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Shantha Dissanayake
OPTrust Retiree, Ministry of Municipal Affairs and Housing

When Shantha Dissanayake retired in 2010, it not only marked an important milestone for her, but for OPTrust,
too. After a 21-year career with the Ontario Public Service, Shantha became OPTrust’s 25,000th pensioner.

“

I was nervous about the retirement process, but everyone I spoke to at OPTrust
was excellent in guiding me. My OPTrust pension provides added security for my
family – it’s the icing on the cake. It also allows me to qualify for insured benefits,
which means a lot to me. I bought back my service from the two OPS strikes
and I was able to retire with OPTrust’s 60/20 early retirement option. Now my
pension means I have the freedom to pursue a full-time career in real estate.

”

Strategy,
Performance,
Security, Trust
With invested assets of over $13.3 billion, the OPSEU Pension Trust (OPTrust)
manages one of Canada’s largest pension funds and administers the OPSEU Pension
Plan, a defined benefit plan with more than 83,000 members and retirees.

Our mandate

In 2010, OPTrust:

OPTrust was launched in 1995 to provide service
and security to the members and retirees of the
OPSEU Pension Plan. Our mandate focuses on three
key objectives:

• Achieved an investment return of 13.9%, significantly
outperforming our 10.9% benchmark and exceeding the
Plan's 6.75% funding target return for the second year
in a row

• Generating the long-term rate of return on investments
needed to support the pension promise

• Continued a multi-year shift in the Plan’s long-term
asset mix, strengthening our ability to achieve our target
return over time, while reducing short-term volatility

• Delivering the finest service and communications to our
members and pensioners
• Ensuring that our membership has a real voice in the
Plan through joint trusteeship

• Implemented the first of three annual 1% increases in
members’ and employers’ contribution rates, as part of
a proactive strategy to address the Plan’s funding deficit
• Strengthened the Plan’s actuarial assumptions to
reflect economic and demographic trends and ensure
the Plan is properly funded to meet pension obligations
• Received high marks from our members and retirees
for the quality of the service and communications
we provide
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2010
at a Glance
Funding Highlights*
At December 31 ($ millions)

Net assets available for benefits
Actuarial smoothing adjustment

2010
VALUATION
$

13,317
(388)

2009
VALUATION
$

12,929
5,025

Actuarial value of net assets
Present value of future contributions**
TOTAL ASSETS

$

17,954

Current cost of future pensions
Rate stabilization funds

$

17,697
843

TOTAL LIABILITIES

$

18,540

SURPLUS (DEFICIT)

$

(586)

11,989
294

2008
VALUATION
$

12,283
4,747
$

10,987
927
11,914
4,653

17,030

$

16,567

16,595
828

$

16,353
820

$

17,423

$

17,173

$

(393)

$

(606)

* The difference between funding and financial statement valuations is described on pages 26-27.
** Includes the full 3% increase in contribution rates approved by the Plan’s sponsors.

Pension Security for the Long Term
In 2010, OPTrust extended its proactive strategy to ensure
stable long-term funding for members’ and retirees’ pensions.
In January, OPTrust implemented the first of three annual 1%
increases in members’ and employers’ contribution rates
approved by the Plan’s sponsors. Combined with payments from
the Plan’s rate stabilization reserves, these actions are helping
eliminate the deficit caused by our 2008 investment loss, while
maintaining the value of members’ future pensions.

Over the year, OPTrust’s 13.9% investment return helped
increase net assets by $1.3 billion. This strong performance left
the Plan with $388 million in deferred investment gains, which
will be recognized over the next four years. OPTrust’s Board also
strengthened the economic and demographic assumptions
used to project the cost of members’ future pensions. This
prudent decision increased the current funding deficit but
substantially improved the ability of the Fund to meet the Plan's
pension obligations over the long term.

Membership Snapshot
2010

2009

Active members
Former members with entitlements in the Plan

46,893
1,434

47,316
1,278

Pensioners
Current
Deferred

25,813
8,924

24,758
8,990

Total members and pensioners

83,064

82,342

At December 31
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11.8

8.7
7.6
7.3

5.1
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Net Assets Available for Benefits
At December 31 ($ billions)

8.5

(16.2)
(16.8)

5.6
4.2
7.0
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Investment Performance
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OPTrust’s return (%)
Composite benchmark (%)
Funding target return (%)

OPTrust’s diversified portfolio achieved a 13.9% return for 2010, substantially
outperforming both our 10.9% composite benchmark return and the Plan’s
6.75% funding target return. OPTrust’s average return of 8.7% since the Plan’s
launch in 1995 exceeds both our benchmark and the Plan’s funding target for
the same period.

The Plan’s net assets rose to $13.3 billion in 2010, up $1.3 billion
from the year before. The increase resulted from investment income of
$1.5 billion for the year. This was partly offset by benefit payments and
expenses that exceeded contributions by $202 million.

Funding Assets and Liabilities

Funding Surplus (Deficit) and
Rate Stabilization Funds

At December 31 ($ billions)

01

02

03

04

843

828

820

(586)

(393)

(606)

408

470

427
(105)
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15.9

15.0
14.9

14.3
13.8

13.8
13.3

13.3
13.0

12.7
12.2

12.2

12.2

16.3

17.9

17.4

17.2

18.5

At December 31 ($ millions)
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Total actuarial assets

06

07

Total actuarial liabilities*

Surplus (deficit)

Surplus

Rate stabilization funds

08

09

10

Deficit

Strong investment returns helped increase the Plan’s total assets by $924
million in 2010. At the same time, growth in the value of members’ earned
pensions together with changes in the Plan’s actuarial assumptions increased
total liabilities by $1,117 million. As a result, the current funding deficit
increased slightly to $586 million at year-end.
* Includes rate stabilization funds.

The Plan had a funding deficit of $586 million at the end of 2010 and rate
stabilization funds of $843 million, which were set aside by the sponsors
from past funding gains. In 2009 the sponsors approved the use of the
stabilization reserves to pay down the 2008 funding deficit of $606 million
over a maximum of 15 years. The stabilization reserves are sufficient to
address the 2010 funding deficit, at the sponsors’ discretion.
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Message from
the Chair and Vice-Chair
2010 Highlights
• OPTrust continued our strategic approach to managing the Plan’s funding deficit
while maintaining the future value of members’ pensions.
• The Trustees completed a full review of OPTrust’s governance practices to ensure that the organization’s
management and board structures continue to support effective decision-making
for the Plan.
• The Board established the role of President and CEO, appointing Stephen J. Griggs
to the position in June 2011.

2010 was a year of strategic transition for OPTrust.
Since its launch in 1995, the organization has created
a legacy of prudent oversight, service excellence and
a commitment to ensuring that members have a say in
their pension plan through joint trusteeship. However,
the lessons of the economic crisis of 2008 highlight that
the Plan must continue to be flexible in its approach. We
must always be diligent in performing regular reviews of
our operations to ensure that they continue to support
good decision-making for the Plan. As Trustees, we
continued to closely examine opportunities to make
enhancements to our operations in 2010 and to oversee
the implementation of the initiatives we began in 2009,
such as the changes to the Plan’s long-term asset mix.
This report describes the thoughtful and deliberate
strategies we have adopted across all areas of the
organization to ensure long-term security for plan
members. By building upon the sound structures and
practices we have established since OPTrust was
founded, we are positioning the Plan to meet the
challenges of the future and keep the pension promise
to all our members and retirees.

Plan governance
We conducted a full review of internal governance in
2010 and our findings led us to make some refinements
and enhancements to the organization’s structure
and practices.
In the area of Board governance practices, we have:
• established the role of corporate secretary to
help foster and support continued best practices
in governance

4 | OPTrust Annual Report 2010

• enhanced communications with the Plan’s sponsors
by implementing more formal mechanisms to provide
updates and information
• developed and approved a policy which ensures a full
review of all of the Board's professional advisors to
make certain that they continue to meet the Plan’s
needs and are delivering value.
Further enhancements to board governance will include:
• increasing the scope of our existing Trustee education
program to provide the Plan’s Trustees with ongoing
opportunities to expand their knowledge and skills as
they relate to the oversight of the Plan
• creating a more formal on-boarding program for new
Trustees so they can quickly integrate and participate
fully in Board activities
• defining and implementing a governance model for
the Trust that takes into account the creation of the
position of President and CEO.
All of these activities will increase the capabilities of the
Board, helping ensure that the Trustees have the tools
they need to make effective decisions on behalf of the
Plan’s members.

New President and CEO
The most significant change we made was a structural
one: the establishment of the role of President and CEO
to lead OPTrust’s operations under the policy direction
and delegated authority of the Board. The President and
CEO is directly accountable to the Board of Trustees and
responsible for the integrated operations of all OPTrust’s
divisions. We believe this structure will improve reporting
and accountability and allow the Board to focus on its
governance responsibilities.

Maurice Gabay	Scott Campbell
Chair

Vice-Chair

In April 2011, we were delighted to announce our
appointment of Stephen J. Griggs as OPTrust’s first
President and CEO. Mr. Griggs is a veteran of the financial
services industry, with a breadth and depth of experience
in institutional and retail financial services and a strong
track record of leadership. Most recently he served as
Executive Director of the Canadian Coalition for Good
Governance and he brings a deep commitment to
excellence in governance to OPTrust. Mr. Griggs joined
the organization on June 1, 2011, and we look forward to
working very closely with him to drive the organization’s
strategic goals forward.

Deficit management

The other major structural change we adopted was
to create a new Shared Services division at OPTrust
to centralize those departments that provide internal
services to other business units. This structure provides
greater opportunities to achieve efficiencies and costeffective service delivery for the Plan. Finance was also
established as a division to provide finance-related
shared services, tax and regulatory compliance, and
financial reporting across all of OPTrust.

As Trustees we have been closely monitoring the Plan’s
funding status and the implementation of the deficit
management strategy that was put in place in 2009.
2010 saw OPTrust continue to implement this strategy
with the first of three annual contribution increases
taking effect.
As expected, the Plan remains in a deficit position in
2010 and is expected to continue to run a deficit for
some time to come. The Plan enjoyed a second year
of strong investment results, moving from deferred
investment losses in 2009 to deferred gains. Under our
funding policy, we smooth investment returns by deferring
portions of investment gains or losses to future years.
In the short term, this means that plan members will not
immediately realize the full benefit of strong investment
results, but over the long term this approach reduces
fluctuations in asset values to promote stability in the
Plan’s financial position.
During the year, we strengthened the Plan’s actuarial
assumptions for mortality to better reflect the fact that
members are living longer and collecting a pension for
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a longer period of time. This in turn increases the Plan’s
liabilities so it is critical to factor this in when looking at
future funding requirements. The immediate result of
these assumption changes and recognition of deferred
losses from 2008 is that the Plan’s deficit increased to
$586 million at the end of 2010. Over the long term,
strengthening our assumptions is a prudent strategy
which will reduce the risk of adverse events impacting the
Plan's funding in the future.
One key tool for managing the Plan’s deficit is the member
and employer rate stabilization funds, which the sponsors
prudently set aside from past funding gains. In 2009, the
sponsors earmarked $606 million from these reserves to
pay down the Plan’s 2008 funding deficit over a maximum,
of 15 years. This allowed OPTrust to manage the funding
impact of the Plan’s 2008 investment losses while
maintaining the value of members’ future pension benefits
and moderating the impact on members’ and employers
contribution rates. At the end of 2010, the rate stabilization
funds totalled $843 million. These reserves are sufficient
to cover the increase in the deficit identified in the 2010
funding valuation, at the discretion of the Plan’s sponsors.
The Board has also thoroughly examined the possibility
of eliminating the final contribution increase in 2012.
In the end, we concluded that implementing all three
phased increases as planned was critical to the long-term
financial health of the Plan.
We remain committed to maintaining the value of
members’ future pensions and to keeping the pension
promise to our retired, current and future members. In the
meantime, we will continue to regularly conduct funding
valuations to examine the financial state of the Plan and
determine if there are future opportunities to readjust
contribution rates downward.

Sound investment strategy
Underpinning the pension promise is the need to generate
investment returns that equal an average real rate of
return (after inflation) of 4.0%, over the long term. In 2010,
OPTrust continued the evolution of the Plan’s asset mix to

bring it closer to the long-term strategic asset mix targets
that were established in 2009. This long-term strategy is
intended to reduce overall investment risk and increase our
ability to meet the Plan’s long-term funding requirements.
The Plan’s investments generated a strong return of
13.9% in 2010. The total fund return also substantially
outperformed its benchmark return of 10.9%. A broadbased recovery in global investment markets, following
the recession of 2008 and early 2009, provided the
foundation for these results. However, OPTrust's active
management of the Plan's assets also generated
significant added value in each of the Plan's major
portfolios in 2010.
Effective risk management is another critical element of
our long-term investment strategy and in 2010, OPTrust
launched the first phase of a new enterprise-wide
investment risk system. This system improves the ability
of OPTrust’s investment division to analyze risks affecting
the Plan, enhances risk reporting capabilities and
increases the ability to monitor compliance to risk limits.
We will continue to examine additional opportunities to
effectively mitigate and manage risk for the Plan.

Responsible investing
Environmental, social and governance issues have
the potential to affect the performance of the Plan’s
investment portfolios and as such, responsible investing
is something we take very seriously. In 2010, OPTrust
made significant progress in the implementation of its
Statement of Responsible Investing Principles (SRIP),
which the Board approved in 2009. The SRIP, which
applies to all of OPTrust’s assets, is an expression of our
support for high standards of corporate governance, our
strong record of shareholder voting and our continuing
efforts to promote the integration of environmental, social
and governance factors into the management of each of
our investment portfolios.
In 2010, OPTrust became a signatory to the United
Nations’ Principles for Responsible Investing (PRI). As a
signatory we both commit to a best practices framework
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for responsible investing and are able to access a global
network of organizations to share information and
collaborate on engagement activities.
OPTrust also joined the Carbon Disclosure Project (CDP),
an international initiative that conducts an annual
survey of thousands of the world’s largest companies
regarding their greenhouse gas emissions and climate
change strategies. The companies’ responses and CDP
reports assist OPTrust in evaluating investment risks and
opportunities related to climate change.

A focus on service
Providing OPTrust’s members and pensioners with high
quality service and communications is a core element of
our mandate. To do so, OPTrust regularly conducts surveys
of the membership to gather feedback on how well we
are meeting their needs. During 2010, a special survey of
the membership gave OPTrust high marks for delivering
timely service and communications that meet members’
and pensioners’ individual needs. Overall satisfaction with
OPTrust’s communications program was rated 8.1 out of
10 by active members and 8.6 out of 10 by pensioners.
Our telephone service was also rated highly, with nine
out of 10 members who contacted OPTrust reporting that
their issue was resolved with one call.
While we are pleased with the results, we will continue
to emphasize service and communications to the
membership and look for ways to proactively enhance
these areas. One area of focus is in helping members
and pensioners make informed decisions about their
retirement options. In 2010, OPTrust continued a broad,
proactive communications program to reach out to
members with timely information, including sending out
more than 125,000 e-mail updates and delivering 60
pension seminars.

Leadership changes
In 2010, the Board of Trustees welcomed one new
appointee – Tracie Crook. Ms. Crook is the former
President and CEO of ResMor Trust Company and has held
senior roles at the Toronto Stock Exchange, Sprint Canada,
and Siemens in New York. Her expertise includes strategic
planning, operations, reengineering/streamlining and
relationship management. Her experience and expertise
are a valuable asset for the Board. Another new appointee
to the Board was named in February 2011 – Patricia Li.
Ms. Li is the Assistant Deputy Minister, Direct Services
Division at the Ministry of Health and Long-Term Care
responsible for land and air ambulance services, the
Psychiatric Patient Advocacy Office, and individual eligibility
programs including OHIP, assistive devices and home
oxygen. Prior to this role, Patricia has held senior positions
with various ministries and government agencies.
We also said farewell and offered our sincere appreciation
to Mahmood Nanji and Richard Johnston, whose terms as
Trustees concluded in 2010, and Michael Beswick, whose
term ended in early 2011.
We wish to express our gratitude to our fellow Trustees
and OPTrust’s management and staff for their dedication
to the interests of our more than 83,000 members and
pensioners. We look forward to working with them and the
Plan’s sponsors as we continue to implement strategies
that will help build long-term security for the Plan.

Maurice Gabay
Chair

Scott Campbell
Vice-Chair
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Investment Strategy
and Performance
2010 Highlights
• OPTrust’s Total Fund generated an investment return of 13.9%, outperforming both our 10.9% benchmark
and the Plan’s 6.75% funding target return.
• We began implementing a new investment risk system, enhancing our ability to model and track risks
at the portfolio and total fund level.
• We implemented the first phase of a new energy commodities allocation as part of our long-term
diversification strategy.
• OPTrust became a signatory to the United Nations’ Principles for Responsible Investment.

Long-term objective
OPTrust’s investment program is
designed to meet one overriding
objective: generating the long-term
investment return needed to provide our
83,000 members and retirees with a
secure lifetime pension.
To meet this funding requirement, it is
expected that the Plan’s investment
portfolio will achieve a real average
annual return of 4% after inflation, over
the long term. Factoring in the Plan’s
2.75% inflation assumption for 2010,
our nominal target return for funding
purposes was 6.75% in 2010.
This long-term return target is a key
criterion in establishing the Plan’s asset
mix, developing OPTrust’s investment
strategy and determining an appropriate
level of investment risk for the Fund. The
target return also provides an important
reference point for measuring the
Plan’s performance against our funding
requirements, particularly over the
long term.
Over OPTrust’s 16 years of operation, the
Plan’s investment portfolio has realized
an average gross annual return of 8.7%,
exceeding our 7.3% average funding
target for the same period by 1.4%.

Total fund performance
We also compare the Fund’s
performance to a “benchmark portfolio”
that is a composite of OPTrust’s
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allocation to various asset classes
held by the Plan. Where possible, the
performance of this benchmark portfolio
mirrors that of widely recognized indexes
for each asset class. As a result, it
provides a useful point of reference for
measuring the added value generated
by OPTrust’s active management of the
Fund relative to the equivalent passively
managed portfolio.
In 2010, OPTrust’s investment portfolio
gained a robust 13.9%, substantially
outperforming our composite
benchmark’s 10.9% gain for the year.
Total investment earnings were $1,530
million in 2010, up from $1,348 million
in 2009, when the Plan returned 13.6%.
The added value generated by active
management of the Fund was 2.9% or
$363 million dollars in 2010.
OPTrust’s strong performance in 2010
reflected the continuation of a broadbased recovery in global investment
markets, following the recession of
2008 and early 2009. As a result, each
of OPTrust’s major portfolios achieved
double-digit returns in 2010, with public
equity, real estate and infrastructure
portfolios accounting for more than 90%
of the Fund’s outperformance relative to
our benchmark portfolio.
OPTrust’s total fund return has more than
doubled our 6.75% funding target for the
past two years running. Since 1995, the
Plan has bettered our benchmark return
by an average of 1.1% annually.

