gap reflects the
differences in the methodologies
described above. A second factor is the
difference between the 4.0% real rate of
return assumption (excluding inflation)
used for the funding valuation and the
4.25% assumption used for financial
statement purposes. This difference
reflects a margin of conservatism
embedded in the funding valuation. 

For the 2007 valuations, the inflation
rate assumptions have been reduced 
by 0.25% for both financial and funding
valuations. This change does not affect
the assumed real rate of return for
either valuation.

“I consider myself truly lucky. Getting involved in the
arts and our community is a great way to keep active.
Since I retired, time seems to fly by. My OPTrust
pension makes a big difference. It gives us the
freedom and security to lead a very full life.”

Eva is shown with the works Cocoa Woman and Star Daughters
by Panamanian-Canadian artist Oswaldo DeLeón Kantule.

Seizing opportunities is something Eva Kratochvil
knows a lot about. After arriving in Canada as refugees
from Czechoslovakia, she and her husband turned
adversity into a chance to build a new life. For Eva, 
this led to a nursing career at the former Hamilton
Psychiatric Hospital. And since she retired, it has meant
volunteering with Guelph’s Macdonald Stewart Art
Centre, the Humane Society and local charities, as well
as regular trips to concerts, opera and the ballet. 

The art of living



2007 Administrative
Expenses

57%

8%

15%

5%

15%

Salaries and benefits

Professional and administrative services

Office premises and operations

Information technology

Communications

32 | 2007 AT A GLANCE   MESSAGE   MEMBERSHIP SERVICES   INVESTMENT PERFORMANCE   PENSION FUNDING   RISK MANAGEMENT   FINANCIAL  OVERVIEW

OPTrust reduced administrative
expenses by 14% to $16.5 million in
2007. These savings reflect continued
improvements in service delivery,
combined with reduced costs for
external service providers.
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Pension payments continued to rise,
reflecting both steady growth in the
number of OPTrust retirees and the
impact of inflation-related increases
on their pensions. 

1
7

3

1
6

1

1
5

3

1
4

8

1
4

5

1
2

4

1
2

7

1
3

2

1
3

21
3

7

1
7

3

1
6

1

1
5

3

1
0

8

8
2

5
5

5
46

0

1
3

11
3

7

Regular Member and Employer Contributions

($ millions)

Member contributions

Employer contributions

98 99 00 01 02 03 04 05 06 07

The continued growth in the Plan’s active membership together with an increase 
in average salaries generated a rise in regular contributions in 2007. Since 2003,
stabilization reserves have been used to keep member and employer contributions
from rising above normal rates. Between 2000 and 2004, OPSEU used a portion of
previous funding gains to pay for a temporary reduction in member contribution rates.
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To the Trustees of the OPSEU Pension Plan Trust Fund,
Administrator of the OPSEU Pension Plan

We have audited the consolidated statements of net assets available for benefits and
accrued pension benefits and surplus of the Ontario Public Service Employees Union
Pension Plan (the Plan) as at December 31, 2007 and December 31, 2006 and the
consolidated statements of changes in net assets available for benefits, changes in
accrued pension benefits and changes in surplus for the years then ended. These
financial statements are the responsibility of the Plan’s administrator. Our responsibility
is to express an opinion on these consolidated financial statements based on our audits.

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

In our opinion, these consolidated financial statements present fairly, in all material
respects, the net assets available for benefits and accrued pension benefits and surplus
of the Plan as at December 31, 2007 and December 31, 2006 and the changes in its net
assets available for benefits, accrued pension benefits and surplus for the years then
ended in accordance with Canadian generally accepted accounting principles.

Chartered Accountants, Licensed Public Accountants
Toronto, Canada

February 27, 2008 

We performed an actuarial valuation of the Ontario Public Service Employees Union
Pension Plan (the OPSEU Pension Plan) for funding purposes as of December 31, 2004, 
as stated in Note 9 of these consolidated financial statements. For the purposes of that
valuation as stated in our valuation report dated September 15, 2005, we hereby certify
that, in our opinion, the assumptions are, in aggregate, appropriate, the methods
employed are appropriate, and the data are sufficient and reliable. The valuation was
prepared, and our opinion given, in accordance with accepted actuarial practice.

As further stated in Note 6 of these consolidated financial statements, we have prepared
an actuarial valuation of the OPSEU Pension Plan accrued pension benefits for financial
statement purposes as at December 31, 2007 in accordance with the Canadian Institute
of Chartered Accountants Handbook Section 4100. The valuation was based on an
extrapolation of the valuation as at December 31, 2004 and the accrued pension
benefits determined using data from December 31, 2004, the projected unit credit cost
method prorated on service and management’s best estimate assumptions for
consolidated financial statement purposes as set out in Note 6. In our opinion, the
assumptions are, in aggregate, appropriate and the methods employed are appropriate
for the purposes of the financial statement valuation.

In our opinion, the December 31, 2007 actuarial valuation for financial statement
purposes was prepared in accordance with accepted actuarial practice.

H. Clare Pitcher Charlene Moriarty 
Fellow, Society of Actuaries Fellow, Society of Actuaries
Fellow, Canadian Institute of Actuaries Fellow, Canadian Institute of Actuaries

February 27, 2008

Auditors’ report Actuaries’ certificate

CONSOLIDATED FINANCIAL STATEMENTS
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The management of the OPSEU Pension Trust (OPTrust) is responsible for the integrity
and objectivity of the financial information presented in this annual report. The
consolidated financial statements have been prepared in accordance with Canadian
generally accepted accounting principles and comply with the financial reporting
requirements of the Pension Benefits Act of Ontario. The consolidated financial
statements include amounts that must of necessity be based on the best estimates and
judgment of management with appropriate consideration as to materiality. Financial
information presented throughout this annual report is consistent with the consolidated
financial statements.

Management has recognized the importance of OPTrust maintaining and reinforcing a
high standard of conduct in all of its actions, including the preparation and publication
of statements fairly presenting the financial condition of the OPSEU Pension Plan.
Systems of internal control and supporting procedures are maintained to provide
assurance that transactions are properly authorized, assets are safeguarded against
unauthorized use or disposition and proper records maintained. The system is
augmented by the careful selection and training of qualified staff, the establishment of
organizational structures providing for a well-defined division of responsibilities, and the
communication of policies and guidelines of business conduct throughout OPTrust.

The Board of Trustees has the ultimate responsibility for the consolidated financial
statements presented to Plan members. An Audit Committee, consisting of Trustees
appointed by each of the Government and OPSEU, reviews the consolidated financial
statements in detail with management and the external auditors before such
statements are recommended to the Board for approval. The Audit Committee meets 
on a regular basis with management and with the external auditors to review the scope
of the audit and discuss auditor findings and to satisfy themselves that their
responsibilities have been adequately discharged.

PricewaterhouseCoopers LLP, the external auditors, have conducted an independent
examination of the consolidated financial statements in accordance with Canadian
generally accepted auditing standards and have expressed their opinion upon
completion of such examination in their report to the Board of Trustees. The auditors
have full and unrestricted access to the Audit Committee to discuss their audit and
related findings as to the integrity of the Plan’s financial reporting and the adequacy 
of the system of internal controls.

