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Investing for the long term 
OPTrust’s investment mandate focuses on 
achieving the investment returns needed 
to fund members’ and retirees’ pensions 
over the long term. To accomplish this we 
build an asset portfolio that will achieve 
our funding target return over a long 
time horizon, while avoiding substantial 
negative returns in the short term. 

OPTrust’s asset mix policy, which 
defines the asset classes we invest in 
and their respective allocations, reflects 
our funding obligation. It also represents 
the starting point for determining both 
our investment strategy and the level of 
investment risk we expect to undertake to 
reach our objectives. 

In 2013, we expected the pension fund 
to achieve a real average annual return 
of 4.0% after inflation and investment 
expenses. Factoring in the Plan’s 2.25% 
inflation assumption for 2013, our 
nominal long-term target return for 
funding purposes was 6.25% for the year.

Over OPTrust’s 19 years of operation, the 
Plan’s investment portfolio has realized 
an average annual return of 8.3%, net of 
all investment management expenses, 
exceeding our 7.2% average funding target 
return for the same period.

Total fund performance 1 
We also expect the Plan’s investment 
results to vary from year to year as 
market conditions change. So, we 
compare OPTrust’s total fund return to 

the performance of a composite “policy 
benchmark portfolio” designed to mirror 
the Plan’s allocation to various asset classes. 

For most asset types, the benchmark 
portfolio is based on widely recognized 
indexes; for alternative investments, the 
benchmark reflects a custom index or a 
proxy for the portfolio’s expected long-
term return. As a result, our composite 
benchmark return provides a useful point 
of reference for measuring the added 
value generated by OPTrust’s active 
management of the Fund. 

In 2013, OPTrust’s investments achieved 
an 11.7% total fund return, net of external 
management fees, outperforming  
the 8.7% return for our composite 
benchmark portfolio. 

The strong performance was the result of 
another very solid year for equity markets. 
At the same time, OPTrust benefited 
from correct tactical positioning and 
our long-term diversification strategy, 
which produced robust double-digit net 
returns in our public equity, real estate, 
infrastructure, private equity and energy 
commodity portfolios. These helped 
offset negative net returns from our fixed 
income portfolios. 

Net investment income for 2013 was 
$1.6 billion, compared to $1.2 billion in 
2012 when the Plan returned 9.6%, net 
of external management fees. The added 
value generated by active management of 
the Fund was 3.0% or $435 million in 2013.

2013 HIGHLIGHTS 

Achieved an investment return of 11.7% net of  

external management fees in 2013, outperforming  

the Plan’s 8.7% composite benchmark 

Continued to implement the Plan’s long-term 
diversification strategy, increasing real estate, 

infrastructure and private equity to 32.9% of the Total Fund

Limited the Fund’s exposure to rising interest rates by 

moving into less interest rate sensitive investments

Investment 
Strategy and 
Performance 

 1  See page 11 for a description of the method used in calculating OPTrust’s investment returns.
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1  See page 11 for a description of the method used in calculating OPTrust’s investment returns.

In 2013, OPTrust achieved a strong investment return of 11.7% for the Total Fund, net 

of external investment management fees. This result exceeded the Plan’s net composite 

benchmark return of 8.7% for the year.

In 2013, diversification was critical to OPTrust’s total fund return of 11.7%, net of external 

management fees. Over the year, double-digit returns from the Plan’s public equity, private 

equity, real estate and infrastructure portfolios helped offset negative returns from fixed 

income and real return bonds.

Total Fund Returns vs. Benchmarks, 2004-2013
At December 31 (%)

OPTrust’s return *
Composite benchmark *
*Net of external management fees. See page 11 for a description of the method used in calculating OPTrust's 
investment returns.
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Portfolio Returns vs. Benchmarks, 2013
At December 31 (%)

OPTrust’s return *
Composite benchmark *
*Time-weighted returns, net of external management fees. See page 11 for a description of the method used in 
calculating OPTrust's investment returns.
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2013 returns by portfolio1 
Market overview 
Accommodative monetary policy and 
improving global economic conditions 
resulted in strong gains in developed 
public equity markets in 2013. There 
were a number of other key factors that 
contributed to the equity rally. First, 
the risk of a U.S. fiscal meltdown was 
significantly reduced. Second, the risk  
of a possible breakup of the eurozone 
largely dissipated as the economy 
emerged from recession. Finally, China 
avoided a sharp slowdown and delivered 
solid economic growth.

Developed countries experienced higher 
than expected economic and corporate 
earnings growth with little inflationary 
pressure. Consequently, developed world 
equity markets achieved new all time 
highs with the MSCI World Total Return 
Index delivering a stellar 32.4% return 
(50% hedged to Canadian dollars) for  
the year. 

In contrast, Canadian equities lagged 
behind overall developed markets with 
the S&P/TSX Composite Index gaining 
only 13.0%, largely the result of negative 
returns for materials stocks on the back 
of weakening emerging market economic 
growth. To offset this weakness, the 
Bank of Canada continued to maintain 
its low-interest-rate policy during the 
year. Emerging market (EM) countries 
generally experienced disappointing 
economic growth, which resulted in EM 

equities significantly underperforming 
developed market equities. 

Fixed income continued to underperform 
riskier equity investments throughout the 
year as interest rates increased markedly 
on the back of the U.S. Federal Reserve’s 
signaling of a reduction in monetary 
stimulus. As a result, the DEX Universe 
Index had a moderate loss of -1.2% in 
2013. Canadian real return bonds also 
performed poorly with a return of -12.7% 
as market participants lowered their 
expectations for future inflation.

In 2013, OPTrust benefited both from 
public market equities and from the 
continued exceptional performance of 
our alternative portfolios, achieving a 
total fund return of 11.7%, net of external 
management fees, and exceeding our 8.7% 
benchmark return for the year.

Canadian equities 
OPTrust’s Canadian equity portfolio 
generated a return of 21.0% in 2013, net of 
external management fees, outperforming 
the 13.0% return for the benchmark 
S&P/TSX Composite Index and more 
than doubling the return in the previous 
year. This significant outperformance 
by the Plan’s Canadian equity managers 
reflects the positive impact on companies 
poised to take advantage of an improving 
outlook in the North American economy, 
as well as low exposure to mining stocks 
that were prone to the marked slowing of 
developing markets’ economies. 
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Since the Plan’s inception in 1995, the 
Canadian equity portfolio has achieved 
an average net annual return of 10.2%, 
outperforming its benchmark return by 
1.6% over the same period. 

Global equities 
The Fund’s global equity portfolio posted 
a robust net return of 24.6% in 2013, 
exceeding its benchmark return of 22.8% 
by 1.8%. The Plan’s developed markets 
managers continued to implement 
a bias towards companies that had 
sustainable earnings, solid management, 
and relatively good value. At the same 
time, investors took notice of improving 
economic fundamentals in North

America and Europe fed by an 
accommodative, low interest rate regime 
engineered by the world’s central banks.

The S&P 500 and MSCI EAFE indices 
returned 41.3% and 31.0% (in Canadian 
dollar terms) respectively, handily 
outpacing the S&P/TSX Composite 
Index. In contrast, the MSCI Emerging 
Markets index only gained 3.9% reflecting 
the relative cooling of those economies, 
general weakness in their currencies, and 
political uncertainties in some countries. 
Consumer stocks tied to increasing 
disposable income and wealth almost 
uniformly led the broad gains made by 
most other sectors globally. 

Since the Plan’s inception, our global 
equity holdings have produced an annual 
return of 12.8%, 2.7% above the 10.1% 
return for the portfolio benchmark.

Fixed income and real return bonds 
The Fund’s allocation to fixed income 
assets provides a stable base of income 
to fund the Plan’s pension obligations. 
OPTrust’s fixed income investments 
include nominal bonds and a portfolio  
of Government of Canada real return 
bonds, which are linked to the Canadian 
rate of inflation.

After nearly a decade-and-a-half of 
generating positive returns in a declining 
interest rate environment, interest rates 

rose by approximately 1% from historically 
low levels, resulting in a modest loss of 
-3.4% for the fixed income portfolio in 
2013, net of external management fees. 
The Plan’s fixed income return excluding 
real return bonds was -0.9%.

Improving economic growth and reduced 
unemployment levels allowed the U.S. 
Federal Reserve to start slowly reducing 
the unprecedented support that they 
have provided to the economy since the 
financial crisis began in 2008. 

Since 2002, the fixed income portfolio 
(excluding real return bonds) has produced 
an average net annual return of 7%, 
matching its benchmark return for the 
same period.

Energy commodities 
In 2013, OPTrust’s energy commodities 
portfolio achieved a net gain of 12.7%, 
reversing a decline of 4% from a year 
earlier. This reflected increasing prices for 
oil and related products as demand from 
healthier developed economies increased 
and geopolitical tensions continued. The 
portfolio benchmark gained 11.8% during 
the same period.

Real estate 
Over the past 10 years, OPTrust’s Real 
Estate Group has grown the Fund’s real 
estate portfolio to $2.2 billion at year-
end 2013, an increase from $2.1 billion at 
year-end 2012. The real estate portfolio 
represented 13.5% of plan assets at 
year-end 2103, 1.5% below the long-term 
allocation of 15%.

