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In 2004, OPTrust:

Achieved an investment return of 11.7%, exceeding both the 
long-term funding target and market benchmarks

Filed an actuarial valuation with regulatory authorities that 
confirmed a funding deficit of $255 million resulting from 
investment losses in 2001 and 2002

Used funds set aside from the gains of earlier years to stabilize 
member and employer contribution rates at normal levels, rather 
than increasing rates to cover the funding deficit

Initiated a major multi-year expansion of the Plan’s portfolio 
of real estate investments.

With assets under management of $10.5 billion, the OPSEU
Pension Trust (OPTrust) manages one of Canada’s largest pension
funds and administers the OPSEU Pension Plan, a defined benefit
plan covering almost 74,000 members and pensioners.



OPSEU Pension Trust

Since OPTrust’s launch in 1995, we have worked 
to provide service and security to the members 
and retirees of the OPSEU Pension Plan. Our mandate 
reflects three key objectives:

Generating a long-term rate of return on
investments that supports our pension promise

Delivering the finest service and communications
to our members and pensioners

Ensuring members and pensioners have a real
voice in the Plan, through joint trusteeship



2004 at a Glance

Financial Highlights
Financial statement Actuarial

valuation valuation

At December 31 ($ millions) 2004 2003 2003

Current cost of future pensions $ 9,525 $ 8,865 $ 9,945

Actuarial smoothing adjustment (30) (704) (568)

Rate stabilization funds 533 510 522

Unallocated surplus/(deficit) 446 973 (255)

Net assets available for benefits $ 10,474 $ 9,644 $ 9,644

Membership Snapshot

At December 31 2004 2003

Active members 44,243 45,836
Former members with entitlements in the Plan 1,333 5,181
Number of new members enrolled 3,917 3,935
Number of members terminating or retiring 9,358 3,605
Change in total membership (5,441) 330

Pensioners
Current 20,246 18,977
Deferred 7,973 4,610

Total members and pensioners 73,795 74,604

OPSEU Pension Trust2



OPTrust has achieved an 
average annual return of 9.9% 
since 1995, outperforming 
both the 8.9% average for  
our market-based benchmark
and the Plan’s 7.5% funding 
target return.
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Investment Performance 

OPTrust’s return (%)
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Funding 
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(7.5%)

The Plan’s net assets increased 
to $10.5 billion in 2004, 
driven by investment gains  
of $1.1 billion.
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OPTrust’s pension payroll 
continues to increase rapidly  
as eligible members elect the 
Plan’s early retirement options 
and retirees’ pensions rise 
annually to reflect inflation.
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316

(710) (255)

1,334

867

Actuarial Funding Gains and Losses
($ millions)

96-9893-95*

* includes balance of initial unfunded  
 liability as at December 31, 1995

02-0399-01

An actuarial funding valuation 
carried out for the two years 
ending December 31, 2003, 
confirmed a funding loss of 
$255 million, which resulted 
from investment losses in 
2001 and 2002.
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Message to Membership

OPTrust’s Board includes 10 Trustees, five appointed by OPSEU and five by the Government 
of Ontario. For a description of the Board’s structure and mandate and a list of the Trustees,
please see pages 46 and 48 of this report.

David Rapaport Vice-Chair   Deborah Stark Chair

OPSEU Pension Trust

Based on the assets that had previously been set aside for member and retiree pensions,
the OPSEU Pension Plan began in 1995 with a significant deficit. However, because of 
a number of factors, including strong investment returns and special payments from the
Government of Ontario, that deficit – which was expected to take three decades to
eliminate – was extinguished in just six years.

The Plan’s strong position during much of our first decade of existence allowed OPSEU to
use the members’ share of the funding surplus to support significant temporary benefits
such as early retirement with unreduced pensions and an extended period of lower
contributions for members. It also resulted in permanent improvements in important areas
such as increased pension payments after age 65 and better survivor pension benefits.

Beyond its excellent financial performance, the Plan has also achieved other goals that 
we can reflect on with pride on our 10th anniversary:

• Service provided to our membership has been steadily enhanced to meet the needs 
of members and pensioners and has been rated very highly by both groups

• OPTrust has developed skilled staff and a strong infrastructure that has enabled 
us to maintain and improve our service levels during periods of significant change

• The Plan has played a pioneering role in important issues such as the provision 
of pension benefits for same-sex couples and shareholder activism.

Ten years ago, the OPSEU Pension Trust was created 
to achieve three very important long-term objectives for
the members of OPSEU:

• To generate a long-term rate of return on investments
that supports our pension promise

• To deliver the finest service and communications to 
our members and pensioners, and

• To ensure that members and pensioners have a real 
voice in their Plan, though joint trusteeship.
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10 Years of Keeping the Promise

Much has been achieved during our first decade. OPTrust has developed into a mature
organization with skilled and experienced people, a sound and sophisticated investment
program, a rigorous system of internal controls, a strong dedication to good governance 
and a lasting commitment to excellence in member and pensioner service.

However, we also recognize that the relationship between a pension plan and its
contributors – past, present and future – is by its very nature an enduring one, potentially
lasting 50 years or more. Our first decade is therefore simply the beginning of a long-term
commitment – a commitment to continue working to keep the promise of good investment
returns within acceptable risk parameters, excellent service and communication and a real
voice in the administration of the OPSEU Pension Plan. 

Investment Performance in 2004
The most important factor enabling the Plan to keep our pension promise is the 
long-term performance of the investments purchased with the contributions made by
members and employers. So it’s very gratifying that, following two years of investment
losses in 2001 and 2002, we have now experienced two back-to-back years of strong
investment gains.

In 2004, OPTrust achieved an investment return of 11.7%, exceeding our long-term target 
of 7.5% for the seventh time in our first decade of operation. This strong performance –
following a 17.3% return in 2003 – increased total assets available for benefits to 
$10.5 billion. 

Average annual returns for our first decade rose to 9.9%, surpassing both our weighted
market benchmark and the long-term funding target.

Actuarial Valuation Confirms Funding Loss
As part of an enhanced liability management strategy adopted by your Board of Trustees 
in 2003, OPTrust’s independent actuaries conducted a funding valuation of the Plan as 
of December 31, 2003.

Pension regulations in Ontario require an actuarial valuation to be carried out at least 
once every three years to ensure that sufficient assets are being set aside to pay for future
pension benefits. Since a valuation had been performed in 2001, the next one would not
normally have been required until the end of 2004. The purpose of moving up the filing
date of the valuation was to more actively manage investment losses that the Plan – along
with many other investors – incurred in 2001 and 2002.

As expected, the funding valuation showed a net loss of $255 million for the years 2002
and 2003. The main factor in this deficit was the investment losses in 2001 and 2002.

Since OPSEU and the Government of Ontario jointly sponsor the OPSEU Pension Plan, 
both employers and members are equally responsible for making up any funding deficits –
just as both were able to benefit equally from funding gains. A funding deficit would
normally trigger an immediate increase in member and employer contributions above 
the normal rate.

However, both OPSEU and the Government of Ontario prudently set aside a part of 
the funding gains that occurred between 1999 and 2001 in separate contribution rate
stabilization funds. Each sponsor has decided to use a portion of these funds to cover the
annual unfunded liability payments, beginning in 2004. As a result, member and
employer contributions will not rise above the normal rate until at least the Plan’s next
required funding valuation, which must be filed no later than 2007.

Trustees, staff and actuaries of the Plan will continue to monitor the funding health of the
Plan very closely, pursuing a multi-year liability management strategy.

Benefits and Contribution Rates
As a result of the funding deficit, two temporary benefit enhancements – Factor 80 and
Points Off – that were paid for from past funding gains are scheduled to end in 2005.
Factor 80, which allowed eligible members to retire early with an unreduced pension,
ended on March 31, 2005. Points Off, which provides eligible members 55 and older with
a smaller reduction if they take early reduced retirement other than under Factor 80, will
end on December 31, 2005.

The strong investment climate of the mid-to-late 1990s also enabled the Plan to pay for a
temporary reduction in the contributions required from members. Beginning in December
1999, contribution rates were reduced by more than half. Annual increases of 1% in
2002, 2003 and 2004, and on January 1, 2005, brought rates back to normal levels 
at the beginning of 2005.

Employers have paid contributions to the Plan at normal rates throughout this period.

These temporary rate reductions have yielded significant savings for members. Between
December 1999 and January 1, 2005, an average member earning $45,000 a year
would have saved nearly $7,700. However, the confirmed funding deficit reinforces the
wisdom of the decision by OPSEU to return contributions to their normal rate. This will
help preserve the member stabilization funds and thus reduce the risk of possible future
increases in contribution rates for members.
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Service Excellence
An important goal of OPTrust is to provide excellent service and communication for
members and pensioners. During 2004, several important results were achieved:

• The number of outstanding open cases was reduced by more than 50%, and the
number of cases overdue for more than 30 days was reduced from 44% of total 
cases to less than 10%

• New, secure, personalized online services were made available for members and
pensioners. For the first time in 2004, members were able to check and print their
pension statement online, weeks ahead of when they would have received a paper
copy. Pensioners were able to obtain their T4A taxation slips and make changes to 
their banking information online.

Best Practices
The Trustees are committed to ensuring that the OPSEU Pension Plan is appropriately
governed and professionally managed. To ensure that the fiduciary obligations of the Plan
are met, the Trustees oversee the Plan’s funding, investments, benefits administration
and management, while assessing risk parameters and monitoring compliance with
established policies.

During 2004, Trustees continued their review of professional advisors, approved a new
management structure for the Plan’s Canadian equity holdings and selected new managers
for the Canadian equity and fixed-income portfolios. Oversight of the risk management and
liability management strategies continued during the year. The Trustees also approved
changes to policies on asset rebalancing and OPTrust governance.

Professional advisors who were subject to an in-depth review and evaluation during the
year included the Plan’s external auditors, labour relations lawyer and custodian.

Message to membership

OPSEU Pension Trust6

Corporate Governance
Corporate events during the past few years have dramatically underscored the importance of
sound governance in preserving confidence in the capital markets that underpin our economy.
While those who do not participate directly in the stock market may think they are immune
from the effects of lapses in corporate governance, the reality is that every person who is a
member of a pension plan such as ours has a vested interest in good governance.

As a member of the Canadian Coalition for Good Governance, OPTrust continues to work with
other major institutional investors to promote improvements in governance practices.

OPTrust is also playing a leading role in a class action lawsuit against Nortel Networks
Corp. and three of its senior officers. The Plan has been certified as lead plaintiff by courts
in New York in a lawsuit alleging serious disclosure and accounting irregularities by Nortel
between April 24, 2000, and February 15, 2001. Our pursuit of this action is consistent
with our position as a major investor with a long-term interest in the proper functioning of
financial markets and as a fiduciary to our members and pensioners.

Board Changes
During 2004, Stan Sanderson stepped down as Vice-Chair of the Board of Trustees, but
will continue as a Trustee of the Plan. We thank Stan for his many contributions as both
Chair and Vice-Chair in recent years and look forward to his continued participation on
several committees and sub-committees. We also welcomed Ann Marshall as a new
government appointee to the Board and bade farewell and thanks to Jennifer Brown, who
left the Board after 10 years of service. As a founding member of OPTrust, Jennifer was
instrumental in the development of OPTrust and will certainly be missed. 

Serving on the Board is both a major responsibility and a significant personal commitment.
We are grateful to all our fellow Trustees for their care and dedication to the interests of
more than 73,000 members and pensioners. We look forward to working with them, our
sponsors and OPTrust’s management and staff during the coming year.

Deborah Stark David Rapaport
Chair Vice-Chair



Kyle Cachagee’s job as a Conservation Officer, Canine Handler, with the Ministry of Natural
Resources takes him and his canine partner Ranger to every part of the province, assisting 
ministry staff in locating concealed fish and game, speaking to students about the importance 
of conservation and tracking violators.

“As a person with quite a few years to go before retirement, I honestly don’t think about my
pension all that much. But I take a look at each annual statement and it’s good to see that 
the amount keeps growing automatically with every year of service.”

Membership Services

Member Kyle Cachagee and Ranger

The most important service provided by the OPSEU Pension Trust to members and
pensioners is the promise of a secure pension paid for life. 

Unlike RRSPs and other types of investments, the value of your OPTrust pension does not
change with fluctuating market conditions. Instead, it is based on your salary and your
number of years of pension credit. As long as you continue to contribute, the value of your
pension continues to grow. And once you retire, your pension will increase to offset the
impact of inflation.