Heather Gavin Charlie Eigl
Chief Administrative Officer Vice-President, Finance 
and Plan Manager

February 27, 2008

Management’s responsibility for financial reporting
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As at December 31 ($ millions) 2007 2006

ASSETS
Investments (Note 5) $ 16,064 $ 15,990 
Contributions receivable 

Employers 25 22 
Members 15 12 

Property and equipment, net 3 4

16,107 16,028 

LIABILITIES
Accounts payable and accrued charges (32) (25)
Investment-related liabilities (Note 5) (2,474) (2,864)

(2,506) (2,889)

NET ASSETS AVAILABLE FOR BENEFITS 13,601 13,139 
ACTUARIAL ASSET VALUE ADJUSTMENT (Note 7) (565) (1,341)

ACTUARIAL VALUE OF NET ASSETS AVAILABLE FOR BENEFITS $ 13,036 $ 11,798 

ACCRUED PENSION BENEFITS (Note 6)

Active members $ 4,801 $ 4,338 
Pensioners 5,428 5,303 
Deferred and divested members 726 660 
Provision for administrative expenses 159 159 

11,114 10,460 

SURPLUS (Note 8)

Member rate stabilization fund 148 161 
Employer rate stabilization fund 260 266 
Unallocated surplus 1,514 911 

1,922 1,338 

ACCRUED PENSION BENEFITS AND SURPLUS $ 13,036 $ 11,798 

The accompanying notes to the consolidated financial statements are an integral part of this statement.

Jordan Berger Tony Ross 
Chair Vice-Chair

Consolidated Statement
of Net Assets Available 
for Benefits and Accrued
Pension Benefits and
Surplus 

CONSOLIDATED FINANCIAL STATEMENTS
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For the years ended December 31 ($ millions) 2007 2006

NET ASSETS AVAILABLE FOR BENEFITS, BEGINNING OF YEAR $ 13,139 $ 11,815 
Net investment income (Note 10) 659 1,537 
Contributions (Note 11) 362 335 
Benefit payments (Note 12) (542) (529)
Administrative expenses (Note 13) (17) (19)

NET INCREASE IN ASSETS AVAILABLE FOR BENEFITS 462 1,324 

NET ASSETS AVAILABLE FOR BENEFITS, END OF YEAR $ 13,601 $ 13,139

The accompanying notes to the consolidated financial statements are an integral part of this statement.

For the years ended December 31 ($ millions) 2007 2006

ACCRUED PENSION BENEFITS, BEGINNING OF YEAR $ 10,460 $ 9,944 

INCREASE IN ACCRUED PENSION BENEFITS
Income required on accrued pension benefits 763 725 
Benefits accrued 364 331 
Changes in actuarial assumptions 80 –

1,207 1,056 

DECREASE IN ACCRUED PENSION BENEFITS
Benefits payments 542 529 
Administrative expenses recognized 11 11 

553 540 

NET INCREASE IN ACCRUED PENSION BENEFITS 654 516 

ACCRUED PENSION BENEFITS, END OF YEAR $ 11,114 $ 10,460 

The accompanying notes to the consolidated financial statements are an integral part of this statement.

Consolidated Statement
of Changes in Net Assets
Available for Benefits

Consolidated Statement
of Changes in Accrued
Pension Benefits
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For the years ended December 31 ($ millions) 2007 2006

UNALLOCATED SURPLUS, BEGINNING OF YEAR $ 911 $ 526 

EXPERIENCE GAINS/(LOSSES) RELATED TO FINANCING PENSION BENEFITS
Net investment income 659 1,537 
Change in actuarial asset value adjustment 776 (442)
Income required on accrued pension benefits (763) (725)

672 370 

OTHER EXPERIENCE GAINS/(LOSSES) 
Contributions net of benefits accrued (2) 4
Administrative expenses (6) (8)

(8) (4)

OTHER CHANGES IN UNALLOCATED SURPLUS
Changes in actuarial assumptions (80) –
Net transfer from rate stabilization funds 19 19 

(61) 19 

NET INCREASE IN UNALLOCATED SURPLUS 603 385 

UNALLOCATED SURPLUS, END OF YEAR $ 1,514 $ 911 

MEMBER RATE STABILIZATION FUND, BEGINNING OF YEAR $ 161 $ 174 
Interest earned on funds 11 11 
Use of funds for funding deficiency (24) (24)

(13) (13)

MEMBER RATE STABILIZATION FUND, END OF YEAR $ 148 $ 161 

EMPLOYER RATE STABILIZATION FUND, BEGINNING OF YEAR $ 266 $ 272 
Interest earned on funds 18 18 
Use of funds for funding deficiency (24) (24)

(6) (6)

EMPLOYER RATE STABILIZATION FUND, END OF YEAR $ 260 $ 266 

TOTAL SURPLUS, END OF YEAR $ 1,922 $ 1,338 

The accompanying notes to the consolidated financial statements are an integral part of this statement.

Consolidated Statement
of Changes in Surplus

CONSOLIDATED FINANCIAL STATEMENTS
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1. PLAN PROFILE
a. OPSEU Pension Plan
The OPSEU Pension Plan (the Plan) provides pension benefits for employees of the Province of
Ontario (the Province or Government of Ontario) in bargaining units represented by the Ontario
Public Service Employees Union (OPSEU) and certain other bargaining units and employers. The
Plan was established under the terms of the April 18, 1994 Sponsorship Agreement between the
Province and OPSEU, which also established the OPSEU Pension Plan Trust Fund (the Fund) to hold
the net assets available for benefits of the Plan. These consolidated financial statements reflect
the aggregate financial position of the Plan, including the net assets available for benefits,
accrued pension benefits, and surplus of the Plan.

The OPSEU Pension Plan is registered under the Pension Benefits Act of Ontario and the Income Tax
Act (Canada), registration number 1012046. The plan is a Registered Pension Trust as defined in
the Income Tax Act and is not subject to income taxes in Canada. However, the Plan and its
consolidated subsidiaries are subject to other federal, provincial and municipal taxes in Canada,
and may be subject to taxes in other countries.

b. OPSEU Pension Trust
The Sponsorship Agreement establishes the Province and OPSEU as joint sponsors of the Plan. The
Trustees of the OPSEU Pension Plan Trust Fund (“OPSEU Pension Trust” or “OPTrust”) is responsible
for the administration and management of both the OPSEU Pension Plan and the OPSEU Pension
Plan Trust Fund, as described in the Trust Agreement between the sponsors. The Board of Trustees
comprises five persons appointed by each of the Province and OPSEU. 

2. DESCRIPTION OF THE OPSEU PENSION PLAN
The OPSEU Pension Plan is a contributory defined benefit pension plan. Membership within the
Plan consists of members represented by OPSEU or certain other designated bargaining agents
and employed by the following organizations: 

• The Province of Ontario (civil servants and crown employees)
• Alcohol and Gaming Commission of Ontario
• Centre for Addiction and Mental Health 
• Legislative Assembly of Ontario
• Liquor Control Board of Ontario 
• Niagara Parks Commission
• North East Mental Health Centre
• Ontario Lottery and Gaming Corporation
• Ontario Pension Board
• Ontario Public Service Employees Union (seconded or acting employees) 
• Ontario Teachers’ Pension Plan Board
• OPSEU Pension Trust (includes non-bargaining unit employees)
• St. Joseph’s Health Care Group – Lakehead Psychiatric Hospital
• Whitby Mental Health Centre
• Workplace Safety and Insurance Appeals Tribunal

a. Funding
Contributions and investment earnings fund plan benefits. The determination of the value of the
benefits and required contributions is based on periodic actuarial valuations for funding purposes.

b. Contributions
The OPSEU Pension Plan’s contributions and benefits are integrated with the Canada Pension Plan
(CPP). 

The normal contribution formula is 6.4% of salary up to the year’s maximum pensionable earnings
(YMPE) and 8% of other eligible earnings up to the maximum earnings of $125,423 for the year. 

c. Purchase or Buyback of Past Service
Eligible members of the Plan can purchase or “buy back” credit for past service for certain
absences or non-contributory service, subject to Income Tax Act (Canada) limits. For some types of
buybacks, employers make a matching payment.

d. Pension Benefits
The Plan provides for the payment of a pension benefit equal to 2% of the average of the best five
consecutive years of salary, for each year of credited service. An unreduced pension can be received
at age 65, or before age 65 if the member’s age and credit total 90 (Factor 90) or when the
member reaches age 60 and has 20 or more years of credit. 