Benchmarks Used to Measure Total Fund Performance 
Asset Class BENCHMARKS for TOTAL FUND RETURN BENCHMARKS for PORTFOLIO RETURNS
 

Canadian equity S&P/TSX Composite Index S&P/TSX Composite Index
 

Global equity Weighted composite of: Weighted composite of: 
  MSCI World 50% Hedged 1 and MSCI EMF Indices  MSCI World and MSCI EMF Indices
 

Public equity  Weighted composite of:  
   S&P/TSX, MSCI World and MSCI EMF Indices
 

Private equity Custom Private Equity 50% Hedged  Custom Private Equity 100% Hedged 
  Composite Benchmark 1 2 Composite Benchmark 3
 

Real estate Custom IPD Index Custom IPD Index
 

Infrastructure Consumer Price Index + 5% Consumer Price Index + 5%
 

Energy commodities S&P/GSCI Energy Index 50% Hedged 1 S&P/GSCI Energy Index 
 

Fixed income Fixed Income Composite Benchmark Fixed Income Composite Benchmark
 

Real return bonds OPTrust Real Return Bond Portfolio OPTrust Real Return Bond Portfolio
 

Cash & short term investments Cash Composite Benchmark Cash Composite Benchmark
 

1  Benchmark returns for these indices incorporate a 50% currency hedge to reflect OPTrust’s policy of passively hedging 50% of the Total Fund’s exposure to developed market currencies.
2   The private equity benchmark reflects each investment’s actual return up to December 2009. Thereafter, the benchmark is the approved custom private equity benchmark (public equity 

and LIBOR blend + spread).
3  Benchmark return for this index incorporates a 100% currency hedge.
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Our real estate strategy includes holding 
a variety of investments that provide 
diversity by property type, geographical 
location and investment style. Investments  
are sourced, underwritten, acquired and 
managed by our internal Real Estate Group.

Our Canadian real estate portfolio 
primarily consists of office, retail, 
industrial and multi-family residential 
investments that are owned directly by the 
Plan. OPTrust also invests in a number of 
international markets to access compelling 
risk-adjusted investment opportunities 
and to enhance the diversification of the 
real estate portfolio. At year-end 2013, 
40% of the Fund’s real estate portfolio by 
market value was invested internationally. 

In 2013, the real estate portfolio generated 
a strong return of 12.3%, net of external 
management fees, reported on an internal 
rate of return (IRR) basis, outperforming 
the real estate benchmark return of 
7.8%1. Since the launch of our internal 
real estate program in 2004, OPTrust’s 
portfolio has achieved an average net 
annual return of 9.2%, outperforming the 
real estate benchmark return of 6%. 

In 2013, the Real Estate Group committed 
to 23 new investments, including 13 in 
Canada and 10 in international markets, 
most notably the United States. At 
the same time, the Real Estate Group 
undertook a strategic rebalancing of the 
existing portfolio to divest of investments 
where business plans had been achieved 
and exit pricing was attractive.

Private markets 
OPTrust’s private markets program was 
launched in 2006 to build diversified 
private equity and infrastructure 
portfolios that will eventually account for 
30% of the Plan’s total assets (15% each). In 
2013, these portfolios reached a combined 
market value of $3.1 billion at year-end, 
up from $2.5 billion in 2012. 

Fiscal 2013 was a productive year for 
the Private Markets Group, with 11 
new commitments made to both fund 
and direct investments. The current 
portfolio, now over 50 investments, is well 
diversified across a base of parameters 
including strategy, geography, vehicle and 
sub-asset class.

Infrastructure investments continued to 
perform well in 2013, returning 11.8% net 
of external management fees, on an IRR 
basis, which is above the infrastructure 
benchmark return of 6% (CPI + 5%). 
Since the portfolio’s inception in 2006, 
OPTrust’s infrastructure investments 
have generated an average net annual 
return of 16.6% compared to 6.1% for the 
portfolio benchmark.

Private equity holdings generated a net  
return of 11% for the year, on an IRR basis, 
below the benchmark return of 24.6% which  
was exceptionally high due to very strong  
public markets performance. Since its  
inception in 2007, the portfolio has exceeded  
its benchmark return, producing an 
average annual return of 6.5% compared to 
4.6% for the portfolio benchmark.

Calculating investment 
returns
In reporting the Fund’s investment 
performance, OPTrust uses a time-
weighted return (TWR) methodology to 
calculate returns at the total fund level.

At the asset-class level, OPTrust reports 
returns for our real estate, infrastructure 
and private equity portfolios on an 
internal rate of return (IRR) basis, which 
provides the most relevant measure of 
performance for these asset classes and 
is consistent with industry best practice. 
Portfolio returns for our public market 
assets are reported on a TWR basis. The 
graph on page 9 showing OPTrust’s 2013 
portfolio-level returns presents portfolio 
returns on a time-weighted basis for all 
asset classes.

OPTrust’s total fund returns reflect our 
policy of passively hedging 50% of the 
Fund’s exposure to developed market 
currencies at the total fund level. At the 
portfolio level, returns are reported on 
the basis on which each is managed. As 
a result, returns for our public market 
assets are reported on an unhedged 
basis. Returns reported for our real 
estate, infrastructure and private equity 
portfolios reflect 100% hedging of their 
foreign currency exposure.

All returns for 2013 are reported net of 
external investment management fees, 
unless otherwise noted.

 “It’s comforting to know, 
that due to its sound 
investment strategy, 

OPTrust has maintained  
a position as one of 

the best pension plans 
in Canada. Because 

of the Plan’s prudent 
investments, I know our 

needs will be met.” 

OPTrust Retiree
Robarts School for the Deaf

FRANCES  
JAJAL

1   For more information on how OPTrust’s investment returns are calculated, please see “calculating investment returns” on this page.  
The total fund and portfolio returns shown in the graphs on page 9 are reported on a time-weighted basis.
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Responsible investing 
OPTrust recognizes that environmental, 
social and governance (ESG) factors have 
the potential to affect the Plan’s long-
term investment performance. OPTrust’s 
responsible investing program includes 
a range of measures to identify, monitor 
and assess these ESG factors as part of 
our investment activities. This approach 
reflects OPTrust’s fiduciary responsibility 
to the Plan’s members and sponsors. 

The context for OPTrust’s responsible 
investing program is set out in three 
policies approved by the Board of 
Trustees; the Statement of Investment 
Policies and Procedures (SIP&P), 
Statement of Responsible Investing 
Principles (SRIP), and Proxy Voting 
Guidelines which are available at  
www.optrust.com.

In 2013, OPTrust enhanced its 
governance of our responsible 

investing program by convening a 
new organization-wide Responsible 
Investing (RI) Committee, chaired 
by the Chief Investment Officer with 
representation from key departments 
across the organization. The mandate 
of the RI Committee is to monitor the 
implementation of OPTrust’s responsible 
investing strategy, while discussing and 
responding to emerging issues.

OPTrust is a signatory to the UN-
supported Principles for Responsible 
Investment (PRI), which provides a 
practical framework for implementing 
responsible investment and ownership 
practices. 

ESG Integration 
OPTrust is committed to integrating  
ESG factors into our investment decision-
making processes and the way we 
manage our investment portfolios and 
individual assets. 

OPTrust’s public market portfolios are 
managed externally by professional 
investment managers that are expected 
to demonstrate an understanding of 
ESG issues, and how they factor that 
understanding into their decision-making 
process. Our staff monitors our managers’ 
portfolios to identify companies that may 
have exposure to financial, reputational 
or other risks arising from ESG issues. 
We then use the results of these reviews 
to engage our investment managers and 
invested companies.

Our internal real estate, private equity, 
and infrastructure groups ensure that all 
potential new investments are screened 
for ESG-related risks and that ESG criteria 
are part of ongoing monitoring and 
management of these assets.

OPTrust’s Real Estate Group (REG), for 
example, actively pursues a number of 
strategies to improve the energy efficiency 

and environmental performance of our 
properties to reduce our carbon footprint 
and reduce operating costs, which 
increases the net income we receive from 
our properties. These initiatives enhance 
OPTrust’s ability to attract and retain 
good quality commercial tenants who are 
concerned about the environment. 

The REG also contributes to industry 
efforts to develop tools for understanding 
energy and water use and measuring it 
in a meaningful way by providing energy 
and water consumption data on its 
buildings to REALpac’s benchmarking 
surveys. This contribution aids in the 
monitoring and identification of further 
initiatives to attain REALpac’s targets.

During the year, we continued to build 
on our REG’s work to achieve BESt 
(Building Environmental Standards) 
certification from the Building Owners 
and Managers Association of Canada 

CASE STUDY: OPTrust’s Sydney Office 
In April 2013, OPTrust’s Private Markets Group opened a second satellite office 
outside Canada, in Sydney, Australia, to follow on a number of Asia-based private 
equity and infrastructure investments. With this strategic move, OPTrust became 
the first Canadian pension fund to open an office in Australia, where a large 
number of Asian deal opportunities are completed, giving our team a presence in 
what is considered a very attractive market. 

There are many advantages and benefits to opening the Sydney office. A local 
presence improves our credibility with international partners, gives us greater 
access to international deals, and provides better information on the markets and 
on the investments themselves. It also allows us to form solid relationships with 

our investment partners, ideally leading to improved returns through better deal 
selection and portfolio management.

Similar to the opening of our first satellite office in London, England in 2010, 
existing senior personnel were moved to the new office in Sydney to ensure that 
appropriate processes and team culture were maintained. Local hires were then 
made at the junior level in order to round out the team.

The Private Markets Group has had a global mandate since its inception in 2004 
and with this opening, now has a local presence to manage each of its geographic 
sectors – Toronto for North America, London for Europe, and Sydney for Australia 
and Developed Asia.
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(BOMA) for Canadian properties directly 
owned by OPTrust. Currently, 63%, 
by net carrying value, of our directly-
owned Canadian real estate portfolio 
has achieved certification. This includes, 
for the first time, the certification of all 
of the properties in OPTrust’s Multi-
Residential portfolio in 2013. In addition, 
the REG is pursuing Leadership in 
Energy and Environmental Design 
(LEED) certification on a number of its 
investments for both existing and new 
developments. The REG will continue its 
pursuit for LEED certification where it is 
feasible for its larger assets.

OPTrust’s Private Markets Group 
continues to work with other institutional 
investors, OPTrust’s investment partners, 
the PRI, and the broader industry across 
both asset classes to better integrate 
material ESG considerations in private 
equity and infrastructure. 