Service Improvements
Significant progress was made during the year in improving the timeliness of service. At 
the beginning of the year, we set a target of reducing the number of overdue cases – those
open for more than 30 days – to 10% of total cases. This is considered an aggressive
target because about one in five cases is delayed for reasons beyond our control – for
example, waiting for information from third parties like other pension plans or employers.
At the beginning of the year, more than 70% percent of open cases were overdue. By year-
end, we had met our ambitious service target.

The total number of transactions processed during the year was about 47,000, compared
with about 54,000 the previous year. The main reason for the reduction was that fewer
information updates were required as membership data becomes more current.

2004 highlights

• Open cases fell by more than 50%, while overdue 
cases fell from 44% of total cases to less than 10% 

• 46,969 transactions were completed on behalf of 
members and pensioners

• New secure online services were made available
• Ongoing outreach program brought 1,551 new 

contract members into the Plan

10 Years of Keeping the Promise 7



Membership Services

OPSEU Pension Trust8

Members and pensioners have told us that they particularly appreciate the rapid service
they receive on phone inquiries, which most of them use to initiate a transaction or to
obtain information. During the year, 53,500 phone calls were received from members and
pensioners, with an average response time of 11 seconds. More than 98% of those who
call us talk to a “real person” rather than hearing a recorded message. We are proud of this
level of personal service.

Proactive Communications 
OPTrust continues to take the initiative in contacting members and potential members to
ensure that they fully understand the pension options available to them – particularly any
pension rights that would otherwise expire. One initiative during 2004 was to contact
members who had not contributed to the Plan during the past 12 months to determine if
they were on a leave of absence or if they had terminated employment or transferred, but
no notification was sent to OPTrust.

We also continued to make contact with contract and unclassified employees to ensure
they understand the benefits of belonging to a defined benefit pension plan where the
employer makes a matching contribution on their behalf. Existing members benefit from
this initiative because increased membership spreads the relatively high fixed costs of the
computer systems and other infrastructure required to administer a pension plan over a
larger base of members.

Temporary Plan Provisions
During 2004, members continued to have access to a number of temporary benefits –
funded by past gains – that are scheduled to end in 2005:

• Factor 80 was an early retirement option that allowed active and divested members
to retire with an unreduced pension if their age plus years of service added up to
exactly 80 years. This benefit expired on March 31, 2005. Two related provisions to
enhance benefits for eligible members who received a layoff notice – Surplus Factor
80 and Factor 80 Bridging – expired on December 31, 2004.

• Points Off increases the pensions of active and divested members and deferred
pensioners who retire with a reduced pension at age 55 or older. This benefit will end
on December 31, 2005.

• Reduced contribution rates for members were phased out at the end of 2004,
increasing by 1% on December 1st and returning to normal levels on January 1, 2005.

These temporary benefits were funded from the strong investment performance of the Plan
in the mid-to-late 1990s. Investment losses incurred by OPTrust in 2001 and 2002 mean
that the Plan no longer has the gains available to fund these benefits. An early return to
normal contributions was needed to preserve the existing member rate stabilization fund
and reduce the need for future increases in contribution rates.

Survey Results
Since 2001, OPTrust has been surveying members and pensioners on a quarterly basis to
measure the level of satisfaction with the services provided.

During 2004, more than 5,600 surveys were distributed to a random sample of members
and pensioners who had contacted the Plan with a variety of pension-related requests.
About 16% of those contacted responded to the survey, enough to provide a valid sample
of opinion. The results showed that overall satisfaction with our service was 7.9 out of 10,
up from a previous high of 7.7 in 2003.

One of the largest improvements was in the area of timeliness of transactions, where the
number of people saying their transaction was completed promptly rose to 74% from 57%
in 2003. This is consistent with the 50% reduction in the number of overdue cases that
was achieved in 2004.

Personalized Online Services Expanded
In response to preferences identified in the surveys of members and pensioners, OPTrust
introduced a new package of online services during the year. The services are available to
both members and pensioners through a secure, password-protected section of the OPTrust
website (www.optrust.com).

Enhancement of online services is being made available in phases. The first phase of the
project, launched in late 2003, enabled registered users to:

• Sign up for the online services
• Choose a confidential password
• Check and update beneficiary information
• Update address, phone and e-mail contact information
• And choose whether they wanted to receive publications by mail or electronically.



During 2004, several new features were added:

• Members were able to view their annual pension statement online, weeks before 
a paper copy was mailed

• A messaging capability was established within the personalized site that enabled
members and pensioners to make service requests and exchange information with
OPTrust in a more secure environment than is provided through fax or e-mail, 
ensuring privacy of information exchanged.

Plans for 2005 include adding the capacity to complete pension buybacks online.

By year-end, more than 5,000 members and pensioners had signed up for the secure
online services.

As a deliberate part of our web strategy, OPTrust is not adding the capability to undertake a
number of more complex transactions online. Instead, we continue to encourage members
to contact our expert staff before making what may be irrevocable decisions about their
future retirement income. We believe that it’s in the best interests of our members to have
access to personal advisers when making these crucial decisions.

Major Milestone Reached
OPTrust reached another major milestone in our 10th year of operation, as we welcomed
the 20,000th member to the ranks of our current pensioners (see photo on page 11). Of
the Plan’s new pensioners in 2004, more than 83% retired with an unreduced pension
under one of the Plan’s early retirement options. 

The number of active members in the Plan dropped slightly in 2004, declining to 44,243
at year-end. 

Age 65: The normal retirement age under 
the OPSEU Pension Plan 
Factor 80: Age plus years of credit total 
exactly 80 on or before March 31, 2005 
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 
Note: Chart does not include deferred, 
disability or survivor pensions

2004 Retirement Snapshot

Age 65 4%

8%
17%

51%

20%

Factor 80
Factor 90

60/20
Reduced

OPTrust achieved a milestone 
of 20,000 pensioners in 2004, 
as early retirement options 
drove steady growth in the 
pension population.
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Membership Services

OPSEU Pension Trust10

The number of active members 
in the Plan dropped slightly in 
2004, declining to 44,243 at 
year-end.
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OPTrust’s Active Membership
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OPTrust pensions are adjusted 
annually for inflation. A 
pensioner who received a 
typical annual pension of 
$18,000 in 1995 would 
receive $21,851 in 2005.
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* “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 assets 
in the Plan. 

Membership statistics
(at December 31) 2004 2003 2002 2001 2000 1999 1998 1997 1996 1995

Active members 44,243 45,836 46,361 48,221 50,993 51,363 51,491 56,177 60,724 63,389

Female/male ratio 59:41 59:41 58:42 59:41 58:42 56:44 55:45 54:46 54:46 52:48

Average age 44.4 44.3 44.2 44.0 44.0 44.0 43.9 43.7 42.6 41.9

Average salary $49,085 $46,922 $45,232 $43,055 $42,017 $42,112 $40,646 $40,232 $40,600 $39,809

Average years of credit in the Plan 11.5 11.3 11.4 11.6 12.0 12.2 12.4 12.3 11.6 11.1

Former members with entitlements in the Plan* 1,333 5,181 4,326 3,944 2,906 3,336 3,066 – – –

Total membership 45,576 51,017 50,687 52,165 53,899 54,699 54,557 56,177 60,724 63,389

Number of new members enrolled 3,917 3,935 3,120 4,237 3,640 3,882 2,854 1,737 1,055 2,070

Number of members terminated or retiring 9,358 3,605 4,598 5,971 4,440 3,740 4,474 6,284 3,720 1,944

Net change in total members - 5,441 330 - 1,478 - 1,734 - 800 142 - 1,620 - 4,547 - 2,665 126

Deferred pensioners** 7,973 4,610 4,252 3,206 1,929 1,116 597 412 199 45

Current pensioners 20,246 18,977 17,713 16,282 14,711 12,971 11,024 9,001 7,012 4,836

Average age 63.9 63.4 62.6 64.0 63.0 62.0 60.0 60.0 60.0 59.9

Average annual pension $18,616 $18,430 $18,434 $17,963 $17,734 $17,615 $17,370 $17,390 $16,942 $17,953 

Type of pension
Normal and early unreduced 16,653 16,180 15,199 14,079 12,747 11,286 9,569 7,839 6,190 4,360

Reduced 2,168 1,466 1,376 1,274 1,163 1,021 908 734 518 307

Eligible survivors 1,378 1,289 1,107 911 792 656 540 423 301 167

Disability 47 42 31 18 9 8 7 5 3 2

Total members and pensioners 73,795 74,604 72,652 71,653 70,539 68,768 66,178 65,590 67,935 68,270



Pensioner Joanne Harris

2004 highlights

• Investment return of 11.7% exceeded the Plan’s long-term
actuarial funding target of 7.5% and the benchmark return 
of 11.5%

• During the first 10 years of operation, OPTrust has 
achieved an average annual return of 9.9%, exceeding both 
the long-term target and benchmark returns of 8.9%

• A major commitment to real estate was initiated during the year
• Canadian fixed-income and equity portfolios were restructured 

Joanne Harris became OPTrust’s 20,000th pensioner when she retired in September after a 
30-year career with the Ministry of Community and Social Services. 

“I was very happy to be able to retire early with an unreduced pension because of Factor 80.
But the health benefits are also important for pensioners, they can be a big help in meeting
expenses for necessities like medication and eyeglasses.”

OPTrust’s investment objective is shaped by our obligation to provide our members and
pensioners with a secure, indexed, lifetime income in their retirement. To do so, the
Plan must achieve the long-term investment returns needed to support this pension
promise, while assuming a prudent degree of risk. 

To meet our funding commitment, OPTrust assumes that returns on investment will
average 7.5% a year, over the long term. This target is both a key determinant in
structuring the Plan’s investment portfolio and an important measure of our investment
performance. 

During our first 10 years of investment operations, the OPSEU Pension Plan has
achieved an average annual return of 9.9%, exceeding the funding target return by 
2.4 percentage points.

During this period, investment returns have varied substantially from year to year in
response to worldwide market conditions. For this reason, we also measure the relative
performance of the portfolio against indices – or “benchmarks” – that track the overall
performance of the markets in which we invest. The Plan’s 9.9% average annual return
since 1995 has outperformed the portfolio’s weighted benchmark, which registered an
average return of 8.9% annually during the same period. 

Investment Performance
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2004 Investment Overview
In 2004, returns from international and domestic equity markets continued to be very
positive, although they were not as strong as the previous year. For example, the S&P/TSX
Composite Index returned 14.5% during the year, compared with 26.7% in 2003, while
the U.S. S&P 500 Index returned 10.9% in U.S.-dollar terms, compared with 28.7% in
2003.

Results from Canadian fixed income investments such as bonds were also relatively strong,
generating a return of 7.2% as measured by the Scotia Capital Universe Bond Index.

The Plan’s overall investment return in 2004 was 11.7%, compared with 17.3% in 2003.
Net investment income totalled $1.1 billion, compared with $1.4 billion the previous year.

The Plan’s weighted benchmark return was 11.5% in 2004. The above benchmark
performance of the Plan’s investments resulted from the strong performance of our foreign
equity and real estate portfolios, which more than offset below benchmark returns in the
Canadian equity and fixed income portfolios.

Global Equities
Global equities, which include stocks from the United States, Europe, Asia and other
developed and emerging markets, make up the largest component of the Plan’s investment
portfolio. Return on this group of investments was 13.1% during the year, compared with
20.6% in 2003.

By comparison, our weighted foreign equity benchmark returned 11.4% in 2004.

During the second half of 2003, we restructured our global equity portfolio by adding
active management to our investments in developed foreign markets, and by adding a
component of emerging markets equity, also actively managed. In 2004, this active
management approach added net value of about $56.3 million in developed markets,
compared with the results that would have been achieved using a passive investment
strategy (see sidebar page 15). This amount was partly offset by the underperformance 
of our actively managed portfolio of emerging market equities.

Over the Plan’s 10 years of operation, our global equity portfolio has generated an average
annual return of 8.3%, versus 8.0% for our combined foreign equity benchmark.

Given the size of the Plan’s foreign equity holdings, changes in the relative value of the
Canadian dollar can have a significant impact on the portfolio. During 2004 – with the
continued appreciation of the Canadian dollar, mainly against its U.S. counterpart – the
Plan’s policy of hedging 50% of our exposure to foreign currency fluctuations added value
of about $93 million compared with an unhedged strategy.

Canadian Equities
Canadian equities, which constitute the second-largest component of the Plan’s portfolio,
returned 13.4% during 2004, compared with 28.3% the previous year.