Diversification strategy
OPTrust takes a comprehensive
approach to identifying and managing
a wide range of factors that can impact
our ability to achieve the Plan’s funding
target return.
The overarching risk the Plan faces
is that of not generating sufficient
investment returns to fund members’
and retirees’ current and future pension
entitlements from the investment
returns. Long-term funding comes from a
combination of members' and employers'
contributions and investment earnings.
Less funding from one of these sources
typically means that the Plan requires
more from the other. To help manage this
risk, we conduct periodic asset/liability
studies to ensure that our investment
portfolio is structured to meet our
funding requirements over the long term,
while keeping investment risk within
limits established by OPTrust’s Board
of Trustees.
Our most recent asset/liability study
was completed in 2009. It measured
the projected impact of a wide range
of possible asset classes on expected
10-year total fund returns and compared
them with the anticipated growth in the
Plan’s pension liabilities under a variety
of economic scenarios. The result was a
series of changes to our long-term asset
mix targets approved by OPTrust’s Board.
These adjustments to OPTrust’s
diversification strategy are expected to
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Portfolio Returns vs. Benchmarks, 2010
28.4
28.4

Total Fund Returns vs. Benchmarks, 2001-2010

Fixed
income*

Real
estate
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total

Private
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OPTrust’s return (%)
Composite benchmark (%)

OPTrust’s return (%)

Funding target (%)

Benchmark (%)

In 2010, OPTrust achieved an investment return of 13.9%, up from 13.6%
the previous year. The portfolio has outperformed the Plan’s composite
benchmark return in nine of the past 10 years. OPTrust’s average return of
8.7% since the Plan’s inception in 1995 exceeds both our benchmark and the
Plan’s funding target for the same period.

OPTrust’s 13.9% return for 2010 topped our composite benchmark
return by 3%. Strong returns from the Plan’s global equity portfolio, real
estate and infrastructure investments accounted for the majority of the
Fund’s outperformance. Full-year results are not available for the energy
commodities portfolio, which was launched during the year.
*Includes real return bonds

Benchmarks Used to
Measure Total Fund Performance

Value-added Investment Growth
$3,857

Asset Class

Benchmark

Canadian equity
Global equity

S&P TSX Composite Index
Weighted composite of: S&P 5001,
MSCI EAFE1, MSCI EMF indexes
Private equity composite2
OPTrust real return bond portfolio
Custom IPD Index
Consumer Price Index + 5%
S&P/GCSI Energy Index

Private equity
Real return bonds
Real estate
Infrastructure
Commodities energy
Fixed income
Cash & short-term
investments

$3,299

Weighted composite of: DEX Long Bond,
Custom Swap Benchmark (Long)
DEX 182 Day T-Bill Index

Benchmark returns for these indexes incorporate a 50% currency hedge
to reflect OPTrust's policy of passively hedging 50% of the Fund's exposure
to developed market currencies.
2
The private equity portfolio benchmark reflects the actual return for the
first four years of each investment. Thereafter, the portfolio benchmark
incorporates the approved custom private equity benchmark (public
equity/LIBOR blend + spread) for each investment.
1

$3,086
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Growth based on OPTrust’s returns
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OPTrust has outperformed our composite benchmark in 13 of the 16
years since the Plan’s inception. Cumulative returns have exceeded both
the benchmark and the Plan’s funding target over the same period. Based
on our annual returns, a $1,000 investment in 1995 would have grown to
$3,857 at the end of 2010, versus $3,299 for the Plan’s benchmark and
$3,086 for the funding target.
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In his role as Chief Investment Officer for OPTrust, Morgan Eastman
oversees the investment strategy for the Plan’s $13 billion portfolio.

“

Our investments achieved an excellent return of 13.9% in 2010,
with strong performance generated by all areas of the portfolio.
These results demonstrate how our long-term diversification and
risk management strategies are working effectively for the Plan.

”

Morgan Eastman
Chief Investment Officer, OPTrust

improve the Plan’s ability to meet our
funding target over the long term, while
reducing the annual volatility of the
Plan’s returns. The changes, which are
being implemented over the next five
years, include:
• a gradual reduction in the Plan’s
allocation to public equities to 25% of
the Fund, compared to 47% at the end
of 2010
• increasing the target allocation for
private equity to 15%, up from the
previous target of 10%, and the
portfolio’s current weight of 3.3%
• increasing the target real estate
allocation to 15%, up from the
previous target of 10%, and the
current weight of 10.7%
• adding a new 5% allocation to energy
commodities in two phases in 2010
and 2011
• reducing the long-term allocation to
real return bonds to 2.5% of the Fund.
The study also supported maintaining
the Plan’s current long-term allocation
to infrastructure investments at 15%.
Since the portfolio’s launch in 2006, it
has grown to 4.9% of the Total Fund at
the end of 2010.
These adjustments to our long-term
asset mix build on the increasing
diversification of the Plan’s portfolio
since 2004. In particular, they will
deepen the Plan’s commitment to

"alternative" investments, including real
estate, infrastructure and private equity.
Together these portfolios have grown
to a combined value of 18.9% of the
Fund at the end of 2010. When the new
allocations are fully implemented, these
portfolios will account for 45% of the
Plan’s assets.
Alternative investments offer a number
of advantages to the Plan:
• Returns from real estate,
infrastructure and energy
commodities have historically had
relatively low correlations with public
equity markets. As a result, these
alternatives have the potential to
partially mitigate the effects of future
public equity market downturns.
• Real estate and infrastructure offer
an effective match for the longterm obligations of the Plan and are
expected to offer a partial hedge
against inflation. They also provide a
steady flow of income to help meet
the Plan’s growing pension payments.
• While private equity investments
typically involve more risk than
public equities, expert in-house
management of our portfolio offers
the prospect of higher returns than
public equities on both an absolute
and risk-adjusted basis.
• Despite their high volatility in relation
to other asset classes held by the
Fund, adding energy commodities to
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the asset mix actually reduces risk at
the total fund level because of their
historically low correlation with the
Plan’s other holdings.

2010 asset mix changes
In 2010, OPTrust’s Investment Division
continued to execute our multi-year
strategy for achieving the Plan’s
long-term asset mix targets. At the
core of this strategy is a flexible multiyear pacing plan that establishes
interim annual targets and ranges for
the weighting of each portfolio. This
provides our investment teams the
flexibility to make new investment
commitments as attractively priced
opportunities arise.
Over the year, OPTrust increased
funding to all four of the Plan’s
alternative portfolios:
• The real estate portfolio increased to
$1,419 million, up $139 million from
the end of 2009.
• Net infrastructure and private equity
investments grew to $648 million and
$431 million, respectively. Together
these portfolios accounted for 8.2% of
the fund at year-end.
• OPTrust implemented the first phase
of our energy commodities strategy.
Valued at $389 million or 2.9% of the
Fund at year-end, the portfolio was
increased to 5% of plan assets in
early 2011.

Asset Mix Changes
At December 31
2.1

2.5
21.2

19.5

20.0

2.5

15.4

7.6

10.0

15.0
2.9

3.0
22.6

4.9
25.8

15.0
15.0
13.0

9.6

3.3

2010 actual* (%)

Canadian equities
Global equities
Private equity
Real return bonds

6.0

15.0

9.5
2010 target (%)

20.3

5.0

8.0

10.7

20.3

20.0

2.5

Long-term Target (%)

4.6

24.0

10.7
9.8

2.7

2009 Actual* (%)

In 2010, OPTrust continued the multi-year implementation of changes to the Plan’s long-term asset mix,
approved in 2009. The changes are designed to further reduce investment risk and volatility at the total
fund level, while strengthening OPTrust’s ability to meet the Plan’s target return under a range of scenarios.
* Categories include temporary cash balances.

Real estate
Infrastructure
Commodities – energy
Bonds
Cash and short-term investments

New investment risk system
In 2010, OPTrust completed the
first phase of a new enterprise-wide
investment risk system. The system
improves our ability to conduct
sophisticated, forward-looking analyses
of risks affecting the Plan at the
portfolio and total fund levels.

Currency risk
Over the long term, changes in foreign
currency rates in relation to the
Canadian dollar are expected to have
a neutral effect on investment returns.
In the short term, however, changes in
the value of the Canadian dollar versus
other currencies can have a material
impact on the Fund’s returns in any
given year.
OPTrust therefore employs a “passive”
currency hedging strategy to reduce the
annual volatility of returns for our foreign
investments. Under this strategy, we
hedge 50% of the Plan’s exposure to
developed market currencies at a total
fund level.
In 2010, currency hedging helped limit
the effects of the depreciation of the
U.S. dollar and changing developed

market exchange rates on the Fund’s
Canadian dollar returns. Over the year,
the program resulted in a net gain of
$61.2 million for the Fund.

Responsible investment
As a major Canadian institutional
investor, OPTrust recognizes that
environmental, social and governance
(ESG) concerns have the potential
to affect the Plan’s investment
performance. We have therefore
developed and implemented a number
of measures to identify, address and
manage ESG-related issues as part of
our investment activities.
In 2010, OPTrust made significant
progress in the implementation of its
Statement of Responsible Investing
Principles (SRIP), which was approved by
the Board of Trustees in 2009. The SRIP,
which applies to all of OPTrust’s assets,
is an expression of our support for high
standards of corporate governance, our
strong record of shareholder voting and
our continuing efforts to promote the
integration of environmental, social and
governance factors into the management
of each of our investment portfolios.

As part of the SRIP implementation
process, OPTrust conducted a
review of our various public equity
portfolios to identify companies
that may have exposure to financial,
reputational or other risks arising
from ESG issues. We then used the
results of this review to engage our
external investment managers on
how these issues are reflected in their
decision-making process.
During the year, we continued to build on
our Real Estate Group’s work to achieve
BESt (Building Environmental Standards)
certification from the Building Owners
and Managers Association of Canada
(BOMA) for Canadian properties directly
owned by the Trust. By the end of
2010, we had achieved certification for
54%, by value, of our directly-owned
Canadian real estate portfolio, up from
36% in 2009.
OPTrust’s Private Markets Group
continued to boost the Plan’s
investments in renewable energy
projects in our infrastructure portfolio.
Investments in these regulated assets
support our SRIP, contributing to and
benefiting from, global efforts to reduce
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As a Probation and Parole Officer, Dionne McClean has spent more than a
decade supervising offenders who are serving sentences in the community.

“

It’s a demanding job, but I enjoy making our communities safer
by helping people turn their lives around. A lot of my colleagues
don’t think about retirement. But it’s important to plan for the
future regardless of your age. That’s why I booked an OPTrust
“lunch and learn” session at our office so we could all learn
more about our pension plan. I’m fortunate to have a job that
I love and know my pension will be there when I retire.

”

Dionne McClean
OPTrust Member, Ministry of Community Safety
and Correctional Services

carbon emissions and other pollutants
associated with many traditional
sources of energy.
In 2010, OPTrust announced an
investment in Partnership for
Renewables (PfR), an innovative joint
venture in the United Kingdom. PfR
funds and develops wind farms on
public lands, helping public sector
bodies access the economic and
environmental benefits of renewable
energy projects, without diverting public
resources away from frontline services.
In Canada, OPTrust is investing in smallscale renewable energy developments,
bringing clean power and local
economic development opportunities to
communities in Nova Scotia and Ontario.
OPTrust also continues to participate in
a number of coalitions and organizations
that seek to promote sound corporate
governance, shareholder advocacy
and responsible investing activities in
Canada and around the globe.

Engagement on ESG issues
In 2010, OPTrust made a strategic
commitment to collaborate with other
investors to engage with companies on
issues of mutual concern. This approach
offers OPTrust the opportunity to work
with a range of partners to increase

our leverage in addressing potential
ESG risks.
Corporate engagement initiatives can
span a continuum from exercising
proxies, discussing ESG issues with
investment managers, and engaging
with corporate management and boards
(either directly or in collaboration with
other organizations) to sponsoring
shareholder resolutions.

Principles for Responsible Investment
One example of this collaborative
approach was OPTrust’s decision to
become a signatory to the United
Nations' Principles for Responsible
Investment (PRI) in 2010. The PRI is a
network of international investors with
more than 880 signatories worldwide,
representing US$25 trillion in invested
assets. As a signatory, OPTrust has
committed to put the six Principles for
Responsible Investment into practice.
1. We will incorporate ESG issues into
investment analysis and decisionmaking processes.
2. We will be active owners and
incorporate ESG issues into our
ownership policies and practices.
3. We will seek appropriate disclosure
on ESG issues by the entities in
which we invest.
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4. We will promote acceptance and
implementation of the Principles
within the investment industry.
5. We will work together to enhance
our effectiveness in implementing
the Principles.
6. We will each report on our activities
and progress towards implementing
the Principles.
These principles were developed
by the investment community and
provide a best practices framework
for responsible investing. As a PRI
signatory, we are also able to access
a global network of organizations to
share information and collaborate on
engagement activities.

Carbon Disclosure Project
2010 also saw OPTrust join the Carbon
Disclosure Project (CDP). The CDP is
an international initiative that conducts
an annual survey of thousands of the
world’s largest companies regarding their
greenhouse gas emissions and climate
change strategies on behalf of more than
500 of the world’s leading asset owners
and investment firms, with more than
$64 trillion in assets under management.
The companies’ responses and CDP
reports assist OPTrust in evaluating

investment risks and opportunities
related to climate change

Proxy voting activity
As a long-term investor, OPTrust takes
the voting of proxies on behalf of our
beneficiaries as an important part of our
rights as shareholders. In 2010, OPTrust
voted at 1,338 shareholder meetings.
In total, OPTrust voted on more
than 19,000 individual resolutions,
supporting management 80% of the
time. Cases where OPTrust voted
against management included:
• equity compensation plans that
contained unacceptable features,
such as the ability to re-price options,
excessive ownership dilution, or
changes in control provisions
• compensation plans that were not
sufficiently linked to performance
• the election of directors that exhibited
poor attendance, sat on too many
other boards, or did not meet our
standards for independence
• select cases in which we
voted against members of the
compensation committee because of
poor pay practices.
Although company management submits
most of the proposals on a meeting
agenda, shareholders may also submit
proposals. In 2010, OPTrust voted
on 319 shareholder proposals. This
represents 1.6% of all the resolutions
that we voted on, a significant decrease
from 4% in 2009. Shareholders who
engaged with companies in 2010
were quite successful in achieving
positive results from their discussions,
which led to the withdrawal of several
shareholder proposals.
OPTrust generally supports shareholder
proposals that seek positive corporate
governance changes. For example, we
voted in favour of proposals to: adopt
a majority vote standard for director
elections, separate the roles of board
chair and chief executive officer, and give
shareholders an annual advisory vote on
the company’s executive compensation
plan, also known as “say-on-pay.”
OPTrust also supports shareholder
proposals that aim to improve
disclosure on environmental and social

issues. In 2010, we voted in favour of
proposals that would require reports
on sustainability and efforts to mitigate
climate change risks. We also voted in
support of proposals that companies
comply with international human rights
standards and amend their policies
to prohibit discrimination based on
sexuality or gender identity where
comparable policies did not exist.

2010 returns by portfolio
Market overview
A broad recovery took place in 2010, as
financial markets continued to improve
from the financial crisis of 2008 and
early 2009.
The first half of the year was largely
dominated by concerns that issues
identified by the credit crisis in 20072008 would resurface, stalling the
economic recovery and sending markets
into another downward move. The
tone of the market, however, changed
dramatically in the second half of
2010. Central banks in developed
markets continued their accommodative
monetary policy, as inflation remained
low, while those in emerging markets
raised interest rates to rein in rising
inflation. The U.S. Federal Reserve
announced a second round of
quantitative easing, known as QE2.
This accommodative environment
combined with an improving global
economy and rising corporate earnings
caused investors to purchase risk
assets, thereby lifting public and private
equity markets into positive territory. In
mid-August 2010, an observable shift in
sentiment amongst investors sparked
a broad rally in global equity and
commodity markets. As a result, despite
continued volatility, markets ended the
year on a high note, driven in part by a
steady stream of encouraging data on
the U.S. economy.
Against this backdrop, the Fund
experienced a second year of robust
gains, driven in large part by the public
equity, real estate and infrastructure
portfolios. Real estate in particular
rebounded significantly from the losses
of 2009, returning to positive territory
and substantially outperforming its

benchmark. The private equity portfolio
also generated a robust positive return
after losses in 2009.
Over the year, each of OPTrust’s major
portfolios achieved double-digit returns,
reflecting the unusually broad nature of
the market recovery in 2010.

Canadian equities
The Plan’s Canadian equity portfolio
posted solid gains of 19.3% in 2010,
bettering the benchmark return of
17.6%. The portfolio continued to
build on its momentum from 2009,
returning to outperformance relative to
the benchmark.
The portfolio benefited from its exposure
to small cap stocks, which outperformed
large cap equities throughout the
year, particularly in the third and
fourth quarters.
Since inception in 1995, the Canadian
equity portfolio has achieved annual
returns of 11.1%, compared with a
benchmark return of 9.6%.

Global equities
The global equity portfolio also recorded
solid gains of 11.5% in 2010, significantly
outperforming its benchmark return of
6.3%. A relative underweight to EAFE
equities during the year was beneficial
to the portfolio along with an overweight
to emerging markets, which significantly
outperformed developed markets in the
first half of the year.

Fixed income
The portfolio’s allocation to fixed income
assets helps generate the income
required to fund the Plan’s pension
obligations. OPTrust’s fixed income
investments include nominal bonds and
non-marketable Ontario debentures.
OPTrust also holds a portfolio of
Government of Canada real return
bonds that are linked to the Canadian
rate of inflation.
The fixed income portfolio, including real
return bonds, returned 11.9% during
2010, exceeding the benchmark return
of 11.6% and more than doubling its
5.4% return in 2009. In 2010, the Plan’s
conventional bond portfolio returned
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When Fred Sheehy retired in 2008, he could look back on a colourful career
working in Latin America and the Caribbean representing the Investment
and Trade Division of the Ministry of Economic Development and Trade.
Today he travels less, but he enjoys spending more time with his family.