The Private Markets Group has also made 
a number of significant investments in 
renewable energy projects as part of our 
infrastructure portfolio. Investments in 
these regulated assets support our SRIP, 
both contributing to and benefiting from 
global efforts to reduce carbon emissions 
and other pollutants associated with 
many traditional sources of energy. 

Active ownership
OPTrust is committed to active ownership 
of the Fund’s assets through our corporate 
engagement strategy. During 2013, we 
partnered with other investors to engage 
directly with corporations that we have 
invested in to address specific ESG issues. 

OPTrust also participates in a number 
of organizations that seek to promote 
sound corporate governance, shareholder 
democracy and responsible investing 
in Canada and around the globe. The 
Canadian Coalition for Good Governance 

(CCGG) and the Pension Investment 
Association of Canada (PIAC), for 
example, provide OPTrust and our 
partners with a forum for coordinating 
engagement with companies and 
regulators on a range of governance and 
responsible investment issues. 

Proxy voting
As a long-term investor, OPTrust believes 
that good governance practices support 
stronger long-term performance and 
enhance shareholder value. Proxy voting 
is a key component of active ownership 
with publicly listed investee companies, 
within which OPTrust exercises its voting 
rights for public securities held within 
its portfolios. In 2013, we voted at almost 
1,200 meetings at companies around  
the globe, supporting management 
88% of the time. OPTrust believes in 
transparency on our voting activities  
and we publicly disclose our vote record 
at www.optrust.com.

In 2013, OPTrust voted at 1,173 

shareholder meetings. In total, OPTrust 

voted on 21,504 individual resolutions, 

including 654 proposals submitted by 

shareholders, supporting management 

88% of the time. 

Shareholder Meetings Voted by
OPTrust, 2013

229

205739

Canada
USA
Global 

CASE STUDY: Globe and Mail Centre, Toronto 
In September 2013, OPTrust finalized its 50% investment in an office 
development project located at 351 King Street East, Toronto, in partnership 
with First Gulf Corporation. The Globe and Mail is relocating from its current 
downtown west location to be the lead tenant in the new “Globe and Mail Centre,”  
leasing five floors, along with First Gulf, which will lease 2 ½ floors. With 
confirmation of these two tenancies, construction began in the fall of 2013,  
with a planned completion date in early 2016. 

On completion, the Globe and Mail Centre will be a state-of-the-art 17-storey 
office tower totalling 537,000 square feet, including 20,000 square feet of 
ground floor retail space, that will target LEED (Leadership in Energy and 

Environmental Design) Gold certification. Located in the emerging hub of urban 
activity and corporate head offices on King Street East, the building features 
innovative architectural design and extensive outdoor amenity spaces.

This modern office development is a first for OPTrust’s Real Estate Group and is 
designed to complement OPTrust’s existing real estate portfolio alongside other 
innovative development strategies.
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OPTrust’s mission is to deliver sustainable 
pension security for our 84,000 members 
and pensioners for the long term. Directly 
related to this mission is our funding 
strategy – designed to secure the Plan’s 
long-term sustainability, provide stable 
lifetime pension benefits to members 
and their families during retirement, and 
maintain stable contribution rates for 
both members and employers over time.

Long-term sustainability
To deliver on our mission, while ensuring 
the Plan remains fully funded, OPTrust: 

u  carefully manages members’ and 
employers’ contributions and the Plan’s 
$16 billion in net assets

u  invests the pension fund assets to 
achieve our expected rate of return 
for the long term, while managing 
exposure to investment risk

u  routinely reviews the actuarial 
assumptions used to calculate the 
Plan’s long-term pension obligations, 
taking into account that pensioners are 
living longer 

u  monitors a wide range of factors that 
can affect the Plan’s funded status 

u  provides information and advice to  
our sponsors on the Plan’s funded 
status and outlook, contribution rates, 
benefit levels, the maintenance and use 
of any surplus, as well as options for 
ensuring the Plan’s sustainability over 
the long term.

2013 funding valuation
OPTrust engages independent actuaries 
to perform regular valuations of the 
Plan to ensure there are enough assets 
to meet the projected cost of members’ 
and retirees’ lifetime pensions. These 
valuations provide a snapshot of the 
Plan’s financial position and ability 
to meet its pension obligations, while 
providing a review of gains and losses 
experienced since the last valuation. 

The Plan’s 2013 funding valuation shows 
that the Plan remained fully funded as  
of December 31, 2013 with a total surplus of 
$107 million after accounting for the Plan’s 
$520 million rate stabilization reserves. The 
funding valuation also confirmed deferred 
(or “smoothed”) investment gains of $811 
million, which will be recognized over the 
next four years, further improving the 
Plan’s funded status in years to come. 

The 2013 funding valuation also 
strengthened the Plan’s actuarial 
assumptions by establishing a  
$190 million reserve to cover the cost 
of changes to the Plan’s mortality 
assumptions coming into effect for our 
2014 valuation. OPTrust has gradually 
strengthened the mortality assumptions 
over the past few years based on the 
Plan’s experience. This additional 
allowance accommodates the fact that 
pensioners are living longer as indicated 
in the recently released Canadian 
pensioner mortality study prepared by the 
Canadian Institute of Actuaries.

2013 HIGHLIGHTS 

Remained fully funded, with a total surplus of  
$107 million at year-end after accounting for  

the Plan’s rate stabilization reserves of $520 million

Strengthened the Plan’s discount rate and  

mortality assumptions, creating a foundation  

for long-term funding health 

Increased the Plan’s deferred investment gains to  

$811 million, which will reduce the impact of  

short-term market fluctuations as they are recognized  

over the next four years

Pension 
Funding
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The Board of Trustees also approved a 
reduction in the Plan’s discount rate to 
3.9%, net of inflation, down from 4.0% 
in 2012. This change, which reflects 
the expectation of lower long-term 
investment returns, will reduce the 
risk of future experience losses due to 
investment returns falling short of the 
expected cost of members’ and retirees’ 
future pensions. 

Sponsors’ funding 
framework agreement 
In 2012, the Plan’s sponsors entered into 
a funding framework agreement which 
freezes any contribution rate increases 
for five years, except in exceptional 
circumstances. In effect until  
December 30, 2017, the agreement 
requires that if a funding valuation filed 
with the pension regulator identifies a 
funding shortfall, the shortfall must first 
be addressed by reducing the pension 

benefits that active members will earn 
for their future service. There would be 
no impact on the benefits members have 
earned for their past service or on the 
pensions paid to OPTrust’s retirees.

As a result, OPTrust has been carefully 
considering the funding framework and 
its requirements as part of its ongoing 
work on funding strategy, with the goal 
of ensuring the Plan’s fully funded status 
is sustained throughout the agreement 
period. The Plan’s 2013 funding valuation, 
showing that it is fully funded, will be 
filed with the regulator.

OPTrust’s funding policy
Our Board of Trustees has established 
a comprehensive funding policy to 
help ensure that the Plan’s assets are 
sufficient to meet its long-term pension 
obligations. This policy sets out three  
key funding goals: 

Security of benefits: OPTrust’s main 
goal is to provide members with a secure 
defined benefit pension in their retirement, 
based on their years of service and the 
Plan’s pension formula. To achieve this, we 
must ensure that members’ and employers’ 
contributions, together with the Plan’s 
expected investment returns, are sufficient 
to cover the projected costs of members’ 
future pension benefits over the long term.

Stability of contributions: We aim to 
minimize the risk of significant changes 
in members’ and employers’ contribution 
rates. This is accomplished by setting 
contribution rates based on prudent 
assumptions about future investment 
returns and the growth of the Plan’s 
pension obligations. 

Fairness of funding among generations 
and other groups: Our framework aims 
to provide for stable contribution rates 
over each member’s career and support 

fairness, as does prudent and equitable 
distribution of any gains among different 
groups and generations of members. 
We must maintain adequate funding to 
avoid putting an undue burden on future 
generations. However, funding should 
not be managed so conservatively that 
large surpluses are transferred to future 
generations.

Tools to meet funding goals
Our funding policy provides for a range 
of tools and procedures to meet these 
objectives:

Actuarial assumptions: Because the 
Plan’s obligations extend decades into 
the future, OPTrust uses actuarial 
assumptions to calculate its long-term 
funding requirements. These assumptions 
use judgement to estimate key economic 
and demographic factors such as the 
Plan’s expected rate of return, future 
interest rates and the rate of inflation, 

Actuarial smoothing reduces the impact 

of volatile investment returns on the Plan’s 

funding valuations. At the end of 2013, 

OPTrust had a funding deficit of  

$413 million and deferred investment  

gains of $811 million. After accounting for 

rate stabilization reserves of $520 million, 

the Plan’s total surplus was $107 million at 

the end of 2013. 
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When OPTrust’s annual investment return 

differs from the Plan’s funding target, any 

gains or losses are recognized evenly over a 

five-year period. At the end of 2013, the Plan 

had net deferred gains of $811 million, which 

had been set aside over 2010-2013.  These 

deferred gains will further strengthen the 

Plan’s funded position as they are recognized 

between 2014 and 2017. 

Recognition of Deferred Investment 
Gains
($ millions)
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14 15 16 17Net deferred 
gains at
December 31, 2013



16 | PENSION FUNDING | OPTRUST ANNUAL REPORT 2013

changes in the Plan’s active membership 
and retiree populations, members’ salary 
rates and their expected retirement, 
termination and mortality rates.

Margin of conservatism: To reduce 
the risk of funding shortfalls, we build 
a margin of conservatism into the 
investment return assumption used for 
funding purposes. The discount rate is set 
at least 25 basis points (0.25%) below the 
return the Fund is expected to achieve 
over time, based on our current asset mix. 
Including an appropriate margin in the 
Plan’s assumptions increases the security 
of members’ pension benefits.

