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i n d e P e n d e n T  A u d i T O r ’ s  r e P O r T

TO The TrusTees OF The OnTAriO Public service emPlOyees uniOn 

PensiOn PlAn TrusT Fund, AdminisTrATOr OF The OnTAriO Public 

service emPlOyees uniOn PensiOn PlAn

We have audited the accompanying financial statements of ontario  
public service employees union pension plan, which comprise the 
statements of financial position as at december 31, 2012 and 2011 and the 
statements of changes in net assets available for benefits and changes 
in pension obligations for the years then ended, and the related notes, 
which comprise a summary of significant accounting policies and other 
explanatory information. 

ManageMent’s responsibility for the financial stateMents 

Management is responsible for the preparation and fair presentation 
of these financial statements in accordance with canadian accounting 
standards for pension plans, and for such internal control as management 
determines is necessary to enable the preparation of financial statements 
that are free from material misstatement, whether due to fraud or error.

auditor’s responsibility

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

An audit involves performing procedures to obtain audit evidence about 
the amounts and disclosures in the financial statements. the procedures 
selected depend on the auditor’s judgment, including the assessment of 
the risks of material misstatement of the financial statements, whether due 
to fraud or error. In making those risk assessments, the auditor considers 
internal control relevant to the entity’s preparation and fair presentation 
of the financial statements in order to design audit procedures that are 
appropriate in the circumstances, but not for the purpose of expressing an 
opinion on the effectiveness of the entity’s internal control. An audit also 
includes evaluating the appropriateness of accounting policies used and the 
reasonableness of accounting estimates made by management, as well as 
evaluating the overall presentation of the financial statements.

We believe that the audit evidence we have obtained in our audits is 
sufficient and appropriate to provide a basis for our audit opinion.

opinion

In our opinion, the financial statements present fairly, in all material 
respects, the financial position of ontario public service employees union 
pension plan as at december 31, 2012 and 2011 and the changes in its net 
assets available for benefits and changes in its pension obligations for the 
years then ended in accordance with canadian accounting standards for 
pension plans.

chartered Accountants, licensed public Accountants 
May 27, 2013
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A c T u A r i e s ’  O P i n i O n

We are the appointed actuaries for the ontario public service employees 
union pension plan (the “plan”) and have been retained by the board 
of trustees to perform an actuarial valuation of the plan’s liabilities as of 
december 31, 2012 for inclusion in these financial statements.

the valuation of the plan’s liabilities is based on:

•  Membership data provided by opseu pension trust as of october 23,  
2012 with subsequent adjustments to december 31, 2012. the 
adjustments to this data included making assumptions for new 
entrants, credited service and member contributions for november and 
december 2012. Adjustments for known member payouts during this 
period were also made;

•  Methods prescribed by the canadian Institute of chartered 
Accountants’ (cIcA) handbook part IV section 4600 for pension plan 
financial statements; and

•  Management’s best estimate assumptions for financial statement 
purposes as set out in note 6, which we believe to be reasonable. 

the plan asset information, on a market value basis, as of december 31, 
2012 was provided by optrust.

this valuation was undertaken for the purposes of the plan’s financial 
statements and should not be used for any other purpose.

We have tested the membership data for consistency and reasonableness, 
and we believe it to be sufficient and reliable for the purposes of the 
valuation. furthermore, in our opinion, the assumptions adopted and 
methods employed are appropriate for the purposes of the financial 
statement valuation and are in accordance with the requirements of section 
4600 of the cIcA handbook. nonetheless, differences between the plan’s 
future experience and the actuarial assumptions will result in gains or losses 
in future valuations and affect the financial position of the plan. 

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

h. clAre PiTcher  cynThiA l. rynne 
fellow, society of Actuaries  fellow, society of Actuaries 
fellow, canadian Institute of Actuaries fellow, canadian Institute of Actuaries

May 16, 2013
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Management of the opseu pension trust (“optrust”) is responsible for 
the integrity and fairness of the data presented in the financial statements 
and the financial information presented in the annual report. the financial 
statements have been prepared in accordance with canadian accounting 
standards for pension plans and comply with the financial reporting 
requirements of the Pension Benefits Act of ontario. the 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 the annual 
report is consistent with the 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 
position of the opseu pension plan (the “plan”). systems of internal 
control and supporting procedures are maintained to provide assurance 
that transactions are properly authorized, assets are safeguarded against 
unauthorized use or disposition, and proper records are maintained. the 
systems are 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 financial 
statements presented to plan members. the Audit committee, consisting  
of trustees appointed by each of the government and opseu, reviews  
the financial statements with management and the external auditors before 
such statements are recommended to the board of trustees for approval. 
the Audit committee meets on a regular basis with management and  
the external auditors to review the scope of the audit, discuss auditor 
findings, and satisfy themselves that their responsibilities have been 
adequately discharged.

pricewaterhousecoopers llp, the plan’s external auditors, have conducted 
an independent examination of the 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 internal 
control systems.

bill hATAnAkA   dAmiAn mcnAmee 
president and chief executive officer  senior Vice-president, finance 

May 27, 2013

m A n A g e m e n T ’ s  r e s P O n s i b i l i T y 
F O r  F i n A n c i A l  r e P O r T i n g
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s T A T e m e n T  O F  
F i n A n c i A l  P O s i T i O n

    december 31 december 31 

As at ($ millions)  2012 2011

AsseTs 
Investments (note 4)    14,862    13,788 

contributions receivable 

 employers    31    28 

 Members    25    22 

other assets    5    6 
 

      14,923    13,844 

liAbiliTies

Accounts payable and accrued charges    64   64

Investment-related liabilities (note 4)   154   77

      218  141

neT AsseTs AvAilAble FOr beneFiTs   14,705    13,703 

PensiOn ObligATiOns (note 6)

Active members    5,986    6,276 

pensioners    7,107    6,253 

deferred and divested members   848    783 

provision for administrative expenses   248    187 

      14,189    13,499 

    december 31 december 31 

As at ($ millions)  2012 2011

surPlus/(deFiciT)

Member rate stabilization reserves (note 7)    379    390 

employer rate stabilization reserves (note 7)    473    440 

unallocated deficit (note 8)     (336)  (626)

      516    204 

PensiOn ObligATiOns And surPlus   14,705    13,703 

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

the financial statements were authorized for issue by the board of trustees 
on May 27, 2013 and were signed on its behalf by:

scOTT cAmPbell michAel grimAldi 
chair  Vice-chair
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s T A T e m e n T  O F  c h A n g e s  n e T  
A s s e T s  A v A i l A b l e  F O r  b e n e F i T s

s T A T e m e n T  O F  c h A n g e s  
i n  P e n s i O n  O b l i g A T i O n s

for the years ended december 31 ($ millions) 2012 2011
 

neT AsseTs AvAilAble FOr beneFiTs,  
 beginning OF yeAr    13,703    13,317 

chAnges due TO invesTmenT AcTiviTies

Investment income (note 5)    480    502 

change in the fair value of investment  
 assets and liabilities (note 5)    895    208 