“

It took me a while to make the decision to retire. It’s hard to give
up work you love, and I wasn’t sure if I could afford it financially.
But when I sat down with the folks at OPTrust, they did the math
and after taxes my income is almost the same as when I was
working. My pension provides financial security for me and my
wife, and I’m enjoying retirement more and more every day.

”

Fred Sheehy
OPTrust Retiree, Ministry of Economic Development and Trade

12.1% while our real return bonds
achieved a return of 11.3%.
Since 1995, the fixed income portfolio
has returned 8.9% versus its benchmark
of 8.3%.

Real estate
OPTrust’s real estate strategy includes
holding a variety of investments that
provide diversity by property type,
geographical location, manager and
investment style. Investments are
identified, screened, purchased and
monitored on an ongoing basis by
portfolio managers in our internal Real
Estate Group, with the assistance of
external investment managers.
Our Canadian portfolio consists of office,
retail, industrial and multi-residential
properties that are owned directly by
the Plan. OPTrust has also invested in a
number of Canadian and international
pooled real estate funds.
The Plan’s real estate portfolio returned
to strongly positive territory in 2010 with
a return of 14.4% versus its benchmark
of 7.4%. This result marks a sharp turnaround from the portfolio’s loss of 7.1%
in 2009.

In 2010, OPTrust’s Board approved a
new customized real estate benchmark
based on the IPD (Investment Property
Databank) Index. This change provides
a more relevant market-based
comparator for assessing the portfolio’s
performance. Since the real estate
program's inception in April 2004, the
portfolio has generated an average
annual return of 8.6% versus its
benchmark return of 8.3%.

active management by OPTrust’s Private
Markets Group.

Infrastructure & private equity

The Plan’s private equity holdings
generated a return of 28.4% for the
year, compared with a loss of 3.1%
the previous year. Since inception, the
portfolio has returned essentially 0%,
an excellent result given private equity
investments are expected to follow a
“J-curve” pattern with negative returns
for the first several years, followed by
significant gains in later years.

OPTrust's private markets program was
launched in 2006 to build diversified
private equity and infrastructure
portfolios that will each eventually
account for 15% of the Plan's total
assets. In 2010, these portfolios
reached a combined market value of
$1,079 million at year-end, up from
$863 million in 2009.
In 2010, both portfolios generated
robust returns, reflecting the sharp
rebound in the market values following
the recession of 2008-2009. These
returns are also a result of income
and return of capital from individual
investments, and value added through
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Infrastructure investments returned
22.7% in 2010, compared with 14.5% in
2009 and well above the infrastructure
benchmark return of 7.5% (CPI + 5%).
Since the portfolio’s inception in 2006,
OPTrust’s infrastructure investments
have generated an average annual
return of 12.8% compared to 6.9% for
the portfolio benchmark.

Pension Funding
and Deficit Management
2010 Highlights
• OPTrust implemented the first of three annual 1% contribution rate increases as part of our
deficit management strategy.
• The Plan’s actuarial assumptions were strengthened to better reflect its current situation and factors
that may affect its future liabilities.
• After a second year of strong investment results, the Plan had deferred investment gains of $388 million
due to actuarial smoothing, compared to deferred losses of $294 million at the end of 2009.

As a defined benefit pension plan,
the OPSEU Pension Plan makes a
promise to its members that they will
receive a secure, lifetime pension
in their retirement years. Delivering
on that promise, particularly with
respect to inflation protection, requires
continual oversight of the Plan’s funding
requirements by OPTrust’s Trustees
and staff members, supported by
the sponsors.

Shared risks and rewards
Under OPTrust's joint sponsorship
governance model, our membership
and the Government of Ontario have an
equal share in the Plan's funding gains.
They also share the responsibility for
making up any funding shortfalls.
In their role as the Plan's sponsors,
OPSEU (on behalf of the membership)
and the Government of Ontario are
responsible for deciding how to allocate
any funding gains identified in a
filed valuation.
Each sponsor may use its share of gains
to reduce contribution rates, enhance
benefits, eliminate any outstanding
deficit and/or add to the Plan's rate
stabilization reserves for members
and employers.
If the valuation identifies a net funding
loss, the shortfall must be paid down
over a 15-year amortization period
by increasing member and employer
contribution rates. However, if
stabilization reserves are available,

the sponsors may use them to offset
part or all of the required contribution
increase. If the funding loss cannot
be met through stabilization reserves
or increased contributions, the
sponsors have the option of reducing
future benefits.

OPTrust’s funding policy
OPTrust’s current funding policy was
approved by the Board of Trustees
in April 2010. It sets out a detailed
framework for ensuring that the assets
of the Plan are sufficient to meet the
pension promise and formalizes the
Plan’s three funding goals:
Security of benefits - the primary goal
of the Plan is to provide the promised
pension benefits to our members
and retirees.
Stability of contributions - another goal
is to minimize the likelihood of having to
significantly increase contribution rates.
This goal is usually achieved by using rate
stabilization reserves - set aside during
years when investment gains exceed
the target for funding future benefits - to
pay off any funding deficits identified
by the Plan's independent actuaries.
Unfortunately the losses of 2008 could
not completely be dealt with using
the stabilization reserves. As a result,
employee and employer contribution rate
increases were necessary.
Fairness of funding among generations
and other groups - this is best achieved
within a framework that provides for

level contributions by the member and
employer over the member's career.
It also requires prudent and equitable
distribution of any gains among classes
and generations of members. Adequate
current funding is needed to avoid
placing an undue burden on future
generations while, at the same time,
measures of conservatism should not be
so large as to transfer large surpluses to
future generations.

Methods for meeting
policy goals
The policy also spells out the tools
that will be employed to meet these
objectives, including:
Margins of conservatism - establishing
appropriate margins of conservatism
will help ensure that actuarial gains
should exceed actuarial losses over
time, thereby contributing to the security
of benefits. As mentioned above,
however, the margins should not be
so large that they result in member
and employer contribution rates that
substantially exceed the Plan’s normal
funding requirements. Investment
return assumptions used for the Plan's
funding valuations are explicitly set 25
basis points (0.25%) lower than the Plan
expects to achieve over time with our
current asset mix.
Actuarial methods - the Plan will use
actuarial asset value adjustments
to smooth any gains or losses over a
period of five years. This helps offset
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the volatility inherent in investment
markets and helps achieve contribution
rate stability. In years when the Plan
experiences large losses (such as
2008), the Trustees will determine, in
consultation with the Plan's actuaries,
whether or not to cap the amount of loss
that can be deferred in order to deal
with the loss within the deferral period.
Rate stabilization funds - these funds
are a powerful tool for moderating or
avoiding contribution rate increases that
would otherwise be required as a result
of the short-term investment losses that
can be expected from time to time. The
stabilization funds represent a portion
of past gains that the sponsors have
set aside as a reserve. The sponsors
can use these reserves to moderate the
impact of a funding loss on members’
and employers’ contribution rates and/
or the value of members’ future pension
benefits. OPTrust’s funding policy sets
out principles and guidelines that shape
OPTrust’s advice to the sponsors on both
the size and the use of the stabilization
reserves, within limits established by the
Income Tax Act (Canada).
The policy also lays out explicit
principles for the use of any surplus that
develops as a result of investment gains,

to guide the Board's recommendations
to the sponsors.

Demographic assumption changes

A pension plan must take a long-term
view because its obligations to individual
members can extend decades into
the future. Economic or demographic
changes have the potential to seriously
affect the Plan’s ability to meet
those obligations.

The mortality assumption was
strengthened to reflect the increased
life expectancy of our current and future
retirees. In addition we modified the
Plan’s retirement assumptions to reflect
the fact that our members typically defer
retirement past their earliest unreduced
retirement age. Finally, we adjusted the
proportion assumed to take a lump sum
commuted value transfer payment upon
termination of plan membership.

As such, our funding policy calls for
periodic reviews of the actuarial
assumptions used in the Plan's
valuations. In 2010 we conducted a full
review of all economic and demographic
assumptions that are contemplated in
our policy and made some adjustments
to better reflect the Plan’s current
situation and future factors that may
affect its liabilities.

The total impact of all of these changes
in assumptions is to increase the
Plan’s liability by $452 million. While
this increases the Plan’s funding deficit
in the short term, strengthening the
valuation assumptions is a prudent
strategy that will help to ensure the Plan
can meet its future obligations. It also
puts the Plan in a stronger position to
deal with any future funding issues.

Economic assumption changes

Deficit management strategy

The inflation assumption was decreased
by 0.25% to 2.50%. Changes to the
underlying inflation assumption changes
the nominal rates for other assumptions
to maintain assumption integrity based
on current real rates of return and
wage rates.

Like almost all other pension plans,
OPTrust has faced serious challenges as
a result of the global financial crisis in
2008. The Plan suffered a $2.4 billion
investment loss that year, which in turn
had an extremely adverse effect on the
Plan’s funding situation.

2010 actuarial
assumption review

2010
valuation

2009
valuation

2.50%1
4.00%
6.50%
3.25%

2.75%
4.00%
6.75%
3.50%

2010
valuation

2009
valuation

Recognized investment gains & losses
Other economic experience gains & losses
Demographic experience gains & losses
Changes in assumptions
Other gains and losses

$

26
87
78
(452)
29

$

(78)
211
57
n/a
(2)

Total

$

(232)

$

188

Funding Valuation Assumptions
Inflation rate
Investment return (real)
Investment return (nominal)
Salary increases (nominal)2
1
2

As of December 31, 2010
Plus an amount for promotion. Based on a long-term scale.

Sources of Gains and Losses
At December 31 ($ millions)
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As OPTrust’s Chief Administrative Officer, Bill Foster is responsible
for implementing and monitoring the Plan’s funding strategies.

“

Our 2010 funding valuation showed us that the Plan’s deficit
management strategy is working effectively to reduce the deficit
while maintaining the future value of members’ pensions. Continued
diligence, oversight and execution of our funding strategy should
keep the Plan on track to return to surplus as projected and meet
its future obligations.

”

Bill Foster
Chief Administrative Officer, OPTrust

Since that time, OPTrust has worked
diligently with the Plan's sponsors
to implement a multi-faceted deficit
management strategy to address the
funding shortfall, maintain the future
value of members’ pension benefits and
moderate the requirement for increased
contributions as much as possible.
One aspect of this strategy was to
smooth investment losses over a
period of time by deferring some of the
losses to later years. Although pension
regulations would have allowed the
Plan to defer as much as 80% of the
loss, the Trustees made the decision to
recognize half of the loss in 2008 at the
recommendation of the Plan’s actuaries.
At the time, they felt it was unrealistic
to expect investment gains to be large
enough during the next four-year period
to offset the shortfall and therefore a
large deferral would only have delayed
dealing with the situation for the Plan.
Another key decision made by the Plan’s
sponsors was to ensure that future
benefits would not be reduced. However,
to avoid reducing future benefits, the
Plan needed to make up the projected
shortfall through a combination of
contribution rate increases and the use
of the Plan’s rate stabilization reserves.

A series of three 1% increases in
members' and employers' contribution
rates is being phased in over three
years. The first took effect at the
beginning of 2010, the second in
January 2011 and the third increase will
occur at the beginning of 2012.
The strategy of increasing contribution
rates substantially impacted the
funding deficit, reducing it, at the time,
from $1.8 billion to $606 million. The
remaining deficit could then be repaid
over a period of 15 years from rate
stabilization reserves that the sponsors
had prudently set aside during previous
years when investment gains had
exceeded funding requirements.

Funding update –
2010 valuation
Although OPTrust is required to file a
funding valuation with the provincial
regulator at least once every three
years, we regularly perform interim
valuations of the Plan. These interim
valuations provide a current picture
of the Plan’s status and its ability
to meet its funding obligations, and
give both management and the
Trustees the information they need to
make appropriate recommendations
and decisions.

The Trustees intend to file the 2010
funding valuation to provide the Plan with
added flexibility in dealing with future
funding shortfalls. The preliminary results
of the valuation indicate that although
the Plan remains in a deficit position,
as expected, the deficit management
strategy endorsed by the Plan’s sponsors
is having a positive effect.
The Plan’s deficit is primarily due to
the strengthening of the mortality
assumption and the continued
recognition of deferred 2008 losses in
accordance with our asset smoothing
policy. The amount of current deficit
stands at $586 million, up from $393
million with the 2009 valuation.
Despite the continued deficit, the Plan
is moving in the right direction. With the
second year of excellent investment
returns since the market meltdown
of 2008, the Plan had net deferred
investment gains of $388 million at
the end of 2010, compared to deferred
losses of $294 million the previous year.
The deferred gains, which represent the
difference between the actual market
value of the Plan's assets and their
actuarial value for smoothing purposes,
will be recognized between 2011
and 2014.
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Rate Stabilization Funds

Recognition of Deferred
Investment Gains/(Losses)

At December 31, 2010 (millions)

268

($ millions)

162

145

283

115

283
(25)

0

Total = $843 million

2011

2012

Member RSF earmarked for special payments
Employer RSF earmarked for special payments
Member RSF available for other uses

2013

2014

Employer RSF available for other uses

The member and employer stabilization funds were set aside by the sponsors
from past funding gains. In 2009 the sponsors approved the use of these
funds to pay down the 2008 funding deficit over a maximum of 15 years. The
remaining funds are sufficient to cover the increase in the deficit identified in
the 2010 funding valuation, at the sponsors’ discretion.

The Plan’s rate stabilization funds
increased to $843 million, up from
$828 million in 2009 as a result of lower
than expected take up of the Surplus
Factor 80 retirement option in 2010. In
2009, the sponsors earmarked $606
million from these reserves to pay down
the Plan’s 2008 funding deficit over a
maximum of 15 years. As of December
31, 2010, the stabilization reserves
were sufficient to cover the increase in
the deficit identified in the 2010 funding
valuation, at the discretion of the
Plan’s sponsors.
Taken together, these factors – the
Plan’s smoothed investment gains,
the strengthening of its actuarial
assumptions and the stabilization
reserves that exceed the 2010

To the extent that actual investment returns differ from the Plan's funding
target return assumption, any gains or losses are recognized evenly over
a period of five years. At the end of 2010, the Plan had net deferred gains
of $388 million for funding purposes, which will be recognized between
2011 and 2014. Deferred losses from the 2008 market decline will be fully
recognized by the Plan in 2012.

funding deficit – represent a dramatic
improvement in the Plan’s funding
position since the filing of its 2008
funding valuation.
Despite this improvement in the Plan’s
funding, however, its assets are not
sufficient to cover the cost of reducing
the phased 3% increase in contribution
rates that was approved by the
sponsors in 2009, as part of our deficit
management strategy. The present
value of future contributions is an asset
in the valuation method used. As a
result, reducing or eliminating the final
1% contribution increase scheduled for
January 2012 would reduce the assets
available to meet benefit obligations and
increase the Plan’s deficit.
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Funding outlook
Although the Plan’s deficit increased
in 2010, the Plan is in a substantially
improved position from the last filed
valuation in 2008. The combination
of contribution increases and use of
the Plan’s rate stabilization funds have
proven to be an effective strategy for
managing the deficit. The Plan has
also benefited from two consecutive
years of strong double-digit investment
performance. Continued diligence,
oversight and execution of the
deficit management strategy should
keep the Plan on track to return to
surplus as projected and meet its
future obligations.

Membership Services
2010 Highlights
• Members and pensioners gave OPTrust high marks for providing excellent service and communications.
• OPTrust’s public website received a record high 335,000 visits during the year.
• Registered users of our secure Online Services site topped 27,850, with 5,592 individuals signing up in 2010.
• OPTrust staff answered more than 53,500 telephone calls with an improved average response time
of just 10 seconds.

Delivering a secure retirement income
to our more than 83,000 members and
pensioners is the focus of OPTrust’s
pension promise. Equally important is
providing our membership with high
quality service and communications to
help them understand the value of their
OPTrust pension and make informed
decisions about their retirement options.
In 2010, the Plan excelled in a number of
areas with member-focused initiatives.

Gathering feedback
At OPTrust we are committed to
providing our members and retirees with
service and communications tailored
to their individual needs. As part of this
commitment, we regularly seek the
membership’s input to measure their
satisfaction with our programs and
initiatives, and identify areas where
we can provide enhanced service.
Whether over the telephone, in person,
online or through surveys and focus
groups, we take a comprehensive
approach to understanding how best
to reach our audience with timely
personalized information.
During 2010, we conducted a special
survey of members and pensioners to
gather feedback on our communications
and services and their satisfaction with
OPTrust, and to measure our success
in delivering key information about their
pension plan.

The result? OPTrust received high
marks for delivering timely service and
communications that meet our members’
and pensioners’ individual needs.
• Overall satisfaction with OPTrust’s
communications program reached an
all-time high of 8.1 out of 10 among
active members, compared to 7.5 in
2002. Pensioners gave us an even
higher rating of 8.6 out of 10.
• Our telephone and e-mail services
also won high marks, with scores of
8.9 and 8.8 out of 10, respectively.
What’s more, nine out of 10 members
who contacted OPTrust by phone
reported that their issue was resolved
with one call.
• The survey also asked members about
the phased 3% increase in member
and employer contribution rates, which
began in January 2010. The results
showed 63% of members understood
why the increase was needed to
manage the Plan’s funding deficit, and
67% understood that the increase
meant that there would be no reduction
in the value of their future OPTrust
pensions. Meanwhile, 86% agreed that
the increase in contribution rates was
preferable to a reduction in their future
pension benefits.