When a member reaches age 65, his or her pension is reduced by an amount that reflects the
lower contributions made for CPP pensionable earnings. The reduction at age 65 equals 0.655%
multiplied by the lesser of best average annual salary or final 5-year average of YMPE, multiplied
by years of credit after 1965 (maximum of 35 years).

There is a time-limited provision that provides for an enhanced retirement opportunity for those
members of the Plan whose age and credit totalled 80 (Factor 80) and who are laid off prior to
January 1, 2009. 

Reduced pensions are available to members who retire after age 55 and before age 65 who are not
entitled to unreduced benefits. The pension reduction is equal to 5% for each year that the
member is under age 65 when he or she retires. 

e. Inflation Protection
An adjustment to pension benefits for inflation is made annually based on the Consumer Price
Index to a maximum of 8% in any one year. Where the inflation adjustment exceeds 8% in any one
year, the excess is carried forward to any subsequent year when the adjustment is less than 8%.
The adjustment is made to both current pensions and the future value of deferred pensions. The
inflation adjustment was 1.8% at January 1, 2008 (January 1, 2007 – 2.3%).

Notes to the Consolidated Financial Statements December 31, 2007
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f. Death Benefits
Upon the death of a member or pensioner, death benefits are available to a surviving eligible
spouse, eligible children, designated beneficiary, refund recipient or estate. The death benefit may
be in the form of a survivor pension, a lump sum payment or both. The Plan provides a 60%
survivor pension to an eligible spouse at no cost to the pensioner. Survivor pensions are also
available to the member’s or pensioner’s children in certain circumstances.

In the case of limited life expectancy, provisions exist to access lump sum payouts, provided
spouses waive their entitlement to a survivor pension.

g. Disability Pensions
A disability pension is available to members with a minimum of 10 years of credit in the Plan and
who meet the criteria as established in the Plan document. The amount of the disability pension
depends on the years of credit and the average salary of the disabled member.

h. Deferred Pensions
Members who terminate from the Plan before age 55 have the option of leaving their money in
the Plan and receiving a pension on retirement. In addition, members who are moved to other
employers in a divestment situation and enrolled in a new pension plan may be required by law to
accept a deferred pension from the OPSEU Pension Plan in order to protect benefits earned. The
value of deferred pensions increases annually by the annual inflation protection adjustment. 

i. Termination Payments
Subject to certain restrictions, a member who terminates employment may be entitled to 
transfer the commuted value of his or her pension and/or a refund of contributions to a 
registered retirement savings plan, or use these funds to purchase a life annuity. Some refunds 
of contributions or excess contributions may also be paid in cash, subject to withholding of
income taxes.

j. Transfers
In certain circumstances, a member who terminates employment may be entitled to transfer the
value of his or her pension to another pension plan if OPTrust has a reciprocal transfer agreement
with this plan. In addition, members who do not terminate employment but must move to the
Public Service Pension Plan due to a change in bargaining unit status are subject to mandatory
transfer arrangements. 

3. SIGNIFICANT ACCOUNTING POLICIES
a. Presentation
These consolidated financial statements are prepared on the going concern basis in accordance
with accounting principles generally accepted in Canada. The financial statements present the
aggregate financial position of the Plan as a separate financial reporting entity independent of the
participating employers, bargaining units, plan members and pensioners.

b. Principles of Consolidation
The consolidated financial statements include the accounts of the Plan’s wholly-owned
subsidiaries. All significant intercompany balances and transactions have been eliminated on
consolidation. The wholly-owned subsidiaries were formed for the purpose of investing in certain
real estate and private market assets. 

c. Use of Estimates
In preparing these consolidated financial statements, management must make certain estimates
and assumptions that primarily affect the reported values of assets and liabilities, income and
expenses and related disclosures. Actual amounts could differ from those estimates.

d. Investments
Investment transactions are recognized on a trade date basis. 

i) Valuation of investments
Investments are accounted for at fair value, being the consideration that would be agreed upon in
an arm’s length transaction between knowledgeable willing parties who are under no compulsion
to act. Fair values are determined as follows: 

CATEGORY BASIS OF VALUATION

Fixed income Average of market quotes of closing bid and ask prices. Where quoted prices are not
available, estimated values are calculated using discounted cash flows based on current
market yields for comparable securities.

Public equity Closing quoted market price. Where a market price is not available, market value is
determined by reference to current market information.

Real estate and private markets Value based on estimated fair values using appropriate techniques and management’s
and/or third party best estimates. Income producing properties are valued based on
independent appraisals that are conducted at least once every three years.

Mortgages and loans payable The fair values have been estimated based on market yields of securities with
comparable credit risk and term to maturity.

Derivative contracts Market prices are used for publicly traded derivatives. Otherwise appropriate valuation
techniques are used to determine fair value.

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
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These valuation principles are applied whether the investments are held directly, through pooling
arrangements, or through limited liability companies.

ii) Income recognition
Investment income comprises interest and dividends, realized gains and losses on disposal of
investments, and unrealized gains and losses resulting from changes in the fair value of
investments.

CATEGORY BASIS OF RECOGNITION

Interest income Accrual basis

Dividend income Accrual basis on the ex-dividend date

Realized gains and losses for investments sold Difference between proceeds on disposal and the average cost

Unrealized gains and losses for investments held Change in the difference between estimated fair value and the
average cost

Average cost reflects the purchase cost of the investment.

e. Actuarial Asset Value Adjustment
The actuarial asset value adjustment reflects the portion of gains or losses not yet recognized for
purposes of determining the actuarial net assets available for benefits. The actuarial asset value
adjustment provides for the smoothing of gains and losses, mitigating volatility and providing a
more stable basis for determining surplus. 

The actuarial value of investments as at the reporting dates has been determined using a formula
that smoothes out the effects of the changes in market values over a five-year period. The
approach recognizes differences between the actual and management’s best estimate of the
return on investments in income evenly over the current and following four years. Management’s
best estimate of investment return is 7.25% during 2007 and 2006.  

f. Accrued Pension Benefits
The value of accrued pension benefits is determined based on actuarial valuations prepared by an
independent actuarial firm. Actuarial valuations are prepared every year for financial statement
reporting purposes (financial statement valuations) and at least every three years for purposes of
determining funding requirements (funding valuations).

For financial reporting purposes, the Canadian Institute of Chartered Accountants (CICA) requires
that pension plans report the actuarial value of accrued pension benefits using management’s
best estimate assumptions and the projected unit credit cost method prorated on service. This
method calculates the actuarial value of pension benefits accrued up to the financial reporting
date, after the projected benefits have been attributed equally to each year of a member’s service.

g. Contributions
Contributions from members and employers that are due at year end, including those relating 
to purchases of credit for prior employment or leave, and transfers into the Plan are recorded 
as a receivable. 

h. Payments
Payments of pensions, refunds and transfers are generally recorded in the period in which they are
incurred. Certain transfers to pension plans are accrued and recognized as an accrued liability. Any
other benefit payment accruals not paid are reflected in the accrued pension benefits.

i. Surplus
Surplus results from the excess of the actuarial value of net assets available for benefits over the
accrued pension benefits. The actuarial value of net assets available for benefits comprises net
assets available for benefits and the actuarial asset value adjustment. Plan sponsors have the
option of allocating any portion of their share of gains from a funding valuation to a rate
stabilization fund. The rate stabilization funds can be used as a reserve against future contribution
increases. The rate stabilization funds form part of surplus and earn income at the funding
valuation interest rate. Unallocated surplus is the remainder of surplus after considering the rate
stabilization funds.

j. Property and Equipment
Property and equipment are carried at cost less accumulated amortization. Amortization is
provided on a straight-line basis over the estimated useful lives of the capital assets.

k. Foreign Currency Translation
Foreign currency transactions are translated into Canadian dollars at the rates of exchange
prevailing at the dates of the transactions. The fair value of investments and cash balances
denominated in foreign currencies are translated at the rates in effect at year end. The resulting
unrealized gain or loss is included in the consolidated statement of changes in net assets available
for benefits.

l. Change in Accounting Policy
On September 12, 2007, the Canadian Institute of Chartered Accountants (“CICA”) revised the
accounting rules for transaction costs associated with investment transactions for pension plans
following Section 4100 of the CICA Handbook on Pension Plans. Transaction costs associated with
the acquisition or issue of investment assets or liabilities are now treated as expenses during the
period, instead of being included in the acquisition cost.