Actuarial smoothing: While the Plan’s 
investment strategy is intended to create 
returns that will to meet or exceed the 
discount rate over time, actual investment 
returns will vary from year to year in 
response to changing market conditions. 
OPTrust uses an actuarial smoothing 
technique to recognize each year’s 
investment gains or losses, relative to our 
discount rate, over a five-year period. 
This “actuarial asset value adjustment” 
reduces the short-term impact of volatile 
investment returns on the Plan’s funded 
status and helps maintain relatively stable 
contribution rates. 

Rate stabilization reserves: As plan 
sponsors, OPSEU and the Government 
of Ontario have prudently set aside 
a portion of past funding gains in 
separate member and employer rate 
stabilization reserves. The sponsors may 

use these reserves to limit the impact of 
future funding losses on members’ and 
employers’ contribution rates and/or  
the value of members’ future pension 
benefits. Any unallocated portion of these 
reserves can also be used to fund benefit 
improvements or reduce contribution 
rates, at each sponsors’ discretion. 

The rate stabilization reserves are a 
powerful tool for reducing the adverse 
impact of funding shortfalls. OPTrust’s 
funding policy defines a set of principles 
to guide the Trustees’ recommendations 
to the sponsors on the use of any 
future surplus. These principles include 
recommending that:

u  Any future surplus should be used 
first to i) pay down any outstanding 
unfunded liability, ii) increase the  
Plan’s stabilization reserves and/or  
iii) restore pension benefits, should they 
be reduced under the current funding 
framework agreement.

u  The use of any additional gains 
to fund temporary or permanent 
benefit enhancements or reduced 
contributions should be considered 
only after higher priority funding 
objectives are achieved.

Funding valuations: By law, OPTrust 
is normally required to file a funding 
valuation with the provincial regulator 
at least once every three years. However, 
the funding valuation can be filed more 
frequently, at the Board’s discretion. 

The decision whether to file a funding 
valuation is made by the Trustees, 
in consultation with staff, the Plan’s 
actuaries and sponsors. Having the 
option to file a valuation earlier than 
required provides some flexibility for 
OPTrust in managing the impact of short-
term changes in the Plan’s funded status.

Actuarial assumption 
changes
OPTrust regularly reviews the Plan’s 
actuarial assumptions to ensure 
they reflect expected trends and the 
Plan’s experience, reducing the risk of 
significant losses emerging in the future. 
In early 2014, the Board of Trustees 
approved the following adjustments 
to the Plan’s assumptions, which are 
reflected in the Plan’s 2013 funding 
valuation:

u  An allowance was included to 
accommodate a strengthening of 
the mortality assumption which will 
come into effect for our 2014 valuation 
to reflect increases in members’ life 
expectancy and the resulting increase in 
the Plan’s long-term pension obligations.

u  The Plan’s real funding discount rate 
was reduced to 3.9% net of inflation.

Together, these changes will help ensure 
that the Plan’s funding valuations better 
reflect the expected growth of its assets 
and pension obligations. The net impact 
of these changes was a funding loss of 
$461 million. 

Funding outlook
The Plan’s current fully funded status 
represents a significant accomplishment, 
and one that could not have been 
achieved without the prudent decision 
by the sponsors to set aside past gains 
in the Plan’s rate stabilization reserves. 
Since 2008, these reserves have allowed 
OPTrust to maintain stable benefit levels 
while moderating the impact of the Plan’s 
deficit on members’ and employers’ 
contribution rates.

The decision to strengthen the Plan’s 
actuarial assumptions will further reduce 
the risk of future deficits, but resulted  
in a funding loss of $461 million. As a 
result, the Plan’s total surplus increased 
by a relatively modest $73 million, to  
$107 million at the end of 2013. This limits 
the reserves that are currently available 
to cover any future funding losses should 
investment returns fall short of the 
Plan’s target return and/or if the cost of 
members’ future pensions increases more 
quickly than anticipated.

To mitigate these risks to the Plan, 
OPTrust’s staff continues to monitor 
a wide range of funding issues and 
analyzes their potential impact on the 
sustainability of the Plan. 
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In 2013, some of these factors included:

u  the uneven economic recovery, which 
has sharply increased market volatility 
and investment risk over the past 
several years

u  the increase in members’ life expectancy, 
increasing their retirement years and the 
Plan’s long-term pension obligations

u  the long-term decline in the ratio of 
OPTrust’s active members to retirees, 
which reduces the Plan’s ability to 
address funding shortfalls through 
increased contribution rates

u  the 2013 funding framework agreement 
between the Plan’s sponsors described 
on page 15.

These risks are partly offset by recent 
developments, including:

u  OPTrust’s continued strengthening of 
the Plan’s actuarial assumptions

u  the sponsors’ 2013 agreement to amend 
the Plan to allow eligible groups of 
members whose jobs are affected by 
divestments from the Ontario Public 
Service to continue contributing to the 
Plan. The agreement also establishes 
a process for new employee groups 
in Ontario’s broader public sector to 
join the Plan, subject to the approval 
of the Board of Trustees and the 
Ministry of Finance. Final approval of 
this agreement is being sought. These 
changes will help to stabilize the Plan’s 
active membership over time.

u  the increase in the Plan’s deferred 
investment gains to $811 million at the 
end of 2013, which should strengthen 
the Plan’s funded status over the next 
four years as these gains are recognized. 

In 2013, OPTrust staff provided the 
Trustees and the Plan’s sponsors with 
information and technical advice on 
these and other factors that might 
challenge the Plan’s funding over the next 
several years. OPTrust’s Board and staff 
will continue to work closely with the 
sponsors to address these challenges and 
to ensure we can deliver on our mission 
of providing pension security to our 
84,000 members and pensioners for the 
long term. 

Sources of Gains and Losses
 
At December 31 ($ millions)     2013 valuation  2012 valuation

Recognized investment gains  $  457 $ 27
Other economic gains    140   4
Demographic gains and (losses)    (77)   10
Changes in assumptions1    (461)   (1)
Other gains and (losses)     58   (78)

TOTAL   $  117 $ (38) 
1 In 2013, includes a $190 million provision for future strengthening of the Plan’s mortality assumption.

Funding Valuation Assumptions 
 
       2013 valuation  2012 valuation

Inflation rate    2.25%  2.25%
Investment return (real)    3.90%  4.00%
Investment return (nominal)   6.15%  6.25%
Salary increases, 2013 & 2014 (nominal) 1  1.0%  1.0%
Salary increases after 2014 (nominal) 1   3.0%  3.0% 
1  Plus an amount for promotion, based on a long-term scale.

Sensitivity to Actuarial Assumption Changes 1 
 
($ millions)     +0.50%  -0.50%

Impact of change in inflation assumption2 $  150  $  (154)
Impact of change in funding discount  
 rate assumption1    1,276    (1,460)
Impact of change in assumed increase in  
 pensionable earnings1    (367)  311 
1  Assumes all other assumptions remain unchanged.
2  Assumes all economic assumptions dependent on inflation change as well. 

Changes in the Plan’s actuarial assumptions can have a major impact on the projected cost 

of members’ pensions and the Plan’s funded status. This table shows the impact (in millions of 

dollars) of a 0.5% change in certain key assumptions on the Plan’s funded status.



In 2013, OPTrust adopted a best practice 
risk governance model and formed an 
independent risk group led by the Chief 
Risk Officer (CRO) reporting directly 
to the CEO. Under the CRO, OPTrust 
is establishing a holistic enterprise 
risk management (ERM) program that 
provides oversight for the aggregate risks 
that the organization is taking in pursuit 
of its mission. 

Enterprise risk management 
framework
The ERM mandate is to support 
sustainable performance in line 
with OPTrust’s mission through 
the development of a standardized 
framework to identify, assess, prioritize 
and manage material risks in an 
integrated way. The ERM function 
collaborates with business units 
across the organization to implement 
risk management processes and 
drive cultural change to improve 
organizational risk awareness.

Under the ERM framework, developed 
as part of the 2013 strategic review, an 
internal Enterprise Risk Management 
Committee (ERMC) was established. The 
ERMC is chaired by the CEO and made 
up of the executive team of OPTrust 
and relevant risk professionals. It is 
responsible for identifying the universe 
of risks that the organization undertakes 
in pursuit of its mission, assessing and 
monitoring the top risks facing OPTrust, 
as well as reviewing and enforcing the 

implementation of additional controls or 
mitigation strategies required.

In 2013, the strategy for implementing 
and developing the ERM program 
was developed. This included the 
identification of the universe of risks 
OPTrust takes in pursuit of its mission,  
as well as the establishment of the 
approach to be undertaken in assessing 
the top risks of the organization. 
The major risks that OPTrust faces 
and undertakes in its activities are: 
governance risk, strategic risk, investment 
risk, operational risk, reputational risk, 
and legal and regulatory risk. These major 
risks each include several categories of 
sub-risks which further articulate the type 
of risks which could prevent OPTrust 
from achieving its mission.

As part of our ERM efforts undertaken in 
2013, OPTrust developed an enterprise-
wide Risk Appetite Statement which 
will provide guidance with respect to the 
attitude and tolerance towards the main 
risks OPTrust undertakes. This document 
was approved by the Board of Trustees in 
early 2014.

The ERM program will become fully 
operational in 2014.

Diversification strategy
OPTrust’s investment strategy is designed 
to ensure the long-term sustainability 
of the Plan. This means constructing 
a diversified portfolio that is able to 
withstand negative market conditions 
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2013 HIGHLIGHTS 

Established a new organization-wide  
enterprise risk management framework led by  

the Chief Risk Officer

Implemented a new best-in-class, enterprise-wide 

investment risk management system

Implemented a tactical investment  

risk reduction strategy to reduce the Plan’s 

 sensitivity to rising interest rates

Managing 
Risk
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while generating the returns needed to 
fund our pension obligations over the 
long term. To help manage the Fund’s 
investment risk, OPTrust regularly 
conducts asset/liability studies with 
the last study completed in 2012. These 
studies are used to help ensure the 
portfolio is structured to maximize our 
ability to meet the funding target return 
over time, while keeping investment risk 
within limits established by OPTrust’s 
Board of Trustees.