By comparison, our weighted benchmark index returned 14.5 % in 2004. The main
reason for the negative difference was the underperformance of some of the Plan’s active
Canadian equity managers.

Fixed Income
Canadian fixed income investments such as bonds and debentures, which constitute the
third-largest component of the Plan’s portfolio, returned 9.2% in 2004, compared with
7.8% the previous year and 9.6% on our fixed income benchmark.

With their lower risk profile, fixed income investments are expected to return less than
equities over the long term. However, they tend to provide greater certainty of returns than
stocks, and are an important source of diversification for the overall portfolio.

OPTrust’s actively managed bond portfolio returned 7.4% in 2004, outperforming the
Scotia Capital Universe Bond Index benchmark return of 7.2%. Our actively managed
portfolio of long-term bonds, which was put in place during the second half of 2004,
returned 8.9% versus a return of 8.8% on the comparable index.

OPTrust’s Government of Ontario debentures, which were transferred to the Plan in 1995
to cover part of the government’s pension liability to members, returned 5.9% during the
same period. The shorter term-to-maturity of these debentures was a key reason that they
underperformed the Scotia Capital Universe Bond Index by 1.3 percentage points.

Real return bonds (whose returns are linked to inflation) are designed to provide protection
from increases in the cost of living. As a result, they offer a measure of protection against
inflation-related increases in the value of members’ and retirees’ pensions. Our portfolio of
real return bonds posted gains of 18.5% in 2004, compared with 13.4% the previous year
and 17.5% by the benchmark index.

Investment Performance

OPSEU Pension Trust12
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As a result of the predominance of Ontario government debentures in the total portfolio, the
overall return on our fixed income investments was 9.2% for the year, 0.4% less than our
benchmark return.

Real Estate
In 2004, our real estate portfolio grew significantly from less than 0.5% of the Plan’s total
assets to more than 2%. The portfolio posted returns of 12.9%, the same as in 2003. 

Returns on our real estate benchmark were 6.2%. This outperformance was driven
primarily by gains realized on the disposition of assets within two closed-end real estate
funds that the Plan had held for a number of years.

During the year, the benchmark for comparing returns on real estate investments was
changed to the Consumer Price Index plus 4%, from the previous benchmark, which had
been the Investment Property Databank Ltd. Canadian Property Index.

Strong returns from OPTrust’s 
Canadian and global equity and 
real estate portfolios, together
with OPTrust’s strategy for 
managing foreign currency risk, 
generated robust growth again 
in 2004.
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OPTrust’s investment portfolio 
has outperformed the Plan’s 
market-based benchmark in 
eight out of the past 10 years. 
The 10-year annualized return 
exceeds both our funding target 
and the benchmark return.
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Investment Strategy Evolution
During 2004, the implementation of major changes to the OPTrust investment portfolio
continued, based on a restructuring plan approved by the Board of Trustees in 2003. This
change to the policy on asset mix resulted from an extensive study of alternative portfolio
allocations completed in late 2002.

Major initiatives during 2004 included increasing our real estate holdings, changing our
Canadian equity management structure and modifying our fixed income strategy to better
match our liabilities.

Real Estate
Total investments in real estate rose to $220 million by the end of the year, from 
$40 million in 2003.

During the next several years, we plan to increase real estate investments to 9.5% of Plan
assets, at which time the total portfolio will likely exceed $1 billion.



Benefits Specialist Jesusa Chow is part of a group of about eight OPTrust employees who travel
the province conducting information seminars and workplace “lunch & learn” sessions for
members and potential members who want to learn more about the benefits of Plan
membership.

“Many of the people who attend our sessions are either new to the Plan or within three
to five years of retirement. But I’ve found that people at all career stages are increasingly
knowledgeable about financial matters and want to learn how a defined benefit pension can 
help them meet their retirement goals.”

Investment Performance

OPSEU Pension Trust14

There are three main reasons for the decision to allocate a higher percentage of our
investment portfolio to real estate:

• First, there is a low correlation between the performance of the real estate market 
and the performance of the stock and bond markets, where essentially all of the
Plan’s other assets are invested. Investments in real estate can therefore be expected
to respond differently to economic circumstances than stocks or bonds. This
diversification of assets provides more stable overall returns from the Plan’s portfolio.

• Second, real estate tends to perform well during periods of inflation, providing an
excellent match with our pension obligations, which also increase with inflation.

• And finally, real estate generates a steady stream of income that can be used to make
ongoing pension payments.

2004 Real Estate Investments
The Plan’s increased exposure to real estate during 2004 was carried out through investments
in three “closed-end” funds, where the investment is locked in for a pre-set period of time. Two
of these funds focus on office, retail and industrial properties in Canada. A third provides
financing for residential developments in Canada and the United States.

Another $200 million has been approved for investment in two well-established “open-end”
real estate funds, where the investment is not locked in for a pre-set period. One of the funds
invests in large office, multi-family residential and industrial properties in major markets
across Canada. The second focuses on similar types of properties in the United States.

During the year, OPTrust also hired three Canadian real estate investment management
firms, which will acquire properties that will be directly owned by the Plan.

Canadian Equities
During 2004, OPTrust implemented a new manager structure for the Plan’s Canadian
equity portfolio, following a review of the asset class. The purpose of the review was 
both to evaluate the proportion of actively managed versus passively managed assets 
(see sidebar on page 15) and to determine if any further changes were warranted within
each strategy. The review resulted in significant changes to the allocation between active
and passive strategies, as well as changes to the investment managers retained to
implement the strategies:

• The proportion of our Canadian equity portfolio allocated to active strategies was
increased from about 50% to about 75%. 

• The remaining 25% of passive investments was shifted from a purely passive indexing
strategy to an “enhanced passive” strategy. This approach is intended to provide the
investment manager with some latitude to choose stocks relative to the index, but is
significantly more constrained than the traditional active approach. The objective is for
the investment manager to add a moderate amount of value, with lower risk than a
traditional active strategy.

Jesusa Chow Benefits Specialist
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• The enhanced passive portion of the portfolio is being managed by Barclays Global
Investors. 

Within the increased allocation to active strategies, OPTrust added two new investment managers:

• Sceptre Investment Counsel was selected to manage a new, dedicated allocation to
small capitalization (“small cap”) Canadian stocks.

• PCJ Investment Counsel was added to our roster of active managers. PCJ was selected
for their ability to achieve better returns in strong market conditions, as well as to add
value through the selection of specific large capitalization stocks and to effectively time
purchases and sales of these securities.

In addition, one of our existing investment managers, Beutel Goodman, was selected for an
expanded mandate that now includes small cap stocks in addition to their existing portfolio of
large capitalization stocks. 

Fixed Income
The structure of our fixed income portfolio was modified during 2004 by adding two new
mandates. The goal of the new mandates is to increase the average duration (similar to term-
to-maturity) of our fixed income investments, to provide a better match with the long-term
nature of our pension liabilities, as established in the portfolio allocation study carried out 
in 2002.

One of the new mandates was awarded to our existing fixed income manager – Phillips,
Hager & North. The second mandate was awarded to a new manager, Addenda Capital Inc.

In 2004, OPTrust implemented a 
series of changes in the portfolio’s 
equity allocations. A major new 
commitment to real estate began in 
2004 and will grow in the next few 
years to 9.5% of total Plan assets.

OPTrust’s Asset Mix

Global equities 32.4% 6.1%
0.4%

33.8%

27.3%

Canadian equities
Fixed income
Real return bonds
Real estate

2003 Actual

23%

7.5%
9.5%

35% 25%

2004 Target

28.1% 7.7%
2.1%

35.4% 26.7%

2004 Actual

Active Versus Passive Investment

Like most large institutional investors, OPTrust uses a combination of “active” and “passive” strategies
for managing the Plan’s investments in stocks.

Under a passive (also known as an “index”) strategy, the manager maintains a mix of assets that is designed
to track the movement and match the performance of a major stock market index such as the S&P/TSX
composite index or the S&P 500 index in the United States.

Under an active strategy, investment managers are authorized to buy and sell stocks as they see fit,
subject to limits set out in their investment management agreements with OPTrust.

In general, an active strategy offers the potential for higher returns than a passive strategy. However,
it will typically also result in higher fees and other expenses, as well as higher risk.

Note: for a list of OPTrust’s investments, please visit 
the OPTrust website at www.optrust.com.



Heather Gavin, member of the Board of Trustees and chair of the Audit Committee, has
been involved with OPTrust not just since the beginning but before the beginning, having
acted as OPSEU’s lead negotiator in the creation of the Plan.

“For me, the best thing about the establishment of OPTrust has been the ability of the
members and pensioners to have a real say in their retirement future – in fact, in the
whole way the Plan is run.”

Heather Gavin Plan Trustee

2004 highlights

• Actuarial funding valuation confirms a
deficit of $255 million

• Stabilization funds being used to hold
contributions at normal rates until at 
least 2007

Pension Funding

As a registered pension plan, OPTrust is legally required to complete a funding valuation
that is filed with Ontario regulatory authorities at least once every three years. However, in
actual practice the Plan reviews its valuation position every year.

These valuations ensure that the Trustees have access to current data on factors affecting
the Plan’s funding situation and that decisions are based on accurate information. They
also provide a basis for considering whether particular actuarial assumptions need to be
revised in response to emerging trends.

An actuarial funding valuation presents financial information about a pension plan in a
manner prescribed by regulatory authorities and is used to determine if there are losses
that may affect contribution rates, or gains that can be distributed as benefit improvements
at the discretion of the sponsors. Actuarial funding valuations are therefore an essential
element in the overall management of a pension plan.

OPSEU Pension Trust16



10 Years of Keeping the Promise

Funding Valuation Moved Up by One Year
As part of a comprehensive liability management strategy adopted by the Board of Trustees
in 2003, OPTrust decided to carry out its most recent valuation after just two years –
rather than the maximum of three years permitted by law – to better manage the impact of
investment losses that the Plan, along with many other major investors, experienced in
2001 and 2002.

The valuation, completed for the two consecutive years ending December 31, 2003, was
filed with the Financial Services Commission of Ontario in September 2004. The valuation
indicated an actuarial loss of $255 million for the years 2002 and 2003, based on the
following factors:

Sources of gains and losses $ millions

Investment loss (1,073)
Change in asset valuation method 710
Other economic experience gain 85
Demographic experience loss (13)
Assumption changes 87
Other losses (51)

(255)

Stabilization Funds to Be Used
Since OPSEU and the Government of Ontario jointly sponsor the OPSEU Pension Plan,
both members and employers are equally responsible for making up any funding deficits
(as well as sharing in the benefits of funding gains). A funding deficit would therefore
normally require an immediate increase in member and employer contribution rates.

However, part of the funding gains that resulted from the strong investment performance of
the Plan in 1999 and 2000 were set aside by both OPSEU and the Government of Ontario
to create stabilization funds that could help offset any future funding deficits. In 2004,
both sponsors used a portion of their stabilization funds to pay an additional $14 million
each into the Plan towards their current share of the funding losses identified in the 2003
actuarial valuation.

These $14-million payments from the stabilization funds will continue in each of 2005 and
2006, at which time another actuarial valuation is expected to be carried out. As a result,
there will not be an increase in member contribution rates before 2007.

In fact, current forecasts indicate that existing stabilization funds could sustain current
contribution rates beyond 2007. However, this will be a matter to assess over time, with
information openly provided to sponsors, members and employers.

At year-end 2004, the total amount in the members’ stabilization fund was $185 million,
compared with $172 million the previous year. The reasons for the increase were:

• The accelerated end of the final 1% reduction in the member contribution rate, which
was originally scheduled to conclude on December 1, 2005, but was actually
terminated on January 1, 2005. This contributed an additional $13 million. 

• The resulting interest on the stabilization fund was $14 million, equal to the payment
made to stabilize member contribution rates in 2004. 

The balance of the employer stabilization fund was $348 million, compared with $338
million the previous year. The reason for the increase was that interest income on the
stabilization fund exceeded the required payment.

Deferred Losses Still to Be Recognized
Like most major pension plans, OPTrust seeks to offset the impact that volatility in financial
markets could have on its funded status by spreading the effects of any gains and losses in
a particular period over five years. Thus, the losses incurred in 2001 and 2002 will
continue to have an impact on the Plan’s financial statements in 2005 and 2006.

As a result, the Plan may face a funding loss when the next actuarial valuation is filed. The
size of the loss – and the potential impact on contribution rates – will depend mainly on
investment returns during the next two years, but will also be affected by factors such as
inflation.