Effective January 1, 2007, OPTrust has adopted this change in accounting policy. As a result, the
average cost of investment assets and related unrealized gains (losses) have been adjusted to
reflect adoption as shown in the table below. The fair value of investments and surplus of the Plan
remain unaffected by the adoption of these changes. 

As reported Adjustment as at As adjusted
($ millions) 12/31/2006 1/1/2007 1/1/2007

Net investments, at average cost $ 10,712 $ (11) $ 10,701
Unrealized gains/(losses) 2,414 11 2,425

Net investments, at fair value $ 13,126 $ – $ 13,126
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4. RISK MANAGEMENT
The Plan is subject to certain risks and engages in risk management practices to help ensure 
that sufficient assets will be available to fund pension benefits. These risks relate primarily to 
the uncertainty inherent in achieving sufficient investment returns and in making forecasts 
with respect to the ultimate pension liability. Investment risk management involves optimizing
investment returns in a climate of uncertainty.

Additional information on risk related to accrued pension benefits is included in Note 6.

a. Interest Rate Risk
Interest rate risk arises from interest rate fluctuations that may adversely affect the Plan’s cash
flows or the value of financial instruments. The potential exposure results from either changes 
in floating rates reducing cash flows, or changes in the asset values for fixed rate securities 
(e.g. bonds).

The Plan manages interest rate risk by establishing a target asset mix that provides an
appropriate mix between interest-sensitive investments and those subject to other risks. A portion
of the interest-sensitive portfolio is actively managed, allowing managers to anticipate interest
rate movements to mitigate or take advantage of interest rate changes.

The remaining terms to contractual maturity or repricing dates, whichever dates are earlier, 
of interest bearing investments, including derivatives, are as follows:

As at December 31 ($ millions) 2007 2006

Term of maturity

Within 1 to 5 Over Yield to Yield to 
1 year years 5 years Total maturity Total maturity

Short-term investments $ 2,996 $ – $ – $ 2,996 4.3% $ 3,312 4.3%
Government of Ontario 

debentures 104 745 562 1,411 4.4% 1,603 4.3%
Bonds

Canadian government – 1 360 361 4.1% 494 4.1%
Provincial governments 14 17 661 692 4.6% 625 4.5%
Corporate – 17 300 317 5.5% 245 4.9%
Real return* – – 1,257 1,257 1.9% 1,277 1.8%

Subtotal 3,114 780 3,140 7,034 4.0% 7,556 3.9%
Interest rate swaps (299) (738) 1,034 (3) –% (2) –%

TOTAL $ 2,815 $ 42 $ 4,174 $ 7,031 4.0% $ 7,554 3.9%

*Real return bond yields are based on real interest rates. The actual yield includes the additional return related to inflation.

b. Credit Risk
Credit risk refers to the potential loss arising from a security issuer being unable to meet its
financial obligations.

The most significant concentration of credit risk for the Plan is with the State Street Global
Securities Lending Canadian Fund A, of which the Plan held $2,158 million (2006 – $2,660 million)
in short-term investments from cash collateral received through its securities lending
arrangement as at December 31, 2007. 

Investment restrictions within the Plan have been set to limit the credit exposure to security
issuers. Short-term investments require a rating of “R-1” or equivalent and bonds and debentures
require two minimum ratings of “A” or equivalent at time of purchase. As at December 31, 2007
and 2006, 100% of the short-term investment portfolio met the credit rating criteria. As of
December 31, 2007, 99.4% (2006 – 99.9%) of the fixed income portfolio was rated “A” or better.
OPTrust has recorded provisions of $43 thousand on total exposure of $381 thousand related to
asset-backed commercial paper as at December 31, 2007. 

The Plan manages derivative contract credit risk by engaging in transactions with counterparties
with credit ratings of A and higher. In addition, for interest rate swaps, a credit support annex has
been put in place with each counterparty which requires that collateral be obtained when the
exposure to these counterparties is higher than $25 to $50 million, depending on the
counterparty. 

c. Foreign Exchange and Geographic Risk
Foreign exchange risk is the risk that the value of foreign investments will be affected by changes
in foreign currency exchange rates for Canadian dollars. OPTrust employs currency managers that
utilize currency forward contracts to manage the Plan’s foreign currency exposure. The Plan’s
policy is to hedge approximately 50% of its currency exposure to investments in developed
markets. In addition to the Plan’s policy hedging program, the active currency managers may take
positions that deviate above or below the 50% target. The currency exposure from foreign real
estate and private markets investments is hedged 100%.

The Plan’s exposure to foreign exchange risk is as follows:

As at December 31 ($ millions) 2007 2006

Gross Policy Active Net Net
Exposure Hedge Exposure Exposure Exposure

Canadian $ 8,971 $ 1,940 $ (105) $ 10,806 $ 10,435
Investments subject to currency risk
Developed markets

United States 1,486 (615) 48 919 954
United Kingdom 764 (487) 36 313 399
Eurozone 711 (365) (209) 137 336
Asia Pacific 949 (405) 26 570 494
Europe – Other 137 (68) 204 273 (73)

Emerging markets 572 – – 572 581

4,619 (1,940) 105 2,784 2,691

NET INVESTMENTS $ 13,590 $ – $ – $ 13,590 $ 13,126

The policy hedge and active exposure set out above represent the notional values of currency
forward contracts and not the actual assets or liabilities of the Plan. Notional values are the basis
on which fair values are determined and cash flows exchanged in respect to currency hedging,
and therefore do not represent the potential gain or loss associated with the market or credit risk
of these instruments. 

Geographic risk reflects the risk related to operating in foreign jurisdictions including legal,
political, settlement and market risk associated with various jurisdictions. 

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
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The Plan’s exposure to geographic risk is as follows:

As at December 31 ($ millions) 2007 2006

Canadian $ 8,995 $ 8,745
Investments subject to geographic risk
Developed markets

United States 1,142 1,050
United Kingdom 766 705
Eurozone 700 678
Asia Pacific 919 989
Europe – Other 160 148

Emerging markets 908 811

4,595 4,381

NET INVESTMENTS $ 13,590 $ 13,126

d. Market Risk
Market risk is the risk that the value of a financial instrument will fluctuate as a result of changes
in market prices, whether specific to the individual security or its issuer, or to factors affecting all
securities in the market.

In addition to investment management practices designed to optimize the relationship between
risk and return, the Plan uses the smoothing of investment gain and losses and uses margins of
conservatism in economic assumptions to provide capacity to mitigate the negative impact of
market risk. 

e. Liquidity Risk
Liquidity risk is the risk that the Plan has insufficient cash flows to meet its pension obligations
and expenses as they become due. 

Cash inflows are derived from member and employer contributions, earned income, principal
repayments on fixed income investments and the proceeds from sales of other securities. Excess
cash flows, after meeting pension obligations and operating expenses, are re-invested.

The Plan forecasts and manages cash flows to ensure it meets its obligations when due, without
unintended early liquidation of assets. In addition, 79% (2006 – 80%) of the Plan’s investments are
marketable and can be liquidated relatively quickly. 

f. Securities Lending
To provide incremental income, the Plan participates in a securities lending agreement whereby 
it lends securities to approved borrowers. OPTrust secures its exposure through the receipt of
security or cash collateral of at least 102% of the value of the securities lent. All securities lent
are recallable on demand at the option of OPTrust.