In 2013, OPTrust continued to improve 
the diversification of the portfolio by:

u  Further increasing the real estate, 
infrastructure and private equity asset 
classes towards their long-term target 
weight. Year-end allocations for these 
asset classes were 13.5%, 14.5% and 
4.9% respectively compared to strategic 
target weights of 15%, 15% and 10%. 
Consistent with previous asset/liability 
studies, the 2012 study recommended 
the inclusion of these alternative assets 
in the strategic asset mix due to their 
potential return premiums and lower 
correlations to public market assets. 

u  Further reducing the Canadian real 
return bonds (RRBs) allocation as more 
alternative assets were funded. The 
Fund’s alternative asset portfolios are 
expected to provide a hedge against 
inflation but have much higher yields 
than RRBs.

Responding to market 
volatility 
As part of OPTrust’s comprehensive 
approach to managing investment risk, 
we continually monitor the performance 
of the capital markets together with a 
wide range of economic factors. Identified 
trends that could have a material impact 
on the Fund’s performance are then 
reviewed by our internal Investment 
Planning and Risk Committee.

In late 2012, this process identified 
an increased sensitivity to potential 
changes in interest rates. Various factors 
contributed to this assessment, including 
a more robust global economic recovery, 
the likelihood of central banks reducing 
asset purchases, and the prolonged period 
of negative real rates. These factors 
combined to form a view that interest 
rates were likely to rise from historically 
low levels in 2013 and beyond.

In response, OPTrust implemented 
a tactical risk reduction strategy in 
2013. This strategy reduced the Plan’s 
sensitivity to increases in interest rates 
by investing a portion of the Total Fund’s 
nominal fixed income assets into lower 
duration and absolute return strategies. 
This strategy decreased OPTrust’s 
sensitivity to interest rate increases 
by 11% and provided a positive return 
contribution to the overall portfolio 
versus the Canadian fixed income 
benchmark. The implementation of this 
strategy is expected to continue in 2014.

In 2013, OPTrust continued to improve the diversification of the Plan’s asset mix, continuing 

to increase our positions in the alternative asset classes: real estate, infrastructure and 

private equity. These changes are designed to reduce investment risk and volatility at the  

total fund level, while strengthening OPTrust’s ability to meet the Plan’s target return under  

a range of scenarios.

Asset Mix & Targets
At December 31
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1   Categories include operational cash balances.
2    In 2012, the Board approved a three- to five-year target weighting of 10% for our growing private equity portfolio, 

while maintaining the long-term objective of 15%.



20 | MANAGING RISK | OPTRUST ANNUAL REPORT 2013

Managing investment risk
Investing the Plan’s assets to achieve the 
return needed to fund members’ lifetime 
pensions necessarily involves assuming 
a level of investment risk. Without taking 
measured and appropriate investment 
risks, the volatility of the cost of the 
Plan’s benefits would likely increase, 
jeopardizing the sustainability of the Plan. 

OPTrust’s investment risk management 
efforts continue to focus on both absolute 
risk and active risk. Our risk tolerance 
and expectations are set in discussion 
with OPTrust’s Board and through the 
review and approval of changes to the 
Plan’s overall asset mix. 

Diversification continues to be critical to 
our investment strategy, both with respect 
to the mix of assets we invest in and the 
range of risk factors to which the Fund 
is exposed. We have made significant 
progress in the last several years towards 
balancing sources of absolute risk across 
the Fund, increasing our exposure to 
real estate, infrastructure and private 
equity as well as investing in more active 
strategies in equities and fixed income. 
Nevertheless, equities remain the single 
largest source of investment risk in the 
portfolio, contributing 76% of the Fund’s 
overall risk.

In the wake of the 2008-2009 financial 
crisis, OPTrust focused increasingly 
on the potential influence of short-
term events that may impact our 
overall sustainability by implementing 

short-term risk reduction strategies 
in response to market conditions and 
economic outlooks. Our risk management 
framework therefore seeks to balance our 
long-term sustainability goals with short-
term constraints and considerations.

In addition, we manage the risk resulting 
from active management of the Fund’s 
assets – or “active risk” – on an ongoing 
basis against a limit defined in our 
Investment Risk Policy. This limit is an 
expression of the risk tolerance of the 
Board of Trustees, relative to the policy 
benchmark. Our active risk limit is high 
enough to permit flexibility to achieve 
our value-added return targets, but not 
so large as to put the Total Fund at risk 
of significantly underperforming its 
benchmark.

To further strengthen our ability to 
measure and monitor investment risk, 
in 2013 OPTrust replaced its current risk 
system and implemented a new, best-
in-class, enterprise-wide investment 
risk system that allows us to measure 
market risk from the security level all 
the way up to the Total Fund level. 
The new risk system allows for greater 
transparency into the market risks in the 
Total Fund, provides greater flexibility in 
risk reporting and scenario analysis, and 
improves the quality and coverage of the 
market data used to calculate risk metrics. 

The new risk system enhances our 
forward-looking analyses to support 
investment decisions and evaluate 

potential risk overlay strategies. It 
provides an improvement in our ability to 
create forward looking market scenarios 
based on market and economic analysis, 
and quantify how these scenarios may 
affect the Fund’s performance.

Finally, the strategic plan which OPTrust 
undertook in 2013 confirmed the 
importance of improving investment 
risk processes and capabilities to 
support total fund decision making and 
management. As a result of this plan, 
efforts began in 2013 and will continue 
in 2014 to ensure that ERM and Asset 
Mix Research (AMR) resources are 
positioned to provide the support and 
investment risk reporting necessary to 
ensure that the CIO and investment team 
are best equipped to manage OPTrust’s 
investment-related risks. 

“With over a decade as 
an OPTrust member I’ve 

built security for the 
future by contributing to 
a pension together with 
my employer. And being 
part of a defined benefit 

plan means I don’t have to 
think about the impact of 

market fluctuations.” 

OPTrust Member
Customer Service Agent 

Ministry of Government Services

SPENCER  
MITCHELL



 

2013 HIGHLIGHTS 

Earned a strong overall satisfaction rating of  

8.75 out of 10 from our members and pensioners, with 

46% of clients giving us a rating of 10 out of 10

Launched an  

enhanced online pension calculator  

with direct access to members’ own data through  

OPTrust’s secure Online Services site 

Piloted extended telephone  
service hours to make it more convenient 

 to reach us when privacy matters

Membership 
Services

Service excellence is a cornerstone 
of OPTrust’s relationship with our 
84,000 members and pensioners. We 
are unwavering in our commitment to 
provide OPTrust members and pensioners 
with prompt, efficient service tailored to 
their individual needs, while helping them 
better understand their pension options 
and plan for their retirement. 

Service excellence
From simple requests to complex 
transactions, our Member Services staff 
strive to provide a consistently high level 
of service and communications, and 
to continually improve service quality 
and delivery, while looking for cost 
efficiencies to help sustain the Plan over 
the long term. Since we began surveying 
the membership in 2002, our client 
satisfaction results continue to improve 
year over year, with 2013 delivering  
our highest overall client satisfaction 
score to date.

Delivering exceptional service to our 
members and pensioners is a long-term 
commitment that inspired us to establish 
a wide-ranging, service excellence project 
in 2012. This project will be a key priority 
for our Member Services staff over the 
next several years. In 2013, our work in 
this area involved: 

u  a focus on training and development 
from a technical and customer service 
perspective to further enhance  
the service our members and 
pensioners receive

u  operational changes to increase 
efficiency, reduce processing times and 
provide faster, more accurate service.

In 2013, we also began a test of extended 
telephone service hours to make it easier 
to reach us after the busy work day. We 
now have staff available until 6 p.m. from 
Monday to Thursday.

Measuring performance
OPTrust tailors service options, whether 
online, over the phone or in person, to 
meet the preferences of each individual. 
To make certain our members and 
pensioners experience top quality service 
across the board, we measured our 
performance against stringent standards 
for all 2013 transactions.

u  Over the year, 96% of all member and 
pensioner transactions were completed 
to our quality assurance standards, with 
the remaining 4% adjusted to ensure 
accuracy.

u  We increased our on-time case completion 
rate to 88% – matching our service 
standard – and up from 86% in 2012. 

u  The use of Online Services for 
transactions and pension estimates 
increased to 41,330 up from 13,783 in 
2012, due mainly to the launch of our 
enhanced online pension estimator 
within the secure site. 

u  Our staff, answered more than 47,000 
calls from members and pensioners with 
an average response time of 11.5 seconds, 
well below our 15-second target. 
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Gathering feedback
We value members’ and pensioners’ 
feedback highly, and use it to measure 
our overall service quality and determine 
areas where we can improve. In addition 
to our client transaction survey, 2013 
marked the second full year of a general 
satisfaction survey, which is sent to a 
random sample of our members and 
pensioners, whether or not they have 
completed a transaction with us in the 
past year. 

Feedback from our members and 
pensioners is a valuable tool to help us 
measure our service quality and ensure we 
are meeting members’ expectations. Each 
year, we survey various members and 
pensioners to ask about their experiences 
with our service. OPTrust conducted four 
different types of surveys this year:

1.  a Transaction survey, delivered to 
a random selection of members and 
pensioners via e-mail two weeks after 
they completed a transaction with us

2.  a Pensioner survey asking retirees to 
rate OPTrust’s services

3.  a General Satisfaction survey, 
delivered monthly to randomly selected 
members who have not received an 
OPTrust survey in the past 18 months

4.  a Web survey to test satisfaction with 
online offerings and gather input for 
future service developments

A composite of scores from the first three  
of these surveys forms our overall service 
satisfaction rating. In 2013, overall 
satisfaction was rated 8.75 out of 10, 
surpassing our target for the year. Across 
the board, results indicate that OPTrust 
members and pensioners continue to be  
very pleased with the service they receive.  
Satisfaction with transaction service levels  
was rated 8.7 out of 10, our pensioners rated  
our services a 9.4 out of 10 and general 
satisfaction levels achieved an 8.3 out of 10 
rating. Our membership also demonstrated 
the value they place on our online offerings, 
giving them a rating of 8.7 out of 10.