Members and employers still have the security of significant stabilization fund reserves to
help offset future demands on contribution rates. Based on current projections, if the Plan
achieves an average 7.5% return on investment during the three years leading up to
December 31, 2006, the members’ stabilization fund should be able to avoid the need for
a contribution increase until at least 2009.
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Changes to Actuarial Assumptions and Methodology
The assumptions that a pension plan makes about factors such as inflation, interest rates,
salary increases and longevity can have a major impact on the amount of current funding
required by the plan. In order to provide a measure of safety for keeping the pension
promise, OPTrust uses cautious assumptions about these key factors and reviews them
regularly to ensure they continue to be appropriate. Sensitivity analyses are also carried 
out to test the impact of potential changes to assumptions.

For the purpose of its most recent funding valuation, OPTrust tested and confirmed the
continued appropriateness of the significant demographic and economic assumptions on
which the valuation was based. The only change was to reduce the assumed long-term
general increase in member salaries by 0.25% after 2006. This resulted in an actuarial
gain of $87 million, as reported in the table on page 17.

The key economic assumptions used for funding valuation purposes were as follows:

Current 2001
valuation valuation

Investment return 7.50% 7.50%
Inflation rate 3.50% 3.50%
Salary escalation 4.50% 4.50%1

(4.25% after 3 years)1

1Plus an amount for promotion, based on a long-term scale

As reported last year, for the 2003 funding valuation OPTrust changed to the “expected
return” approach in calculating the actuarial asset value adjustment. Under this approach,
the difference between the expected returns and actual returns is smoothed and recognized
over a five-year period. Previously, realized and unrealized gains and losses were smoothed
and recognized over a four-year period. The effect of this change was a gain of 
$710 million – as reported in the table on page 17.

Pension Funding

OPSEU Pension Trust18



Risk Management

Member Shelima Basdeo

The primary responsibility of the OPSEU Pension Trust is to ensure that the pension
entitlements earned by members during their working years are fully paid during their
retirement years. A number of known risk factors could impair our ability to meet that
commitment, so an important element of the Plan’s overall activities is to ensure that those
risks are effectively managed.

The risks fall into three main categories:

• Liability risk – arises if estimates of future pension obligations are too low. This could
occur if future salary increases are higher than forecast, if inflation is greater than
expected or if life expectancy improves significantly because of medical breakthroughs,
among other factors.

• Investment risk – arises because the future performance of investments cannot be
predicted with certainty.

• Operational risk – could arise from a lack of proper safeguards and controls that lead
to higher expenses or asset losses.

2004 highlights

• Major elements of the liability management strategy 
were implemented during the year

• Diversification of the investment portfolio continues
• Operational risk programs continued

Shelima Basdeo is a Property Administrator with the Ontario Heritage Foundation.

“I spent five years as a contract employee with the government in the 1980s and nobody told
me that I could join the pension plan, so I missed out on the employer contributions. That’s
why OPTrust’s policy of informing contract employees about the benefits of joining the Plan
seems like a good idea to me.”

10 Years of Keeping the Promise 19
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Enhanced Liability Management Strategy 
Liability management entails ensuring that estimates of the cost of future pensions are
based on the best possible information, so that contribution rates and investment targets
can be set at realistic levels to fund future pension entitlements.

During the year, important elements of the enhanced liability management strategy adopted
in 2003 were implemented. Foremost among these activities was the filing of an actuarial
funding valuation one year earlier than required by law. The valuation confirmed a funding
deficit of $255 million, which is discussed in detail in the section on Pension Funding.
Member contribution rates also returned to normal levels 11 months earlier than originally
planned.

As part of the funding valuation, the assumptions that underlie the estimates of future
pensions were subjected to careful scrutiny and a small change was made to the estimate
of long-term salary increases. As well, areas for further detailed study were identified and
will be carried out in 2005 by the Plan’s independent actuaries.

Investment Risk
The assets in the Plan must grow enough to match the future growth in pension liabilities.
The current investment target used for funding valuation purposes needed to match the
growth in future obligations is a nominal return of 7.5% on the assets in the Plan. This
consists of a real return of 4.0%, plus inflation of 3.5%.

In order to achieve a real return of 4.0%, the Plan cannot simply place the assets into risk-
free investments. Instead, we must invest a significant proportion of the Plan’s assets in
financial instruments such as equities (stocks) that have the potential for higher real
returns but can fluctuate significantly in value over the short term.

Risk Management

There are a number of techniques we use to manage investment risk:

Diversification is the common sense technique of not “putting all your eggs in one basket”.
To achieve diversification, the OPSEU Pension Plan invests in a broad range of international
and Canadian stocks and nominal bonds, as well as in real estate and real return bonds.
The Plan’s specific asset mix is based on the risk and return characteristics of each
category of asset, how they respond to various economic and market conditions, and how
well they relate to the Plan’s liabilities, among other factors. The Board of Trustees
establishes the Plan’s target asset mix, based on the principles outlined in our Statement
of Investment Policies and Procedures. The current allocation to various asset classes is:

• Global stocks – 35%
• Canadian stocks – 25%
• Domestic bonds – 23%
• Real estate – 9.5%
• Real return bonds – 7.5% 

An important initiative in the continued diversification of the Plan’s portfolio in 2004 was
an increase in real estate investments, which are projected to grow over the next several
years to about 9.5% of total Plan assets. Real estate is an ideal investment for increasing
the diversification of a portfolio because there is a low correlation between the results of
investing in private real estate markets versus public stock markets.

Rebalancing is another way of managing investment risk. The need for rebalancing arises
because different asset classes grow at different rates at different times. 

For that reason, OPTrust has established a rebalancing policy to keep the Plan’s asset mix
within a specific percentage range above or below the target allocation for each asset class.
The percentage range of assets that may be allocated to the two basic investment
strategies – active versus passive – has also been established. The policy also provides for
dynamic and flexible rebalancing of the investment portfolio, which allows us to consider
short-term market conditions, as well as ensuring that the costs of rebalancing do not
offset the benefits. A final consideration in the rebalancing policy is to ensure sufficient
liquidity to pay pension benefits.
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Active Risk Budgeting
The reason for using active management strategies for certain types of investments is to
achieve higher returns than would be available using passive strategies. However, the use
of active management introduces the risk that the overall risk/return performance of the
portfolio or an asset class will be different than the passive profile targeted in the asset
allocation process.

The goal of our risk budgeting process is to ensure that we manage the deployment of
active management strategies to achieve the highest risk-adjusted returns.

Currency Risk
Although investing in global stocks increases diversification and can significantly improve
returns over time, it does introduce an element of currency risk. Over the long term, we
don’t expect fluctuations in foreign currency to either add to or subtract value from the
Plan. In the short term, however, changes in the value of the Canadian dollar versus other
currencies – such as the appreciation that has occurred during the past two years in the
Canadian dollar against its U.S. counterpart – can have, and have had, a sizeable impact
on the value of foreign denominated securities held in our portfolio.

To help manage this risk, since 1998 the Plan has employed a strategy of using derivative
products (a process known as “hedging”) to offset about half our exposure to foreign
currencies. In 2003, we further refined this policy by hiring two firms that specialize in the
active management of currency exposures.

Other Investment Risks
Additional information on the Plan’s approach to managing a variety of investment risks is
contained in note 4 to the financial statements on page 37.

Operational Risk
At OPTrust, we manage operational risk through a process that focuses on establishing
clear objectives, identifying the risks related to those objectives and establishing processes
to manage those risks.

OPTrust has put in place a program, reporting to the Audit Committee, to systematically
review areas of risk in our administrative operations, address potential concerns and
incorporate best practices for managing risks on an ongoing basis. In 2004, a framework
for evaluating operational risks for investments was introduced and an assessment of 
the risks associated with measuring our investment performance was completed. Our
operational continuity program was enhanced to include our sponsors in response
activities.
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Dino Teixeira, Senior Benefits Analyst in Member and Pensioner Services, has been with 
OPTrust right from the beginning 10 years ago.

“The biggest change I’ve seen has been the technology. At the plan I worked with before, we
used microfiche to verify personal details. Here, I can call up a person’s file on the computer
screen in a matter of seconds. The one thing people seem to appreciate most about our 
service is that they get to talk to a real person, not a series of phone messages.”

The financial position of the OPSEU Pension Plan is presented for two different purposes:

1. An actuarial funding valuation, which was described in a preceding section of the
report entitled “Pension Funding”, presents the financial information as required by
regulatory authorities. Its purpose is to determine whether the Plan’s assets, together
with contributions expected to be made in the future in respect of the current Plan
membership, are sufficient to fund the members’ promised benefits at retirement. It
determines the gains and losses that have emerged since the previous valuation and
establishes the overall contribution requirements until the next funding valuation.

2. A financial statement valuation, prepared in accordance with generally accepted
accounting principles, provides members, pensioners and other stakeholders with a
snapshot of our financial position on December 31st of a particular year. 

Despite the higher relative importance of the funding valuation, the financial statement
valuation is completed using principles that have broader application to a wide variety of
organizations and is therefore prescribed for annual financial reporting purposes.

2004 highlights

• Net assets available for benefit payments rose $830 million 
to $10.5 billion by year-end

• The Plan’s financial statement unallocated surplus declined 
by $527 million to $446 million, reflecting deferred losses
carried over from 2001 and 2002

• Special contributions from stabilization funds started to 
pay down the funding deficiencies in the OPSEU Pension Plan

Financial Statement Overview

Dino Teixeira Senior Benefits Analyst
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Differences between Financial Statement and Funding Valuations
Preparation of the financial statements differs in several important ways from the
methodology and assumptions used to develop the funding valuation that we filed with
financial regulators in 2004. 

Methodology
The funding and financial statement valuations rely on different valuation methodologies to
determine the Plan’s accrued pension benefits. The funding valuation uses the “aggregate”
method, whereas the financial statement valuation uses the “projected unit credit” method,
prorated on service. The aggregate method employed in the funding valuation includes
both past and expected future service of existing members in valuing the pension plan
liabilities. On the asset side of the balance sheet, this method includes both the current
assets and the present value of expected future contributions to be paid by both the
employers and the current Plan members. In contrast, the projected unit credit method
used in the financial statement valuation is based solely on the past service information of
existing members (not a projection of their future service credits). The asset side of the
balance sheet for the financial statement valuation includes only assets on hand.

Assumptions
Because the actuarial funding valuation assesses the ability of the Plan to keep its long-
term pension promise, the assumptions used are more conservative than the best estimate
assumptions used for developing the financial statement valuation. 

The results of the differences between the two approaches are highlighted in the following
table, which features results from the most recent funding valuation carried out for the two
years ending December 31, 2003, and compares them with the financial statement
valuation at the end of 2003.

As at December 31, 2003 ($ millions) Financial Funding Difference

Net assets 9,644 9,644 –
Actuarial asset value adjustment 704 568 136
Present value of future contributions – 2,799 (2,799)
Accrued pension benefits related to prior service (8,865) (9,195) 330
Provision for pension benefits related to future service – (3,311) 3,311
Provision for administration expenses – (238) 238
Rate stabilization funds (510) (522) 12

Financial statement unallocated surplus/ 
Funding valuation actuarial loss $973 $(255) $1,228
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As indicated in the preceding table, the financial statement valuation shows a surplus 
of $973 million, whereas the funding valuation shows an actuarial loss, or deficit, of 
$255 million. The specific factors contributing to the difference are as follows:

• The rate used to determine the actuarial asset value adjustment in 2003 was 7.75% 
for financial statement purposes and 7.0% for funding purposes. The funding rate is
lower to allow for margins of conservatism. 

• The funding valuation provides for both past and future service of current members,
whereas the financial statement valuation provides only for past service, resulting in 
a difference equal to the present value of future contributions less pension benefits
related to future service, for funding purposes. 

• The funding valuation uses a lower long-term rate of return assumption of 7.5%,
compared to 7.75% used for the financial statement valuation, allowing for a margin
of conservatism. 

• Prior to 2004, OPTrust did not include a provision for future administrative expenses,
resulting in a difference in methodology between the financial statement and the
funding valuations. Effective in 2004, OPTrust has prospectively adopted the inclusion
of a provision for future administrative expenses in its financial statement valuation as
well. The expense provision included in the December 31, 2004, financial statement
valuation is $158 million. 

• Although rate stabilization funds are determined on the same basis for financial
statement and funding purposes, the additional $12 million resulting from the early
termination of member contribution reductions was not recognized in the 2003
financial statement valuation. The impact of this termination was recorded in 2003
for funding purposes and in 2004 for financial statement purposes. 