Service excellence
As part of our commitment to delivering
excellent service, OPTrust also carries out
an ongoing client satisfaction survey to

gather members’ and pensioners’ input
on the quality of various aspects of the
service we provide. In 2010, almost 800
members and pensioners responded,
giving us an overall satisfaction rating of
8.7 out of 10, bettering our target score
for the year and up slightly from our 8.6
average in 2009.
One section of the survey asks clients
who have contacted us by telephone
to rate the quality of our personal
phone service against that provided by
other organizations they deal with. In
2010, our telephone service received
particularly high scores, with members
and pensioners giving us an average
rating of 9.3 out of 10, up from 9.0 in
2009, and exceeding our target score
for the second year in a row.
In 2010, OPTrust staff processed more
than 61,000 transactions, down slightly
from 2009. These transactions cover
a wide range of personal and career
events, from enrolling new members in
the Plan and processing their pension
buybacks to providing pension estimates
and starting their monthly pensions when
they retire.
To track our effectiveness, we measure
the time it takes to complete each
transaction, benchmarking our
performance for more than 70 different
types of cases. This allows us to monitor
service levels on an ongoing basis and
quickly identify areas where we can
enhance service.
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In 2010, our member and pensioner
services staff completed 81% of total
transactions within our service standard,
compared to our 86% target for the year
and our 85% average for 2009. The dip
in on-time case completions in 2010
reflected changes to the Plan including
i) a new “open option” buyback allowing
members to purchase credit on an
actuarial cost basis after the normal
24-month application deadline, and
ii) a change in the method for calculating
the cost of reinstating service that was
previously transferred out of the Plan.
Together these two changes generated
a spike of thousands of requests for
buyback quotes, many of them requiring
complex actuarial calculations.
Partly because of these changes, the
number of overdue cases at year-end
rose to 16.4%, up from 11.3% in 2010.
The number of cases overdue by 30
days or more increased to 5.9% over
2010, up from 5% the previous year.
With these major plan changes behind
us, we expect a steady recovery in our
case completion performance in 2011.

Direct contact
Over the last several years, OPTrust
has taken an increasingly proactive
approach to helping members and
pensioners make informed decisions
about their retirement options. By
analyzing their individual situations
we are able to provide targeted,
personalized information and services
tailored to their changing needs.
In 2010, OPTrust staff:
• sent more than 9,700 letters to
members who had reached age
55, providing them with pension
projections based on a range of
possible retirement dates
• notified more than 5,100 members of
their option to apply to reinstate their
past service before the new actuarial
costing rules came into effect
• reminded more than 1,100
pensioners who were nearing age 65
about CPP integration and its impact
on their OPTrust pension
• sent more than 1,300 quotations to
eligible new members on the cost of
buying back periods of past service
to ensure they did not miss the Plan’s
application deadline

• notified more than 2,000
members about pending buyback
payment deadlines
• distributed more than 125,000
e-mail updates to keep members
and pensioners informed about their
pensions and their retirement options
• delivered 60 pension seminars at 31
locations across Ontario, reaching
more than 2,500 participants. We
also launched an online version of
the seminar on the OPTrust website
for members who may not be able to
attend a session in their community.

Online service
and communications
The demand among our members and
pensioners for online communications
and services through OPTrust’s website
(www.optrust.com) continued to increase
sharply in 2010. The site features a
variety of resources to help members
and pensioners learn more about their
OPTrust pensions, including a range of
news updates, pension publications and
retirement planning tools. Over the year,
the site experienced an 18% increase in
traffic, reaching 335,689 unique visits,
up by more than 50,000 from 2009.
The public site also offers a gateway
to our secure Online Services site,
which allows members and pensioners
to view and update their personal
pension information and complete
certain pension transactions online.
This popular, password-protected site
also allows users to communicate with
OPTrust staff in a secure environment
using encrypted web-based messaging
and change their preferences to receive
OPTrust communications online rather
than in print.
In 2010, the total number of members
and retirees registered for Online
Services increased to over 27,800, up
25% from 2009. By year-end, 33% of
the total membership had signed up for
the service.
Over the year, more than 13,000
individual transactions were completed
through Online Services. While
beneficiary updates and address
changes accounted for almost twothirds of these transactions, other
members and pensioners used Online
Services to initiate buyback transactions
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or make changes to their tax deductions
or banking instructions. Meanwhile,
OPTrust received more than 7,600
secure messages through the site, up
from 4,400 in 2009.
At the same time, just over 14,500
members received their Annual
Pension Statements online in 2010, a
dramatic increase from approximately
2,800 the previous year. This
change reflects OPTrust’s campaign
encouraging members to help reduce
our environmental footprint by opting
to receive statements and other
communications electronically, rather
than in print.
Consistent with this green approach, we
will be migrating our client satisfaction
survey to a web- and telephone-based
format, reducing the use of paper and
postage costs. We are also delivering
this, our full-length annual report,
exclusively online in both interactive
HTML and printer-friendly PDF formats.
Our shorter annual highlights report for
members and pensioners will continue
to be available both online and in print.
Taken together, these initiatives
reflect our members’ and pensioners’
increasing preference for online service
and communications, while helping
to improve service, reduce costs and
minimize our environmental impact.

Enhancing service
A number of enhancements are helping
to drive the growing use of Online
Services. These include a simplified
registration process introduced in 2010,
a streamlined approach for users to
manage their beneficiary information
and the availability of electronic Annual
Pension Statements weeks before
the paper versions can be printed
and distributed.
In spring 2011, OPTrust built on these
initiatives by delivering a new, easyto-read version of our Annual Pension
Statement. Both the print and online
versions of the new statement have
been redesigned, based on member
feedback, to provide key information in
a clear and concise format.
OPTrust will launch a web-based
survey in 2011 to gauge members’
and pensioners’ satisfaction with

Membership changes
The total membership in the OPSEU
Pension Plan increased to 83,064 in
2010, from 82,342 the previous year.
The Plan’s active membership declined
to 46,893 over the year, down from
47,316 at the end of 2009. In 2010,
3,018 active members retired or left the

The Plan’s active membership may be
affected over the next several years as
the provincial government implements
plans to reduce total employment in the
Ontario Public Service by up to 4,900

01
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09

Online Services Registrations
At December 31

19,371
08

9,318
5,297

91,950
03

In 2010, the ratio of active members
to pensioners fell slightly to 1.8 to 1,
down from 1.9 to 1 in 2009. This change
reflects both the normal growth of our
pensioner population and the impact
of staffing changes at participating
employers on the Plan’s active
membership. As part of our strategic
approach to managing the Plan’s funding,
OPTrust will continue to monitor changes
in the Plan’s active membership and our
pensioner population, and model the
potential impact on the Plan’s funding
outlook over the long-term.
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249,303

284,791

142,613
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278,080
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26,900

72,441

219,709

335,689

Website Visits

The number of OPTrust pensioners
increased by more than 1,000 in 2010,
to 25,813 at year-end. Of these new
pensioners, more than 80% retired with
an unreduced pension, including 63%
who retired under one of the Plan’s early
retirement options and 21% who retired
at age 65 or older. The average age of our
overall pensioner population increased to
67.9 years, from 67.4 in 2010.

27,859

During 2010, we received over
53,500 phone calls from members
and retirees. More than 98% of these
calls were answered by OPTrust staff
with an average response time of 10
seconds, improving from 11 seconds the
previous year. More than 96% of calls
were answered within our target of 20
seconds, up slightly from 2009.

Restructuring in the Ontario Public
Service continues to have an impact
on the Plan’s active membership. In
November 2010, 95 members were
transferred from Ontario’s Ministry of
Revenue to the Government of Canada
as part of the implementation of the
Harmonized Sales Tax (HST) in Ontario.
As a result, these individuals ceased
active membership in the Plan and had
the option of transferring their OPTrust
pension entitlement to the federal
Public Service Pension Plan or keeping
their entitlement with OPTrust in the
form of a “special deferred pension.” In
March 2012, up to another 725 OPTrust
members are expected to move to the
federal government – and end active
membership in the Plan – in the second
phase of the HST implementation.

positions overall, as announced in the
2009 and 2011 provincial budgets. The
total number of OPTrust members who
may be affected by these changes is not
yet known.

22,267

In the meantime, OPTrust is committed
to maintaining more traditional methods
of communicating and delivering
services both for members and retirees
who prefer to contact us in person,
and to handle more complex pension
transactions internally.

Plan, while a total of 2,595 new members
joined. Of these new members, more
than 1,000 were fixed term or temporary
employees, many of whom enrolled after
learning about the Plan’s benefits and
their option to join through OPTrust’s
outreach program.

19,919

Online Services and explore options for
further service improvements. A new
online pension estimator, which uses
members’ current data to calculate
pension amounts for a range of possible
retirement dates, is also in development.
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The number of visits to OPTrust’s public website rose to almost 336,000 in
2010, up from 285,000 the previous year. The sharp increase in site visits
demonstrates our members' and pensioners' increasing preference for online
service and communications.
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During 2010, over 5,500 members and retirees registered for our secure
Online Services site, a 28% increase from 2009. At the end of 2010, more than
33% of eligible members and pensioners had signed up for the service, which
allows them to view their personal pension information and complete a number
of pension transactions online.
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2010 Retirement Snapshot

OPTrust’s Active Members and Pensioners
47
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48
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48

At December 31 (thousands)

2%

Age 65
Factor 90

01

60/20

03

05
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07

08

26
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24

23

22

21
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04

09
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Pensioners

Surplus factor 80

Age 65: The normal retirement age under the Plan
Factor 90: Age plus years of credit total at least 90
60/20: Age 60 or older plus at least 20 years of credit
Reduced: Available starting at age 55 to vested members who do not qualify
for an unreduced pension
Surplus Factor 80: For eligible members who are laid off prior to January 1,
2013, and whose age plus years of credit total 80 or more

02

Active members

Reduced

In 2010, more than 1,000 members retired under one of the following options:

19

26%

18

35%

21%

16

16%

In 2010, OPTrust's active membership decreased to 46,893, down by
423 from the previous year, while the number of pensioners increased by
1,055, to 25,813. As a result, the ratio of active members to pensioners
has declined slightly to 1.8:1.

Note: Chart does not include deferred, disability or survivor pensions.

05

06

07

08

09

10

24,292

23,256

04

22,845

03

22,332

02

23,957

01

23,837

00

21,851

99

21,486

19,391

98

20,799

19,104

97

20,471

18,934

96

19,875

18,581

95

18,288

18,000

Inflation Protection for Pensioners
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Pension amount ($)

Pension increase (%)

OPTrust pensions are adjusted annually for inflation to protect retirees’
purchasing power. In January 2011, payments to pensioners rose by 1.4%,
reflecting changes in Canada’s Consumer Price Index. A retired member
who received a typical annual pension of $18,000 in 1995 will receive
$24,292 in 2011 – an increase of 35% over 16 years.
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Whether it is by phone, mail or online, when members and retirees contact
OPTrust, Stacey Madden-Procyk is ready to respond. Stacey is part of a
dedicated team of OPTrust staff that continues to win top marks from members
and pensioners for their prompt, friendly service and their effectiveness
in processing more than 60,000 pension transactions each year.

“

Pensions can be complex and they are often one of our
members’ and pensioners’ biggest financial assets. So,
sometimes members are uncertain when they have an
important pension decision to make. That’s why they really
appreciate that we are here to help explain their options
and the different features of their Plan. It’s also why we are
always looking for ways to improve the service we provide.

”

Stacey Madden-Procyk
Pension Benefits Consultant, OPTrust

Membership Statistics
At December 31

Active members
Female/male ratio
Average age
Average salary
Average years of credit in the Plan
Number of new members enrolled
Number of members
terminated or retiring

2010

2009

2008

2007

2006

2005

2004

2003

2002

2001

46,893 47,316 47,850 47,717 46,208 44,568 44,243 45,836 46,361 48,221
60:40
60:40
60:40
60:40
60:40
60:40
59:41
59:41
58:42
59:41
45.9
45.7
45.3
45.1
44.9
44.7
44.4
44.3
44.2
44.0
$55,104 $54,766 $53,640 $53,501 $51,896 $50,627 $49,085 $46,922 $45,232 $43,055
12.0
11.9
11.7
11.5
11.6
11.6
11.5
11.3
11.4
11.6
2,595
2,825
3,682
3,802
4,373
3,400
3,917
3,935
3,120
4,237
3,018

3,378

3,549

3,290

3,365

3,168

9,358

3,605

4,598

5,971

Former members with
entitlements in the Plan*

1,434

1,278

1,782

1,375

608

1,240

1,333

5,181

4,326

3,944

Deferred pensioners**

8,924

8,990

8,806

8,741

8,703

8,422

7,973

4,610

4,252

3,206

Current pensioners
25,813 24,758 23,686 22,756 22,058 21,439 20,246 18,977 17,713 16,282
Average age
67.9
67.4
66.8
65.9
65.3
64.5
63.9
63.4
62.6
64.0
Average annual pension
$20,456 $19,482 $18,976 $18,838 $18,697 $18,642 $18,616 $18,430 $18,434 $17,963
Current pensioners by type of pension
Normal and early unreduced
19,937 19,274 18,600 18,006 17,638 17,318 16,653 16,180 15,199 14,079
Reduced
3,349
3,178
2,970
2,811
2,656
2,528
2,168
1,466
1,376
1,274
Eligible survivors
2,429
2,214
2,031
1,862
1,691
1,541
1,378
1,289
1,107
911
Disability
98
92
85
77
73
52
47
42
31
18
Total members and pensioners

83,064

82,342

82,124 80,589

77,577

75,669

73,795

74,604

72,652 71,653

* "Former members with entitlements in the Plan" includes members whose termination or divestment was unprocessed at year-end.
** "Deferred pensioners" includes members whose termination or divestment has been processed and who continue to have entitlements in the Plan.
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Financial Overview
2010 Highlights
• Net investment earnings of $1.5 billion helped increase the Plan’s net assets to $13.3 billion at year-end,
up by $1.3 billion from 2009.
• The value of members’ and retirees’ accrued pension benefits increased to $12.9 billion, up by
$610 million from 2009.
• The Plan’s unallocated financial statement surplus decreased by $325 million, to $63 million at year-end,
mainly due to the recognition of net deferred investment losses from previous years.

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 2010.
The continuation of strong investment
performance in 2010 produced net
investment income of $1.5 billion,
compared to $1.3 billion the previous
year. As a result, the Plan’s net assets
increased to $13.3 billion at year-end.
Despite the growth in net assets, the
Plan’s unallocated financial statement
surplus decreased by $325 million,
to $63 million at year-end. The lower
surplus is mainly due to the recognition
of net deferred investment losses
from previous years. The balance of
$489 million remaining in net deferred
investment losses will be charged
to surplus next year (see the section
Transition to International Financial
Reporting Standards (IFRS) on page 27
for further discussion).
The financial statement surplus is not
the same as a surplus identified in a
funding valuation. For a comparison
of financial statement and funding
valuation methods, see pages 26-27.
Only a surplus identified in a funding
valuation can be used to reduce
contribution rates or enhance benefits.
The following overview summarizes
key results of the Plan’s 2010 financial
statements, including significant
changes during the year. The financial
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statements are prepared in accordance
with Canadian generally accepted
accounting principles and differ from the
results of the funding valuation, which
are discussed earlier in the report.

Net assets available for benefits
In 2010, the Plan’s net assets available
for benefits increased by $1.3 billion,
to $13.3 billion at December 31.
This increase reflects the Plan’s net
investment earnings of $1,530 million,
net of benefit payments that exceeded
contributions by $183 million and
operating expenses of $19 million.
Net assets include the Plan’s investments
as well as contributions receivable, and
are reduced by accounts payable and
investment-related liabilities.

Actuarial asset value adjustment
Consistent with the long-term
perspective on the Plan’s finances,
OPTrust spreads market value gains and
losses over a five-year period.
Annually, 20% of the difference between
the Plan’s actual investment returns
and the target return is recognized and
the remaining 80% is recognized evenly
over the next four years. Upon adopting
CICA Handbook Section 4600 for the
year commencing January 1, 2011,
the actuarial adjustment will no longer
be applicable for financial statement
purposes and all remaining deferred
gains and losses will be retroactively
recognized (see the section Transition

to International Financial Reporting
Standards (IFRS) for further discussion).
At the end of 2010, the Plan’s actuarial
asset value adjustment reflects a
net deferred loss of $489 million,
compared with a net deferred loss of
$1,523 million the previous year. The
$1,034 million decrease was due to the
recognition of $476 million in losses
from 2006 to 2009, and the deferral of
$558 million in gains from 2010.
As a result, the actuarial value of the
Plan’s net assets increased to $13.8
billion in 2010, up by $294 million from
2009. This increase reflects the $1,328
increase in unadjusted net assets offset
by the $1,034 million decrease in the
actuarial asset value adjustment.

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 6.75% as at
December 31, 2010 (December 31,
2009 – 7.00%).
At year-end 2010, accrued pension
benefits were valued at $12.9 billion, up
$610 million from 2009. This change
reflects normal growth in members’
earned benefits over the year and

includes assumption change losses
of $235 million, partially offset by
experience gains of $227 million arising
from the financial statement valuation
completed at the end of 2009.

Surplus
The Plan’s total financial statement
surplus was $883 million at year-end,
compared with $1.2 billion at the end
of 2009.

The rate stabilization funds earn
interest equal to the funding interest
rate of 6.50% as at December 31, 2010
(December 31, 2009 – 6.75%).

Changes in net assets
Investment income and contributions
are the main sources used to fund
payments to pensioners, payments to or
on behalf of terminating members, and
operating expenses.

The total surplus includes both the
Plan's unallocated surplus and the rate
stabilization funds established by each
of the sponsors. At year-end 2010, the
member rate stabilization fund stood
at $398 million, compared with $404
million at the end of 2009. The employer
rate stabilization fund was $422 million
at the end of 2010, up from $407 million
the previous year. The Plan's unallocated
surplus at December 31, 2010, was $63
million, down from $388 million.

Changes in net assets result when
investment income and contributions
are greater or less than payments made
during the period.

In 2010, as in the previous year, $32
million was used from each of the
member and employer stabilization
funds to address the funding deficit
identified in the actuarial funding
valuation filed in 2009.

Investment expenses amounted to $123
million in 2010, up from $113 million
the previous year. The change is mainly
due to an increase in the Plan's assets
during the year.

Investment income
The Plan’s net investment income was
$1,530 million in 2010, compared
with an income of $1,348 million the
previous year. OPTrust’s investment
performance and returns for 2010 are
described on pages 8-14.

Contributions
Pension contributions from members
and employers totalled $426 million in
2010, compared with $357 million in
2009. The change is mainly due to an
increase in the contribution rates paid
by active members and their employers.
Transfers from other pension plans
totalled $12 million in 2010, compared
with $33 million in 2009. The decrease
is mainly due to a movement of fewer
employees into the OPSEU bargaining
unit in the Ontario Public Service during
the year.
As a result, net contributions to the Plan
were $438 million in 2010, compared
with $390 million the previous year.

Pension payments
Pension payments increased by 3.6%
in 2010 to $489 million over the year,
compared with $472 million in 2009.
The increase reflects the steady growth
in OPTrust’s pensioner population, which
increased by 1,061 retirees, reaching
25,813 at year-end.
Payments to retirees also rise each year
due to the annual inflation adjustment
applied to all OPTrust pensions.