The program includes cash collateral lending under which cash collateral held is re-invested in a
short-term pooled fund to earn a rate of return in excess of the interest paid on the collateral to
the borrower. Credit risk associated with the borrower is mitigated by requiring the borrower to
provide collateral with market values exceeding the market value of the loaned securities, as well
as a guarantee by the custodian. Credit risk associated with the reinvestment of cash collateral is
mitigated by the investment policies and practices of the reinvestment fund which emphasize
preservation of capital.

As at December 31, 2007, the Plan’s investments included loaned securities with a fair value of
$2,721 million (2006 – $2,998 million). The fair value of collateral received in respect of these
loans was $2,795 million (2006 – $3,073 million) which included cash of $2,158 million 
(2006 – $2,660 million) and securities of $637 million (2006 – $413 million). Income earned 
from this program for the year was $5.3 million (2006 – $2.2 million).

5. INVESTMENTS
The following schedule summarizes the fair value and average cost of the Plan’s investments
before allocating the market exposure related to derivative financial instruments to the asset
classes to which they relate, as at December 31: 

2007 2006

Fair Average Percentage Fair Average Percentage
As at December 31 ($ millions) Value Cost of Assets Value Cost of Assets

Fixed income
Cash $ 169 $ 170 1% $ 107 $ 106 1%
Short-term investments 2,996 2,996 22% 3,312 3,312 25%
Government and corporate bonds 1,371 1,329 10% 1,364 1,306 10%
Real return bonds 1,257 1,144 9% 1,277 1,144 10%
Government of Ontario debentures 1,411 1,144 10% 1,603 1,268 12%

7,204 6,783 53% 7,663 7,136 58%
Public equity

Canadian  3,177 2,470 23% 2,878 2,031 22%
Foreign 3,861 3,330 28% 3,949 2,961 30%
Foreign pooled equity 

linked investments 79 92 1% 399 350 3%

7,117 5,892 52% 7,226 5,342 55%

Real estate 1,201 1,078 9% 788 701 6%
Private markets 466 502 3% 228 227 2%
Investment-related assets

Accrued income 44 44 0% 32 32 0%
Due from brokers 8 8 0% 5 5 0%
Unrealized gains and amounts

receivable on derivative contracts 24 – 0% 48 – 1%

76 52 1% 85 37 1%

INVESTMENT ASSETS $ 16,064 $ 14,307 118% $ 15,990 $ 13,443 122%

Investment-related liabilities
Due to brokers (32) (32) 0% (6) (6) 0%
Mortgages related to real estate (200) (196) (1%) (71) (65) (1%)
Unrealized losses and amounts 

payable on derivative contracts (84) – (1%) (127) – (1%)
Payable related to securities lending (2,158) (2,158) (16%) (2,660) (2,660) (20%)

(2,474) (2,386) (18%) (2,864) (2,731) (22%)

NET INVESTMENTS $ 13,590 $ 11,921 100% $ 13,126 $ 10,712 100%
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At December 31, the Fund held the following investments, each having a fair value or cost
exceeding one per cent of the fair value or cost of net investment assets.

($ millions) 2007 2006

Number of Fair Average Number of Fair Average
Investments Value Cost Investments Value Cost

Fixed income 9 $ 4,723 $ 4,351 10 $ 5,452 $ 5,008
Public equity – – – 1 399 350
Real estate 1 150 118 2 248 216
Private markets 1 197 227 1 228 227

The public equity and fixed income investments where the individual issue has a cost or fair value
exceeding one per cent of the cost or fair value of net investment assets comprised one or more
holdings of the following: The State Street Global Securities Lending Canadian Fund A, Province 
of Ontario and Government of Canada.

Real estate investments where the individual issue has a cost or fair value exceeding one per cent
of the cost or fair value of net investment assets comprised GWL Realty Advisors – The Canadian
Real Estate Investment Fund No. 1.

Private markets investments where the individual issue has a cost or fair value exceeding one per
cent of the cost or fair value of net investment assets comprised Kemble Water Holdings Limited.

a. Derivative Financial Instruments
Derivatives are financial contracts, the value of which is derived from the value of underlying
assets, interest rates, indices, or exchange rates. 

Derivative contracts transacted by OPTrust either directly with counterparties in the over-the-
counter (OTC) market or on regulated exchanges include the following types: 

i) Interest rate swaps 
An interest rate swap is a contractual agreement between two parties to exchange a series of
fixed or floating cash flows based on a notional amount of principal. Interest rate swaps are used
to manage interest rate exposures. 

ii) Foreign exchange forwards 
A foreign exchange forward contract is a contractual agreement between two parties to 
exchange a notional amount of one currency for another at a specified price for settlement on 
a predetermined date in the future. OPTrust uses foreign exchange forward contracts to modify
currency exposure for both hedging and active currency management.

The Plan has exposure to derivatives as follows:

($ millions) 2007 2006

Notional Fair Value Notional Fair Value
Amount Assets Liabilities Amount Assets Liabilities

Interest rate swaps $ 1,746 $ 3 $ 6 $ 715 $ – $ 2
Foreign exchange forwards 6,450 21 78 5,424 48 125

Total $ 8,196 $ 24 $ 84 $ 6,139 $ 48 $ 127

The term to maturity based on notional value and the contractual term to maturity is as follows:

($ millions) 2007 2006

Interest Foreign Interest Foreign
rate exchange rate exchange

swaps forwards Total swaps forwards Total

Under 1 year $ – $ 6,450 $ 6,450 $ – $ 5,424 $ 5,424
1 to 5 years 720 – 750 – – –
Over 5 years 1,026 – 1,026 715 – 715

Total $ 1,746 $ 6,450 $ 8,196 $ 715 $ 5,424 $ 6,139

6. ACCRUED PENSION BENEFITS
a. Financial Statement Valuation as at December 31, 2007
The accrued pension benefits as at December 31, 2007 were valued at $11,114 million for
financial statement purposes. This is based on membership data taken from the actuarial
valuation for funding purposes as at December 31, 2004, the same data used for the 
December 31, 2006 financial statement valuation. In 2007, accrued pension benefits increased 
by $654 million.

b. Actuarial Assumptions
The Plan annually reviews the economic assumptions used in the financial statement valuation 
to ensure that they reflect management’s best estimate of expected trends. The key economic
assumptions used for the extrapolation of the financial statement valuation as at December 31
are as follows:

2007 2006

Assumed actuarial rate of return on plan assets 7.00% 7.25%
Assumed rate of inflation 2.75% 3.00%
Assumed rate of pensionable earnings increases 3.50% 3.75%

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
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The impact of a change (0.5%) in certain assumptions on Accrued Pension Benefits is shown in the
table below, keeping all other assumptions unchanged. In measuring the effect of the change in
the assumed rate of inflation, the assumed real rate of return on assets and the assumed real rate
of increase in pensionable earnings remained unchanged. 

($ millions) +0.50% -0.50%

Assumed actuarial rate of return on plan assets $ (687) $ 782
Assumed rate of inflation (42) 43
Assumed rate of pensionable earnings increases 173 (161)

7. ACTUARIAL ASSET VALUE ADJUSTMENT
The actuarial value of net assets available for benefits is determined by using a formula that
smoothes out the effects of the changes in market values over a five-year period. The adjustment
represents the deferred portion of gains or losses resulting from the difference between the actual
and management’s best estimate of the return on those investments. Differences are deferred and
amortized over the current and following four years.

As at December 31, 2007 the actuarial asset value adjustment amounted to $565 million, which is
a decrease of $776 million (2006 – increase of $442 million) from a year ago.