Investment management expenses (note 5)   (138)  (132)

      1,237    578 

chAnges due TO PensiOn AcTiviTies

contributions from members (note 10)   264    244 

contributions from employers (note 10)   258    237 

transfers from other plans (note 10)   8    10 

retirement pension payments (note 11)   (565)  (520)

refunds and transfers (note 11)    (180)  (144)

pension administrative expenses (note 12)   (20)   (19)

      (235)  (192)

neT increAse in AsseTs AvAilAble FOr beneFiTs   1,002    386 

neT AsseTs AvAilAble FOr beneFiTs, end OF yeAr   14,705    13,703 

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

for the years ended december 31 ($ millions) 2012 2011
 

PensiOn ObligATiOns, beginning OF yeAr   13,499    12,923 

increAse in PensiOn ObligATiOns

Interest accrued on benefits    916    873 

benefits accrued    426    423 

Assumption change losses (note 6)   20    99 

     1,362   1,395

decreAse in PensiOn ObligATiOns

benefit payments (note 11)    745    664 

experience (losses)/gains (note 6)   (121)   122 

refund of collectively bargained temporary benefits  38    23 

Administrative expenses recognized    10    10 

      672    819 

neT increAse in PensiOn ObligATiOns   690    576 

PensiOn ObligATiOns, end OF yeAr   14,189    13,499 

the accompanying notes to the financial statements are an integral part of this statement.
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n O T e s  T O  T h e  

F i n A n c i A l 

s T A T e m e n T s

1.  description of the OPseu Pension Plan
the opseu pension plan (the plan) is a contributory defined benefit pension  
plan that provides pension benefits for employees of the province of ontario  
(the province or government of ontario) in bargaining units represented by the 
ontario public service employees union (opseu) and certain other bargaining 
units and employers. the plan was established under the terms of the April 18, 
1994, sponsorship Agreement between the province and opseu (the sponsors), 
which also provided for the establishment of the opseu pension plan trust fund 
(the fund) to hold the net assets available for benefits of the plan. 

the sponsorship Agreement establishes the province and opseu as joint sponsors 
of the plan. the trustees of the opseu pension plan trust fund (opseu pension 
trust, optrust or trust) are responsible for the administration and management 
of both the opseu pension plan and the opseu pension plan trust fund, as 
described in the trust Agreement between the sponsors and the trust. the board 
of trustees comprises five persons appointed by each of the province and opseu. 

the plan is registered under the Pension Benefits Act of ontario and the Income 
Tax Act (canada), registration number 1012046. the plan is a registered pension 
plan as defined in the Income Tax Act and is not subject to income taxes in 
canada. however, the plan and its subsidiaries are subject to other federal, 
provincial and municipal taxes in canada, and may be subject to taxes in  
other countries.

these financial statements reflect the aggregate financial position of the plan, 
including the net assets available for benefits, pension obligations, and  
surplus/(deficit) of the plan.

a. MeMbership
the plan’s membership comprises members represented by opseu or certain 
other designated bargaining agents and employed by the following organizations: 

•  the province of ontario (civil servants and crown employees)
•  Alcohol and gaming commission of ontario
•  centre for Addiction and Mental health
•  legislative Assembly of ontario
•  liquor control board of ontario
•  niagara parks commission
•  north bay regional health centre (northeast Mental health centre)
•  ontario Agency for health protection and promotion
•  ontario lottery and gaming corporation
•  ontario pension board
•  ontario public service employees union (seconded or acting employees)
•  ontario shores centre for Mental health sciences
•  ontario teachers’ pension plan board
•  opseu pension trust (includes non-bargaining unit employees)
•  st. Joseph’s care group – lakehead psychiatric hospital
•  Waypoint centre for Mental health care
•  Workplace safety and Insurance Appeals tribunal
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b. funding
contributions and investment earnings fund plan benefits. the determination 
of the value of the benefits and required contributions is based on periodic 
actuarial valuations for funding purposes.

c. contributions
the opseu pension plan’s contributions and benefits are integrated with  
the canada pension plan (cpp). 

the contribution rate for both employers and employees was 9.4% (2011 – 
8.4%) of salary up to the year’s maximum pensionable earnings (yMpe) under 
the canada pension plan and 11.0% (2011 – 10.0%) of other eligible earnings. 
sponsors have agreed that the contribution rate, except in extenuating 
circumstances, will not exceed this level until at least 2018.

d.  purchase or buyback of past service
eligible members of the plan can purchase or “buy back” credit for past  
service for certain absences or non-contributory service, subject to Income  
Tax Act (canada) limits. for some types of buybacks, employers make a 
matching payment.

e. pension benefits
beginning in July 2012, member’s benefits become immediately vested upon 
plan enrollment. 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 is payable at age 65 (the plan’s normal 
retirement age), or before age 65 if the member’s age and years of 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 roughly estimates the amount of cpp benefits earned during membership 
as reflected by the lower contributions made for cpp pensionable earnings. 
the reduction at age 65 equals 0.655% multiplied by the lesser of best 5-year 
average annual salary or final 5-year average of yMpe, multiplied by the 
member’s years of credit after 1965 (maximum of 35 years). 

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

f. inflation protection
An adjustment to pension benefits for inflation is made annually based on the 
consumer price Index to a maximum of 8% in any one year. Where the inflation 
adjustment exceeds 8% in any one year, the excess is carried forward to any 
subsequent year when the adjustment is less than 8%. the adjustment is made 
to both current pensions and the future value of deferred pensions. the inflation 
adjustment was 1.9% at January 1, 2013 (January 1, 2012 – 2.8%).

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

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

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

i. deferred pensions
Members who terminate membership in the plan, have the option of leaving 
their money in the plan and receiving a pension at retirement. In addition, 
members who are moved to other employers in a divestment situation and are 
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. changes to the Pension Benefits Act of ontario will allow divested 
persons to transfer their deferred pensions to another pension plan once the 
regulations are released. 

J. terMination payMents
subject to certain restrictions, a member who terminates plan membership may 
be entitled to transfer the commuted value of his or her pension to a registered 
retirement savings plan (rrsp), or use these funds to purchase a life annuity. 
some excess contributions may also be transferred to an rrsp or paid directly 
to the former member, subject to withholding of income taxes.

k. 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 that plan. In addition, 
members who do not terminate employment but must move to the public 
service pension plan (administered by the ontario pension board) due 
to a change in bargaining unit status are subject to mandatory transfer 
arrangements. 
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2. significant Accounting Policies
a. basis of presentation
these financial statements are prepared in accordance with canadian Institute 
of chartered Accountants (cIcA) handbook section 4600 – pension plans 
(s4600). this standard is the basis for canadian accounting standards for 
pension plans. the recognition and measurement of optrust assets and 
liabilities are consistent with the requirements of s4600. 