Online service and 
communications
We appreciate that there are often 
circumstances where our members and 
pensioners need to speak to one of our 
staff, including when they have a pension 
decision to make, and we encourage this. 
At the same time, technology makes it 
possible for members and pensioners 
to get information about their pension 
options online, simply and conveniently, 
which helps reduce plan costs.

OPTrust’s popular, password-protected 
Online Services site allows users to 
communicate with OPTrust staff in a 
secure environment using encrypted 
web-based messaging. Registered users 
can also set their preferences to receive 
OPTrust newsletters, personalized pension 
statements and other communications 
online to help preserve the environment. 

In 2013 we launched an enhanced 
online pension estimator as part of our 
Online Services site. The estimator allows 

members to calculate their future pensions 
based on a range of different retirement 
dates using their current personal pension 
data – all within a secure environment.

Our members and pensioners appreciate 
the opportunity to investigate their 
pension options online according to their 
own schedules. In 2013: 

u  23% of service transactions were 
completed online, reaching an all-time 
high for OPTrust

u  28,593 pension estimates were generated  
using OPTrust’s new pension estimator

u  Over 69,900 statements were viewed 
and printed from the secure Online 
Services site. 

In 2013, we also redesigned OPTrust’s 
public website to make it more user-
friendly, easier to navigate, and to allow 
faster access to information tailored to the 
needs of individual users. This redesign 
contributed to a 61% increase in site visits 
over 2012.

In 2013, we redesigned OPTrust’s public 

website to make it more user-friendly, easier 

to navigate, and to allow faster access 

to information tailored to the needs of 

individual users. This redesign contributed 

to a 61% increase in site visits over 2012, to a 

record total of 626,564. 

Each year, more members and pensioners 

opt for the convenience and security of 

OPTrust’s Online Services site. In 2013, the 

number of registered users increased 9.6% 

to 37,977, while online transactions rose by 

6.8% to 9,327. 

Website Visits
At December 31
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Online Services Registrations
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“The long-term security 
that comes with 

contributing to an OPTrust 
pension means I can 

shift my focus to other 
important goals such as 

starting a family. The fact 
that the Plan is jointly 

sponsored is important 
because members, like me, 

have a voice.”

OPTrust Member
Ontario Disability Support 

Program Caseworker  

Ministry of Community  
and Social Services

JESSICA  
SIKORA

Proactive service
In addition to answering inquiries and 
enabling members and pensioners to 
educate themselves about their pensions 
online, OPTrust targets communications 
to provide tailored and timely information 
at key points in our members’ lives and 
careers. In 2013, we: 

u  mailed over 1,200 quotes to eligible new 
members to remind them of the costs 
and deadlines to buy back service

u  sent over 3,000 notices to let fixed 
term, contract and casual employees 
know about their option to join the Plan 

u  hosted 42 Direct Contact pension 
seminars and information booths 
across Ontario, reaching 1,945 members 
and pensioners looking for additional 
learning opportunities

u  mailed information packages to more 
than 1,500 retirees nearing age 65 about 
age-related changes to their monthly 
OPTrust pensions

u  sent more than 226,000 e-mail notices, 
updates and newsletters to members 
and pensioners, up from 96,000 in 2012

Membership changes
The OPSEU Pension Plan’s total 
membership increased slightly to 84,468 
in 2013, up from 83,745 in the previous 
year. In 2013, the number of OPTrust 
pensioners continued its steady growth 

as the Plan matures. At the same time, 
the number of active members declined 
marginally for the fourth consecutive year.

At the end of 2013, the Plan had 43,827 
active members, down from 43,981 at the 
end of 2012. Over the year, we welcomed 
3,453 new members, including almost 
1,882 fixed term or temporary employees, 
for whom participation is optional. At the 
same time, 3,607 members retired or left 
the Plan. 

The number of OPTrust’s current 
pensioners increased by 1,510 in 2013, 
to 30,426 at year-end. Ninety percent of 
retirements processed in 2013 were for 
an unreduced pension, with 63% retiring 
under one of the Plan’s early retirement 
options and 27% retiring at age 65 or 
older. The average age of our overall 
pensioner population increased to 69.3 
years, up from 69.2 years in 2012. 

The ratio of active members to pensioners 
declined to 1.4:1 from 1.5:1 at the end 
of 2012, reflecting both the continued 
growth of our pensioner population 
and the impact of staffing changes at 
participating employers on the Plan’s 
active membership

As part of our strategic approach to 
managing the Plan’s funding, OPTrust 
tracks changes in the Plan’s active 
membership and our pensioner 
population, and models the potential 
impact on the Plan’s pension liabilities. 

In 2013, over 1,200 OPTrust members 

retired under one of the following options:

Age 65: The normal retirement age under 

the Plan 

Factor 90: Age plus years of pension 

service total at least 90

60/20: Age 60 or older plus at least  

20 years of pension service

Reduced: Available starting at age 55 to 

vested members who do not qualify for an 

unreduced pension

Surplus Factor 80: For eligible members 

who are laid off prior to January 1, 2013, 

and whose age plus years of credit total 

80 or more

Note: Chart does not include deferred, 

disability or survivor pensions.

2013 Retirement Snapshot

27%

28%

32%

10%
3%

Age 65
Factor 90
60/20
Reduced
Surplus Factor 80 
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Membership Statistics 
At December 31 2013 2012 2011 2010 2009 2008 2007 2006 2005 2004

ACTIVE MEMBERS 43,827 43,981 46,134 46,893 47,316 47,850 47,717 46,208 44,568 44,243
 Female/male ratio 61:39 60:40 59:41 60:40 60:40 60:40 60:40 60:40 60:40 59:41
 Average age 46.5 46.4 46.0 45.9 45.7 45.3 45.1 44.9 44.7 44.4
 Average salary $ 62,391 $ 61,791 $ 60,567 $ 58,958 $ 57,235 $ 55,671 $ 53,646 $ 52,072 $ 50,764 $ 49,181
 Average years of credit in the Plan 12.7 12.9 12.6 12.0 11.9 11.7 11.5 11.6 11.6 11.5
 Number of new members enrolled 3,453 2,225 2,398 2,595 2,825 3,682 3,802 4,373 3,400 3,917
 Number of members terminated or retiring 3,607 4,274 3,124 3,018 3,378 3,549 3,290 3,365 3,168 9,358
          

FORMER MEMBERS WITH  
 ENTITLEMENTS IN THE PLAN* 1,471 1,882 1,405 1,434 1,278 1,782 1,375 608 1,240 1,333
          

DEFERRED PENSIONERS** 8,744 8,966 8,850 8,924 8,990 8,806 8,741 8,703 8,422 7,973
          

CURRENT PENSIONERS 30,426 28,916 27,308 25,813 24,758 23,686 22,756 22,058 21,439 20,246
 Average age 69.3 69.2 68.6 67.9 67.4 66.8 65.9 65.3 64.5 63.9
 Average annual pension $ 20,351 $ 20,005 $ 19,467  $ 19,285  $ 19,278  $ 18,976 $ 18,838 $ 18,697 $ 18,642 $ 18,616
Current pensioners by type of pension          
 Normal and early unreduced 23,504 22,243 21,096 19,937 19,274 18,600 18,006 17,638 17,318 16,653
 Reduced 3,852 3,761 3,507 3,349 3,178 2,970 2,811 2,656 2,528 2,168
 Eligible survivors 2,965 2,800 2,599 2,429 2,214 2,031 1,862 1,691 1,541 1,378
 Disability 105 112 106 98 92 85 77 73 52 47

TOTAL MEMBERS AND PENSIONERS 84,468 83,745 83,697 83,064 82,342 82,124 80,589 77,577 75,669 73,795

*   “Former members with entitlements in the Plan” includes members whose termination or divestment was unprocessed at year-end.
**  “Deferred pensioners” includes former members whose termination or divestment has been processed and who continue to have entitlements in the Plan.

In 2013, OPTrust’s active membership 

decreased marginally to 43,827 down by 154 

from the previous year, while the number of 

pensioners increased by 1,510, to 30,426 at 

year-end. 

OPTrust pensions are adjusted annually 

for inflation to protect retirees’ purchasing 

power. In January 2014, payments to 

pensioners rose by 0.9%, reflecting changes 

in Canada’s Consumer Price Index. A retired 

member who received a typical annual 

pension of $18,000 in 1995 will receive 

$25,676 in 2014.

* Pension figures in graph are not adjusted for CPP 
integration at age 65.

OPTrust’s Active Members 
and Pensioners
At December 31At December 31
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10090807060504 11 12 13

44
,2

43
20

,2
46

43
,8

27
30

,4
26

Inflation Protection for Pensioners
At December 31

Pension amount ($)*

18
,0

00

25
,6

76

95 100908070600 01 02 03 04 0599989796 11 12 13 14

Pension increase (%)
0.52.51.82.32.21.5 2.5 3.0 1.6 3.3 1.70.91.91.61.6 1.4 2.8 1.9 0.9



  

2013 HIGHLIGHTS 

Net investment income of $1.6 billion helped  

increase the Plan’s net assets to  

$16 billion at year-end

The value of members’ and retirees’ earned  

pension benefits grew to $15 billion, 

 increasing the Plan’s pension obligations  

by $769 million from 2012

The Plan’s total financial statement surplus 

 increased by $478 million, to almost  

$1 billion at year-end

Financial 
Overview 

At OPTrust, we take a long-term 
perspective on the Plan’s finances to help 
ensure retirement security for our over 
84,000 members and pensioners. The 
following overview summarizes key points 
from the Plan’s 2013 financial statements, 
including significant changes during 
the year. The financial statements are 
prepared in accordance with Canadian 
accounting standards for pension plans 
and differ from the results of the funding 
valuation, which are discussed earlier in 
this report.