These factors highlight the main reasons why the actuarial funding valuation indicates a
funding deficit, while the valuation for financial statement purposes shows a surplus.

Financial Statement Overview
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The Plan’s investment income 
for 2004 reflects the continued 
strong performance of global  
and domestic stock markets 
and Canadian bond markets.
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Pension payments continue to 
rise, reflecting both the rapid 
growth in the number of 
OPTrust retirees and annual 
inflation-related increases in 
the amount of their pensions. 74
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Review of 2004 Financial Statements
The following review of key elements of the financial statements provides an explanation 
of some of the important measures of the continuing health and soundness of the Plan.

Net Assets Available for Benefits
In 2004, the Plan’s net assets available for benefits rose by $830 million, to $10.5 billion
at year-end. The increase resulted from net investment income of $1.1 billion. Partly
offsetting that income was benefit payments that exceeded contributions by $217 million
during the year, and operating expenses of $22 million. 

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

Accrued Pension Benefits
Accrued pension benefits are determined by calculating future benefits payable and
discounting them back to the current date using the financial statement rate-of-return
assumption of 7.25%. At year-end 2004, accrued pension benefits were valued at 
$9,525 million, up $660 million from 2003. Of this increase, $476 million reflects
normal growth in the Plan’s accrued benefits. This includes income required on previously
earned benefits and benefits earned during 2004, offset by payments to pensioners and
terminating members. 

25

Members enjoyed reduced 
contribution rates for the fifth 
consecutive year in 2004, 
although rates returned to 
normal levels at the beginning 
of 2005. Employer 
contributions continued at  
the normal rate of 8%.
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Active members account for 44%  
and pensioners account for 47% of 
the Plan's accrued benefits. The 
remaining 9% of the accrued liability 
represents the value of deferred 
pensions and a provision for 
administrative expenses.
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Actuarial Asset Value Adjustment (“Smoothing”)
Actuarial smoothing is a prescribed technique used for financial reporting purposes in the
pension industry. Its purpose is to recognize that, while the returns from various types of
investments such as stocks may fluctuate considerably from year to year, over the longer
term they have tended to provide relatively predictable returns. Smoothing therefore “irons
out” the short-term peaks and valleys in investment returns to provide a more stable view
of results over a period of years.

At OPTrust, our smoothing methodology compares our actual return in any given year 
with the target rate of return we need to make over the long term to keep the pension
promise. Any amounts above or below that target are considered gains or losses subject 
to smoothing. One-fifth of the gain or loss is recognized in current year results, while the
balance is carried forward in equal installments for each of the next four years.

At the end of 2004, the Plan’s actuarial value adjustment was a deferred loss of 
$30 million, compared with a deferred loss of $704 million the previous year. The main
reasons for the change were the deferral of gains from 2004 and the recognition of losses
from 2001 and 2002.

Surplus
The Plan’s financial statement surplus decreased to $979 million at year-end from 
$1,483 million at the end of 2003. The decrease resulted primarily from the recognition 
of deferred investment losses incurred in 2001 and 2002. The financial statement surplus
is not an actuarial gain for funding purposes and cannot be used by the sponsors to
improve benefits or reduce contributions.

The surplus includes contribution rate stabilization funds established by the sponsors 
using a part of the actuarial gains identified in the 2001 funding valuation. During 2004, 
$14 million from each of the members’ and employers’ stabilization funds was used to
make up the difference between the actual contributions made by members and the
contributions needed to pay this year’s share of the funding shortfall identified in the 
latest actuarial funding valuation. 

Financial Statement Overview
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2004 Administrative Expenses 

Administrative expenses fell to 
$22 million in 2004, the result of a 
maturing organization and continued 
cost-control measures.

Salaries and benefits 
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Office premises and operations

Information technology
Communications

The Plan’s financial statement 
surplus continued to fall, 
reflecting investment losses in 
2001 and 2002. At the end of 
2004, the Plan had a net 
deferred loss of $30 million.
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At year-end 2004, the balance of the member stabilization fund stood at $185 million,
compared with $172 million at the same time in 2003, as income on the fund and an
accelerated end to a reduction in contribution rates more than offset the $14 million in
payments made during the year. The balance of the employer stabilization fund was $348
million at the end of 2004, compared with $338 million at the same point in 2003.

At December 31, 2004, the Plan’s unallocated surplus, excluding the stabilization funds,
stood at $446 million.

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

Investment Income
Net investment income was $1,069 million in 2004, compared with $1,408 million the
previous year. Positive returns in all assets classes – led by Canadian and global equities –
contributed to this result.

Investment expenses were higher than in 2003. Since investment fees are directly related
to the size of the portfolio, some of the increase in fees resulted from the higher asset
base. Higher investment management fees also resulted from the increased portion of
actively managed assets in the foreign and domestic equity portfolios.

Contributions
Regular pension contributions from members and employers totalled $256 million in
2004, up from $227 million in 2003, reflecting contribution rate increases on December
1st of 2003 and 2004. For most of 2004, member contributions were reduced by 2% of
salary. The reduction was adjusted by 1%, effective December 1, 2004. This temporary
reduction has been funded from a portion of the members’ share of actuarial gains from
1999–2001. Employer contributions continued at the Plan’s normal rate throughout 2004.

Total contributions to the Plan were $276 million in 2004, an increase of $34 million from
the previous year.

Pension Payments
OPTrust’s pensioner population continued to grow in 2004, reaching 20,246 retirees at
year-end. Pension payments increased by 8.5% to $370 million, compared with 
$341 million in 2003. The Factor 80 early retirement provision, which expires on March
31, 2005, was a significant factor in the rapid growth of OPTrust’s pensioner population. 

OPTrust pensions are adjusted annually for inflation. In January 2004, retirees received a
pension increase of 3.3% (compared to 1.6% in 2003) under the Plan’s inflation
protection provision. The increase for 2005 is 1.7%.

Terminations and Transfers
Termination payments and transfers to other plans were $123 million in 2004, compared
with $135 million in 2003. Transfers to the Ontario Pension Board were $20 million lower
than the previous year, mainly because a backlog in processing these transfers was cleared
in 2003. 

Refunds and commuted values were higher in 2004, resulting from a large volume of
payments made to employees of the Ministry of Transportation, who were moved to a
private employer late in 2003.

Administrative Expenses
Administrative expenses decreased to $22 million in 2004, compared with $23 million in
2003. This reduction reflects the mature structure of the pension administration area and
continued efforts to manage costs.
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Auditors’ Report
To the Board of Trustees of the OPSEU Pension Trust,
Administrators of the OPSEU Pension Plan

We have audited the consolidated statement of net assets available for benefits, accrued
pension benefits, actuarial asset value adjustment and surplus of the Ontario Public
Service Employees Union Pension Plan (the Plan) as at December 31, 2004 and
December 31, 2003, and the consolidated statements of changes in net assets available
for benefits, changes in accrued pension benefits and changes in surplus for the years
then ended. These statements are the responsibility of the Plan’s administrator. Our
responsibility is to express an opinion on these consolidated financial statements based
on our audits.

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

In our opinion, these consolidated financial statements present fairly, in all material
respects, the net assets available for benefits, accrued pension benefits, actuarial asset
value adjustment and surplus of the Plan as at December 31, 2004 and December 31,
2003, and the changes in its net assets available for benefits, accrued pension benefits
and surplus for the years then ended in accordance with Canadian generally accepted
accounting principles.

Chartered Accountants
Toronto, Canada

February 2, 2005 

Actuaries’ Certificate
We performed an actuarial valuation of the Ontario Public Service Employees Union
Pension Plan (the OPSEU Pension Plan) for funding purposes as of December 31, 2003,
as stated in Note 9 of these consolidated financial statements. In respect of that
valuation, we hereby certify that, in our opinion, the assumptions are, in aggregate,
appropriate for the purposes of the valuation and the data is sufficient and reliable for
the purposes of the valuation. The valuation was prepared, and our opinions given, in
accordance with accepted actuarial practice.

As further stated in Note 6 of these consolidated financial statements, we have prepared
an actuarial valuation of the OPSEU Pension Plan accrued pension benefits for financial
statement purposes as at December 31, 2004, in accordance with the Canadian
Institute of Chartered Accountants Handbook Section 4100. The valuation was based on
an extrapolation of the valuation as at December 31, 2003, and the accrued pension
benefits determined using membership data from December 31, 2003, the projected
unit credit cost method prorated on service and management’s best estimate
assumptions for consolidated financial statement purposes as set out in Note 6. In our
opinion, the assumptions are, in aggregate, appropriate for the purposes of the financial
statement valuation.

In our opinion, the December 31, 2004, actuarial valuation for financial statement
purposes was prepared in accordance with accepted actuarial practice.

W. Scott Simpson 
Fellow, Society of Actuaries 
Fellow, Canadian Institute of Actuaries

Charlene Moriarty
Fellow, Society of Actuaries
Fellow, Canadian Institute of Actuaries

February 2, 2005
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The management of the OPSEU Pension Trust (OPTrust) is responsible for the integrity
and objectivity of the financial information presented in this annual report. The
consolidated financial statements have been prepared in accordance with Canadian
generally accepted accounting principles and comply with the financial reporting
requirements of the Pension Benefits Act of Ontario. The consolidated financial
statements include amounts that must of necessity be based on the best estimates and
judgment of management with appropriate consideration as to materiality. Financial
information presented throughout this annual report is consistent with the consolidated
financial statements.

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

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

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

Colleen Parrish
President and Plan Manager 

Charlie Eigl
Vice-President, Finance 

Management Responsibility for Financial Reporting
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As at December 31 ($ millions) 2004 2003

ASSETS
Investments (Note 5) $ 10,555 $ 9,711
Contributions receivable 

Employers 24 24
Members 11 7

Property and equipment, net 7 10
10,597 9,752

LIABILITIES
Accounts payable and accrued charges (25) (20)
Investment-related liabilities (Note 5) (98) (88)

(123) (108)

NET ASSETS AVAILABLE FOR BENEFITS $ 10,474 $ 9,644

ACCRUED PENSION BENEFITS (Note 6)
Active members $ 4,214 $ 4,096
Pensioners 4,470 4,077
Deferred and divested members 683 692
Provision for administrative expenses (Note 3c) 158 –

9,525 8,865

ACTUARIAL ASSET VALUE ADJUSTMENT (Note 7) (30) (704)

SURPLUS (Note 8) 
Member rate stabilization fund 185 172
Employer rate stabilization fund 348 338
Unallocated surplus 446 973

979 1,483

ACCRUED PENSION BENEFITS, 
ACTUARIAL ASSET VALUE ADJUSTMENT AND SURPLUS $ 10,474 $ 9,644

On behalf of the Board of Trustees

Deborah Stark David Rapaport
Chair Vice-Chair

Consolidated Statement of Net Assets Available for 
Benefits, Accrued Pension Benefits, Actuarial Asset Value Adjustment and Surplus
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Consolidated Statement of Changes in Net Assets
Available for Benefits
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For the years ended December 31 ($ millions) 2004 2003

NET ASSETS AVAILABLE FOR BENEFITS, BEGINNING OF YEAR $ 9,644 $ 8,493

Net investment income (Note 10) 1,069 1,408
Contributions (Note 12) 276 242
Benefit payments (Note 13) (493) (476)
Administrative expenses (Note 14) (22) (23)

NET INCREASE IN ASSETS AVAILABLE FOR BENEFITS 830 1,151

NET ASSETS AVAILABLE FOR BENEFITS, END OF YEAR $ 10,474 $ 9,644

Consolidated Statement of Changes in Accrued Pension Benefits

For the years ended December 31 ($ millions) 2004 2003

ACCRUED PENSION BENEFITS, BEGINNING OF YEAR $ 8,865 $ 8,389

INCREASE IN ACCRUED PENSION BENEFITS
Income required on accrued pension benefits 701 655
Benefits earned 268 259
Establishment of administrative expense provision (Note 3c) 161 –
Experience losses 58 13
Benefit improvements – 25

1,188 952

DECREASE IN ACCRUED PENSION BENEFITS
Benefits payments 493 476
Changes in actuarial assumptions 20 –
Administrative expenses recognized (Note 3c) 15 –

528 476

NET INCREASE IN ACCRUED PENSION BENEFITS 660 476

ACCRUED PENSION BENEFITS, END OF YEAR $ 9,525 $ 8,865



Consolidated Statement of Changes in Surplus
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For the years ended December 31 ($ millions) 2004 2003