In the selection or change of accounting policies that do not relate to its 
investment portfolio or pension obligations, optrust has chosen to comply on  
a consistent basis with International financial reporting standards (Ifrs) to the 
extent that those standards do not conflict with the requirements of s4600. 

the financial statements present the aggregate financial position of the plan, 
including the opseu plan trust fund, as a separate financial reporting entity 
independent of the participating employers, bargaining units, plan members  
and pensioners. certain prior year financial information has been reclassified  
to conform with the presentation adopted in the current year.

b.  use of estiMates
In preparing these financial statements, management must make certain 
estimates and assumptions that primarily affect the reported values of assets 
and liabilities, income and expenses and related disclosures. Actual amounts 
could differ from these estimates. significant estimates included in the financial 
statements relate to the valuation of real estate investments, private market 
investments and the determination of the pension obligations.

c.  investMents
Investments, investment receivables, investment payables and investment 
related obligations are designated as financial instruments and are recognized 
on a trade date basis and stated at fair value. optrust elected to early adopt 
Ifrs 13 Fair Value Measurement in determining fair value whereby fair value 
is the most representative price within the bid-ask spread. this guidance is 
consistent with optrust’s existing policies in determining fair value. As per 
s4600, optrust is not required to provide all of the disclosures required  
in Ifrs 13. 

I)  ValuatIon of InVestments
the fair value of investments is the price that would be received to sell an 
asset or paid to transfer a liability in an orderly transaction between market 
participants at the measurement date. the determination of fair value is based 
on market conditions at a specific point in time and may not be reflective of 
future values. fair values determined using valuation models and techniques 
require the use of assumptions that may not be supported by observable  
market transactions or available market data. In such cases, fair values may  
be significantly impacted by the choice of assumptions. In periods of economic 
turmoil or when markets are illiquid, the determination of fair value may be more 
difficult to establish.

fair values are determined as follows: 

category basis of valuation

Short-term 
Investments

Cost plus accrued interest where it approximates fair value, or the average of 
market quotes of closing bid and ask prices. Short-term investments comprise direct 
investments of the Plan and include reinvested cash collateral that is comprised of 
fixed rate instruments.

Bonds, Debentures 
and Real Return Bonds

Average of market quotes of closing bid and ask prices. Where quoted prices are 
not available, estimated values are calculated using discounted cash flows based on 
current market yields for comparable securities or market information. For pooled 
funds, fair value is determined through reference to fair value as reported by the 
external fund manager. 

Public Equity Closing quoted market price is the most representative of fair value. Where a market 
price is not available, fair value is determined using comparable market information. 

Real Estate Based on estimated fair values using appropriate valuation techniques and 
management’s and/or third party best estimates. Income producing properties are 
valued based on independent appraisals that are conducted at least once every three 
years. Investments held through fund investments are valued using the carrying 
values reported by the external fund managers and updated for any specific market 
and other investment factors known to OPTrust that could affect the fair value of  
the investment.

Mortgages held on real estate investments are valued using discounted cash flows 
based on market yields of securities with comparable credit risk and term to maturity. 

Private Markets Private markets include private equity and infrastructure investments that are held 
directly or through ownership in limited partnership arrangements or via fund 
investments. Fair value is determined using appropriate valuation techniques and 
management’s and/or third party best estimates. For investments held through 
limited partnerships or funds, fair value is generally determined based on carrying 
values and other relevant information reported by the investment manager using 
accepted valuation methods. 

Derivatives Derivatives contracts are financial contracts, the value of which is derived from 
changes in underlying assets, interest rates, foreign exchange rates, commodities 
or indices. Market prices are used for exchange traded derivatives such as futures. 
Where quoted market prices are not available, appropriate valuation techniques are 
used to determine fair value. Derivative contracts are transacted by OPTrust either 
directly with counterparties in the over-the-counter (OTC) market or on regulated 
exchanges, and include the following types of contracts: 

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

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

Commodity Futures 
Commodity futures are standardized contracts to either buy or sell a commodity 
index at a specific price and date in the future. Futures are transacted between 
counterparties on regulated future exchanges and are subject to daily cash 
settlement of changes in fair value. OPTrust utilizes commodity futures to obtain 
commodities exposure.

Equity and Bond Futures 
Equity and bond futures are standardized contracts to either buy or sell specified 
equity/bond indices at a specific price and date in the future. Futures are transacted 
between counterparties on regulated futures exchanges and are subject to daily cash 
settlement of changes in fair value. OPTrust utilizes equity and bond index futures 
contracts to gain exposure to public equity and bond markets.

Options 
Options are contractual agreements under which the seller (writer) grants the 
purchaser the right, but not the obligation, either to buy (call option) or sell (put 
option) a security, exchange rate, interest rate or other financial instrument at a 
predetermined price at or by the specified future date. They may be acquired in 
standardized amounts on regulated exchanges or may be customized and acquired 
in the OTC market. 

II) Income RecognItIon
Investment income includes interest and dividends, net income from real  
estate and private market investments, realized gains and losses on disposal  
of investments, and unrealized gains and losses resulting from changes in the 
fair value of investments. Investment income is recognized when earned. 

realized gains and losses arise from the sale of the investment and represent 
the difference between proceeds on disposal and the average cost. 

unrealized gains and losses represent the change in the difference between  
the estimated fair value and cost of the investment held. 

III)  tRansactIon costs
transaction costs include incremental costs attributable to the acquisition,  
issue or disposal of investment assets or liabilities, and are expensed as  
incurred (note 5). 

IV)  exteRnal manageR fees
external manager fees for portfolio management are expensed and disclosed  
in Investment management expenses (note 5).

d. pension obligations
the value of pension obligations is determined based on actuarial valuations 
prepared by an independent actuarial firm. Actuarial valuations are prepared 
every year for financial statement reporting purposes (financial statement 
valuations) and at least every three years for purposes of determining funding 
requirements (funding valuations). 

for financial reporting purposes, the cIcA requires that pension plans report 
the actuarial value of pension obligations using management’s best estimate 
assumptions and the projected unit credit method, prorated on service. this 
method calculates the actuarial value of pension benefits accrued up to the 
financial reporting date, after the projected benefits have been attributed 
equally to each year of a member’s service. this method differs from the 
modified aggregate method used for funding purposes, which includes current 
members’ expected future contributions and margins of conservatism in the 
setting of economic assumptions.