During 2013, the Plan benefited from net 
investment income of $1.6 billion, largely 
due to gains in our Canadian and foreign 
public equities portfolios, complemented 
by strong earnings in our real estate and 
private markets portfolios. As a result,  
the Plan’s net assets increased by  
$1.2 billion, to $16 billion at year-end, after 
accounting for members’ and employers’ 
contributions, pension payments and 
administrative expenses.

Financial statement surplus
The Plan’s total financial statement 
surplus increased by $478 million, largely 
due to strong net investment income 
during 2013. The total surplus at year-end 
stood at $1.0 billion. This includes the 
Plan’s unallocated financial statement 
surplus of $474 million and $520 million 
in rate stabilization reserves, which were 
set aside by the Plan’s sponsors from past 
funding gains. These reserves are being 
used to pay down the Plan’s prior year 

valuation deficits over periods that are no 
longer than 15 years.

The financial statement surplus is not the 
same as a surplus identified in a funding 
valuation. By regulation, only a funding 
valuation surplus can be used to reduce 
contribution rates or enhance benefits.  
For a comparison of financial statement 
and funding valuation methods, see  
pages 27-28.

Net assets available for 
benefits 
In 2013, the Plan’s net assets available 
for benefits increased by $1.2 billion, to 
$16 billion at December 31. This increase 
reflects the Plan’s net investment income 
of $1,615 million, less pension benefit 
payments that exceeded contributions by 
$345 million over the year and pension 
administrative expenses of $23 million.

Net assets include the Plan’s investments 
as well as contributions receivable, and 
are reduced by accounts payable and 
investment-related liabilities.

Pension obligations
The Plan’s pension obligations represent 
the present value of members’ and 
pensioners’ earned benefits at year-end. 
This amount is determined by calculating 
future benefits payable for service before 
the valuation date. This cost is then 
discounted back to the valuation date 
using the financial statement rate of return 
assumption of 6.40% as at December 31, 
2013 (December 31, 2012 – 6.50%). 
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At year-end 2013, pension obligations 
were valued at $15.0 billion, up  
$769 million from 2012. This change 
reflects normal growth in members’ 
earned benefits over the year. The increase 
in pension obligations also includes the 
impact of assumption change losses of 
$329 million, which are partially offset  
by experience gains of $39 million,  
arising since the financial statement 
valuation was last completed as of 
December 31, 2012. 

Surplus / (deficit)
The Plan’s total financial statement 
surplus was $994 million at year-end, 
compared with $516 million at the  
end of 2012. 

The total surplus/(deficit) includes both 
the Plan’s unallocated surplus/(deficit) 
and the rate stabilization reserves 
established by each of the sponsors. 
At year-end 2013, the member rate 
stabilization reserve stood at $216 million, 
compared with $379 million at the end 
of 2012. The employer rate stabilization 
reserve was $304 million at the end of 
2013, down from $473 million the previous 
year. The Plan’s unallocated surplus at 
December 31, 2013, was $474 million, up 
from an unallocated deficit of $336 million 
the previous year.

In 2013, as in the previous year,  
$33 million was used from each of the 
member and employer stabilization 
reserves to address the funding deficits 
identified in the actuarial funding 

valuations filed in 2009 and 2011. Please 
see note 7 to the financial statements on 
page 57 for more information on the rate 
stabilization reserves. 

The rate stabilization reserves earned 
interest equal to the funding interest rate 
of 6.25% in 2013 and 2012.

Changes in net assets 
Investment income and contributions  
are the main sources used to fund 
payments to pensioners, payments to  
or on behalf of terminating members,  
and operating expenses. Changes in net 
assets result when investment income 
and contributions are greater or less than 
payments made during the period. 

Investment income 
The Plan’s net investment income was 
$1,615 million in 2013, compared with 
$1,237 million the previous year. OPTrust’s 
investment performance and returns for 
2013 are described on pages 8-13. 

Investment expenses amounted to  
$163 million in 2013, up from $138 million  
the previous year. The increase is mainly 
due to an increase in the size and 
composition of the Plan’s assets during 
the year. 

Contributions 
Pension contributions from members and 
employers totalled $515 million in 2013, 
compared with $522 million in 2012.  
Contribution rates remained level in 2013, 
reflecting the Plan’s fully funded status and 
the five-year agreement signed between 

OPTrust and the Government of Ontario 
that contribution rates will not exceed 
2012 levels until at least December 31, 2017. 
Contributions also remained relatively 
stable because the decrease in the active 
membership during the year is offset by an 
increase in members’ average salaries. 

Transfers from other pension plans 
totalled $24 million in 2013, compared 
with $8 million in 2012. As a result,  
total contributions to the Plan were  
$539 million in 2013, compared with  
$530 million the previous year. 

Pension payments 
Pension payments increased by 8.7% 
in 2013 to $614 million over the year, 
compared with $565 million in 2012. The 
increase reflects the growth in OPTrust’s 
pensioner population, which increased by 
1,510, reaching 30,426 at year-end. 

Payments to retirees also rise each year 
due to the annual inflation adjustment 
applied to all OPTrust pensions. In 
January 2013, this increase was 1.9% 
(compared to 2.8% in 2012). The increase 
for 2014 is 0.9%. 

The Plan’s total financial statement surplus 

increased to $994 million at the end of 2013, 

up by $478 million from the previous year. 

Over the year, the Plan’s net assets increased 

by $1,247 million, while the Plan’s pension 

obligations rose by $769 million. 

At the end of 2013, active members and 

pensioners accounted for 42% and 51%, 

respectively, of the Plan’s pension obligations. 

The remaining 7% of the accrued liability 

represents the value of deferred pensions for 

terminated and divested members and a 

provision for administrative expenses. 

Financial Statement Surplus/(Deficit) 1

At December 31 ($ millions)
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Pension Obligations
At December 31 ($ millions)

6,315

7,587

753 303

Active members
Pensioners
Deferred and divested members
Provision for administrative expenses

Total = $14,958 million
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Terminations and transfers to other 
plans 
Termination payments and transfers to 
other plans were $270 million in 2013, 
compared with $180 million in 2012. The 
change is due to increases in refunds and 
commuted value transfers, transfers to 
other plans and the continued low interest 
rate environment in 2013.

Administrative expenses 
Administrative expenses were $23 million 
in 2013, compared with $20 million in 
2012. OPTrust continues to improve 
processes to deliver a high level of service 
and communications to our members 
and pensioners while ensuring the cost-

effectiveness of our operations. 

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

Funding valuations 
A funding valuation presents the Plan’s 
financial information in a manner set 
out by OPTrust’s Board of Trustees and 
it is subject to regulatory constraints. It 
determines if the Plan’s assets, together 
with expected investment income and 
current members’ projected future 
contributions, are sufficient to fund the 

members’ promised benefits  
at retirement. 

This valuation approach is known as the 
modified aggregate method. It identifies 
any gains and losses that have occurred 
since the last funding valuation and 
establishes the overall contribution 
requirements until the next valuation.  
The funding valuation includes a margin 
of conservatism in the setting of economic 
assumptions, with respect to the expected 
rate of return. 

Ontario regulations require an actuarial 
funding valuation to be filed with 
provincial authorities at least once every 
three years. The most recent filing was 
done in 2013, for the funding valuation 
prepared as of December 31, 2012. Please 
see note 6 to the financial statements on 
page 57 for further discussion.

Financial statement valuations 
The Plan’s financial statements rely 
on an actuarial valuation prepared in 
accordance with Canadian accounting 
standards for pension plans. The financial 
statement valuation is prepared using 
“best estimate” assumptions and does not 
incorporate margins of conservatism. 

A formal valuation is prepared based 
on membership data at year-end. The 
valuation recognizes the increase in 
value of future obligations over time, 
and pension-related receipts and 
disbursements. Experience gains or losses 
on investment activities are recognized 

OPTrust’s $1.6 billion investment income in 

2013 reflected a strong growth in the values 

of the Plan’s equity portfolios continuing 

from the previous year.

Regular contributions declined slightly in 

2013, down by $7 million from 2012. 
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“Often when members 
join the Plan they have 

contract service or service 
from other pension plans 
which can increase their 
monthly pensions when 
they buy it back. So, we 

take a proactive approach 
to make sure members 

are informed about their 
pension options.” 

OPTrust Employee
Benefits Specialist

KRISZTINA  
PALFY
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in the year incurred. Experience gains 
or losses related to other assumptions 
are recognized in conjunction with the 
funding valuation. 

In a financial statement valuation, future 
benefits payable are determined solely 
by the pension credit that members have 
built up as of the valuation date. 

Similarly, the assets available to make 
those payments do not include the present 
value of expected future contributions. 
This approach is known as the projected 
unit credit method, prorated on service. 

Comparing valuations 
Differences between the two approaches 
are illustrated in the table below, which 
compares the results of the 2013 financial 
statement valuation and the 2013  
funding valuation. 

The difference in the unallocated surplus/
deficit reflects the differences in the 
methodologies described above. One 
notable difference is that the 3.90% real 
rate of return assumption used for the 
funding valuation reflects a margin of 
conservatism, while the 4.15% used for 
financial statement purposes is a best 
estimate assumption. 

The actuarial funding valuation method 
uses an actuarial asset value adjustment. 
This adjustment reduces the short-term 
impact of volatility in the Plan’s annual 
investment returns by deferring a portion 
of each year’s investment gains or losses 
for recognition over the following four 
years. 