UNALLOCATED SURPLUS, BEGINNING OF YEAR $ 973 $ 1,403 

EXPERIENCE GAINS/(LOSSES) RELATED TO FINANCING PENSION BENEFITS
Net investment income 1,069 1,408 
Change in actuarial asset value adjustment (674) (1,070)
Income required on accrued pension benefits (701) (655)

(306) (317)
OTHER EXPERIENCE GAINS/(LOSSES) 
Benefits earned net of contributions 8 (17)
Administrative expenses (Note 3c) (7) (23)
Demographic assumptions (58) (13)

(57) (53)
OTHER CHANGES IN UNALLOCATED SURPLUS
Establishment of expense provision (Note 3c) (161) –
Changes in actuarial assumptions 20 –
Benefit improvements – (25)
Net transfer to rate stabilization funds (23) (35)

(164) (60)

NET (DECREASE) IN UNALLOCATED SURPLUS (527) (430)

UNALLOCATED SURPLUS, END OF YEAR $ 446 $ 973

MEMBER RATE STABILIZATION FUND, BEGINNING OF YEAR $ 172 $ 160
Interest on rate stabilization fund 14 12
Gain due to early termination of member contribution reduction 13 –
Use of rate stabilization fund for funding deficiency (14) –

13 12 

MEMBER RATE STABILIZATION FUND, END OF YEAR $ 185 $ 172 

EMPLOYER RATE STABILIZATION FUND, BEGINNING OF YEAR $ 338 $ 315 

Interest on rate stabilization fund 24 23
Use of rate stabilization fund for funding deficiency (14) –

10 23

EMPLOYER RATE STABILIZATION FUND, END OF YEAR $ 348 $ 338

TOTAL SURPLUS, END OF YEAR $ 979 $ 1,483 



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

The OPSEU Pension Plan is registered under the Pension Benefits Act of Ontario and
the Income Tax Act (Canada), registration number 1012046. The Plan is a Registered
Pension Trust as defined in the Income Tax Act and is not subject to income taxes.

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

2. Description of the OPSEU Pension Plan
The OPSEU Pension Plan is a contributory defined benefit pension plan. Membership
within the Plan consists of members represented by OPSEU or certain other designated
bargaining agents and employed by the following organizations:  
• The Province of Ontario (civil servants and crown employees)
• Alcohol and Gaming Commission of Ontario
• Centre for Addiction and Mental Health (Addiction Research Foundation

and Queen Street Mental Health Centre divisions)
• Liquor Control Board of Ontario (represented by the Ontario Liquor Boards Employees’ Union) 
• New Democratic Party Caucus
• Niagara Parks Commission 
• Ontario Lottery and Gaming Corporation
• Ontario Pension Board
• OPSEU Pension Trust (includes non-bargaining unit employees)
• Ontario Public Service Employees Union (seconded or acting employees) 
• Ontario Teachers’ Pension Plan Board
• St. Joseph’s Health Care Group – Lakehead Psychiatric Hospital
• Workplace Safety and Insurance Appeals Tribunal

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

b. Contributions
The OPSEU Pension Plan’s contributions and benefits are integrated with the Canada
Pension Plan (CPP). Required rates of contribution to the OPSEU Pension Plan for 2003
and 2004 were as follows:

Contribution Percentage
Employer Member

12/1/2004 12/1/2003 12/1/2002
to to to

Earnings 12/31/2004 11/30/2004 11/30/2003
Below the Year’s Basic Exemption (YBE)

of $3,500 8.0% 7.0% 6.0% 5.0%
CPP pensionable earning earnings –

Year’s Maximum Pensionable Earnings (YMPE) 
of $40,500 (2003 – $39,900) less the YBE 6.2% 5.2% 4.2% 3.2%

In excess of the YMPE, up to maximum earnings
of $104,914 (2003 – $99,178) 8.0% 7.0% 6.0% 5.0%

Effective December 1, 1999, member contributions were reduced by 4% of members’
salaries for a three-year period, while employer contributions stayed at the normal level.
As a result of a distribution of actuarial gains arising from the funding valuation as at
December 31, 2001, the member contribution rate reduction was extended beginning
December 1, 2002, resulting in the reduced member contribution rates for 2003 and
2004 as described above.

For 2003 and 2004 the normal contribution formula for members and employers was
8% of earnings up to the YBE, 6.2% of CPP pensionable earnings, and 8% of other
eligible earnings above the YMPE up to the maximum earnings for the year. Effective
January 1, 2005, the normal contribution formula changes to 6.4% of salary up to the
YMPE and 8% of other eligible earnings up to the maximum earnings for the year. The
normal contribution formula was changed to ease its administration and has an
immaterial impact on the determination of accrued pension benefits.

Employers and members will be contributing at the normal contribution rates as of
January 1, 2005.

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

Notes to the consolidated financial statements  December 31, 2004
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d. Pension benefits
The Plan provides for the payment of a pension benefit equal to 2% of the average of
the best five consecutive years of salary, for each year of credited service. An unreduced
pension can be received at age 65, or before age 65 if the member’s age and credit
total 90 (Factor 90) or when the member reaches age 60 and has 20 or more years of
credit.

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

There is a time-limited provision that provides for an enhanced retirement opportunity for
those members of the Plan whose age and credit total 80 (Factor 80) by March 31, 2005.

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. For members retiring
prior to December 31, 2005, however, the reduction is calculated based on the number
of years from the date of retirement to the earliest date at which the member would
have been eligible for an unreduced pension (other than Factor 80) had they remained
active in the Plan.

e. Inflation protection
An adjustment to pension benefits for inflation is made annually based on the Consumer
Price Index to a maximum of 8% in any one year. Where the inflation adjustment
exceeds 8% in any one year, the excess is carried forward to any subsequent year when
the adjustment is less than 8%. The adjustment is made to both current pensions and
the future value of deferred pensions.

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

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

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

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

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

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

3. Significant accounting policies
a. Presentation
These financial statements are prepared on the going concern basis in accordance with
accounting principles generally accepted in Canada. The financial statements present the
aggregate financial position of the Plan as a separate financial reporting entity
independent of the participating employers, bargaining units, plan members and
pensioners. Certain comparative amounts have been reclassified to conform to the
current year’s presentation.
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b. Principles of consolidation
Effective for the year ended December 31, 2004, the consolidated financial statements
include the accounts of the Plan’s wholly owned subsidiaries. All significant
intercompany balances and transactions have been eliminated on consolidation. The
wholly owned subsidiaries were formed by the Plan in 2004 for the purpose of investing
in certain real estate assets.

c. Change in accounting policy – Provision for administrative expenses
A provision for administrative expenses has been included in accrued pension benefits
for the 2004 consolidated financial statements. Future costs attributable to
administering the accrued pension benefits of the population of members and pensioners
as at December 31, 2004 have been estimated. The present value of these costs has
been established as the provision:

($ millions)
Establishment of expense provision on January 1, 2004 $ 161
Income required on expense provision 12
Administrative expenses recognized (15)
Provision for administrative expenses at December 31, 2004 $ 158

The change in accounting policy has been applied prospectively in the financial
statements effective January 1, 2004. Surplus decreased by $158 million as at
December 31, 2004 as a result of adopting this accounting policy.

The experience loss on administrative expenses reported is $7 million rather than the
$22 million that would have been reported had this accounting policy not been adopted.
The experience loss results from the administrative expenses associated with new
members and the costs of collecting contributions for the year.

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

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

i) Valuation of investments
Investments are accounted for at fair value, being the consideration that would be
agreed upon in an arm’s length transaction between knowledgeable willing parties who
are under no compulsion to act. Investments held directly are valued as of the valuation
date by independent third parties, while investments held through pooling arrangements
or limited liability companies are valued by external asset managers. 

Category Basis of valuation
Exchange traded equity securities and equity Closing quoted market price. Where a market 
index futures contracts price is not available, market value is determined

by reference to current market information.
Marketable debt securities, including Average of closing bid and ask prices
short-term investments and real return bonds; 
currency futures or forward contracts
Non-marketable debt securities As these securities are non-marketable the market values

have been estimated based on the market yields of
securities with comparable credit risk.

Real estate Income producing properties are valued based on 
independent appraisals. The purchase price plus closing
costs generally approximate the fair value of properties
acquired and held for less than one year.

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

These valuation principles are applied whether the investments are held directly, through
pooling arrangements, or through limited liability companies.

Equity index futures contracts are derivative financial contracts whose value is derived
from movements in the underlying basket of equity securities upon which they are
based. A currency futures or forward contract is a derivative financial contract between
two parties to exchange currencies at a designated price and future delivery date. 

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

Category Basis of recognition
Interest income Accrual basis
Dividend income Accrual basis on the ex-dividend date
Realized gains and losses for investments sold Difference between proceeds on disposal and 

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

and the average cost at year end

Notes to the consolidated financial statements  December 31, 2004
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Average cost reflects the purchase cost of the investment, including direct acquisition
costs.

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

The actuarial value of investments as at the reporting dates has been determined using a
formula that smoothes out the effects of the changes in market values over a five-year
period. The approach recognizes differences between the actual and management’s best
estimate of the return on investments in income evenly over the current and following
four years. Management’s best estimate of investment return is 7.25% for 2004 and
was 7.75% for the previous four years for financial statement purposes.

g. 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 valuation).
Because of reporting delays, the accrued pension benefits reported in these financial
statements as at December 31, 2004, are based on data taken from the actuarial
valuation for funding purposes as at December 31, 2003.

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

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

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

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

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

l. Foreign currency translation
Foreign currency transactions are translated into Canadian dollars at the rates of
exchange prevailing at the dates of the transactions. The market 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.

4. Risk management
The Plan is subject to certain risks and engages in risk management practices to help
ensure that sufficient assets will be available to fund pension benefits. These risks relate
primarily to the uncertainty inherent in achieving sufficient investment returns and in
making forecasts with respect to the ultimate pension liability. Investment risk
management involves optimizing investment returns in a climate of uncertainty.

The Plan has established as a target an asset mix policy of 60% equities, 23% fixed
income securities, 9.5% real estate and 7.5% real return bonds. 

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

Notes to the consolidated financial statements  December 31, 2004

10 Years of Keeping the Promise 37



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

The Plan manages interest rate risk by establishing a target asset mix that provides an
appropriate mix between interest-sensitive investments and those subject to other risks.
A portion of the interest-sensitive portfolio is actively managed, allowing managers to
anticipate interest rate movements to mitigate or take advantage of interest rate changes.
The portion of the portfolio held in non-marketable debentures of the Government of
Ontario is subject to changes in market value as interest rates fluctuate. 

The Plan has exposure to interest risk as follows:

As at December 31 ($ millions) 2004 2003
Term of maturity

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

Short-term investments $ 159 $ – $ – $ 159 2.5% $ 114 2.6%
Government of 

Ontario debentures 67 594 1,292 1,953 4.2% 2,090 4.4%
Bonds

Canadian government 40 – 221 261 4.2% 318 4.3%
Provincial governments – 24 283 307 5.0% 205 5.1%
Corporate 2 37 158 197 5.2% 330 4.6%
Real return – – 804 804 2.1% 582 2.3%

TOTAL $ 268 $ 655 $ 2,758 $3,681 3.8% $3,639 4.0%

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

The greatest credit exposure for the Plan is with the Province of Ontario. As of December
31, 2004, the Plan held $2,129 million (2003 – $2,234 million) in short-term
investments and bonds issued or guaranteed by the Government of Ontario, including
special Government of Ontario debentures. 

Investment restrictions within the Plan have been set to limit the credit exposure to
security issuers. Bonds and debentures require two minimum ratings of “A” or equivalent
at time of purchase, short-term investments require a rating of “R-1” or equivalent and
counterparties to over the counter (OTC) contracts require two minimum ratings of “AA-”
or equivalent as at the contract date. As at December 31, 2004 and 2003, 100% of
the short-term investment portfolio met the credit rating criteria. As of December 31,
2004, 99.4% (2003 – 98.6%) of the fixed income portfolio (which includes bonds and
the Government of Ontario debentures) was rated “A” or better.