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

f.  benefit payMents
payments of pensions, refunds and transfers are recorded in the period in which 
they are incurred.

g.  surplus/(deficit)
surplus or deficit results from the excess or shortfall of the value of net assets 
available for benefits over the actuarial value of pension obligations. plan 
sponsors have established rate stabilization reserves against future contribution 
increases. the rate stabilization reserves form part of surplus/(deficit) and earn 
income at the funding valuation interest rate. unallocated surplus/(deficit) is the 
remainder of surplus/(deficit) after considering the rate stabilization reserves.

h.  property and equipMent
property and equipment included in other assets are carried at cost less 
accumulated amortization. Amortization is provided on a straight-line basis  
over the estimated useful lives of the capital assets.
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i. foreign currency translation
foreign currency transactions are translated into canadian dollars at the 
rates of exchange prevailing at the dates of the transactions. the fair value of 
investments and cash balances denominated in foreign currencies are translated 
at the rates in effect at year end. the resulting unrealized gain or loss is included 
in the consolidated statement of changes in net assets available for benefits.

J.  fair value disclosures
All financial instruments measured at fair value are categorized into one of  
three hierarchy levels, described below, for disclosure purposes. each level  
is based on the transparency of the inputs used to measure the fair values  
of assets and liabilities:

 level 1 –  inputs are unadjusted quoted prices of identical assets  
or liabilities in active markets.

 level 2 –  inputs are other than quoted prices included in level 1 that are 
observable for the asset or liability, either directly or indirectly.

 level 3 –  one or more significant inputs used in a valuation technique are 
unobservable in determining fair values of the assets or liabilities.

determination of fair value and the resulting hierarchy requires the use of 
observable market data whenever available. the classification of a financial 
instrument in the hierarchy is based upon the lowest level of input that is 
significant to the measurement of fair value. refer to note 4(a) for details  
of how fair value is determined for each class of investment.

k.  accounting standards issued but not applied 
Ifrs 9 Financial Instruments, was first issued in november 2009. It reflected the 
first step of the International Accounting standards board‘s (IAsb) project to 
replace the current Ifrs financial instruments standard (IAs 39) and introduced 
new requirements for classifying and measuring financial assets and liabilities. 

In 2011, the IAsb decided to delay the mandatory effective date of Ifrs 9 
until annual periods beginning on or after January 1, 2015. optrust is currently 
assessing the impact of adopting Ifrs 9 on future financial results.

3.  risk management
a. investMent risk
the plan is subject to certain investment risks and engages in risk management 
practices to help ensure that sufficient assets will be available to fund pension 
benefits. Investment risks include market risk (interest rate risk, foreign currency 
risk, equity price risk, commodity risk and inflation risk), credit and counterparty 
risk, as well as liquidity risk. 

the management of these investment risks is addressed in a number of policies, 
including the statement of Investment policies and procedures, the Investment 
risk policy and the Asset Mix policy. 

the Investment planning and risk committee (Iprc), chaired by the chief 
Investment officer, monitors market, credit, and liquidity risks of the fund. from 
time to time, optrust may implement strategies to mitigate investment risks of 
the fund. 

Investment risk includes the following types of risk:

(I) maRket RIsk
Market risk is the risk that the fair value of the investment will be adversely 
affected by changes in interest rates, foreign exchange rates, equity prices and/
or commodity prices. since optrust manages market risk through investment 
management practices designed to optimize the relationship between risk and 
return and the diversification of investments across a variety of asset classes, 
the plan mitigates some of the negative impact of market risk. In addition, risk 
mitigation strategies aimed at lowering the total fund’s risk level will be actively 
employed to manage market risk.

Interest Rate Risk
Interest rate risk is the risk that the fair value or future cash flows of a financial 
instrument will fluctuate because of changes in market interest rates. the 
potential exposure results from either changes in floating interest rates reducing 
cash flows, or changes in the asset values for fixed rate securities (e.g. bonds). 
during periods of rising interest rates, the market value of the existing fixed 
income securities will generally decrease.

the plan manages interest rate risk for investments 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. there are 
also certain private markets and real estate investments which may have interest 
rate components making them subject to interest rate exposure. 

duration is a measure of the sensitivity of the bond portfolio to parallel shifts  
in the yield curve. the table below shows the duration for each portfolio group 
in optrust’s fixed income portfolio and their respective sensitivity to interest 
rate changes. 
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       impact of 0.25%
      % of   increase in  
Portfolio group  exposure portfolio duration interest rates
As at december 31  ($ millions)  (years) ($ millions) (%)

2012
 swapsa   900  22%  6.9   (15) -1.7%
  fixed incomea   1,784  43%  5.6   (26) -1.5%
  real returna   1,162  28%  16.7   (48) -4.2%
 pooled funds   125  3%  3.5   (1) -0.9%
  canadian cMbsb   89  2%  3.2   (1) -1.1%
  us cMbsb   75  2%  7.0  (1) -1.3%

TOTAl  4,135   100%   8.8  (92) -2.2%

2011
 swapsa   1,142  23%  14.9   (43) -3.7%
  fixed incomea   1,680  33%  11.9   (50) -3.0%
  real returna   1,495  30%  16.5   (62) -4.1%
  long bond futures  560  11%  10.4   (14) -2.5%
  canadian cMbsb   94  2%  3.9   (1) -1.0%
  us cMbsb   33  1%  9.1   (1) -3.0%

TOTAl   5,004  100%  13.6   (171) -3.4%
a  portfolio group includes fixed income investments held by the investment managers based on 

their mandates.
b  cMbs – commercial mortgage-backed securities

Foreign Currency Risk
foreign currency risk is the risk that the value of foreign investments will be 
affected by changes in foreign currency exchange rates for canadian dollars. 
optrust employs currency managers that utilize currency forward contracts to 
manage the plan’s foreign currency exposure. the plan’s policy is to hedge 50% 
of its currency exposure to investments in developed markets. In addition to the 
plan’s passive policy hedging program, the active currency managers may take 
positions that deviate above or below the 50% target. 

the plan’s market value exposure to foreign exchange risk is as follows:

      2012  2011

     gross impact of net net
As at december 31 ($ millions)  exposure derivativesa exposure exposure

canadian    8,182   2,628   10,810   10,753 
investments subject to currency risk
developed markets
 united states    3,184   (1,408)  1,776   1,605 
 united Kingdom    877   (396)  481   458 
  eurozone    910   (433)  477   110 
  Asia pacific    674   (310)  364   257 
  europe – other    167   (83)  84   (8)
emerging markets    714   2   716   536 

      6,526   (2,628)  3,898   2,958 
 

neT invesTmenTs    14,708  –   14,708   13,711 
a   the impact of derivatives represents the foreign currency exposure hedged using forward 

currency contracts.

the impact of a 1% absolute change in the canadian dollar against our top 
5 foreign exchange currency exposures, holding all other variables constant 
would have resulted in a $30 million change in the plan’s net assets available for 
benefits as at december 31, 2012 (2011 – $25 million).

Equity Price Risk
equity price risk is the risk that the fair value of a financial instrument will 
fluctuate because of changes in equity market prices whether those changes are 
caused by factors specific to the individual financial instrument or its issuer, or 
factors affecting all similar financial instruments traded in the market. optrust 
is exposed to equity price risk through its investment in public and private 
equities. optrust manages equity price risk through the use of an asset mix and 
diversification policy as well as adherence to guidelines for the management  
of investments. 