Net Investment Income

At December 31, 2010 ($ millions)

($ millions)

642

Accrued Pension Benefits

238

(123)
(113)

113

155

0
n/a

(107)

5,902

(7)

158

322

5,957

316
276

464

544

879 185

Total = $12,923 million

Active members
Current pensioners

Canadian
equities

Global
equities

Fixed
income

Divested members and deferred pensioners

2010 total: $1,530 million

Provision for administrative expenses

2009 total: $1,348 million

At the end of 2010, active members accounted for 46% of the Plan’s accrued
benefits, while current pensioners accounted for 46%. The remaining 8% of
the accrued liability represents the value of deferred pensions for terminated
and divested members and a provision for administrative expenses.

Real
estate

InfraEnergy
structure commoand private
dities
equity

Derivative Investinstrument
ments
expenses

OPTrust’s $1.5 billion investment income in 2010 reflected a strong
rebound in the values of all portfolios of the Plan. The Plan’s currency
hedging program, broadening in scope from foreign exchange forward
contracts only in 2009, also added value in a year when the Canadian dollar
rose against other developed-market currencies.
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Charlie More is a Store Manager at the LCBO in Copper Cliff. When Charlie
became a full-time employee, he bought back 11 years of service as a casual
staff member. That decision means he can retire this year after a 30-year career.

“

When my position was converted from casual to full-time I
decided to buy back my service. It’s been a great investment,
and the bi-weekly payment option made it easy for me. I always
tell my coworkers about the benefits of buying back service. It
can make a big difference at retirement. I really enjoy serving
people who come into the store, but I’m looking forward to more
time with family and friends and more hunting and fishing.

”

Charlie More
OPTrust member, Liquor Control Board of Ontario (LCBO)

In January 2010, retirees received an
increase of 0.5% (compared to 2.5% in
2009). The increase for 2011 is 1.4%.

Terminations and transfers to
other plans
Termination payments and transfers to
other plans were $132 million in 2010,
compared with $246 million in 2009.
The change is mainly due to a decrease
in pension transfers to the Ontario
Pension Board.

Administrative expenses
Administrative expenses were $18.7
million in 2010, compared with $18.1
million in 2009 and $17.1 million in
2008. OPTrust continues to improve
its administrative processes in order
to deliver a high level of service and
communications while continuing to be
cost-effective in service delivery.

Financial statement and
funding valuations
The financial position of the
OPSEU Pension Plan is presented
using two different methods:
actuarial funding valuations and
financial statement valuations.

Actuarial funding valuations

Financial statement 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.

The Plan’s financial statements rely
on an actuarial valuation prepared in
accordance with Canadian generally
accepted accounting principles.
The financial statement valuation
is prepared using “best estimate”
assumptions and does not incorporate
margins of conservatism.

This valuation approach is known as
the aggregate method. The aggregate
method 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,
particularly with respect to the rate
of return.
Ontario regulations require an actuarial
funding valuation to be filed with
provincial authorities at least once every
three years. OPTrust filed its most recent
funding valuation in 2009, for the year
ended December 31, 2008. The next
funding valuation is expected to be filed
in 2011, for the two-year period ended
December 31, 2010.
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A formal valuation is prepared in
conjunction with the filed funding
valuation and then “rolled forward”
to the financial reporting date. The
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 credit
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.

Comparing valuations
Differences between the two approaches
are illustrated in the table on below,
which shows results based on the 2010
financial statement valuation and the
2010 funding valuation. As indicated, the
financial statement valuation shows an
unallocated surplus of $63 million at the
end of 2010. This surplus contrasts with
the unallocated funding deficit of $586
million identified in the funding valuation.
The difference of $649 million reflects
the differences in the methodologies
described above. One notable
difference is that the 4.00% real rate
of return assumption used for the
funding valuation reflects a margin of
conservatism, while the 4.25% used
for financial statement purposes is a
best estimate assumption. In addition,
the funding valuation uses a mortality
improvement assumption that is
more conservative than the mortality
improvement assumption used under
the financial statement valuation.
Both valuation methods employ an
actuarial asset value adjustment.

This adjustment reduces the shortterm impact of volatility in the Plan’s
annual investment returns by deferring
a portion of each year’s investment
gains or losses, for recognition over
the following four years. The funding
valuation previously recognized a larger
portion of the loss incurred in 2008
and the current balance of the actuarial
asset adjustment is an unrecognized
gain. The financial statement valuation
previously recognized a smaller portion
of the loss incurred in 2008 and the
current balance of the actuarial asset
adjustment is an unrecognized loss.
Commencing January 1, 2011, OPTrust
will adopt IFRS and CICA Handbook
Section 4600, after which investment
gains or losses will no longer be deferred
and amortized under financial statement
valuations. All deferred gains/losses
will be retroactively recognized (see
the section Transition to International
Financial Reporting Standards (IFRS) for
further discussion).
The Plan’s financial statements reflect a
$489 million actuarial adjustment as at
December 31, 2010, which represents
a net deferred loss that will be written
off in 2011, as indicated above. On an
unadjusted basis, the Plan was in a net
surplus position at year-end.

Transition to
International Financial
Reporting Standards (IFRS)
The Accounting Standards Board of
Canada (AcSB) issued CICA Handbook
Section 4600, Pension Plans, in
April 2010 and confirmed January 1,
2011 as the date IFRS will replace
Canadian GAAP for publicly accountable
enterprises. Under Section 4600,
pension plans will adopt IFRS for
accounting policies that do not relate
to investment portfolio or pension
obligations. Section 4600 also clarifies
the definition of financial statement
surplus or deficit, and eliminates the
actuarial asset value adjustment when
calculating the financial statement surplus
or deficit for accounting purposes.
We have performed a review of the
proposed changes in Section 4600
and IFRS that could have potential
applicability to OPTrust, and we do not
expect any other significant changes to
the financial statements.

Financial Statement vs. Funding Valuations – 2010
As at December 31, 2010 ($ millions)

Financial

Funding

Net assets
Actuarial asset value adjustment
Present value of future contributions
Accrued pension benefits
Provision for administration expenses
Rate stabilization funds

$ 13,317
489
(12,738)
(185)
(820)

$ 13,317
(388)
5,025
(17,497)
(200)
(843)

$

–
877
(5,025)
4,759
15
23

Financial statement unallocated surplus /
(Funding valuation actuarial deficit)

$

$

$

649

63

(586)

Difference
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178
179

161
161

153
153

08

09

108

148

145
124

127

883

177
177

06

173
173

03

07

07

08

55

54

82
(644)

02

(324)

394
05

104
01

1,199

1,784
1,922

972

04

1,338

949

779

2,487

1,871
979

1,483

1,878

1,594

208
218

($ millions)

2,679

Member and Employer Contributions

At December 31 ($ millions)

2,368

Financial Statement Surplus

09

10

01

02

Unadjusted surplus (before smoothing)

Employers

Reported surplus (after smoothing)

Members

03

04

05

06

10

Regular contributions increased in 2010 reflecting the 1% increase
in contribution rates and the increase in members' average salaries.
Between 2000 and 2004, OPSEU used a portion of past funding gains to
pay for a temporary reduction in members' contribution rates.

Benefit Payments

2010 Administrative Expenses
472

445

426

411

398

370

341

12%

3%

13%

01

59%

02

03

04

05

06

07

08

132

146

116

118

126

123

13%
135

145

201

246

316

283

($ millions)

489

Actuarial adjustment reduces the short-term impact of volatile investment
returns on the Plan’s surplus. At the end of 2010, OPTrust’s financial
statements identified a total surplus of $883 million, based on deferred net
losses of $489 million from previous years. The recognition of these losses
will reduce the surplus next year.

09

10

Salaries and benefits
Information technology

Pension payments

Professional and administrative services

Termination payments and transfers

Office premises and operations
Communications

Pension payments continued to rise in 2010, reflecting both steady growth in
the number of OPTrust retirees and the impact of inflation-related increases on
their annual pensions. Termination and transfer payments decreased in 2010
mainly due to a decrease in transfers to the Ontario Pension Board.
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Total administrative expenses, 2010: $18.7 million
Total administrative expenses, 2009: $18.1 million
Increase in administrative expenses from 2009: 3%
Administrative costs increased by 3% in 2010. OPTrust continues to improve
our administrative processes and invest in systems enhancements to help
deliver high-quality cost-effective service to our members and retirees.

Plan Governance
2010 Highlights
• The Board of Trustees conducted a comprehensive review of governance at OPTrust to enhance
our internal governance practices.
• The Board undertook a search for OPTrust’s first CEO, hiring Stephen J. Griggs in June 2011.
• The Board established the position of corporate secretary to help foster and support best practices
in governance at OPTrust.

OPTrust was founded on the principle
that sound governance is critical to
any organization’s ability to deliver on
its mission and meet its obligations
to its stakeholders. Our governance
model seeks to ensure effective
and accountable decision-making
through joint sponsorship and clearly
defined roles and responsibilities for
the Plan’s sponsors, its Board and
OPTrust management.

OPTrust's governance structure
OPTrust was established to give
members a say in their pension plan
by recognizing the Ontario Public
Service Employees Union (OPSEU) and
the Government of Ontario as equal
sponsors of the Plan. In this role, OPSEU
and the government each appoint five
Trustees to OPTrust's 10-member Board.
The sponsors are also responsible for
all decisions regarding changes to the
Plan's design, the benefits it provides
and the contribution rates paid by
members and employers.
Joint sponsorship also means that
OPTrust's membership and the Province
share in the Plan's financial risks and
rewards. Any surplus identified in a
funding valuation filed with the provincial
regulator is divided equally between
the government and OPSEU, acting
on behalf of the Plan's membership.
Each sponsor may use its share of the
surplus to enhance benefits, reduce
contributions or pay down any previous

deficit. The sponsors may also set aside
their share of any surplus in separate
reserve funds to stabilize member
and employer contribution rates in the
event of future losses. Conversely, if the
Plan experiences a funding deficit, the
difference must be made up through
an increase in member and employer
contribution rates or the use of existing
stabilization reserves.
As a result, joint sponsorship provides
the basis for an effective pension
partnership between the sponsors and
the Plan's membership and reinforces
prudent decision-making in the best
long-term interests of the Plan and its
members and retirees.

Board of Trustees
Once they are appointed, the Trustees
assume collective responsibility for
all aspects of the Plan's operations.
Under the Plan's governance model,
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 have a fiduciary obligation to
the Plan's membership and execute
their responsibilities independently of
the sponsors and OPTrust management.
The Trustees have broad authority to
establish OPTrust's policy and strategic
priorities for all areas of its operations.
These include:

• establishing OPTrust's investment
policies, overseeing the activities
of the Investment Division and
monitoring the performance of the
investment portfolio to ensure that
long-term investment returns will
be sufficient to pay members' and
pensioners' benefits
• ensuring that the Plan's pension
liabilities are properly valued and
that funds are available to pay for
members' and retirees' pensions over
their lifetimes
• reviewing reports from OPTrust's
independent auditors and verifying
that the Plan's financial statements
accurately reflect our financial position
• monitoring 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
• reviewing and approving OPTrust's
annual operating and capital budgets
• establishing effective policies and
procedures for identifying and
managing the full range of investment,
funding and operational risks to which
the Plan is exposed.
The Trustees monitor OPTrust's
performance in each of these areas
and ensure compliance with Board
policies and objectives through OPTrust’s
President and Chief Executive Officer, to
whom they have delegated responsibility
for managing all OPTrust's operations.
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John Brennan joined OPTrust in November 2010 to lead
the newly established Shared Services division.

“

The structural and governance changes implemented by
the Trustees in 2010 will help the entire organization deliver
services to the Plan and its members more effectively. In
Shared Services we focus on supporting OPTrust’s other
divisions in a cost-effective and efficient way.

”

John Brennan
Senior Vice-President, Shared Services, OPTrust

Standing committees of
the Board
The Trustees have established five
standing committees to oversee
OPTrust's activities and make reports
and recommendations to the Board.
The Administration Committee
oversees the Plan's pension operations
including its annual and strategic
organizational plans. It monitors and
makes recommendations on policies
regarding pension funding and plan
administration, plan amendments and
legislative changes. The committee
is also responsible for overseeing
the preparation and review of
actuarial valuations.
The Audit Committee ensures that
the Plan's financial statements are
complete and accurate. The committee
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 development
and adherence to OPTrust's operating
and capital budgets, reviews Trustee
and management expenses and
oversees OPTrust's operational risk
management program.
The Governance and Compensation
Committee is responsible for reviewing

OPTrust's internal governance practices,
including performance criteria and
objectives for OPTrust's management,
and reviewing performance and resulting
incentive compensation. The committee
also reviews recommendations
regarding compensation structure
and succession planning for senior
management at OPTrust.

making in the interests of the Plan’s
membership and sponsors.

The Investment Committee monitors
the investment performance of the Fund
and its internal and external investment
managers, and ensures their compliance
with OPTrust's investment policies,
proxy voting guidelines and related
legal and regulatory requirements. It
also commissions research and advice
and approves changes to the Plan's
investment strategy, policies, asset mix
and investment managers.

• increasing the scope of our existing
Trustee education program to
provide the Plan’s Trustees with
ongoing opportunities to expand their
knowledge and skills as they relate to
the oversight of the Plan
• creating a more formal on-boarding
program for new Trustees so they can
quickly integrate and participate fully
in Board activities
• enhancing communications with the
Plan’s sponsors by implementing
more formal mechanisms to provide
updates and information
• conducting a full review of all of the
Board’s advisors to ensure that they
continue to meet the Plan’s needs
• establishing the role of corporate
secretary to help foster and
support continued best practices
in governance
• formalizing the process for regular
governance reviews.

The Adjudication Panel provides plan
members and pensioners with access
to an independent review process in the
event of disputes concerning decisions
by OPTrust's staff on eligibility, benefit
entitlements or other pension-related
rights under the Plan.

2010 governance review
The Trustees undertook an internal
governance review in 2010 to ensure
that management and board structures
continue to support effective decision-
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This comprehensive review of
governance practices identified areas
where there were opportunities to
implement enhancements to improve
the effectiveness and efficiency of
the Board’s oversight. Some of these
areas include:

All of these activities will increase
the capabilities of the Board, helping
ensure that the Plan continues to be
well-managed and able to deliver on the
pension promise to its members.

Organizational structure
The Board’s review also looked at
the internal structure of the OPTrust
management team to determine if there
were ways to more effectively manage
the Plan and deliver services to its
members. As a result, they made two
key decisions:
• to create the role of President and
CEO to lead OPTrust
• to establish a Shared Services
Division to create greater internal
efficiencies and improve the costeffectiveness of our service delivery.

President and CEO
Creating the role of President and CEO
recognizes the growth and maturity
of OPTrust as an organization. It
establishes a single leader who, under
the policy direction and delegated
authority of the Board of Trustees,
has responsibility for all OPTrust's
operational activities. The CEO is directly
accountable to the Board for OPTrust's
operations, affording the Trustees
greater opportunity to focus on critical
matters of policy and the long-term
strategy of the Plan.
The CEO works closely with four direct
reports - the Chief Administrative Officer
(CAO), the Chief Investment Officer (CIO),
the Senior Vice-President of Finance
and the Senior Vice-President of Shared
Services - to carry out all administrative
and investment operations. The CEO's
duties include a broad responsibility
for pension benefit services and
payments to members, pensioners and
beneficiaries; oversight of investment
programs and policies; financial
management, budgeting and resource
allocation; regulatory compliance; media
relations; stakeholder relationships;
organizational development and
staffing; actuarial funding valuations
and legal representation.
In April 2011, the Board was pleased
to announce that they had appointed
Stephen J. Griggs as OPTrust’s first

President and CEO. Mr. Griggs is
a veteran of the financial services
industry, with a breadth and depth of
experience in institutional and retail
financial services and a strong track
record of leadership. Most recently
he served as Executive Director of
the Canadian Coalition for Good
Governance and he brings with him
a deep commitment to excellence in
governance to OPTrust.

and has oversight of the compensation
program through the Governance and
Compensation Committee.

Shared services and finance

The first stage of the review process
was completed in early 2011 with the
Board’s development and approval of an
updated compensation philosophy and
six key compensation principles. The
philosophy and principles form the basis
for the development of a comprehensive
set of pay parameters, to be approved
by the Board in 2011. These will
in turn provide a framework for
designing a consistent and competitive
compensation program for OPTrust.

The Board also made the decision to
establish a Shared Services Division
at OPTrust, which centralizes those
departments that provide internal
services to other business units,
including information technology, project
management, communications, human
resources and facilities. A shared
service structure improves operational
support to the Administration and
Investment divisions, in turn helping
the entire organization deliver
services to the Plan and its members
more effectively.
In November 2010, John Brennan
joined OPTrust as Senior Vice-President,
Shared Services, to lead this
new division.
Finance has also been established
as its own division, with a greater
focus on internal compliance across
all OPTrust divisions. As part of this
mandate, Finance is responsible for tax
and regulatory compliance, ensuring
the sufficiency of internal controls over
financial reporting, ensuring adherence
to OPTrust’s accounting and expense
policies and monitoring and reporting on
compliance with the annual budget to
the Board of Trustees.
Damian McNamee joined OPTrust in
March 2011 as Senior Vice-President,
Finance to lead the Finance Division.

Compensation Program
The Board of Trustees recognizes
the importance of a balanced
and competitive compensation
program in supporting OPTrust’s
operational effectiveness and longterm performance. The Board is
responsible for establishing OPTrust’s
management compensation policies

In 2010, the Board began a major
review of our compensation philosophy
and practices under the direction of
the Governance and Compensation
Committee. To support this process,
the Board engaged the Hay Group as
its compensation advisor to provide
consulting services during the review.

Philosophy and principles
OPTrust’s compensation philosophy
recognizes that our compensation
program must perform two primary
functions. First, the program must
motivate and incent employees to
deliver on the organization’s mandate,
goals and objectives. These include: i)
generating the long-term risk-adjusted
investment return needed to support the
pension promise, and ii) delivering the
finest service and communications to
members and retirees at a reasonable
cost. Second, the program must support
the attraction and retention of the
calibre of employees OPTrust needs to
deliver on its mandate.
The six principles for OPTrust’s
compensation program include:
• aligning compensation with the
interests of OPTrust’s members
and pensioners and the objectives
established by the Board of Trustees
• supporting OPTrust’s business
strategies and priorities over the short
and long term
• establishing an appropriate balance
between pay-for-performance and
effective risk management
• ensuring fair, clear,
understandable and transparent
compensation practices
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Dallas Takeuchi works as a specialized laboratory inspector with the Ministry
of the Environment’s Safe Drinking Water Branch. So, focusing on safety and
security is second nature to him. It’s an approach he takes to his pension, too.