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

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

As at December 31 ($ millions) 2004 2003
Gross Policy Active Net Net

exposure hedge exposure exposure exposure
Canadian $ 7,659 $       910 $       (99) $   8,470 $ 8,024
Investments subject to currency risk
Developed markets 

United States 795 (184) (184) 427 413
United Kingdom 284 (138) (10) 136 86
Eurozone 441 (223) 157 375 325
Asia Pacific 644 (308) 200 536 496
Other 107 (57) (64) (14) (4)

Emerging markets 527 – – 527 283
2,798 (910) 99 1,987 1,599

NET INVESTMENTS $ 10,457 $           – $          – $ 10,457 $ 9,623

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

The Plan’s policy hedging program incorporates the foreign pooled equity linked
investments, which are fully hedged to the Canadian dollar and therefore classified as
gross Canadian currency exposures. 

All currency forward contracts have a term to maturity of less than one year. The credit
risk of the contracts, representing the replacement cost of all contracts that have a
positive fair value at current market prices, as at December 31, 2004, is $90 million
(2003 – $64 million). 

Geographic risk reflects the risk related to operating in foreign jurisdictions including
legal, political, settlement and market risk associated with various jurisdictions. 
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The Plan’s exposure to geographic risk is as follows:

As at December 31 ($ millions) 2004 2003
Canada $ 7,661 $ 7,235
Investments subject to geographic risk
Developed markets

United States 747 690
United Kingdom 278 227
Eurozone 447 380
Asia Pacific 626 537
Other 126 104

Emerging markets 572 450
2,796 2,388

NET INVESTMENTS $ 10,457 $ 9,623

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

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

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

Cash inflows are derived from member and employer contributions, earned income,
principal repayments on fixed income investments and the proceeds from sales of other
securities. Excess cash flows, after meeting pension obligations and operating expenses,
are re-invested. The Plan forecasts and manages cash flows to ensure it meets its
obligations when due, without unintended early liquidation of assets. In addition, 81%
(2003 – 78%) of the Plan’s investments are marketable and can be liquidated relatively
quickly.

f. Securities lending
To enhance portfolio returns, the Plan participates in a securities lending agreement with
its custodian, Royal Trust. The securities lending program operates by loaning the Plan’s
available securities to approved borrowers. Credit risk associated with this program is
mitigated by requiring the borrower to provide daily collateral of at least 105% of the 

market value of the loaned securities. As at December 31, 2004, the Plan’s investments
included loaned securities with a fair value of $138 million (2003 – $234 million). The
fair value of securities collateral received in respect of these loans was $148 million
(2003 – $251 million). Income earned from this program for the year was $557
thousand (2003 – $448 thousand).

5. Investments
The following schedule summarizes the market value and cost of the Plan’s investments. 

2004 2003
Market Average Percentage Market Average Percentage

As at December 31 ($ millions) Value Cost of Assets Value Cost of Assets
Fixed income

Cash $ 60 $       60 1% $ 58 $ 59 1% 
Short-term investments 159 159 2% 114 114 1%
Canadian bonds 765 730 7% 853 829 9%
Real return bonds 804 730 8% 582 395 6%
Government of Ontario

debentures 1,953 1,481 18% 2,090 1,578 22%
3,741 3,160 36% 3,697 2,975 39%

Equities
Canadian 2,792 2,110 27% 2,601 1,924 27%
Foreign 2,662 2,367 25% 2,358 2,246 25%
Foreign pooled equity 

linked investments 1,018 957 10% 907 951 9%
6,472 5,434 62% 5,866 5,121 61%

Real estate 220 221 2% 40 33 –%

Investment-related receivables
Accrued income 24 24 –% 24 24 –%
Due from brokers 8 8 –% 20 20 –%
Unrealized gains and amounts

receivable on derivative contracts 90 – 1% 64  –   1%
122 32 1% 108 44 1%

TOTAL INVESTMENTS $ 10,555 $   8,847 101% $ 9,711 $ 8,173 101%

Investment-related liabilities
Due to brokers (10) (10) –% (11) (11) –%
Unrealized losses and amounts 

payable on derivative contracts (88) – (1%) (77) – (1%) 
(98) (10) (1%) (88) (11) (1%)

NET INVESTMENTS $ 10,457 $   8,837 100% $ 9,623 $   8,162 100%
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6. Accrued pension benefits
a. Financial statement valuation as at December 31, 2004
The accrued pension benefits as at December 31, 2004, were valued at $9,525 million
for financial statement purposes. This is based on data taken from the actuarial
valuation for funding purposes as at December 31, 2003. 

Effective for the financial statement valuation at December 31, 2004, a change in
accounting policy was recognized to establish a provision for administrative expenses as
described in Note 3c.

The financial statement valuation disclosed an experience loss, for financial statement
purposes, of $58 million (2003 – experience loss of $13 million) resulting from
demographic experience being different from assumptions. The valuation also disclosed 
a gain of $20 million resulting from changes in actuarial assumptions detailed below. 
A separate valuation for funding purposes is prepared as at December 31, 2003, and 
is discussed in Note 9 to these financial statements.

b. Actuarial assumptions
The Plan annually reviews the economic assumptions used in the financial statement
valuation to ensure that they reflect management’s best estimate of expected trends.
Based on that review the assumed rate of inflation was reduced by 0.50% to 3.00%
decreasing the assumed actuarial rate of return on plan assets from 7.75% to 7.25%. In
addition, the assumed rate of pensionable earnings increase was reduced from 4.5% to
4.0% for the first two years and 3.75% thereafter. As part of the review, the sensitivity
of changes in these financial assumptions was considered. Holding all other factors
constant, a further 0.25% decrease in the inflation rate assumption would have caused
accrued pension benefits to increase by $5 million at December 31, 2004. Similarly, a
0.25% decrease in the investment real rate of return assumption would have resulted in
accrued pension benefits increasing by $336 million as at December 31, 2004. 

The key economic assumptions used for the extrapolation of the financial statement
valuation as at December 31 are as follows:

2004 2003
Assumed actuarial rate of return on plan assets 7.25% 7.75%
Assumed rate of inflation 3.00% 3.50%
Assumed rate of pensionable earnings increases (first two years)* 4.00% 4.50%
Assumed rate of pensionable earnings increases (after two years)* 3.75% 4.50%
* Percentage shown plus service-related promotion scale

7. Actuarial asset value adjustment
The actuarial value of net assets available for benefits is determined by using a formula
that smoothes out the effects of the changes in market values over a five-year period.
The adjustment represents the deferred portion of gains or losses resulting from the
difference between the actual and management’s best estimate of the return on those
investments. Differences are deferred and recognized evenly over the current and
following four years. The change in the actuarial asset value adjustment for the year was
a reduction of $674 million (2003 – decrease of $1,070 million).

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

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

($ millions) 2004 2005 2006 2007 2008 2003
2000 – – – – – $ 16
2001 $ 225 $ 225 – – – 450
2002 564 282 $ 282 – – 845
2003 (456) (152) (152) $ (152) – (607)
2004 (303) (76) (76) (76) $ (76) –
TOTAL $ 30 $ 279 $ 54 $ (228) $ (76) $ 704

In addition to the amounts identified above, the recognition of investment gains and 
losses in years after 2004 is dependent on the extent to which actual returns differ from
management’s best estimate of return in any given year. For 2004, that estimate is 7.25%. 

If net investment income were not subject to smoothing, surplus would be decreased 
by the amount of the actuarial asset value adjustment. 

8. Surplus
As at December 31, 2004, the surplus for financial statement purposes was 
$979 million (2003 – $1,483 million), which was comprised of rate stabilization funds
of $533 million and unallocated surplus of $446 million. OPSEU and the Province of
Ontario have each set aside a portion of the Plan’s funding gains from 1999 – 2001 as
rate stabilization funds to stabilize member and employer contributions.

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; and the use of surplus to
fund benefit improvements and contribution reductions. Effective for the 2004 financial
statements, surplus has been further reduced by $158 million due to the recognition of
an expense provision in the determination of the accrued pension benefits.
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Experience gains or losses related to investment return represent the difference between
actual investment earnings, adjusted for the impact of smoothing, and the income
required on accrued pension benefits.

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

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

The last funding valuation filed with the Financial Services Commission of Ontario was
prepared by Mellon as at December 31, 2003. The actuarial loss reported under the
funding valuation for a two-year period ended December 31, 2003, totaled $255
million. The member and employer Rate Stabilization Funds are being utilized to fund
each sponsor’s respective share of contributions required to pay for this deficiency.

The key economic assumptions used for the funding valuation as at December 31,
2003, were as follows:

2003
Assumed actuarial rate of return on plan assets* 7.50%
Assumed rate of inflation 3.50%
Assumed rate of pensionable earnings increases (first three years)** 4.50%
Assumed rate of pensionable earnings increases (after three years)** 4.25%
* A rate of 7.0% is used for the purpose of calculating the Actuarial Asset value adjustment for the 

funding valuation 
** Percentage shown plus service-related promotion scale

10. Net investment income
Net 

Realized Unrealized Investment 
For the years ended December 31 ($millions) Earned Gains/ Gains/ Income/
2004 Income (Losses) (Losses) (Loss)
Fixed income

Cash and short-term investments $ 5 $ – $ 1 $ 6
Canadian bonds 38 23 12 73
Real return bonds 20 217 (114) 123
Government of Ontario debentures 176 (19) (41) 116

239 221 (142) 318
Equities

Canadian 49 288 5 342
Foreign 65 61 183 309
Foreign pooled equity linked investments – – 105 105

114 349 293 756

Real estate 12 – (8) 4

Currency forward exchange and futures contracts – 6 16 22
365 576 159 1,100

Investment expenses
Investment manager fees (22)
Custodial fees (2)
Other investment expenses (7)

NET INVESTMENT INCOME $ 1,069

Net 
Realized Unrealized Investment 

Earned Gains/ Gains/ Income/
2003 Income (Losses) (Losses) (Loss)
Fixed income

Cash and short-term investments $ 4 $ (1) $ (1) $ 2
Canadian bonds 47 11 1 59
Real return bonds 20 3 48 71
Government of Ontario debentures 182 (19) (24) 139 

253 (6) 24 271 
Equities

Canadian 44 (45) 587 586
Foreign 44 (297) 529 276
Foreign pooled equity linked investments – (93) 320 227

88 (435) 1,436 1,089 

Real estate 3 – 2 5

Currency forward exchange and futures contracts – 62 (2) 60
344 (379) 1,460 1,425

Investment expenses
Investment manager fees (11)
Custodial fees (1)
Other investment expenses (5)

NET INVESTMENT INCOME $ 1,408
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11. Time-weighted investment returns and related benchmarks

Gross of fees 2004 2003
Expressed in % Actual Benchmark Actual Benchmark
Fixed income 9.2 9.6 7.8 7.7
Canadian equities 13.4 14.5 28.3 26.7
Foreign equities 13.1 11.4 20.6 12.2
Real estate 12.9 6.2 12.9 8.1
TOTAL PLAN 11.7 11.5 17.3 13.6

The Plan uses investment benchmarks to evaluate the performance of the investment
management process. The benchmarks are weighted according to the Plan’s asset mix
policy. Each portfolio is measured against the performance benchmarks, which reflect
the results of the market in which they invest.

Asset Class Benchmark
Fixed income Blended SCI Universe Bond Index, Custom Long Bond Index and Real 

Return Bond Index
Canadian equities S&P/TSX Composite Index
Foreign equities Blended MSCI ACWI Index, MSCI EAFE Index, MSCI EMF Index, 

Russell 2500 Index and S&P 500 Index, including the effects of hedging 50% 
of currency exposure in developed markets and expressed in Canadian dollars

Real estate CPI Inflation + 4%

The SCI Custom Long Bond Index was added to the fixed income benchmark composite
effective August 2004. Prior to January 2004, the real estate benchmark was based on
the Investment Property Databank Ltd. Canadian Property Index. Prior to July 2003, the
foreign equities benchmark was based on the unhedged MSCI World ex Canada Index. 

12. Contributions

For the years ended December 31 ($ millions) 2004 2003
Members
Current service $ 93 $ 71 
Prior service 12 7
Long term income protection 3 4

108 82
Employers
Current service 129 124
Prior service 13 12 
Long term income protection 6 9

148 145 
Transfers from other plans 20 15
TOTAL CONTRIBUTIONS $ 276 $ 242 

13. Benefit payments

For the years ended December 31 ($ millions) 2004 2003
Retirement pensions $ 370 $ 341
Transfers to the Ontario Pension Board 71 91
Transfers to other plans 9 9
Refunds and commuted value transfers 43 35
TOTAL BENEFIT PAYMENTS $       493 $ 476

14. Administrative expenses

For the years ended December 31 ($ millions) 2004 2003
Salaries and benefits $ 10.7 $ 10.5
Information technology 3.7 4.1
Professional and administrative services 3.6 3.8
Office premises and operations 2.6 3.2
Communications 1.1 1.2
TOTAL ADMINISTRATIVE EXPENSES $ 21.7 $ 22.8

Audit expenses were $0.2 million in 2004 ($0.1 million in 2003). Non-audit fees
comprising tax and risk management services paid to PricewaterhouseCoopers LLP, the
plan auditor, totaled $0.2 million in 2004 ($0.1 million in 2003). Actuarial expenses
paid to Mellon, the plan actuaries, were $0.8 million in 2004 ($1.1 million in 2003).