The following schedule provides the composition of the actuarial asset value adjustment as at
December 31:

Deferred Timing of future recognition Deferred
gains/ of deferred gains/(losses) gains/
(losses) (losses)

($ millions) 2007 2008 2009 2010 2011 2006

2003 – – – – – 152
2004 76 76 – – – 151
2005 325 163 162 – – 488
2006 413 138 138 137 – 550
2007 (249) (62) (62) (62) (63) –

TOTAL $ 565 $ 315 $ 238 $ 75 $ (63) $ 1,341

In addition to the amounts identified above, the recognition of investment gains and losses in
years after 2007 is dependent on the extent to which actual returns will differ from
management’s best estimate of return in any given year. For 2007, that estimate is 7.25%.

If net investment income were not subject to smoothing, surplus would be increased in 2007 and
2006 by the amount of the actuarial asset value adjustment. 

8. SURPLUS
As at December 31, 2007, the surplus for financial statement purposes was $1,922 million (2006 –
$1,338 million), which comprised rate stabilization funds of $408 million (2006 – $427 million)
and unallocated surplus of $1,514 million (2006 – $911 million). OPSEU and the Province of
Ontario have each set aside a portion of the Plan’s funding gains as rate stabilization funds. 

Changes in surplus result from differences between actual and expected investment return;
differences between actual experience and that expected in accordance with the assumptions
used in valuing the accrued pension benefits; differences between the actual contributions made
to the plan and the benefits accrued during the year; and the use of surplus to fund benefit
improvements and contribution reductions. 

Experience gains or losses related to investment return represent the difference between actual
investment earnings, adjusted for the impact of smoothing, and the income required on accrued
pension benefits. 

9. FUNDING VALUATION
In accordance with the Pension Benefits Act of Ontario and the Income Tax Act (Canada) and
Regulations, an actuarial valuation for funding purposes is required to be filed at least every three
years to estimate the Plan’s gains or losses, and to determine the Plan’s funding requirements. 

The funding valuation is based on the aggregate funding method. This method considers a time
horizon that includes accumulation of benefits and receipt of contributions in respect of current
members in future periods. Generally, the actuarial assumptions used to determine the pension
liabilities for funding purposes are more conservative than those used for the financial statement
valuation. The funding valuation is used to identify gains or losses, which are allocated equally
between members and the Government of Ontario. Gains are allocated at the discretion of the
sponsors to fund benefit improvements, reduce contributions, reduce any existing funding
deficiencies, or are set aside in the form of rate stabilization funds. Funding deficiencies resulting
from losses must be funded over a maximum of 15 years from either increased contributions or
rate stabilization funds. Accrued pension benefits are valued using economic assumptions
developed by reference to long-term market conditions.

The last funding valuation filed with the Financial Services Commission of Ontario was prepared
by Buck Consultants as at December 31, 2004. The funding deficiency reported in that funding
valuation was $428 million. The member and employer rate stabilization funds are being utilized
to fund each sponsor’s respective share of contributions required to pay for this deficiency.

The key economic assumptions used for the funding valuation as at December 31, 2004, were 
as follows:

2004

Assumed actuarial rate of return on plan assets 7.50%
Assumed rate of inflation 3.50%
Assumed rate of pensionable earnings increases (for 2005 and 2006)* 4.50%
Assumed rate of pensionable earnings increases (after 2006)* 4.25%

*Percentage shown plus service-related promotion scale
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10. NET INVESTMENT INCOME 
Net

Realized Unrealized Investment
For the years ended December 31 ($ millions) Earned Gains/ Gains/ Income/
2007 Income (Losses) (Losses) (Loss)

Fixed income
Cash and short-term investments $ 37 $ 1 $ (2) $ 36
Government and corporate bonds 61 6 (16) 51
Real return bonds 34 (1) (20) 13
Government of Ontario debentures 145 (15) (67) 63

277 (9) (105) 163
Public equity

Canadian 72 382 (143) 311
Foreign 116 285 (461) (60)
Foreign pooled equity linked investments 57 22 (63) 16

245 689 (667) 267

Real estate 65 27 38 130
Private markets 6 – (37) (31)
Foreign exchange forward contracts – 212 19 231

593 919 (752) 760

Investment expenses
Investment manager fees (59)
Custodial fees (2)
Transaction fees (15)
Other investment expenses (25)

(101)

NET INVESTMENT INCOME $ 659

Net
Realized Unrealized Investment

Earned Gains/ Gains/ Income/
2006 Income (Losses) (Losses) (Loss)

Fixed income
Cash and short-term investments $ 41 $ – $ 18 $ 59
Government and corporate bonds 46 16 (8) 54
Real return bonds 28 – (69) (41)
Government of Ontario debentures 158 (18) (70) 70

273 (2) (129) 142
Public equity

Canadian 55 425 24 504
Foreign 85 261 518 864
Foreign pooled equity linked investments – 16 41 57

140 702 583 1,425

Real estate 28 14 57 99
Private markets 3 – 1 4
Foreign exchange forward contracts – 13 (97) (84)

444 727 415 1,586

Investment expenses
Investment manager fees (35)
Custodial fees (2)
Transaction fees –
Other investment expenses (12)

(49)

NET INVESTMENT INCOME $ 1,537

11. CONTRIBUTIONS 
For the years ended December 31 ($ millions) 2007 2006

Members
Current service $ 153 $ 142
Prior service 12 10
Long-term income protection* 8 9

173 161

Employers
Current service 153 142
Prior service 12 10
Long-term income protection* 8 9

173 161

Transfers from other plans 16 13

TOTAL CONTRIBUTIONS $ 362 $ 335

*The employer pays the members’ contribution.

12. BENEFIT PAYMENTS
For the years ended December 31 ($ millions) 2007 2006

Retirement pensions $ 426 $ 411
Transfers to the Ontario Pension Board 75 78
Transfers to other plans 7 8
Refunds and commuted value transfers 34 32

TOTAL BENEFIT PAYMENTS $ 542 $ 529

13. ADMINISTRATIVE EXPENSES 
For the years ended December 31 ($ millions) 2007 2006

Salaries and benefits $ 9.4 $ 9.8
Information technology 2.5 2.6
Professional and administrative services 1.3 3.2
Office premises and operations 2.4 2.6
Communications 0.9 1.0

TOTAL ADMINISTRATIVE EXPENSES $ 16.5 $ 19.2

Audit expenses for the Plan were $0.2 million in 2007 (2006 – $0.2 million). Non-audit fees
comprising tax and risk management services totalled $0.2 million in 2007 (2006 – $0.2 million).
Total fees paid in 2007 to PricewaterhouseCoopers, the auditor of the Plan, were $0.4 million 
(2006 – $0.4 million). Actuarial expenses paid to Buck Consultants, the Plan actuaries, were 
$0.5 million in 2007 (2006 – $0.5 million).
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14. COMPENSATION
a. Trustees’ Compensation
The Trustees of the Plan do not receive compensation from the Trust. They are, however,
reimbursed for travel-related expenses. Expenses for amounts paid to or on behalf of Trustees
totalled $312 thousand in 2007 (2006 – $280 thousand). The Trustees appointed by the Province
of Ontario receive $200 per meeting that they attend and are paid directly by the Province.

b. Senior Management Compensation
Compensation earned by the Chief Administrative Officer and Plan Manager, Chief Investment
Officer and Vice-President Finance over the past three years was as follows:

Base Supplementary Other
Name and Position Year salary pension benefit compensation Total

Heather Gavin 1 2007 $ 299,404 $ 24,153 $ 18,766 $ 342,323
Chief Administrative Officer and 2006 272,289 21,629 17,745 311,663
Plan Manager

Morgan Eastman 2007 404,343 46,463 24,164 474,970
Chief Investment Officer 2006 376,231 36,728 43,585 456,544

2005 358,392 22,051 54,406 434,849

Charles Eigl 2007 217,631 20,049 18,163 255,843
Vice-President, Finance 2006 197,786 14,453 17,130 229,369

2005 188,098 8,625 16,330 213,053

1 Position occupied effective January 1, 2006

The Chief Administrative Officer and Plan Manager and the Chief Investment Officer in particular,
discharge their responsibilities, including the establishment of competitive compensation
practices for the management and staff under their control and which may contain bonus 
and retention payments, with the direct oversight of the Board of Trustees through its Governance
and Compensation Committee. The Board’s advisor for compensation purposes is Hugessen
Consultants Inc. Additional disclosure on the supplementary pension benefit and the employer’s
share of employee benefits has also been provided.