“

Like a lot of OPTrust members, I helped lobby to make joint
trusteeship of our pension plan a reality, so it’s good to know how
well managed the Plan is. I have nine years to retirement, but I’m
looking forward to the security my OPTrust pension will provide.
It’s an important part of my financial plan and the fact that my
pension will keep up with inflation after I retire helps, too.

”

Dallas Takeuchi
OPTrust Member, Ministry of the Environment

• providing for a consistent approach
to compensation across OPTrust’s
operations, while allowing flexibility to
reflect the objectives and requirements
of different business units
• supporting recruitment and retention
of qualified staff through competitive
compensation while ensuring that
compensation costs are reasonable.

Compensation disclosure

new organizational model, starting in
2011. Under this policy, compensation
disclosure will be provided for OPTrust’s
President and CEO, Chief Administrative
Officer, Chief Investment Officer, Senior
Vice-President, Finance and Senior VicePresident, Shared Services.

The Trustees are committed to
transparent disclosure regarding
the compensation program and the
compensation paid to members of
OPTrust’s senior management team.
The Board has therefore approved
disclosure of the base salary and
other compensation paid to the five
most senior executives under our

While the transition to this new
organizational model was begun in
2010, the process of hiring the new

Senior Management Compensation, 2008-2010*
LongTerm Supplementary
Incentive pension benefit

Year

Base
earnings

Annual
incentive

Bill Foster1
Chief Administrative Officer

2010
2009
2008

320
257
236

225
-

-

Morgan Eastman
Chief Investment Officer

2010
2009
2008

375
375
432

150
155
318

John Brennan2
Senior Vice-President
Shared Services

2010
2009
2008

28
-

-

($ thousands)

-

Other
benefits

Total

68
54
40

43
31
19

656
342
295

263
263
-

42
67
63

25
28
51

854
887
864

-

-

3
-

32
-

*In 2010, OPTrust updated its method of reporting senior management compensation to report all compensation for the year in which it is earned, rather
than the year in which it is paid. Previous annual reports disclosed compensation amounts that were paid during a specific fiscal year. As such, figures for
2009 and 2008 have been restated to reflect the new methodology. Furthermore in 2010 the supplementary pension benefit was calculated using the
traditional unit credit method with all relevant assumptions being same as those shown in the financial statements.
1

Bill Foster became Chief Administrative Officer in October 2009. Prior to this appointment, Mr. Foster held the position of Vice-President, Member and
Pensioner Services. Amounts reported for 2009 reflect compensation from both positions.

2

John Brennan joined OPTrust as Senior Vice-President, Shared Services on November 15, 2010. Amounts shown for 2010 reflect compensation from that date.

32 | OPTrust Annual Report 2010 • PLAN Governance

executives was not completed by
year-end. The table on page 32 provides
compensation disclosure for those
senior management positions that were
filled for part or all of 2010.
Incentive payments – Payments
under OPTrust’s annual and long-term
incentive programs are reported for the
year in which they are earned, but are
paid in the subsequent calendar year.
Supplementary pension benefit – All
OPTrust employees are eligible to
contribute to the Plan, which provides
pension benefits based on years of
credit and average salary up to the
maximums allowed under the Income
Tax Act. Employees whose salary
exceeds this maximum contributed
to a supplementary pension plan
established by the Province of Ontario,
which provides pension benefits based
on the same formula as the OPSEU
Pension Plan. The supplementary
pension benefits disclosed reflect the
present value of the increase in the

future benefits accrued since the end
of the previous year, less employee
contributions paid during the year.
Other benefits – The amounts disclosed
include vacation payouts, other taxable
benefits and the employer’s share
of all employee benefit premiums
and contributions (excluding the
supplementary pension benefit) made
on behalf of employees.

Trustees' compensation
The Trustees of the Plan do not receive
compensation from OPTrust. They are
reimbursed for incidental expenses
which totalled $55,000 in 2010 (2009
- $35,000). The Trustees appointed by
the Province of Ontario receive $200
per meeting that they attend and are
paid directly by the Province. Trustees
appointed by OPSEU are compensated
by the union for any loss of regular
income as a result of time spent
fulfilling their duties as a member of
OPTrust’s Board.

Auditor independence
The Board of Trustees has established
a policy for pre-approval of services
performed by the external auditor,
PricewaterhouseCoopers.
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, 2010 versus 2009
2010

($ thousands, including taxes)

2009

External audit1
Tax services
Governance review

$

270
34
-

$

453
9
345

Total

$

304

$

807

1

Includes external audit services for related legal entities
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Trustees and Senior Management

From left to right: Maurice Gabay, Scott Campbell, Tracie Crook, Alicia Czekierda

Members of the Board of Trustees
At December 31, 2010

Maurice Gabay, Chair**
Accountant
Ontario Public Service
Employees Union (OPSEU)
Scott Campbell, Vice-Chair*
Corporate Chief Information
Officer (retired)
Government of Ontario
Michael Beswick*1
Senior Vice-President, Pensions (retired)
Ontario Municipal Employees
Retirement System
Tracie Crook*
Former President and CEO
ResMor Trust Company
Alicia Czekierda**
Secretary, Robarts/Amethyst Schools
Ministry of Education

34 | OPTrust Annual Report 2010

Richard Johnston*2
Owner, By Chadsey’s Cairns Winery
and Vineyard
Former MPP and President,
Centennial College
Ron Langer**
Senior Business Advisor
Ministry of Economic Development
and Trade
Patricia Li*3
Assistant Deputy Minister,
Direct Services Division
Ministry of Health and Long-Term Care
Mahmood Nanji*
Assistant Deputy Minister
Ministry of Economic Development
and Trade

Tony Ross*
Vice-Chair (retired)
Merrill Lynch Canada
Dennis Wilson**
Construction Health & Safety Inspector
Ministry of Labour
Maureen Whyte**
Claims Assessor
Ministry of Health and Long-Term Care
* Appointed by the Government of Ontario
** Appointed by OPSEU
1

Mr. Beswick’s term concluded
in April 2011

2

Mr. Johnston’s term concluded
in December 2010

3

Ms. Li’s term began in February 2011

4

Mr. Nanji’s term concluded in
December 2010

4

From left to right: Ron Langer, Patricia Li, Tony Ross, Maureen Whyte, Dennis Wilson

Professional Advisors

Senior Management

Actuaries
Buck Consultants

Stephen J. Griggs1
President and CEO

Administration, Finance
and Shared Services

Legal Counsel
Koskie Minsky LLP

Investment

John Brennan
Senior Vice-President, Shared Services

Compensation
Hay Group
Auditors
PricewaterhouseCoopers LLP
Custodian
Northern Trust

Morgan Eastman
Chief Investment Officer
Enrique Cuyegkeng, CFA
Managing Director,
Public Market Investments

Bill Foster
Chief Administrative Officer
Damian McNamee2
Senior Vice-President, Finance

Robert Douglas, CFA
Managing Director,
Real Estate Investments

Audrey Forbes
Vice-President,
Member and Pensioner Services

Anca Drexler, CFA
Managing Director,
Investment Research and Risk

Tracy Hatanaka-Lejnieks
Director, Investment Finance

Janine McLaughlin
Director, Investment Reporting
and Operations
Kevin Warn-Schindel
Group Head and Managing Director,
Private Markets Group

Graeme Isdale
Vice-President, Information Technology
Maryanne McManus
Vice-President,
Project Management Office
1

Mr. Griggs joined OPTrust in June 2011.

2

Mr. McNamee joined OPTrust
in March 2011.
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On the opposite page:

Jennie Miller
OPTrust Member, Ministry of Training, Colleges and Universities

In her role as a Bilingual Education Information Counsellor with Employment Ontario,
Jennie Miller helps apprentices become tradespersons and workers who have lost their jobs
get back on the path to re-employment.

“

It’s rewarding helping people get back on their feet after losing their jobs. It’s also
a reminder how lucky I am to have a stable job with a solid pension. As a single
mother, it’s hard to save for my daughter’s education and still put something
aside for the future. So, contributing to my OPTrust pension means one less thing
to worry about. The Plan’s survivor benefits give me peace of mind, too.

”

Consolidated
Financial
Statements

As at December 31, 2010

Auditors’ report

To the Trustees of the Ontario Public Service Employees
Union Pension Plan Trust Fund, Administrator of the Ontario
Public Service Employees Union Pension Plan
We have audited the accompanying consolidated financial
statements of the fund of the Ontario Public Service
Employees Union Pension Plan (the Plan), which comprise the
consolidated statements of net assets available for benefits
and accrued pension benefits and surplus as at December
31, 2010, and December 31, 2009, and the consolidated
statements of changes in net assets available for benefits,
changes in accrued pension benefits and changes in
unallocated surplus for the years then ended, and the related
notes including a summary of significant accounting policies.

Management’s responsibility for the
consolidated financial statements
Management is responsible for the preparation and fair
presentation of these consolidated financial statements in
accordance with Canadian generally accepted accounting
principles, and for such internal control as management
determines is necessary to enable the preparation of
consolidated financial statements that are free from material
misstatement, whether due to fraud or error.

relevant to the entity’s preparation and fair presentation of
the consolidated financial statements in order to design audit
procedures that are appropriate in the circumstances, but not
for the purpose of expressing an opinion on the effectiveness
of the entity’s internal control. An audit also includes
evaluating the appropriateness of accounting policies used
and the reasonableness of accounting estimates made by
management, as well as evaluating the overall presentation of
the consolidated financial statements.
We believe that the audit evidence we have obtained is sufficient
and appropriate to provide a basis for our audit opinion.

Opinion
In our opinion, the 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, 2010, and December 31, 2009, 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.

Auditor’s responsibility
Our responsibility is to express an opinion on these
consolidated financial statements based on our audit. We
conducted our audit in accordance with Canadian generally
accepted auditing standards. Those standards require that
we comply with ethical requirements and plan and perform
the audit to obtain reasonable assurance about whether the
financial statements are free from material misstatement.

Chartered Accountants, Licensed Public Accountants
May 26, 2011

An audit involves performing procedures to obtain audit
evidence about the amounts and disclosures in the
consolidated financial statements. The procedures selected
depend on the auditor’s judgment, including the assessment
of the risks of material misstatement of the consolidated
financial statements, whether due to fraud or error. In making
those risk assessments, the auditor considers internal control

38 | OPTrust Annual Report 2010 • CONSOLIDATED FINANCIAL STATEMENTS

Actuaries’ opinion

We are the appointed actuaries for the Ontario Public Service
Employees Union Pension Plan (the “Plan”) and have been
retained by the Board of Trustees to perform an actuarial
valuation of the Plan’s assets and liabilities as of December 31,
2010, for inclusion in these consolidated financial statements.

valuation and are in accordance with the requirements of
Section 4100 of the CICA Handbook. Nonetheless, differences
between the Plan’s future experience and the actuarial
assumptions will result in gains or losses in future valuations
and affect the financial position of the Plan.

The valuation of the Plan’s liabilities is based on:

This valuation has been prepared, and our opinions given, in
accordance with accepted actuarial practice.

• Membership data provided by OPSEU Pension Trust as of
December 31, 2009;
• Going concern liabilities determined as of December 31,
2009, projected to December 31, 2010 using management’s
best estimate of the experience during 2010;
• Methods prescribed by Section 4100 of the Canadian
Institute of Chartered Accountants’ (CICA) Handbook for
pension plan financial statements; and
• Management’s best estimate assumptions for consolidated
financial statement purposes as set out in Note 5, which we
believe to be reasonable.
This valuation was undertaken for the purposes of the Plan’s
consolidated financial statements and should not be used for
any other purpose.

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

Cynthia L. Rynne
Fellow, Society of Actuaries
Fellow, Canadian Institute
of Actuaries

May 26, 2011

We have tested the membership data for consistency and
reasonableness, and we believe it to be sufficient and
reliable for the purposes of the valuation. Furthermore, in our
opinion, the assumptions adopted and methods employed
are appropriate for the purposes of the financial statement
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Management’s responsibility
for financial reporting
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 (the 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 are 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 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 the external auditors
to review the scope of the audit, discuss auditor findings,
and 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.

Bill Foster
Chief Administrative Officer
May 26, 2011
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Damian McNamee
Senior Vice-President, Finance

Consolidated Statement of Net Assets
Available for Benefits and Accrued
Pension Benefits and Surplus
2010

2009

$ 13,878

$ 13,352

24
20
2

22
17
2

13,924

13,393

(57)
(550)

(79)
(1,325)

(607)

(1,404)

13,317
489

11,989
1,523

$ 13,806

$ 13,512

$

$

As at December 31 ($ millions)

ASSETS
Investments (Note 4)
Contributions receivable
Employers
Members
Other assets

LIABILITIES
Accounts payable and accrued charges
Investment-related liabilities (Note 4)

NET ASSETS AVAILABLE FOR BENEFITS
ACTUARIAL ASSET VALUE ADJUSTMENT (Note 6)
ACTUARIAL VALUE OF NET ASSETS AVAILABLE FOR BENEFITS
ACCRUED PENSION BENEFITS (Note 5)
Active members
Pensioners
Deferred and divested members
Provision for administrative expenses

SURPLUS (Notes 7 and 8)
Member rate stabilization fund
Employer rate stabilization fund
Unallocated surplus

ACCRUED PENSION BENEFITS AND SURPLUS

5,957
5,902
879
185

5,463
5,762
905
183

12,923

12,313

398
422
63

404
407
388

883

1,199

$ 13,806

$ 13,512

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

Maurice Gabay
Chair

Scott Campbell
Vice-Chair
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Consolidated Statement of Changes
in Net Assets Available for Benefits
For the years ended December 31 ($ millions)

NET ASSETS AVAILABLE FOR BENEFITS, BEGINNING OF YEAR
Net investment income (Note 9)
Contributions (Note 10)
Benefit payments (Note 11)
Administrative expenses (Note 12)
NET INCREASE IN ASSETS AVAILABLE FOR BENEFITS
NET ASSETS AVAILABLE FOR BENEFITS, END OF YEAR

2010

2009

$ 11,989
1,530
438
(621)
(19)

$ 10,987
1,348
390
(718)
(18)

1,328

1,002

$ 13,317

$ 11,989

2010

2009

$ 12,313

$ 11,631

835
418
235
(19)

827
417
53
116

1,469

1,413

621
227
11

718
13

859

731

610

682

$ 12,923

$ 12,313

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

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

ACCRUED PENSION BENEFITS, BEGINNING OF YEAR
INCREASE IN ACCRUED PENSION BENEFITS
Income required on accrued pension benefits
Benefits accrued
Assumption change losses
Experience losses
(Refund)/Purchase of collectively bargained temporary benefits

DECREASE IN ACCRUED PENSION BENEFITS
Benefit payments
Experience gains
Administrative expenses recognized

NET INCREASE IN ACCRUED PENSION BENEFITS
ACCRUED PENSION BENEFITS, END OF YEAR
The accompanying notes to the consolidated financial statements are an integral part of this statement.
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Consolidated Statement of Changes
in Unallocated Surplus
2010

For the years ended December 31 ($ millions)

UNALLOCATED SURPLUS, BEGINNING OF YEAR
EXPERIENCE GAINS/(LOSSES) RELATED TO FINANCING PENSION BENEFITS
Net investment income
Change in actuarial asset value adjustment
Income required on accrued pension benefits

$

OTHER EXPERIENCE GAINS/(LOSSES)
Contributions net of benefits accrued
Assumption change losses
Experience gains (losses)
Administrative expenses

OTHER CHANGES
Net transfer from rate stabilization funds

NET DECREASE IN UNALLOCATED SURPLUS
UNALLOCATED SURPLUS, END OF YEAR

$

388

2009
$

846

1,530
(1,034)
(835)

1,348
(905)
(827)

(339)

(384)

20
(235)
227
(8)

(27)
(53)
(5)

4

(85)

10

11

10

11

(325)

(458)

63

$

388

The accompanying notes to the consolidated financial statements are an integral part of this statement.
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Notes to the
Consolidated Financial Statements
1. Description of the OPSEU Pension Plan
The OPSEU Pension Plan (the Plan) is a contributory defined benefit
pension plan that 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
provided for the establishment of the OPSEU Pension Plan Trust Fund
(the Fund) to hold the net assets available for benefits of the Plan.
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”) are 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.
The 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.
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.

a. Membership
The Plan’s membership comprises 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
• Mental Health Centre Penetanguishene
• Niagara Parks Commission
• North East Mental Health Centre
• Ontario Agency for Health Protection and Promotion
• Ontario Lottery and Gaming Corporation
• Ontario Pension Board
• Ontario Public Service Employees Union (seconded or acting employees)
• Ontario Shores Centre for Mental Health Sciences
• Ontario Teachers’ Pension Plan Board
• OPSEU Pension Trust (includes non-bargaining unit employees)
• St. Joseph’s Health Care Group – Lakehead Psychiatric Hospital
• Workplace Safety and Insurance Appeals Tribunal

b. 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.

c. Contributions
The OPSEU Pension Plan’s contributions and benefits are integrated
with the Canada Pension Plan (CPP).
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The 2010 contribution rate is 7.4% (2009 - 6.4%) of salary up to
the year’s maximum pensionable earnings (YMPE) under the Canada
Pension Plan and 9% (2009 - 8.0%) of other eligible earnings up to the
maximum earnings of $140,180 for the year under the Income Tax Act
(Canada). The contribution rate for both the employees and employers
will be increased by 1 % of salary in each of January 2011 and January
2012. Effective January 1, 2012, the contribution rate will be 9.4% of
salary up to the YMPE and 11% of eligible earnings over the YMPE.

d. 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.

e. 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).
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.

f. 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 1.4% at
January 1, 2011 (January 1, 2010 – 0.5%).

g. 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.

h. 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.

i. Deferred Pensions

k. Transfers

Members who withdraw 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.

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.

j. 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 directly to the
former member, subject to withholding of income taxes.

2. Significant Accounting Policies
a. Presentation

d. Investments

These consolidated financial statements are prepared in accordance
with Canadian generally accepted accounting principles. 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. Certain
prior year financial information has been reclassified to conform with
the presentation adopted in the current year.