Commodity Price Risk
commodity price risk is the risk that the fair value of investments will fluctuate 
due to changes in market prices of commodities. optrust has energy 
commodity price risk through futures contracts. futures contracts are exchange 
traded, and the prices are published daily. optrust manages commodity  
price risk through the use of an asset mix and diversification policy, as well  
as adherence to guidelines for the management of investments.

Inflation Risk
Inflation risk is the risk that the fair value or future cash flows of an instrument 
will fluctuate because of a change in current inflation or expected future 
inflation. optrust has direct inflation risk through investments in canadian  
real return bonds and indirect inflation risk through infrastructure and real 
estate investments where inflation inputs are used to determine the fair value  
of investments.
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the fair value of the investments exposed to credit risk, by credit rating, is as follows:

    government  real 
   short-term & corporate return    real
As at december 31 ($ millions) investments bonds bonds swaps Forwards Options estate Total %

2012
AAA/r-1 high 1,384   248   1,177   –   –   –   –   2,809  55%
AA/r-1 Mid  343   1,211  –   50   1   –   –   1,605  31%
A/r-1 low  109   321   –   1   9   1   9   450  9%
bbb/r-2 low  –   107   –   –   –   –   155   262  5%

TOTAl  1,836   1,887   1,177   51   10   1   164   5,126  100%

2011        
AAA/r-1 high  649   354   1,495   –   –   –   –   2,498  45%
AA/r-1 Mid  776   1,178   –   148   1   –   –   2,103  38%
A/r-1 low  82   668   –   28   59   –   9   846  15%
bbb/r-2 low  –   1   –   –   –   –   118   119  2% 

TOTAl  1,507   2,201   1,495   176   60   –   127   5,566  100% 

Value at Risk
optrust uses Value at risk (Var) methodology to monitor market risk in the 
overall fund. Var is a statistical technique that is used to estimate the potential 
loss in a portfolio as a result of movements in market risk factors over a 
specified time period and for a specified confidence level. the Var methodology 
uses 4 years of monthly returns to estimate Var at the given confidence level 
scaled to a one-year holding period.

Var is a valid measure under normal market conditions, and assumes that 
historic market data can be used to estimate future risk. If future market 
behaviour is significantly different from the past, or if severe market events 
occur, the actual losses could be materially different from the Var estimates. 

the table below highlights loss, in normal markets, which could be expected  
in a year, based on the Var methodology at the 95% confidence level.  

var at 95% confidence level   2012  2011

     Potential % Potential potential % potential 
As at december 31 ($ millions)  loss loss loss loss

net investments    (1,412) -9.6%  (1,865) -13.6%

the decrease in Var in 2012 relative to 2011 is due to the volatile 2008 period dropping out of the 
4 year history used to calculate Var rather than a material change in the portfolio. 

In addition to the management of absolute risk, the Investment risk policy 
sets guidelines of the management of active risk by imposing a limit on the 
amount of active risk that the overall total fund portfolio can deviate versus 
its benchmark. the limit is designed to permit flexibility in achieving value 
added targets and also limits underperformance versus the benchmark. It is 
measured using a Value-at-risk methodology and calculated at the 95th percent 
confidence level.

(II)  cRedIt RIsk
credit risk is the risk of financial loss due to a counterparty, borrower, an 
endorser, or a guarantor failing to make payments under its contractual 
obligations. optrust has exposure to credit risk through debt securities and 
over-the-counter derivatives.

optrust mitigates credit risk on debt securities through the use of an asset mix 
and diversification policy. In addition, the Investment risk policy defines limits 
on the fund’s exposure to single issuers, and limits on exposures by credit rating 
and issuer type credit risk from over-the-counter derivatives is managed by only 
dealing with highly rated counterparties and may require counterparties to post 
collateral in order to back the fair value of these derivative contracts.
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credit risk from over-the-counter derivatives is managed by only dealing with 
highly rated counterparties and may require counterparties to post collateral in 
order to back the fair value of these derivatives instruments. As at december 31, 
2012, collateral of $51 million was held (2011 – $55 million).

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

     2012   2011
 

     notional   Fair value    notional   fair value 
As at december 31 ($ millions)  amount Assets liabilities amount Assets liabilities

Interest rate swaps   804   51   –   850   176   – 
foreign exchange forwards   5,136   10   (18)  4,998   60   (2)
futures   –   –   –    –   – 
 commodity futures   734   –   –   714   –   – 
  equity futures – short   –   –   –   (530)  –   – 
 fixed income futures   –   –   –   556   –   – 
options   –      
 currency options – put   86   1   –   33   –   – 
 currency options – call   37   –   –   34   –   – 
 equity index options   –   –   –   –   –   – 

TOTAl derivATives   6,797   62   (18)  6,655   236   (2)

(III) lIquIdIty RIsk
liquidity risk is the risk that the plan has insufficient cash flows to meet its 
pension obligations and other commitments and expenses as they become 
due. optrust has exposure to liquidity risk through its investment commitments 
which are required to be funded in future periods, as well as through holding 
certain investments including private market and real estate investments, which 
by nature are more illiquid than public market assets (see note 13). 

cash inflows are derived from member and employer contributions, earned 
income, principal repayments on fixed income investments and the proceeds 
from sales of other investments. 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, 96% (2011 – 94%) of the plan’s public market investments are 
marketable and can be liquidated relatively quickly, while investments in real 
estate, private equity, infrastructure, and certain non-marketable province of 
ontario debentures are typically more illiquid. 

the remaining terms to contractual maturity or repricing dates, whichever dates 
are earlier, of interest bearing investments, including derivatives and mortgages, 
are as follows:
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       Term of maturity   
As at december 31 ($ millions)  Within 1 year 1 to 5 years 5 to 10 years Over 10 years Total  yield to maturity

2012
short-term investments   1,818   18   –   –   1,836  0.7%
government of ontario debentures   160   251   –   –   411  1.3%
bonds   
 canadian government   –   160   26   9   195  1.6%
  provincial government   –   127   185   327   639  2.9%
  corporate   –   300   135   207   642  3.0%
  real return   –   –   –   1,177   1,177  1.2%

     1,978   856   346   1,720   4,900  

Interest rate swaps   (788)  264   275   300   51   – 
real estate   –   –   30   134   164  7.0%
Mortgages related to real estate   (44)  (283)  (169)  (23)  (519) 3.5%

     (832)  (19)  136   411   (304) 

TOTAl   1,146   837   482   2,131   4,596  

     
2011       

short-term investments   1,465   42   –   –   1,507  0.5%
government of ontario debentures   146   499   –   –   645  1.3%
bonds     
  canadian government   –   38   47   249   334  2.6%
  provincial government   –   1   96   689   786  3.4%
  corporate   –   1   44   391   436  4.2%
  real return   –   –   –   1,495   1,495  0.3%