Supplementary pension benefit – Employees of the OPTrust are eligible to contribute to the
OPSEU Pension Plan, which provides pension benefits based on years of credit and average 
salary up to the maximums allowed under the Income Tax Act. In addition to regular pension
benefits, compensation arrangements provide for the accumulation of pension benefits under a
supplementary pension plan in excess of that maximum based on the same pension plan formula
without regard to regulatory maximums. This supplementary plan is administered by the Province
of Ontario.  The supplementary pension benefit disclosed above reflects the present value of the
increase in the future benefit accrued since the end of the previous year less employee
contributions paid during the year.

Other compensation – includes vacation payouts, other taxable benefits and the employer’s 
share of all employee benefits (excluding the supplementary pension benefit) made on behalf 
of employees.

15. GUARANTEES, COMMITMENTS AND CONTINGENCIES
In the normal course of its business, the Plan may, from time to time, provide guarantees to
various counterparties and enter into commitments which may be considered material within the
context of the Fund. 

OPSEU Pension Trust indemnifies its trustees and staff against certain claims that may be made
against them. Otherwise, there are no guarantees that might be considered material outstanding
as at December 31, 2007.

The Plan has committed to fund certain investments over the next several years in accordance
with the terms and conditions agreed to. As at December 31, 2007, these commitments totaled 
$931 million (2006 – $ 1,131 million).

As at December 31, 2007, the Plan was involved in litigation and claims which arise in the normal
course of business. The outcome of such litigation and claims is inherently difficult to predict.
However, in the opinion of management, any liability that may arise from contingencies would
not have a significant adverse effect on the consolidated financial statements of the Plan.
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For the years ended December 31
($ millions) 2007 2006 2005 2004 2003 2002 2001 2000 1999 1998

CHANGES IN NET ASSETS
Increase in net assets

Net investment income/(loss) 659 1,537 1,564 1,069 1,408 (688) (359) 654 970 867
Member contributions 173 161 153 108 82 55 54 60 131 137
Employer contributions 173 161 153 148 145 124 127 132 132 137
Transfers from other plans 16 13 17 20 15 16 10 17 36 2
Special and other payments – – – – – 99 40 38 36 34

1,021 1,872 1,887 1,345 1,650 (394) (128) 901 1,305 1,177

Decrease in net assets

Pension payments 426 411 398 370 341 316 283 250 213 177
Termination payments and transfers 116 118 126 123 135 201 145 202 135 93
Operating expenses 17 19 22 22 23 22 20 18 17 17

559 548 546 515 499 539 448 470 365 287

INCREASE/(DECREASE) IN NET ASSETS 462 1,324 1,341 830 1,151 (933) (576) 431 940 890

NET ASSETS
Investments

Cash and short-term investments 3,165 3,419 874 219 172 204 202 514 192 209
Government and corporate bonds 1,371 1,364 906 765 853 686 658 506 542 477
Real return bonds 1,257 1,277 1,103 804 582 549 493 528 440 419
Government of Ontario debentures 1,411 1,603 1,783 1,953 2,090 2,200 2,243 2,313 2,296 2,631
Public equities – Canadian 3,177 2,878 2,917 2,792 2,601 2,017 2,192 3,184 2,873 3,279
Public equities – Foreign 3,940 4,348 3,680 3,680 3,265 2,784 3,546 2,884 3,145 1,529
Real estate 1,201 777 542 220 40 41 45 43 32 26
Private markets 466 228 – – – – – – – –
Investment-related receivables 76 96 96 122 108 23 26 26 24 39

16,064 15,990 11,901 10,555 9,711 8,504 9,405 9,998 9,544 8,609

Contributions receivable from members 15 12 12 11 10 7 6 7 7 13
Contributions receivable from employers 25 22 25 24 21 25 21 19 22 19
Other assets 3 4 5 7 10 13 12 5 5 3 

TOTAL ASSETS 16,107 16,028 11,943 10,597 9,752 8,549 9,444 10,029 9,578 8,644

LIABILITIES
Accounts payable and accrued charges (32) (25) (17) (25) (20) (44) (7) (15) (4) (3)
Investment-related liabilities (2,474) (2,864) (111) (98) (88) (12) (11) (12) (3) (10)

TOTAL LIABILITIES (2,506) (2,889) (128) (123) (108) (56) (18) (27) (7) (13)

NET ASSETS AVAILABLE FOR BENEFITS 13,601 13,139 11,815 10,474 9,644 8,493 9,426 10,002 9,571 8,631

Actuarial asset value adjustment 565 1,341 899 (30) (704) (1,774) (774) 316 701 844
Accrued pension benefits 11,114 10,460 9,944 9,525 8,865 8,389 7,832 7,713 7,242 7,201

SURPLUS/(DEFICIT) 1,922 1,338 972 979 1,483 1,878 2,368 1,973 1,628 586

INVESTMENT PERFORMANCE (%)
Rate of Return 5.6% 13.4% 15.6% 11.7% 17.3% (7.2%) (3.5%) 7.0% 11.4% 11.3%

After inflation 3.2% 11.4% 13.4% 9.6% 15.3% (11.1%) (4.2%) 3.8% 8.8% 10.3%
Benchmark 4.2% 11.7% 14.6% 11.5% 13.6% (7.8%) (4.4%) 3.3% 14.6% 13.2%

After inflation 1.8% 9.7% 12.4% 9.4% 11.6% (11.7%) (5.1%) 0.1% 12.0% 12.2%
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As of December 31, 2007 Manager Strategy Focus

Canadian Equities Beutel, Goodman and Company Active Canadian large capitalization
Guardian Capital Active Canadian large capitalization
PCJ Active Canadian large capitalization
Sceptre Active Canadian small capitalization
Barclays Global Investors Enhanced passive Canadian large capitalization

Foreign Equities Barclays Global Investors Quantitative Synthetic foreign index strategies 
Wellington Asset Management Enhanced passive U.S. large capitalization
JL Kaplan Active U.S. small-medium capitalization
Rothschild Asset Management Active U.S. small-medium capitalization
Grantham Mayo Otterloo Active Foreign excluding U.S.
Walter Scott Partners Active Foreign excluding U.S.
Alliance Bernstein Active All foreign markets
Marathon London Active All foreign markets
Baillie Gifford Active Emerging markets

Foreign Currency Barclays Global Investors Active and passive Developed market currencies

Fixed Income Phillips, Hager & North 
Investment Management Active Canadian government and corporate bonds

Addenda Capital Active Canadian government and corporate bonds
Goldman Sachs Asset Management Quantitative Canadian fixed income swaps

Public market investment managers and strategies



50 |

The OPSEU Pension Trust was established to give plan members and the Government of Ontario
an equal voice in the administration of the OPSEU Pension Plan through joint trusteeship. As
sponsors, the Government of Ontario and the Ontario Public Service Employees Union (OPSEU)
each appoint five Trustees to the OPTrust Board. One Government appointee and one OPSEU
appointee fill the positions of Chair and Vice-Chair, with the roles alternating between
Government and OPSEU appointees every two years. 