Investments, investment receivables and investment payables are
recognized on a trade date basis and are stated at fair value.

b. Principles of Consolidation
The consolidated financial statements include the accounts of
the Plan’s subsidiaries. All significant intercompany balances and
transactions have been eliminated on consolidation. The 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 these estimates.

CATEGORY

i) Valuation of Investments
The fair value of investments is the consideration that would be agreed
upon in an arm’s length transaction between knowledgeable willing
parties who are under no compulsion to act. The determination of fair
value is based on market conditions at a specific point in time and
may not be reflective of future values. Fair values determined using
valuation models and techniques require the use of assumptions that
may not be supported by observable market transactions or available
market data. In these cases, the fair values may be significantly
impacted by the choice of assumptions. In periods of economic turmoil
or when markets are illiquid, the determination of fair value may be
more difficult to establish.
Fair values are determined as follows:

BASIS OF VALUATION

Short-term Investments Cost plus accrued interest where it approximates fair value, or the average of market quotes of closing bid and ask prices.
Short-term investments comprise direct investments of the Plan and include reinvested cash collateral that is comprised of
fixed rate instruments with maturities less than one year and floating rate instruments with maturities greater than one year.
Bonds, Debentures
and Real Return Bonds

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 Assets
and Liabilities

Based on estimated fair values using appropriate valuation techniques and management’s and/or third party's best
estimates. Income producing properties are valued based on independent appraisals that are conducted at least once
every three years. Investments held through fund investments are valued using the carrying values reported by the
external fund managers and updated for any specific market and other investment factors known to OPTrust that could
affect the fair value of the investment.
Mortgages held on real estate investments are valued using discounted cash flows based on market yields of
securities with comparable credit risk and term to maturity.

Private Markets

Private markets include private equity and infrastructure investments that are held directly or through ownership in limited
partnership arrangements or via fund investments. Fair value is determined using appropriate valuation techniques and
management’s and/or third party's best estimates. For investments held through limited partnerships or funds, fair value
is generally determined based on carrying values and other relevant information reported by the investment manager using
accepted valuation methods. In the first year of ownership, cost is generally considered to be an appropriate estimate of fair
value for private equity and infrastructure investments unless there is evidence of a significant change in value.
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Fair values (continued)

CATEGORY

BASIS OF VALUATION

Commodities

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

Derivatives

Market prices are used for exchange traded derivatives such as futures. Where quoted market prices are not available,
appropriate valuation techniques are used to determine fair value. Derivative contracts transacted by OPTrust either directly
with counterparties in the over-the-counter (OTC) market or on regulated exchanges include the following types of contracts:
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.
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.
Commodity futures
Commodity futures are standardized contracts to either buy or sell a commodity index at a specific price and date in the future.
Futures are transacted between counterparties on regulated future exchanges and are subject to daily cash settlement of
changes in fair value. OPTrust utilizes commodity futures to obtain commodities exposure.
Equity futures
Equity futures are standardized contracts to either buy or sell specified equity indices at a specific price and date in
the future. Futures are transacted between counterparties on regulated futures exchanges and are subject to daily
cash settlement of changes in fair value. OPTrust utilizes equity index futures contracts to gain exposure to the public
equity markets.
Options
Options are contractual agreements under which the seller (writer) grants the purchaser the right, but not the obligation,
either to buy (call option) or sell (put option) a security, exchange rate, interest rate or other financial instrument at a
predetermined price at or by the specified future date. They may be acquired in standardized amounts on regulated
exchanges or may be customized and acquired in the OTC market. OPTrust uses options to gain exposure to certain
emerging markets.

ii) Income Recognition
Investment income includes interest and dividends, net income from
real estate and private market investments, realized gains and losses on
disposal of investments, and unrealized gains and losses resulting from
changes in the fair value of investments and undistributed income.

CATEGORY

BASIS OF VALUATION

Interest income

Accrual basis

Dividend income

Accrual basis on the ex-dividend date

Net operating
income for real
estate and private
market investments

Available operating income from the
investment manager

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 cost

iii) Transaction costs
Transaction costs are incremental costs attributable to the acquisition,
issue or disposal of investment assets or liabilities, and are expensed
as incurred.

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, mitigates volatility and
provides a more stable basis for determining surplus.
The actuarial value of net assets 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 the expected
investment earnings, evenly over the current and following four years.
Management’s best estimate of investment return was 6.75% as at
December 31, 2010 (December 31, 2009 - 7.0 %).

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 method prorated on service.
This method calculates the actuarial value of pension benefits accrued
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up to the financial reporting date, after the projected benefits have
been attributed equally to each year of a member’s service. This
method differs from the aggregate method used for funding purposes,
which includes current members' expected future contributions and
margins of conservatism in the setting of economic assumptions.

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.

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 the
rate stabilization funds from a funding valuation 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 included in other assets are carried at cost
less accumulated amortization. Amortization is provided on a straightline 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. Fair Value Disclosures
All financial instruments measured at fair value are categorized into
one of three hierarchy levels, described below, for disclosure purposes.
Each level is based on the transparency of the inputs used to measure
the fair values of assets and liabilities:
Level 1 – inputs are unadjusted quoted prices of identical assets or
liabilities in active markets.
Level 2 – inputs are other than quoted prices included in Level 1
that are observable for the asset or liability, either directly
or indirectly.
Level 3 – one or more significant inputs used in a valuation
technique are unobservable in determining fair values
of the assets or liabilities.
Determination of fair value and the resulting hierarchy requires the
use of observable market data whenever available. The classification of a
financial instrument in the hierarchy is based upon the lowest level of input
that is significant to the measurement of fair value. Refer to Note 4(a).

m. Future Accounting Changes
The Canadian Accounting Standards Board (AcSB) confirmed January
1, 2011, as the date International Financial Reporting Standards (IFRS)
will replace Canadian GAAP for publicly accountable enterprises. In
April 2010, the AcSB issued CICA Handbook Section 4600, Pension
Plans. Under Section 4600, pension plans will adopt IFRS for
accounting policies that do not relate to investment portfolio or pension
obligations. IFRS and section 4600 will be effective for OPTrust for
the year commencing January 1, 2011, including the disclosure of
prior-year comparative figures. Management has reviewed the impact
of the adoption of Section 4600 after which the actuarial asset value
adjustment will no longer be deferred and amortized. All deferred
gains/losses will be retroactively recognized. The new standards also
require additional note disclosures.

3. 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 risks
arise from the investment activities and include market risk (interest
rate risk, foreign currency risk and price risk), credit risk and liquidity
risk. The management of these financial risks is addressed through
the Statement of Investment Policies and Procedures which defines
investment and risk philosophy, performance return expectations,
asset mix and diversification policy, and guidelines for the management
of investments.

a. Market Risk
Market risk is the risk that the fair value or future cash flows 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 and through the diversification of investments across
a variety of asset classes, the Plan uses the smoothing of investment
gains and losses and uses margins of conservatism in economic

assumptions to provide capacity to mitigate the negative impact of
market risk. Market risk is comprised of the following types of risk:
(i) Interest Rate Risk
Interest rate risk is the risk that the fair value or future cash flows of
a financial instrument will fluctuate because of changes in market
interest rates. The potential exposure results from either changes in
floating interest rates reducing cash flows, or changes in the asset
values for fixed rate securities (e.g. bonds). During periods of rising
interest rates, the market value of the existing fixed income securities
will generally decrease. See Note 4 for interest rate sensitivity analysis.
The Plan manages interest rate risk for investments by establishing
a target asset mix that provides an appropriate mix between interestsensitive 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. There are also certain alternative investments
which may have interest rate components making them subject to
interest rate exposure.
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(ii) Foreign Currency Risk
Foreign currency 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
impact of a 1% absolute change in the Canadian dollar against other
currencies, holding all other variables constant would have resulted in a
$31 million change in the Plan’s net assets available for benefits as at
December 31, 2010.
The Plan’s exposure to foreign exchange risk is as follows:
2010

As at December 31 ($ millions)

Canadian
Investments subject to currency risk
Developed markets
United States
United Kingdom
Eurozone
Asia Pacific
Europe - Other
Emerging markets

2009

Gross
exposure

Impact of
derivatives

Net
exposure

Net
exposure

$ 8,400

$

1,942

$ 10,342

$ 9,734

1,842
878
547
835
216
610

(723)
(338)
(356)
(477)
(48)
-

1,119
540
191
358
168
610

614
453
83
410
190
543

4,928

(1,942)

2,986

2,293

The impact of derivatives as set out above represents the fair value of the currency forward contracts
and reflect the unrealized gain or loss on these instruments.

(iii) Price Risk
Price risk is the risk that the fair value or future cash flows of a financial
instrument will fluctuate because of changes in market prices (other
than those arising from interest rate risk or foreign currency risk),
whether those changes are caused by factors specific to the individual
financial instrument or its issuer, or factors affecting all similar financial
instruments traded in the market. OPTrust is exposed to price risk
through its investment in public equities, private and real estate
instruments. OPTrust manages price risk through the use of an asset
mix and diversification policy as well as adherence to guidelines for the
management of investments.
(iv) Value at Risk
OPTrust uses Value at Risk (“VaR”) methodology to monitor market
risk exposure in the overall fund. VaR is a statistical technique that
is used to estimate the potential loss in value of an investment as a
result of movements in market rates and prices over a specified time
period and for a specified confidence level. VaR is estimated by using

As at December 31 ($ millions)

2010
Net investments
Canadian equity *
Foreign equity *
2009
Net investments
Canadian equity *
Foreign equity *

Potential loss

an analytical method incorporating monthly returns, evaluated at
confidence levels of 99% and 95%. OPTrust uses a normal VaR model
which assumes independent and normally distributed rate of returns.
VaR does not specifically consider losses arising from severe market
events. It also assumes that historical market data is a sound basis
for estimating potential future losses. If future market conditions and
interrelationships of interest rates, foreign exchange rates and market
prices differ significantly from those of the past, then the estimated
potential loss could materially differ from those estimated. The VaR
measure provides an estimate of a single value in a distribution of
potential loss that the fund could experience.
OPTrust uses VaR to reflect the Fund’s risk profile expected over
a one year horizon. The figures calculated are meant to represent a
“worst-case” loss at the 99% and 95% confidence levels.
The table below highlights the “worst-case” expected loss that could
be experienced in a year, based on the VaR methodology with 95% and
99% confidence. The potential yearly loss calculation is based on the
total fund’s monthly historical return data from inception.

99% Confidence Level
% Potential
Total assets
loss

95% Confidence Level
Potential loss

Total assets

% Potential
loss

$

(2,241)
(750)
(1,064)

$

13,328
2,423
3,467

(16.8%)
(30.9%)
(30.7%)

$

(1,490)
(509)
(732)

$

13,328
2,423
3,467

(11.2%)
(21.0%)
(21.1%)

$

(2,068)
(760)
(812)

$

12,027
2,421
2,884

(17.2%)
(31.4%)
(28.2%)

$

(1,380)
(517)
(557)

$

12,027
2,421
2,884

(11.5%)
(21.4%)
(19.3%)

* Exposure includes both equity and other assets held by the investment managers based on their equity mandates.
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Duration is a measure of the sensitivity of the bond portfolio to parallel shifts in the yield curve. The table below shows the duration for each
portfolio group in OPTrust’s fixed income portfolio and their respective sensitivity to interest rate changes.
Portfolio Group
As at December 31

Fair value
($ millions)

% of
portfolio

Duration
(years)

Duration
contribution
(years)

2010
Long-term-swap
Long-term*
Real return*

$ 1,153
1,437
1,283

30%
37%
33%

12.9
12.1
17.1

3.8
4.5
5.7

$

(37)
(43)
(55)

(3.2%)
(3.0%)
(4.3%)

TOTAL

$

3,873

100%

14.0

14.0

$

(135)

(3.5%)

$

1,238
1,205
1,181

34%
33%
33%

12.6
11.9
17.5

4.3
4.0
5.7

$

(39)
(36)
(52)

(3.2%)
(2.9%)
(4.3%)

$

3,624

100%

14.0

14.0

$

(127)

(3.5%)

2009
Long-term-swap
Long-term*
Real return*
TOTAL

Impact of 0.25% increase
in interest rates
($ millions)
(%)

* Portfolio group includes fixed income investments held by the investment managers based on their mandates.

v) Credit Risk
Credit risk refers to the potential financial loss arising from a
counterparty being unable to meet its contractual obligations. The
Plan is exposed to credit risk principally through its investment
securities, securities lending, balances receivable from sponsors and
counterparties to derivative transactions.

As at December 31
($ millions)

Short-term
investments

Government
& corporate
bonds

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 as determined by any of Moody's,
Standard & Poor's or the Dominion Bond Rating Service. Credit
exposure to any single counterparty is limited to maximum amounts as
specified in the investment policies and guidelines. The fair value of the
fixed income investments and over-the-counter derivatives exposed to
credit risk, by credit rating, is as follows:

Real return
bonds

Swaps

Forwards

Real
estate

Options

Total

%

$

2,729
1,635
535
71

55%
33%
11%
1%

88

$

4,970

100%

$

65

$

2,790
1,918
838
65

50%
34%
15%
1%

$

65

$

5,611

100%

2010
AAA/R-1 High
AA/R-1 Mid
A/R-1 Low
BBB/R-2 Low

$ 1,053
153
-

$

396
1,396
490
-

$ 1,280
-

$

28
21
-

$

58
6
-

$

1
-

$

17
71

TOTAL

$ 1,206

$ 2,282

$ 1,280

$

49

$

64

$

1

$

$

1,296
451
313
-

$

315
1,416
511
-

$

1,179
-

$

12
7
-

$

39
7
-

$

-

$

2,060

$

2,242

$

1,179

$

19

$

46

$

-

2009
AAA/R-1 High
AA/R-1 Mid
A/R-1 Low
BBB/R-2 Low
TOTAL

The counterparty credit risk associated with derivative transactions
is managed by only 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 there is exposure
to these counterparties. As at December 31, 2010, collateral of
$46 million was held (2009 – $nil).

Credit risk for investments in derivatives is measured by the positive
fair value of the contractual obligations with the counterparties less
any collateral or margin received as at the reporting date. The Plan has
exposure to derivatives as follows:

2010
Notional
amount

As at December 31 ($ millions)

Interest rate swaps
Foreign exchange forwards
Futures
Options
Currency options- put
Currency options- call
Equity index options

$

TOTAL DERIVATIVES

$

2,184
4,756
611

Fair value
Assets
Liabilities
$

33
27
29
7,640

2009

49
64
-

$

1
$

114

(13)
-

Notional
amount
$

$

(13)

1,978
3,349
-

Fair value
Assets
Liabilities
$

$

5,327

19
46
-

$

$

65

7
9
-

$

16
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vi) Liquidity Risk
Liquidity risk is the risk that the Plan has insufficient cash flows to meet
its pension obligations and other commitments and expenses as they
become due. OPTrust also has significant investment commitments
which are still to be funded (see Note 13) that expose the Plan to
certain liquidity risk.
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, 75% (2009 – 74%) of the Plan’s investments are
marketable and can be liquidated relatively quickly. The Plan also
invests in real estate and private markets which typically are more
illiquid. As a result, these investments may not be able to be liquidated
at their fair values in a short timeframe, which may expose the Plan to
certain liquidity risk.
The remaining terms to contractual maturity or repricing dates,
whichever dates are earlier, of interest bearing investments, including
derivatives and mortgages, are as follows:

Term of maturity

As at December 31 ($ millions)

Within
1 year
2010
Short-term investments
Government of Ontario debentures
Bonds
Canadian government
Provincial government
Corporate
Real return
Subtotal
Interest rate swaps
Real estate
Mortgages related to real estate
TOTAL

$ 1,152
132

1 to 5
years
$

54
728

5 to 10
years
$

-

$

Over 10
years

Total

Yield to
maturity

-

$ 1,206
860

0.7%
2.2%

54
4
-

21
19
1
-

44
96
34
-

211
571
367
1,280

330
690
402
1,280

3.0%
2.2%
5.1%
1.1%

1,342

823

174

2,429

4,768

2.1%

(543)
(40)

(25)
(202)

32
50
(119)

585
38
-

49
88
(361)

10.1%

759

596

137

3,052

4,544

539

$ 1,141

$ 2,202

$ 5,227

2009
TOTAL

$ 1,345

$

OPTrust maintains $250 million (2009 – $250 million) of unsecured
credit facilities to meet potential liquidity requirements primarily for
investment purposes. As at December 31, 2010, the total amount
drawn on the credit facility was $ 4 million (2009 – $ 13 million).

b. Securities Lending
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 reinvested 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. 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. However, there is liquidity risk related to the lack of liquidity
in certain short-term markets which can result in discounts on longer
maturity instruments.
As at December 31, 2010, the Plan’s investments included loaned
securities with a fair value of $838 million (2009-$1,270 million). The
fair value of collateral received in respect of these securities on loan
was $873 million (2009-$1,307 million) which includes cash collateral
of $156 million (2009 - $947 million) and other securities of $717
million (2009-$360 million).
The following table shows the fair value of cash collateral and
obligation under securities lending agreements, and the net investment
income from securities lending:
2010

As at December 31 ($ millions)

Reinvested cash collateral included in short-term investment
Obligation under securities lending agreements

$

151
(156)

2009
$

938
(947)

UNREALIZED (LOSS)

(5)

(9)

Net income from program
Revenues
Reduction in unrealized loss

2
4

4
14

NET INCOME
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$

6

$

18

4. 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.
2010
As at December 31 ($ millions)

Fixed income
Cash
Short-term investments
Government and corporate bonds
Canadian
Foreign
Real return bonds*
Government of Ontario debentures

Fair value
$

Public equity
Canadian
Foreign
Foreign pooled equity linked investments
Real estate
Private markets
Investment related assets
Accrued income
Due from brokers
Other real estate and private
markets receivables
Unrealized gains and amounts
receivable on derivative contracts
INVESTMENT ASSETS

Cost

% of assets

197
1,215

1%
9%

1,422
1,280
860

1,328
990
718

11%
0%
10%
7%

4,965

4,448

2,723
3,008
170

2,167
2,589
156

197
1,206

$

Fair value

Cost

% of assets

90
2,072

1%
17%

1,157
21
1,179
1,064

1,134
23
990
865

10%
0%
10%
9%

38%

5,570

5,174

47%

20%
23%
1%

2,408
2,643
156

2,082
2,405
153

20%
22%
1%

$

89
2,060

$

5,901

4,912

44%

5,207

4,640

43%

1,780
1,079

1,838
1,072

13%
8%

1,582
862

1,717
935

13%
7%

25
3

25
3

0%
0%

60
6

60
6

0%
0%

11

11

0%

-

-

0%

114

1

1%

65

-

1%

153

40

1%

131

66

1%

$ 13,878

$ 12,310

104%

$ 13,352

$ 12,532

111%

(1)
(361)
(19)

(1)
(348)
(19)

0%
(3%)
0%

(13)
(332)
(17)

(13)
(327)
(17)

0%
(3%)
0%

(13)

-

0%

(16)

-

0%

Investment related liabilities
Due to brokers
Mortgages related to real estate
Other liabilities
Unrealized losses and amounts
payable on derivative contracts
Obligation under securities
lending agreements
NET INVESTMENTS

2009

(156)

(156)

(1%)

(947)

(947)

(8%)

(550)

(524)

(4%)

(1,325)

(1,304)

(11%)

$ 13,328

$ 11,786

100%

$ 12,027

$ 11,228

100%

* There were no foreign real return bonds for the years ended December 31, 2010 and 2009.