     1,611   581   187   2,824   5,203  

Interest rate swaps   (836)  (76)  119   969   176  – 
real estate   –   –   27   100   127  5.3%
Mortgages related to real estate   (31)  (230)  (197) –   (458) 3.5%

    (867) (306) (51) 1,069 (155)

TOTAl   744   275   136   3,893   5,048  

optrust maintains $133 million (2011 – $133 million) of unsecured credit facilities 
to meet potential liquidity requirements primarily for investment purposes. 
the interest charged on the drawn portion of the credit facility is 0.75% (2011 – 
0.75%). As at december 31, 2012, the total amount drawn on the credit facilities 
in the form of letters of credit was $14 million (2011 – $10 million). 

b. securities lending
the plan participates in a securities lending agreement whereby it lends 
securities to approved borrowers. optrust secures its exposure through the 
receipt of security or cash collateral of at least 102% of the value of the securities 
lent. All securities lent are recallable on demand at the option of optrust. 

credit risk associated with the borrower is mitigated by requiring the borrower 
to provide collateral with market values exceeding the market value of the 
loaned securities. credit risk associated with the reinvestment of cash collateral 
is mitigated by the investment policies and practices agreed to with the lending 
agent, which emphasize preservation of capital. 

As at december 31, 2012, the plan’s investments included loaned securities with 
a fair value of $1,430 million (2011 – $1,329 million). the fair value of collateral 
received in respect of these securities on loan was $1,496 million (2011 – $1,391 
million) which includes cash collateral of $72 million (2011 – $74 million) and 
other securities of $1,424 million (2011 – $1,317 million). 
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4. investments
the following schedule summarizes the fair value and average cost of the plan’s  
investments before allocating the market exposure related to derivative financial  
instruments to the asset classes to which they relate.

     2012   2011
 

      % of net   % of net
As at december 31 ($ millions)  Fair value cost  investments fair value cost  investments

Fixed income
 cash   415   415  3%  789   789  6%
 short-term investments   1,836   1,834  12%  1,507   1,500  11%
  government and corporate bonds
   canadian   1,476   1,443  10%  1,555   1,327  11%
   foreign   –  –  0%  1   1  0%
  real return bondsa   1,177   772  8%  1,495   990  11%
  pooled funds   126   126  1% –  – 0%
  government of ontario debentures   411   364  3%  645   550  5%

     5,441   4,954  37%  5,992   5,157  44%

Public equity
 canadian   1,815   1,622  12%  1,786   1,655  13%
 foreign   2,849   2,374  20%  2,427   2,293  18%

     4,664   3,996  32%  4,213   3,948  31%

real estate   2,148   1,935  15%  1,802   1,766  13%
Private markets
 private equity   608   590  4%  547   537  4%
 Infrastructure   1,852   1,575  13%  969   867  7%

     2,460   2,165  17%  1,516   1,404  11%

investment related assets
 Accrued income   25   25  0%  28   27  0%
 due from brokers   62   62  0%  1   1  0%
 unrealized gains and amounts receivable  
  on derivative contracts   62   –  0%  236  – 2%

     149   87  0%  265   28  2%

invesTmenT AsseTs   14,862   13,137  101%  13,788   12,303  101%

investment related liabilities
 due to brokers   (62)  (62) 0%  (1)  (1) 0%
 unrealized losses and amounts payable  
  on derivative contracts   (18)  – 0%  (2) – 0%
 obligation under securities lending  agreements  (74)  (74) -1%  (74)  (74) -1%

     (154)  (136) -1%  (77)  (75) -1%

neT invesTmenTs   14,708   13,001  100%  13,711   12,228  100%
a  there were no foreign real return bonds. 
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net assets by portfolio are: securities Fixed Public real Private
As at december 31 ($ millions) lending  income  equity estate  markets  commodities Total

2012
cash and short-term investments  72   1,115   315   14   –   749   2,265 
other investment assets  –   3,190   4,665   2,655   2,470  –   12,980 
Investment related assets  –   118   32   23   27   –   200 
Investment related liabilities  (74)  (54)  (28)  (544)  (37)  –   (737)

neT invesTmenTs  (2)  4,369   4,984   2,148   2,460   749   14,708 

2011
cash and short-term investments  71   1,461   67   15   –   697   2,311 
other investment assets  –   3,694   4,215   2,257   1,715   –   11,881 
Investment related assets  –   195   71   12   11   –   289 
Investment related liabilities  (74)  –   (4)  (482)  (210)  –   (770)

neT invesTmenTs  (3)  5,350   4,349   1,802   1,516   697   13,711 

the above table is disclosed on a consolidated basis whereby investment assets and investment liabilities are separately disclosed.

a.  fair value hierarchy
optrust’s financial instruments are categorized within the fair value hierarchy  
as described in note 2 as follows:

2012
As at december 31 ($ millions)  level 1 level 2  level 3 Total

Fixed income
 cash    415   –   –   415 
 short-term investments   38   1,798   –   1,836 
 government and corporate bonds  –   1,476   –   1,476 
 real return bonds    –   1,177   –   1,177 
 pooled funds    –   126   –   126 
 government of ontario debentures  –   411   –   411 
public equity     4,663   1   –   4,664 
real estate    12   (519)  2,655   2,148 
private markets    7  –  2,453  2,460 
Investment related assets   87   62   –   149 
Investment related liabilities   (101)  (53)  –   (154)

neT invesTmenTs   5,121   4,479  5,108   14,708

there were no significant transfers between level 1 and level 2 during the year ended  
december 31, 2012.

 

2011
As at december 31 ($ millions)  level 1 level 2  level 3 total

Fixed income
 cash    789   –   –   789 
  short-term investments   29   1,478   –   1,507 
  government and corporate bonds  –   1,556   –   1,556 
  real return bonds    –   1,495   –   1,495 
  government of ontario debentures  –   645   –   645 
public equity     4,213   –   –   4,213 
real estate    4   (459)  2,257   1,802 
private markets   (1)  –  1,517   1,516 
Investment related assets   29   236   –   265 
Investment related liabilities   (33)  (44)  –   (77)

neT invesTmenTs   5,030   4,907   3,774  13,711
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the following table presents a reconciliation of financial instruments included  
in level 3 of the fair value hierarchy:

2012    real Private
for the year ended december 31 ($ millions)  estate markets Total

balance, beginning of year    2,257  1,517  3,774 
 Investment income    82  115  197 
 realized gains     27   67   94 
 unrealized gainsa     183   183   366 
 purchases     402   659   1,061 
 sales      (296)  (88)  (384)
 transfers into or (out of) level 3   –   –   –

bAlAnce, end OF yeAr    2,655   2,453  5,108 

2011    real private
for the year ended december 31 ($ millions)  estate markets total

balance, beginning of year    1,692   1,079   2,771 
 Investment income    52  141  193 
  realized gains     39   34   73 
  unrealized gainsa     112   105   217 
  purchases     432   311   743 
  sales      (157)  (153)  (310)
  transfers into level 3    87   –   87 

bAlAnce, end OF yeAr    2,257  1,517 3,774 
a  unrealized gains are attributable to investments held at december 31, 2012 and  

december 31, 2011.    

there were no settlements of level 3 financial instruments for the years ended 
december 31, 2012 and 2011.

for the year ended december 31, 2011, canadian commercial mortgage-backed 
securities of $87 million were transferred from level 2 to level 3 from January 1, 
2011 due to the refinement of the inputs used in the determination of fair value. 