Notes to the consolidated financial statements  December 31, 2004

OPSEU Pension Trust42



15. Compensation
The Trustees of the Plan serve in a voluntary capacity and do not receive compensation
for their services from the Trust. They are, however, reimbursed for travel-related
expenses. Expenses for amounts paid to or on behalf of Trustees totaled $80 thousand
in 2004 (2003 – $70 thousand). 

Compensation to the senior management team comprises base salaries, any retroactive
salary, pension and insured benefits, vacation entitlements and moving allowances, if
any. The Plan does not provide bonuses or long-term incentive programs for its
employees. Base salaries paid to the five highest paid members of the senior
management team were as follows:

For the years ended December 31 ($ thousand)
Name and position 2004 2003 2002

Morgan Eastman
Chief Investment Officer $ 333 $ 340 $       290

Colleen Parrish
President and Plan Manager 263 276 225

Bill Foster
Vice-President Member and Pensioner Services 180 174 152

Charlie Eigl
Vice-President Finance 178 172 145

August Cruikshanks *
Managing Director, Investment Research 176 38 –

* Effective October 15, 2003

Compensation arrangements with the management team provide for the accumulation of
pension benefits. Coverage of up to $104,914 (2003 – $99,178) of the individual’s
salary is provided under the OPSEU Pension Plan and amounts in excess are provided
under separate pension arrangements. Both the member and the employer are required
to contribute a percentage of the member’s salary in excess of $104,914 (2003 –
$99,178) to these separate arrangements. Benefits for management employees are the
same as for bargaining unit employees. Management employees earn between four and
six weeks vacation a year.

16. Guarantees
Effective 2004, OPSEU Pension Trust adopted, on a prospective basis, the new
accounting guideline on the disclosure of guarantees. This new accounting guideline
includes contracts requiring the guarantor to make payment where the guaranteed party
fails to perform under an obligating agreement; indirect guarantees of the indebtedness
of another party whereby that party has failed to pay its indebtedness; and
indemnification agreements that require the indemnifying party (guarantor) to make
payments to the indemnified party (guaranteed party).

A guarantee is defined as a contract that contingently requires the guarantor to make
payments to the guaranteed party based on the changes in the underlying interest rate,
foreign exchange rate, equity or commodity instruments, index of prices or rates, or any
other variables relating to an asset, liability or equity security of the guaranteed party.

In the normal course of its business, the Plan may, from time to time, provide
guarantees to various counterparties which may be considered material within the
context of the Fund. OPSEU Pension Trust indemnifies its trustees and staff against
certain claims that may be made against them. Otherwise there are no guarantees that
might be considered material outstanding as at December 31, 2004, and 2003.

17. Commitments
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, 2004, these
commitments totaled $92 million (2003 – nil).

The Plan has commitments to current members to provide pensions based on current
and future service. Based on actuarial projections as at December 31, 2003, the Plan
needs to provide $512 million to fund the shortfall between expected contributions and
benefit payouts. This shortfall is provided for through funding valuations.  
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At December 31 ($ millions) 2004 2003 2002 2001 2000 1999 1998 1997 1996 1995
CHANGES IN NET ASSETS
Income
Net investment income/(loss) $ 1,069 1,408 (688) (359) 654 970 867 981 1,027 979 
Member contributions 108 82 55 54 60 131 137 141 129 155 
Employer contributions 148 145 124 127 132 132 137 127 40 63
Unfunded liability payments – – – 40 38 36 34 24 – –
Transfers from other plans 20 15 16 10 17 36 2 2 54 1
Pension data purification project adjustment – – 99 – – – – – – –
Total income/(loss) 1,345 1,650 (394) (128) 901 1,305 1,177 1,275 1,250 1,198 
Expenditures
Pension payments 370 341 316 283 250 213 177 140 105 74 
Termination payments and transfers 123 135 201 145 202 135 93 154 38 17 
Operating expenses 22 23 22 20 18 17 17 15 15 12 
Total expenditures 515 499 539 448 470 365 287 309 158 103
INCREASE/(DECREASE) IN NET ASSETS 830 1,151 (933) (576) 431 940 890 966 1,092 1,095 
NET ASSETS
Investments
Cash and short-term investments 219 172 204 202 514 192 209 200 170 97 
Canadian bonds 765 853 686 658 506 542 477 612 393 334 
Government of Ontario debentures 1,953 2,090 2,200 2,243 2,313 2,296 2,631 2,554 2,449 2,400 
Equities – Canadian 2,792 2,601 2,017 2,192 3,184 2,873 3,279 2,310 2,021 1,598 
Equities – foreign 3,680 3,265 2,784 3,546 2,884 3,145 1,529 1,652 1,330 1,085
Real return bonds 804 582 549 493 528 440 419 340 293 88 
Real estate 220 40 41 45 43 32 26 15 1 –  
Investment-related receivables 122 108 23 26 26 24 39 24 27 20

10,555 9,711 8,504 9,405 9,998 9,544 8,609 7,707 6,684 5,622 
Contributions receivable from:

Members 11 10 7 6 7 7 13 14 11 11 
Employers 24 21 25 21 19 22 19 21 20 19 

Other assets 7 10 13 12 5 5 3 4 68 35
TOTAL ASSETS 10,597 9,752 8,549 9,444 10,029 9,578 8,644 7,746 6,783 5,687 
Liabilities
Accounts payable and accrued charges (25) (20) (44) (7) (15) (4) (3) (5) (5) (4)
Investment-related liabilities (98) (88) (12) (11) (12) (3) (10) – (3) –
NET ASSETS AVAILABLE FOR BENEFITS $ 10,474 9,644 8,493 9,426 10,002 9,571 8,631 7,741 6,775 5,683 
Accrued pension benefits 9,525 8,865 8,389 7,832 7,713 7,242 7,201 6,648 6,180 6,306 
Actuarial asset value adjustment (30) (704) (1,774) (774) 316 701 844 993 935 658
SURPLUS/(DEFICIT) $ 979 1,483 1,878 2,368 1,973 1,628 586 100 (340) (1,281)
PERFORMANCE (%)
Rate of Return 11.7% 17.3% -7.2% -3.5% 7.0% 11.4% 11.3% 14.7% 18.3% 21.7%

After inflation 9.6% 15.3% -11.1% -4.2% 3.8% 8.8% 10.3% 14.0% 16.1% 20.0%
Benchmark 11.5% 13.6% -7.8% -4.4% 3.3% 14.6% 13.2% 13.7% 17.1% 17.7%

After inflation 9.4% 11.6% -11.7% -5.1% 0.1% 12.0% 12.2% 13.0% 14.9% 16.0%

Historical Review

OPSEU Pension Trust44



10 Years of Keeping the Promise 45

Investment Managers and Strategies

Manager Strategy Focus
Canadian Equities TD Asset Management Quantitative S&P/TSX Composite Index

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

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

Foreign Currency Barclays Global Investors Active and passive Developed market currencies
Lee Overlay Partners Active and passive Developed market currencies

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

Addenda Capital Inc. Active Canadian government and corporate bonds

Real Estate Bentall Investment Management 
Limited Partnership Core and opportunistic Canadian properties

Great-West Life Investment Management Ltd. Core Canadian properties
LaSalle Investment Management 

(Canada) Ltd. Value-added Canadian properties
Morgan Stanley Real Estate Core U.S. properties
Tri Continental Capital Ltd. Value-added Canadian & U.S. lending
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The OPSEU Pension Trust was established to give plan members and the Government 
of Ontario an equal voice in the administration of the OPSEU Pension Plan through 
joint trusteeship. As sponsors, the Government of Ontario and the Ontario Public Service
Employees Union (OPSEU) each appoint five Trustees to the OPTrust Board. One
Government appointee and one OPSEU appointee fill the positions of Chair and Vice-
Chair, with the roles alternating between Government and OPSEU appointees every 
two years. 

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

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

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

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

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

• The Governance and Compensation Committee is responsible for reviewing
OPTrust’s internal governance practices, establishing performance criteria and
objectives for OPTrust’s President and Plan Manager and Chief Investment Officer,
and evaluating their performance and compensation.

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

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

OPTrust Board of Trustees and Committees



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

Proxy Voting 
OPTrust uses a leading independent proxy voting organization, Institutional
Shareholder Services (ISS), to actively vote our shares. This approach allows us to
benefit from detailed research on voting issues and ensures that our voting rights
are exercised consistently.

The Plan’s shares are voted according to detailed Proxy Voting Guidelines approved
by the Trustees. These guidelines address key governance issues such 
as the appointment of independent auditors and directors, compensation and stock
option plans, and mergers and acquisitions. They also address a range of social,
ethical and environmental concerns. Where voting issues arise that fall outside the
guidelines, the voting fiduciary refers the matter to OPTrust for guidance. 

Advocacy on Governance Issues 
As part of our ongoing commitment to promoting sound corporate governance,
OPTrust continued in 2004 as an active member of the Canadian Coalition for
Good Governance (CCGG). This organization includes a number of leading Canadian
pension plans and institutional investment managers, representing over $500 billion
in institutional investment assets. The coalition’s mission is to represent Canadian
institutional shareholders through the promotion of corporate governance best
practices and to align the interests of boards and management with those of
shareholders. 

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

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

Auditor’s Fees, 2004 vs. 2003 
($ thousands, including taxes) 2004 2003

External audit 156 110

Risk management 74 88

Tax services 160 29

Best practices review 38 –

Total 428 227
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Members of the Board of Trustees
At December 31, 2004

Deborah Stark, Chair**
Assistant Deputy Minister,  
Agriculture and Rural Division
Ministry of Agriculture and Food

David Rapaport, Vice-Chair*
Project Co-ordinator
Ministry of Education

Robert Bellamy** 
Former Vice-Chairman (retired)
Burns Fry Limited 

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

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

Heather Gavin*
Administrator, Central Services
Ontario Public Service Employees Union
(OPSEU)

Don Jordan*
Occupational Health and Safety Officer
Ministry of Labour 

Ann Marshall**
Former Practice Leader (retired)
James P. Marshall, a Hewitt Company

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

Stanley F. Sanderson**
Former Vice-President (retired)
Assante Capital Management Ltd.

One Trustee left the Board in 2004:
Jennifer Brown**
Vice-President, Pensions
Ontario Municipal Employees Retirement
System (OMERS)

* Appointed by OPSEU 
**Appointed by the Government

of Ontario

Professional Advisors
to the Trustees

Actuaries
Mellon

Auditors
PricewaterhouseCoopers LLP

Custodian
Royal Trust Corporation of Canada

Investment Consultants
James P. Marshall, a Hewitt Company

Legal Counsel
Koskie Minsky

Senior Management, 
Administration Division

Colleen Parrish, LLB
President and Plan Manager

Bob Breens
Vice-President, Policy and
Communications

Charlie Eigl, CA
Vice-President, Finance

Bill Foster
Vice-President, Member and
Pensioner Services

Graeme Isdale
Vice-President, Information Technology

Senior Management, 
Investment Division

Morgan Eastman
Chief Investment Officer

August Cruikshanks, CFA
Managing Director, 
Investment Research

Robert Douglas, CFA
Managing Director,
Real Estate Investments

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

Kevin Warn-Schindel
Group Head and Managing Director,
Private Market Investments

Trustees, Advisors and Senior Management



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

OPTrust Publications
It’s Your Pension
Your Pension and Your Beneficiaries
Your Pension and the Canada Pension Plan
Your Pension and Buying Back Credit
Your Pension and Leaving Your Employment
Your Pension and Divestments
Your Pension and Your Retirement
OPTrust Proxy Voting Guidelines
OPTions newsletter for plan members
The Pension Connection newsletter for pensioners

Many OPTrust publications 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.
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1 Adelaide Street East, Suite 1200
Toronto, Ontario
M5C 3A7
Telephone: 416 681-6161
Toll-free: 1 800 906-7738
Fax: 416 681-6175
www.optrust.com

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