Net assets by portfolio are:
As at December 31 ($ millions)

2010
Cash and short-term investments
Other investment assets
Investment related assets
Investment related liabilities
NET INVESTMENTS
2009
Cash and short-term investments
Other investment assets
Investment related assets
Investment related liabilities
NET INVESTMENTS

Securities
lending

Fixed
income
$

531
3,562
65
-

Public
equity

$

151
(156)

$

324
5,901
77
(14)

$

(5)

$ 4,158

$ 6,288

$

938
(947)

$ 1,097
3,421
37
(6)

$

$

(9)

$ 4,549

$ 5,344

100
5,207
60
(23)

$

Real
estate

Private
markets

8
1,780
10
(379)

$

Commodities

Total

1,079
1
(1)

$

389
-

$

$ 1,419

$ 1,079

$

389

$ 13,328

$

14
1,582
33
(349)

$

862
1
-

$

-

$

$ 1,280

$

863

$

-

$ 12,027

1,403
12,322
153
(550)

2,149
11,072
131
(1,325)
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a. Fair Value Hierarchy
OPTrust's financial instruments are categorized within the fair value
hierarchy as described in Note 2 as follows:
2010
Level 1

As at December 31 ($ millions)

Fixed income
Cash
Short-term investments
Government and corporate bonds
Real return bonds
Government of Ontario debentures
Public equity
Foreign pooled equity linked investments
Real estate
Private markets
Investment related assets
Investment related liabilities
NET INVESTMENTS

Level 2

Level 3

Total

$

197
33
5,729
170
58
(53)

$

1,173
1,422
1,280
860
2
88
95
(497)

$

1,692
1,079
-

$

197
1,206
1,422
1,280
860
5,731
170
1,780
1,079
153
(550)

$

6,134

$

4,423

$

2,771

$ 13,328

Level 3

Total

There were no significant transfers between Level 1 and Level 2 during the year ended December 31, 2010.

2009
Level 1

As at December 31 ($ millions)

Fixed income
Cash
Short-term investments
Government and corporate bonds
Real return bonds
Government of Ontario debentures
Public equity
Foreign pooled equity linked investments
Real estate
Private markets
Investment related assets
Investment related liabilities
NET INVESTMENTS

Level 2

$

89
961
5,049
156
66
(978)

$

1,099
1,178
1,179
1,064
2
65
65
(347)

$

1,517
862
-

$

89
2,060
1,178
1,179
1,064
5,051
156
1,582
862
131
(1,325)

$

5,343

$

4,305

$

2,379

$ 12,027

The following is a reconciliation of Level 3 fair value measurements for
the years ended December 31, 2010 and 2009.
2010

Real
estate

For the year ended December 31 ($ millions)

Private
markets

Total

Balance, beginning of year
Earned Income
Realized (losses)
Unrealized gains
Purchases, sales and settlements, net

$

1,517
48
(2)
78
51

$

862
83
(5)
77
62

$

2,379
131
(7)
155
113

BALANCE, END OF YEAR

$

1,692

$

1,079

$

2,771

2009

Real
estate

For the year ended December 31 ($ millions)

Private
markets

Total

Balance, beginning of year
Earned Income
Realized gains (losses)
Unrealized losses
Purchases, sales and settlements, net

$

1,481
52
9
(208)
183

$

686
39
(1)
(45)
183

$

2,167
91
8
(253)
366

BALANCE, END OF YEAR

$

1,517

$

862

$

2,379

There were no transfers into or (out) of Level 3 in 2009 or 2010.
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Sensitivity to changes in assumptions
For co-investments or fund investments where OPTrust does not have the ability to look through to the underlying investments, sensitivity information is
not available. For direct investments in real estate and private markets the sensitivity of assumptions impacting fair value is as follows:
Key factor

As at December 31 ($ millions)

Fair value

+0.25%

-0.25%

992
459
362

(33)
(12)
(3)

35
12
3

Discount or capitalization rate
Discount rate
Interest rate

Real estate
Private markets
Mortgages related to real estate

b. Significant Investments
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.
2010
2009
As at December 31 ($ millions)

Fixed income
Public equity
Private markets

Number of
investments

Fair value

Cost

Number of
investments

8
1
3

$ 2,493
170
456

$ 2,062
156
469

7
3
1

The 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 were comprised of one or more holdings of the following:

Fair value
$

3,067
414
152

Cost
$

2,701
339
227

Fixed Income

Province of Ontario, Government of Canada and
Government of the United States

Public equity

State Street S&P - Common Trust Fund

Private markets

Kemble Water Holdings Limited, Porterbrook
Leasing Company and Oceanex Inc.

5. Accrued Pension Benefits
a. Financial Statement Valuation
The accrued pension benefits as at December 31, 2010 are based on
an extrapolation of the latest actuarial valuation performed as of
December 31, 2009.

The Plan annually reviews the actuarial assumptions used in the
financial statement valuation to ensure that they reflect management’s
best estimate of expected trends. The key assumptions used for the
valuation and extrapolation are as follows:
2010
2009
6.75%
2.50%
3.25%

Rate of return on plan assets
Inflation rate
Rate of pensionable earnings increases
Experience gains of $227 million (2009- experience losses $53 million)
on the Plan's accrued pension benefits are due to differences between
actuarial experience and assumptions. The assumption change loss of
$235 million (2009- $nil) on the Plan's accrued pension benefits is due
to the actuary's recommended revision to the retirement, mortality and

inflation assumptions as well as the assumed commuted value take up
rate amongst terminated members.
The impact of a 0.50% change in the above assumptions on accrued
pension benefits, keeping all other assumptions unchanged, is shown
in the table below.

Sensitivity to changes in assumptions

2010
+0.50%

($ millions) Decrease /(increase) in surplus

$

Rate of return on plan assets
Inflation rate
Rate of pensionable earnings increases

7.00%
2.75%
3.50%

(807)
(47)
189

-0.50%
$

912
50
(175)

2009
+0.50%
$

(723)
(38)
170

-0.50%
$

823
45
(159)

b. Funding Valuation
The funding valuation is based on the aggregate 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 longterm market conditions.

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 last funding valuation filed with the Financial
Services Commission of Ontario (FSCO) was prepared by Buck
Consultants as at December 31, 2008. The funding deficit reported
in that funding valuation was $606 million after giving effect to a 1%
contribution increase to be implemented in each of 2010, 2011 and
2012. The remaining deficit will be funded by payments of $32 million
per year from each of the member and the employer rate stabilization
funds, starting in 2009. The key assumptions used for the funding
valuation are the same as those used for the financial statement
valuation, except that the assumed rate of return on plan assets is
reduced by 0.25% as a margin of conservatism.
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6. 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. Upon adopting CICA Section 4600 for the year
commencing January 1, 2011, the actuarial asset value adjustment will
no longer be deferred and amortized. All deferred gains and losses will
be retroactively recognized.
The following schedule provides the composition of the actuarial
asset value adjustment as at December 31:
Deferred gains
(losses)

Deferred gains
(losses)

2010

2009

(63)
(1,339)
355
558

138
(125)
(2,009)
473
-

($ millions)

2006
2007
2008
2009
2010
$

TOTAL

(489)

$

(1,523)

7. Rate Stabilization Funds
2010

For the years ended December 31 ($ millions)

Member fund
Balance, beginning of year
Interest earned on funds
Use of funds for funding deficiency

$

404
26
(32)

2009
$

409
27
(32)

(6)

(5)

BALANCE, END OF YEAR

398

404

Employer fund
Balance, beginning of year
Interest earned on funds
Refund (purchase) of collectively bargained temporary benefits
Use of funds for funding deficiency

407
28
19
(32)

529
27
(117)
(32)

15
$

BALANCE, END OF YEAR

422

(122)
$

407

In order to fund the deficit identified in the last funding valuation filed with FSCO, the sponsors have directed that their respective Rate Stabilization
Funds be drawn down by a present value of $303 million per sponsor, effective January 1, 2009. This commitment represents an annual draw
down of $32 million per sponsor for 15 years.

8. Surplus
As at December 31, 2010, the surplus for financial statement purposes
was $883 million (2009-$1,199 million), which comprised of rate
stabilization funds of $820 million (2009-$811 million) and unallocated
surplus of $63 million (2009-$388 million).
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 expected investment earnings, based on
the rate of return used to value the accrued pension benefit.

OPTrust defines capital as the funded position of the Plan, whether
in surplus or deficit. Surplus is generated during periods of strong
economic performance and drawn down during periods of poor
economic performance in order to maintain the Plan’s capacity to pay
its pension obligations without unduly affecting contribution levels.
While there are no regulatory requirements for surplus there are limits
imposed by the Income Tax Act (Canada). Deficits are required to be
funded over a period not to exceed 15 years.
The generation of surplus is dependent on OPTrust’s ability to
generate investment and other experience gains in excess of the
amounts required to fund the pension obligations. Gains arise both
from temporary positive variations in expected results from those
assumed which in turn are offset by negative variations, and permanent
gains which result from the use of conservative assumptions. Surplus
assets are commingled with those investment assets supporting the
pension liabilities.
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9. Net Investment Income
Earned
income

For the years ended December 31 ($ millions)

2010
Fixed income
Cash and short-term investments
Government and corporate bonds
Canadian
Foreign
Real return bonds
Canadian
Foreign
Government of Ontario debentures

$

Public equity
Canadian
Foreign
Foreign pooled equity linked investments
Real estate
Private markets
Gains from derivative instruments

6

Realized
gains/
(losses)

$

(3)

Unrealized Net Investment
gains/
income/
(losses)
(losses)

$

4

$

7

56
1

12
2

73
1

141
4

31
95

(7)

101
(56)

132
32

189

4

123

316

63
65
3

170
62
-

231
181
11

464
308
14

131
72
83
-

232
(3)
(5)
187

423
89
77
51

786
158
155
238

475

415

763

1,653

Investment expenses
Investment manager fees
Custodial fees
Transaction fees
Other investment expenses

(62)
(3)
(6)
(52)
(123)
$ 1,530

NET INVESTMENT INCOME
2009
Fixed income
Cash and short-term investments
Government and corporate bonds
Canadian
Foreign
Real return bonds
Canadian
Foreign
Government of Ontario debentures
Public equity
Canadian
Foreign
Foreign pooled equity linked investments
Real estate
Private markets
Foreign exchange forward contracts
Investment expenses
Investment manager fees
Custodial fees
Transaction fees
Other investment expenses

$

8

$

-

$

4

$

12

56
-

5
1

17
(1)

78
-

31
112

14
(10)

99
(60)

144
42

207

10

59

276

66
64
-

(45)
(128)
(26)

621
605
29

642
541
3

130
67
39
-

(199)
9
(1)
127

1,255
(183)
(45)
(14)

1,186
(107)
(7)
113

443

(54)

1,072

1,461
(53)
(2)
(7)
(51)
(113)

NET INVESTMENT INCOME

$ 1,348
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10. Contributions
For the years ended December 31 ($ millions)

Members
Current service
Prior service
Long term income protection*

Employers
Current service
Prior service
Long-term income protection

Transfers from other plans
TOTAL CONTRIBUTIONS

2010

2009

$ 187
22
9

$ 160
10
9

218

179

187
12
9

160
9
9

208

178

12

33

$ 438

$ 390

* The employer pays the member’s contributions.

11. Benefit Payments
2010

For the years ended December 31 ($ millions)

2009

Retirement pensions
Transfers to the Ontario Pension Board
Transfers to other plans
Refunds and commuted value transfers

$ 489
88
12
32

$

472
162
35
49

TOTAL BENEFIT PAYMENTS

$ 621

$

718

12. Administrative Expenses
2010

2009

Salaries and benefits
Information technology
Professional and administrative services
Office premises and operations
Communications

$ 11.0
2.5
2.4
2.2
0.6

$ 11.0
2.2
1.9
2.3
0.7

TOTAL ADMINISTRATIVE EXPENSES

$ 18.7

$ 18.1

For the years ended December 31 ($ millions)

Audit expenses for the Plan were $0.3 million in 2010
(2009 - $0.4 million). Non-audit fees comprising tax and risk
management services paid to PricewaterhouseCoopers, the auditors
of the Plan, were $38 thousand in 2010 (2009 - $0.4 million).
Total fees paid to PricewaterhouseCoopers in 2010 were $0.3 million

(2009 - $0.8 million). Actuarial expenses paid to Buck Consultants,
the Plan actuaries, were $0.8 million in 2010 (2009 - $0.9 million).
Included in administrative expenses are amounts reimbursed to
the Trustees for out of pocket business expenses, which totaled
$55 thousand in 2010 (2009 - $42 thousand).

13. 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. 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, 2010, these commitments totaled $1,393
million (2009 - $956 million).

OPTrust indemnifies its trustees and staff against certain claims that
may be made against them to the extent that these individuals are not
covered under other arrangements. There are no guarantees that might
be considered material outstanding as at December 31, 2010.
As at December 31, 2010, 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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Ten-Year Review
2010

2004

2003

659 $ 1,537 $ 1,564 $ 1,069
173
161
153
108
173
161
153
148
16
13
17
20
-

$1,408
82
145
15
-

$ (688) $ (359)
55
54
124
127
16
10
99
40

$ 1,968 $ 1,738 $ (2,006) $ 1,021 $ 1,872 $ 1,887 $ 1,345

$1,650

$ (394) $ (128)

($ millions)

CHANGES IN NET ASSETS
Increase in net assets
Net investment income / (loss)
Member contributions
Employer contributions
Transfers from other plans
Special and other payments

489
132
19

472
246
18

445
146
17

640

736

608

2006

2005

426
116
17

411
118
19

398
126
22

559

548

546

370
123
22

2002

341
135
23

2001

316
201
22

283
145
20

539

448

515

499

830

$ 1,151

219
765
804
1,953
2,792
3,680
220
122

172
853
582
2,090
2,601
3,265
40
108

204
686
549
2,200
2,017
2,784
41
23

202
658
493
2,243
2,192
3,546
45
26

$13,878 $13,352 $13,364 $16,064 $15,990 $11,901 $10,555

1,403
1,422
1,280
860
2,723
3,178
1,780
1,079
153

2,149
1,178
1,179
1,064
2,408
2,799
1,582
862
131

3,251
1,140
1,234
1,265
1,791
2,245
1,521
686
231

462 $ 1,324 $ 1,341 $

3,165
1,371
1,257
1,411
3,177
3,940
1,201
466
76

3,419
1,364
1,277
1,603
2,878
4,348
777
228
96

874
906
1,103
1,783
2,917
3,680
542
96

$ (933) $ (576)

$ 9,711

$8,504

$9,405

11
24
7

10
21
10

7
25
13

6
21
12

$13,924 $13,393 $13,406 $ 16,107 $16,028 $11,943 $10,597

$ 9,752

$8,549

$9,444

(20)
(88)

(44)
(12)

(7)
(11)

(56) $

(18)

20
24
2

Contributions receivable from members
Contributions receivable from employers
Other assets
Liabilities
Accounts payable and accrued charges
Investment related liabilities
TOTAL LIABILITIES

2007

$ 1,328 $ 1,002 $ (2,614) $

NET ASSETS
Investments
Cash and short-term investments
Government and corporate bonds
Real return bonds
Government of Ontario debentures
Public equities - Canadian
Public equities - Foreign
Real estate
Private markets
Investment related receivables

TOTAL ASSETS

2008

$ 1,530 $ 1,348 $ (2,435) $
218
179
177
208
178
177
12
33
75
-

Decrease in net assets
Pension payments
Termination payments and transfers
Operating expenses
INCREASE / (DECREASE) IN NET ASSETS

2009

(57)
(550)
$

17
22
2

(79)
(1,325)

17
22
3

(41)
(2,378)

15
25
3

(32)
(2,474)

12
22
4

12
25
5

(25)
(2,864)

(17)
(111)

(607) $ (1,404) $ (2,419) $ (2,506) $ (2,889) $

(128) $

(25)
(98)

(123) $ (108) $

NET ASSETS AVAILABLE FOR BENEFITS

13,317

13,601

13,139

11,815

10,474

9,644

8,493

9,426

Accrued pension benefits
Actuarial asset value adjustment

12,923 12,313 11,631 11,114
(489) (1,523) (2,428)
565

10,460
1,341

9,944
899

9,525
(30)

8,865
(704)

8,389
(1,774)

7,832
(774)

979

$1,483

$1,878

$2,368

11.7%
9.6%
11.5%
9.4%

17.3%
15.3%
13.6%
11.6%

-7.2%
-11.1%
-7.8%
-11.7%

-3.5%
-4.2%
-4.4%
-5.1%

SURPLUS
INVESTMENT PERFORMANCE (%)
Rate of Return
After inflation
Benchmark
After inflation

$

11,989

10,987

883 $ 1,199 $ 1,784 $ 1,922 $ 1,338 $

13.9%
11.6%
10.9%
8.6%

13.6%
12.3%
14.3%
13.0%

-16.2%
-17.4%
-16.8%
-18.0%

5.6%
3.2%
4.2%
1.8%

13.4%
11.4%
11.7%
9.7%

972 $

15.6%
13.4%
14.6%
12.4%
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How to Reach Us
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
ISSN 1204-0525

OPTrust Publications
It’s Your Pension
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
Pension Connection – newsletter for retirees
Fact Sheets – on various topics for members and retirees
OPTrust’s publications and other information about
the OPSEU Pension Plan are available online at
www.optrust.com.
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.