Sensitivity to changes in assumptions
sensitivity information is not available for co-investments or fund investments 
in our private markets portfolio as optrust does not have the ability to look 
through to the underlying investments. for direct investments in real estate  
and most infrastructure, the sensitivity of assumptions impacting fair value is  
as follows:

As at december 31, 2012 ($ millions)  key factor Fair value +0.25% -0.25%

real estate  capitalization rate   1,521   (56)  61 
Mortgages related  
 to real estate   Interest rate   519   (4)  4 
Infrastructure   discount rate   1,348   (20)  21 

b.  significant investMents
At december 31, the fund held the following investments, each having a  
fair value or cost exceeding one per cent of the fair value or cost of net 
investment assets.

2012    number of Fair
As at december 31 ($ millions)   investments value cost

fixed income    6  1,941   1,486 
private markets    8  1,584   1,335 

2011    number of fair
As at december 31 ($ millions)   investments value cost

fixed income      7   2,459   1,857 
private markets     3   493   469 

the investments where the individual issue has a cost or fair value exceeding  
1% of the cost or fair value of net investment assets were comprised of one or 
more holdings of the following:

fixed Income:  province of ontario, government of canada and  
government of the united states.

private markets:  icon Infrastructure partners, l.p., Kemble Water 
holdings limited, harvest pipeline company, porterbrook 
leasing company, star Atlantic Waste holdings, firelight 
Infrastructure partners l.p., oceanex Inc. and globalvia 
Infraestructuras, s.A.
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5.  net investment income
2012      Total 
      realized  unrealized  investment  
for the years ended december 31  investment gains/ gains/ income/ 
($ millions)   income (losses)a (losses)a (losses)

Fixed income
 cash and short-term investments  18   (2)  (6)  10 
 government and corporate bonds    
  canadian    57   229   (195)  91 
  foreign    –   1   –   1 
 pooled funds    1   –   –   1 
 real return bondsb      
  canadian    26   107   (100)  33 
 government of ontario debentures  59   (3)  (48)  8 

       161   332   (349)  144 

Public equity
 canadian    46   34   63   143 
 foreign    64   30   341   435 

      110   64   404   578 

real estate    102   27   183   312 
Private markets
 private equity    20   67   7   94 
 Infrastructure    87   –   176   263 

      107   67   183   357 

gains/(losses) from derivative  
 instruments    –   174   (190)  (16)

      480   664   231   1,375 

investment management expenses
 external manager fees      (60)
 custodial fees       (1)
 transaction fees       (10)
 other investment expenses      (67)

          (138)

neT invesTmenT incOme      1,237 
a  the change in the fair value of investment assets and liabilities of $895 million as disclosed  

in the statement of changes in net Assets Available for benefits reflects the total realized 
gains/(losses) and unrealized gains/(losses).

b there was no income related to foreign real return bonds.

2011      total 
      realized  unrealized  investment  
for the years ended december 31  Investment gains/ gains/ income/ 
($ millions)   income (losses)a (losses)a (losses)

Fixed income
 cash and short-term investments  12   1   16   29 
 government and corporate bonds 
  canadian    62   46   133   241 
  foreign    –   1   –   1 
 real return bondsb      
  canadian    32   –   214   246 
 government of ontario debentures  77   (4)  (47)  26 

       183   44   316   543 

Public equity
 canadian    49   212   (426)  (165)
 foreign    66   (35)  (286)  (255)
 foreign pooled equity  
  linked investments   3   3   (13)  (7)

      118   180   (725)  (427) 

real estate    76   39   112   227 
Private markets
 private equity    9   27   13   49 
 Infrastructure    116   7   92   215 

      125   34   105   264 

gains/(losses) from derivative  
 instruments    –   (31)  134   103 

      502   266   (58)  710 

investment management expenses
 external manager fees      (57)
  custodial fees       (1)
  transaction fees       (19)
  other investment expenses      (55)

          (132)

neT invesTmenT incOme      578 
a  the change in the fair value of investment assets and liabilities of $208 million as disclosed  

in the statement of changes in net Assets Available for benefits reflects the total realized 
gains/(losses) and unrealized gains/(losses).

b there was no income related to foreign real return bonds.
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6.  Pension Obligations
a.  financial stateMent valuation
the plan annually reviews the actuarial assumptions used in the financial 
statement valuation to ensure that they reflect management’s best estimate  
of expected trends. the key assumptions used for the valuation are as follows:

       2012 2011

rate of return on plan assets    6.50% 6.75%
Inflation rate     2.25% 2.50%
salary increases  1% for 2013 and 2014 and 3% thereafter 3.25%

experience losses of $121 million (2011 – experience gains $122 million) on  
the plan’s pension obligations are due to differences between actuarial 
experience and assumptions. the assumption change losses of $20 million 
(2011 – $99 million) on the plan’s pension obligation is due to the actuary’s 
recommended revision of assumptions used with respect to inflation, salary, 
mortality, retirement and termination.

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

In accordance with the Pension Benefits Act of ontario and the Income Tax 
Act (canada) and regulations, an actuarial valuation for funding purposes is 
required to be filed at least every three years to estimate the plan’s gains or 
losses, and to determine the plan’s funding requirements. the last funding 
valuation filed with the financial services commission of ontario (fsco) was 
prepared by buck consultants as at december 31, 2010. the key assumptions 
used for the funding valuation as at december 31, 2012 are the same as those 
used for the financial statement valuation, except that the assumed rate of 
return on plan assets is reduced by 0.25% as a margin of conservatism.

In october 2012, the government of ontario reached a five-year agreement 
with three jointly sponsored pension plans, including the opseu pension plan.  
during this period, the plan is eligible for a single four year valuation filing cycle 
between december 31, 2012 and december 30, 2017. As such, the next funding 
valuation is due to be filed no later than as at december 31, 2013; optrust can 
request a one-year extension to file as at december 31, 2014. the sponsors have 
agreed that the contribution rate will not exceed current levels and any deficits, 
should they occur, will be dealt with by reducing future benefits. Accrued 
benefits are protected under the Pension Benefits Act of ontario and cannot  
be reduced.