The Trustees are responsible for all aspects of the Plan’s operation. They review OPTrust’s
investment policies and performance to ensure that money is available to pay members’ and
pensioners’ benefits. They take appropriate steps to make sure that pension liabilities are properly
valued and that the Plan’s financial statements accurately reflect OPTrust’s financial position. The
Trustees also monitor the Plan’s administration to ensure that members and pensioners receive
the benefits to which they are entitled, along with timely and effective information and services. 

To fulfill these responsibilities, new Trustees receive an intensive orientation to the Plan and
ongoing training in pension plan governance and administration. The Board retains independent
legal, actuarial, investment and accounting professionals and an independent custodian. The
Trustees also set policy and strategic priorities and monitor the performance of the OPSEU
Pension Trust through its senior management team. 

Standing committees of the Board
The Trustees have established five standing committees reporting to the Board: 

The Administration Committee oversees the Plan’s pension operations including its organizational
plans, and operating and capital budgets. It monitors and makes recommendations on pension
administration policies, plan amendments and legislative changes, and oversees the preparation
of actuarial valuations. 

The Audit Committee ensures that OPTrust’s financial statements are complete and objective,
reviews the Plan’s accounting and financial policies and ensures OPTrust’s systems and processes
comply with legal and professional standards. The committee also oversees OPTrust’s operational
risk management program. 

The Governance and Compensation Committee is responsible for reviewing OPTrust’s internal
governance practices, establishing performance criteria and objectives for OPTrust’s Chief
Administrative Officer and Plan Manager and Chief Investment Officer, and for establishing the
compensation structure and succession planning for senior management. 

The Investment Committee monitors the performance of the OPSEU Pension Trust Fund and its
investment managers, and reviews their compliance with OPTrust’s investment policies and
related legal and regulatory requirements. It also researches and recommends changes to the
Plan’s investment policies, asset mix and investment managers. 

The Adjudication Panel gives plan members and pensioners access to a review process in the event
of disputes concerning OPTrust’s decisions on eligibility, benefit entitlements or other pension-
related rights under the OPSEU Pension Plan. 

Board of Trustees and committees
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As a major institutional investor, OPTrust has an interest in promoting high standards of corporate
governance and ensuring the effective functioning of capital markets. 

Proxy voting
As part of our efforts to promote good corporate governance, OPTrust actively exercises our voting
rights as a shareholder in the companies in which we invest. The Plan’s shares are voted according
to detailed Proxy Voting Guidelines approved by the Trustees. These guidelines address key
governance issues such as the appointment of independent auditors and directors, compensation
and stock option plans, and mergers and acquisitions. They also address a range of social, ethical
and environmental concerns. If voting issues arise that fall outside the guidelines, they are
referred to a subcommittee of the Investment Committee for guidance.

Environmental, social and governance issues
OPTrust recognizes that environmental, social and governance (ESG) issues have the potential to
affect the performance of our investment portfolios. In 2007, the Trustees approved changes to
the Plan’s Statement of Investment Policies and Procedures identifying ESG concerns as factors to
be considered in the Plan’s investment activities. 

Advocacy on corporate governance
As part of our ongoing commitment to promoting sound corporate governance, OPTrust
participates as an active member of the Canadian Coalition for Good Governance (CCGG). This
organization includes a number of leading Canadian pension plans and institutional investment
managers, representing over $1.4 trillion in institutional investment assets. The coalition’s 
mission is to represent Canadian institutional shareholders through the promotion of corporate
governance best practices and to align the interests of boards and management with those 
of shareholders. 

Auditor independence
The Board of Trustees has established a policy for pre-approval of services performed by the
external auditor, PricewaterhouseCoopers, aimed at preserving and enhancing their accountability
and independence. 

The pre-approval process requires the Audit Committee to review and approve a schedule of
anticipated permissible services required from the external auditor. These services include the
statutory audit, tax consulting, risk management and other audit-related services. Prohibited
services include bookkeeping, systems implementation, services for actuarial valuation or 
internal audit purposes, and other services that could compromise the independence of the
external auditor. 

Auditors’ Fees, 2007 versus 2006
($ thousands, including taxes) 2007 2006

External audit 1 313 308
Operational risk management 16 61
Tax services 20 47

Total 349 416

1 Includes external audit services for related legal entities 

Corporate governance and auditor independence
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Members of the Board of Trustees
at December 31, 2007

Jordan Berger, Chair*
Supervisor, Strategic Planning and Policy
Development
Ontario Public Service Employees Union
(OPSEU) 

Michael Beswick**
Senior Vice-President, Pensions (retired) 
Ontario Municipal Employees 
Retirement System 

Alicia Czekierda*
Secretary, Robarts/Amethyst Schools
Ministry of Education 

Ruth Galinis*
Retired OPSEU local representative
Ministry of Culture and Ministry of Tourism
and Recreation

Richard Johnston**
Former administrator and counsellor
Trent University
Former President
Centennial College (Scarborough) 

Don Jordan*
Occupational Health and Safety Officer
Ministry of Labour 

John MacMillan**
Manager, Pension Policy Unit
Ministry of Government and Consumer
Services 

Mahmood Nanji**
Assistant Deputy Minister
Strategic Asset Management Division
Ministry of Public Infrastructure Renewal

Doug Paolini*
Bilingual Employer Specialist
Office of the Employer Advisor
Ministry of Labour

Tony Ross, Vice-Chair**
Former Vice-Chair (retired) 
Merrill Lynch Canada 

* Appointed by OPSEU
** Appointed by the Government of Ontario 

Professional Advisors 
and Significant Agents

Actuaries
Buck Consultants, an ACS company 

Auditors
PricewaterhouseCoopers LLP 

Custodian
RBC Dexia Investor Services Trust

Legal Counsel
Koskie Minsky LLP

Senior Management, 
Administration Division

Heather Gavin
Chief Administrative Officer and 
Plan Manager 

Bob Breens
Vice-President, Policy and Communications 

Charlie Eigl, CA
Vice-President, Finance 

Bill Foster
Vice-President, Member and 
Pensioner Services 

Graeme Isdale
Vice-President, Information Technology

Senior Management, 
Investment Division

Morgan Eastman
Chief Investment Officer 

Enrique Cuyegkeng, CFA
Managing Director, Public Market Investments 

Robert Douglas, CFA
Managing Director, Real Estate Investments 

Anca Drexler, CFA
Managing Director, Investment Operations
Research and Risk 

Kevin Warn-Schindel
Group Head and Managing Director, 
Private Markets Group

Trustees, advisors and senior management
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Members of the Board of Trustees

Ruth Galinis, Michael Beswick and Don Jordan

Alicia Czekierda and Mahmood Nanji

Jordan Berger and Tony Ross

Doug Paolini, Richard Johnston and John MacMillan



HOW TO REACH US 

This report summarizes certain provisions of the
OPSEU Pension Plan. Please note that this report does
not create any rights to benefits not provided for in
the actual terms of the Plan. In the event of any
conflict or omission, the legal requirements of the
OPSEU Pension Plan will govern in all cases.

Member and Pensioner Services
1 800 637-0024 (toll-free in Canada)
416 681-6100 (Toronto)

General Information
1 800 906-7738 (toll-free in Canada)
416 681-6161 (Toronto)

Fax 416 681-6175

E-mail email@optrust.com

Website www.optrust.com

OPSEU Pension Trust
1 Adelaide Street East
Suite 1200
Toronto, Ontario
M5C 3A7

Les états financiers de la Fiducie du régime 
de retraite du SEFPO sont aussi disponibles 
en français. 

ISSN 1204-0525

OPTrust Publications

It’s Your Pension
Your Pension and Your Beneficiaries
Your Pension and Buying Back Credit
Your Pension and Divestments
Your Pension and Planning Your Retirement
Your Pension during Retirement
OPTrust Proxy Voting Guidelines
OPTions – newsletter for plan members
The Pension Connection – newsletter for pensioners

OPTrust’s publications and other information 
about the OPSEU Pension Plan are available 
online at www.optrust.com.