7. rate stabilization reserves
for the years ended december 31 ($ millions)   2012 2011

member fund
 balance, beginning of year     390   398 
  Interest earned on funds     22   25 
  use of reserves for funding deficiency    (33)  (33)

        (11)  (8)

bAlAnce, end OF yeAr     379   390 

employer fund       
 balance, beginning of year     440   422 
  Interest earned on funds     28   28 
  refund purchase of collectively bargained temporary benefits  38   23 
  use of reserves for funding deficiency    (33)  (33)

        33   18 

bAlAnce, end OF yeAr     473   440 

In order to fund the deficit identified in the december 2008 funding valuation 
filed with fsco, the sponsors have directed that their respective rate 
stabilization reserves be drawn down by $32 million per sponsor annually  
until 2023. further, for the deficit identified in the december 2010 funding 
valuation filed with fsco, the sponsors have directed an additional draw  
down of $1 million per sponsor annually until 2025. 
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8. unallocated deficit
for the years ended december 31 ($ millions)   2012 2011

unallocated deficit, beginning of year   (626)  (426)

experience gains/(losses) related to  
 financing pension obligations
net investment income     1,237   578 
Income required on pension obligations    (916)  (873)

        321   (295)

Other experience gains/(losses)      
contributions net of benefits accrued     104   68 
Assumption change losses     (20)  (99)
experience (losses)/gains     (121)  122 
Administrative expenses     (10)  (9)

        (47)  82 

Other changes       
net transfer from rate stabilization reserves    16   13 

        16   13 

neT decreAse/(increAse) in unAllOcATed deFiciT 290   (200)

unAllOcATed deFiciT, end OF yeAr     (336)  (626)

9.  capital
optrust defines capital as the funded position of the plan, whether in surplus 
or deficit. surplus is generated during periods of strong economic performance 
and drawn down during periods of poor economic performance in order to 
maintain the plan’s capacity to pay its pension obligations without unduly 
affecting contribution levels. 

the generation of surplus is dependent on optrust’s ability to generate 
investment and other experience gains in excess of the amounts required 
to fund the pension obligations. gains arise both from temporary positive 
variations in expected results from those assumed which in turn are offset 
by negative variations, and permanent gains which result from the use of 
conservative assumptions. surplus assets are commingled with those  
investment assets supporting the pension liabilities. 

the objective of managing capital is to ensure the plan is fully funded to pay 
the plan benefits over the long term. A funding valuation is used to manage 
capital by identifying gains or losses as described in note 6. the plan prudently 
manages its investments, contribution rates and benefits to meet or exceed its 
long-term funding requirement in accordance with its funding policy, asset mix 
policy and the statement of Investment policies and procedures. 

While optrust is not under regulatory requirements as it relates to capital, the 
Pension Benefits Act of ontario requires that deficits be funded over a period 
not to exceed 15 years and that an actuarial valuation for funding purposes be 
filed (refer to note 6 for additional information). 

10. contributions
for the years ended december 31 ($ millions)   2012 2011

members
current servicea      237   216 
prior service      13   16 
long-term income protectionb     14   12 

        264   244 
      

employers
current service      236   216 
prior service      8   9 
long-term income protection     14   12 

        258   237 
      

Transfers from other plans     8   10
 

TOTAl cOnTribuTiOns     530   491 
a  All contributions paid by members for current service are required contributions. 
b  the employer pays the member’s contributions for long-term income protection.

11. benefit Payments
for the years ended december 31 ($ millions)   2012 2011

retirement pensions      565   520 
transfers to public service pension plan     74   84 
transfers to other plans     35   16 
refunds and commuted value transfers    71   44 
 

TOTAl beneFiT PAymenTs     745   664 
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12. Pension Administrative expenses
for the years ended december 31 ($ millions)   2012 2011

salaries and benefits      13  12 
professional and administrative services    3  2 
Information technology    1  2 
office premises and operations     2  2 
communications      1  1 

TOTAl PensiOn AdminisTrATive eXPenses   20  19

Audit expenses for the plan were $281 thousand in 2012 (2011 – $343 thousand). 
non-audit fees comprising tax and valuation review services paid to 
pricewaterhousecoopers llp, the auditors of the plan, were $43 thousand  
in 2012 (2011 – $67 thousand). total fees paid to pricewaterhousecoopers llp  
in 2012 were $324 thousand (2011 – $410 thousand). Actuarial expenses paid  
to buck consultants, the plan actuaries, were $512 thousand in 2012  
(2011 – $621 thousand). 

13. guarantees, commitments and contingencies 
In the normal course of its business, the plan may, from time to time, provide 
guarantees to various counterparties and enter into commitments which may 
be considered material within the context of the fund. the plan has committed 
to fund certain investments over the next several years in accordance with the 
terms and conditions agreed to. As at december 31, 2012, these commitments 
totalled $1,978 million (2011 – $1,782 million).

optrust indemnifies its trustees and staff against certain claims that may be 
made against them to the extent that these individuals are not covered under 
other arrangements. there are no guarantees that might be considered material 
and outstanding as at december 31, 2012, and december 31, 2011.

As at december 31, 2012, the plan was involved in litigation and claims which 
arise in the normal course of business. the outcome of such litigation and claims 
are often inherently difficult to predict. Any liability that may arise from these 
litigations have been recognized as appropriate or have been determined to 
have an immaterial impact on the financial statements of the plan.

14. related Party disclosures
optrust, in the normal course of business, purchased bonds at the prevailing 
market prices that were issued by the province of ontario, a joint sponsor of 
the plan and whose employees are members of the plan. the fair market value 
of the bonds as at december 31, 2012, was $545 million (2011 – $548 million). 
earned income recorded on the bonds amounted to $16 million for the year 
ended december 31, 2012 (2011 – $15 million).

upon inception of the plan in 1995, government of ontario non-marketable 
debentures were issued to the plan to cover part of the government’s pension 
liability. the fair value of these debentures including accrued interest as at 
december 31, 2012, was $413 million (2011 – $647 million). earned income 
recorded on the debentures amounted to $59 million for the year ended 
december 31, 2012 (2011 – $78 million).

the trustees of the plan do not receive compensation from optrust. 
reimbursement for trustee related incidental expenses and education received 
by trustees totalled $82 thousand in 2012 (2011 – $57 thousand). the trustees 
appointed by the province of ontario receive $200 per meeting that they 
attend and are paid directly by the province. trustees appointed by opseu are 
compensated by the union for any loss of regular income as a result of time 
spent fulfilling their duties as a member of optrust’s board. 

15. key management Personnel compensation
Key management personnel at optrust is comprised of the president and ceo 
and his direct reports who are, namely, the chief Administrative officer, chief 
Investment officer, senior Vice-president, finance and senior Vice-president, 
shared services. the aggregate key management personnel compensation is 
shown below:

for the years ended december 31 ($ thousands)   2012 2011

salaries and short-term employee benefits   3,762 2,256 
supplementary pension benefits    147  183 
other long-term benefits    525  525 
 

       4,434 2,964 

the president and ceo and senior Vice-president, finance positions were filled 
on november 19, 2012 and March 28, 2011, respectively.