Pension payments continued to rise in 

2013, reflecting both steady growth in the 

number of OPTrust retirees and the impact 

of inflation-related increases on their 

annual pensions. Termination and transfer 

payments increased in 2013 mainly due to 

an increase in commuted value transfers.

Administrative costs increased by 15% 

in 2013. OPTrust continues to improve 

processes to deliver a high level of service 

and communications to our members 

and pensioners while ensuring the cost-

effectiveness of our operations. 

Benefit Payments
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Pension Administrative Expenses
At December 31 ($ millions)

61%

17%

9%

9%

4%

Salaries and benefits
Professional and administrative services 
Information technology
O�ce premises and operations
Communications

Total administrative expenses, 2013: $23 million
Total administrative expenses, 2012: $20 million
Increase in administrative expenses from 2012: 15%

Financial Statement vs. Funding Valuations 
 
At December 31 ($ millions)    Financial Funding Difference

Net assets $ 15,952 $ 15,952 $  0
Actuarial asset value adjustment  –  (811)  811
Present value of future contributions  –  4,958  (4,958)
Pension obligations   (14,958)  (19,992)  5,034

Total financial statement surplus / 
 Total funding valuation surplus $  994 $  107 $ 887

   
Rate stabilization reserves  520  520  0
Financial statement unallocated surplus / 
 Funding valuation actuarial deficit  474  (413)  887

Total financial statement surplus /
 Total funding valuation surplus $   994 $   107 $   887



  

2013 HIGHLIGHTS 

Approved OPTrust’s new 5-year strategic plan

Appointed a new actuarial advisor,  

Towers Watson, to provide independent counsel  

to the Board on actuarial matters

Realigned the mandates of the Board’s standing  

committees to provide more efficient oversight

Plan 
Governance

OPTrust was established in 1995 to 
give members a voice in key decisions 
affecting their pensions through a joint 
sponsorship model that recognizes 
the Ontario Public Service Employees 
Union (OPSEU) and the Government of 
Ontario as equal sponsors of the Plan. 
The Plan’s governance model clearly sets 
out the roles and responsibilities of the 
Plan’s sponsors, its Board of Trustees, 
OPTrust’s Chief Executive Officer and 
its management and staff to ensure 
OPTrust’s ability to deliver lifetime 
pensions to its 84,000 members and 
pensioners.

OPTrust’s governance 
structure
In their role as the Plan’s sponsors, 
OPSEU and the provincial government 
each appoint five Trustees to OPTrust’s 
10-member Board. The sponsors are also 
responsible for all decisions regarding 
changes to the Plan’s design, the benefits 
the Plan provides and the contribution 
rates paid by members and employers.

Within this joint sponsorship and 
governance structure, OPSEU and the 
provincial government share equally 
in the financial risks and rewards of 
the Plan. When a surplus is identified 
in a funding valuation filed with the 
provincial regulator, it is divided equally 

between the sponsors. Each sponsor 
must then act on behalf of the Plan’s 
membership and may set aside their 
share of any surplus in separate reserves 
to stabilize member and employer 
contribution rates in the event of future 
losses, or use their share of the surplus to 
pay down any previous deficit, enhance 
benefits or reduce contributions. 

Conversely, if the Plan experiences a 
funding deficit, the difference must be 
made up through an increase in member 
and employer contribution rates, a 
reduction in the benefits members earn 
on their future service, or the use of 
existing stabilization reserves, at the 
sponsors’ discretion.1

Board of Trustees
Once appointed, the Trustees of the 
OPSEU Pension Plan collectively oversee 
all aspects of the Plan’s operations. All 
Trustees have the fiduciary obligation 
to execute their responsibilities 
independently of the sponsors and 
OPTrust management, on behalf of the 
Plan’s membership. 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. 

1   In November 2012, OPTrust’s sponsors established a five-year funding framework agreement that caps member and 

employer contribution rates until December 30, 2017. Any shortfall identified in a funding valuation filed during the 

freeze period will be addressed by reducing the pension benefits members earn for future service, subject to certain 

limits. The agreement also establishes minimum funding levels that must be maintained as a condition of any plan 

benefit improvements during the freeze period.



The Board of Trustees’ responsibilities 
include:

u  overseeing and approving OPTrust’s 
strategic plan

u  approving OPTrust’s investment 
policies and monitoring the investment 
portfolio’s performance to ensure that 
long-term investment returns will 
be sufficient to pay members’ and 
pensioners’ benefits

u  ensuring that the Plan’s pension 
liabilities are properly valued and that 
funds are available to pay for members’ 
and retirees’ pensions over their 
lifetimes

u  reviewing reports from OPTrust’s 
independent auditors and verifying 
that the Plan’s financial statements 
accurately reflect its financial position

u  monitoring the Plan’s administration to 
ensure that members and pensioners 
receive the benefits to which they are 
entitled, along with timely and effective 
information and services

u  reviewing and approving OPTrust’s 
annual operating budget

u  overseeing the organization’s risk 
mitigation practices.

The Trustees monitor OPTrust’s 
performance in each of these areas 
and ensure compliance with Board 
policies and objectives through the 
Chief Executive Officer (CEO) to whom 

they have delegated responsibility for 
OPTrust’s day-to-day operations. 

Standing committees of the 
Board
The Trustees have established five 
standing committees reporting to the 
Board. In 2013, the committee mandates 
were realigned to provide more  
efficient oversight.

The Audit/Finance and Risk Committee 
oversees OPTrust’s audit, finance and 
risk functions including IT governance 
and program monitoring. The 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. 

The Governance and Administration 
Committee monitors and makes 
recommendations on board governance, 
administrative policies, plan amendments 
and legislative changes, and oversees the 
preparation of actuarial valuations.

The Human Resources and 
Compensation Committee is responsible 
for monitoring of the organizational 
structure; performance and compensation 
of the Chief Executive Officer; succession 
planning and total compensation 
philosophy, principles and parameters.

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.

In December, the Board approved a 
strengthened whistle-blowing policy for 
the organization, overseen by a Complaint 
Assessment Panel, comprised of the 
Chairs of the Audit/Finance and Risk 
Committee and the Human Resources 
and Compensation Committee.

Strategic governance model
As part of their fiduciary responsibility to 
represent the interests of members and 
pensioners, the Board of Trustees’ main 
role is to provide strategic guidance to 
OPTrust on how to manage Plan assets 
and administer Plan benefits. 

In fulfillment of these responsibilities, 
there are clear policies and guidelines for 
trustees regarding conflicts of interest, 
confidentiality and communication, and 
attendance and expected conduct at 
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“This year we’re working 
on a project to verify the 

pension data we have 
received from employers 
for over 5,000 members. 

Accurate pension 
information is key to 

ensuring that our members 
receive the pensions 

they have earned in their 
retirement.” 

OPTrust Employee
Data Management Coordinator 

PATRICIA  
JOHNSON



Board and Committee meetings. During 
2013, the Board approved policies on 
Board evaluation, Trustee self-evaluation 
and Trustee education to further 
strengthen its strategic governance 
model. The Board also considered and 
approved principles for the roles of the 
Trustee, Chair and Vice-Chair.

Chief Executive Officer
As part of OPTrust’s strategic governance 
model, the Board delegates broad 
authorities to the President and Chief 
Executive Officer (CEO). Leaving the 
day-to-day operations of the Plan 
in the hands of the CEO allows the 
Trustees to focus on strategic and policy 
matters that are critical to the long-term 
functioning of the Plan. The Board also 
monitors performance of the CEO and his 
leadership of the organization to ensure 
that OPTrust is able to deliver on its 
mission to provide sustainable, long-term 
pension security to its 84,000 members 
and pensioners. In 2013, the Board made 
additional delegations of authority to the 
CEO to further enhance the operational 
effectiveness of the organization.

Corporate Secretariat
To help carry out its oversight of the Plan 
and OPTrust’s operations, the Board of 
Trustees is supported by a Corporate 
Secretariat, under the direction of its 
Corporate Secretary. The Corporate 
Secretary is responsible for assisting the 
Trustees in all matters of governance, 
including:

u  the development and implementation 
of OPTrust’s strategic governance 
model and other board governance 
enhancements

u  Trustee orientation

u  developing a comprehensive 
continuing education program for 
Trustees

u  ensuring that matters put before the 
Board are dealt with effectively and 
efficiently

u  maintaining a complete record of all 
board and committee meetings and 
decisions.

The Corporate Secretary also works 
directly with the members of OPTrust’s 
executive committee to ensure effective 
communication with the Board, the  
Chair and Vice-Chair, its committees  
and Trustees.

Board Advisors
The Board appoints independent advisors 
to assist it in its oversight of a variety 
of matters. These advisors are reviewed 
and evaluated annually based on the 
objectives set for them by the Board.  
In 2013, the Board appointed a new 
actuarial advisor, Towers Watson, to 
provide independent counsel on  
actuarial matters.

Strong oversight
The Board undertook a number of 
initiatives in 2013 as part of its oversight 
function. Primary among them was its 
review and approval of the organization’s 
new five-year strategic plan. This plan 
includes a revised mission and updated 
values for the organization and sets  
out a number of key initiatives that  
will promote increased capabilities and 
long-term sustainability for OPTrust  
and its members.

A major pillar of the strategic plan is the 
implementation of an enterprise-wide 
risk management program, and during 
the year, the Trustees collaborated 
with OPTrust’s management on the 
development of a comprehensive 
framework for risk management. Effective 
strategies to mitigate risk will continue to 
be a focus for the organization.

Sustaining the Plan’s funded status is 
another core piece of the strategic plan 
and in 2013, the initiated and approved 
actuarial research to study the impact 
of demographic and membership 
changes, long-term mortality rates, 
and potential short-term investment 
losses on the Plan’s funded status. This 
research showed that our members 
and pensioners are living longer and 
require pension incomes for longer, while 
interest rates and nominal investment 
return targets are lower. This led to a 
necessary adjustment to our funding 
valuation assumptions, which will help 

to sustain the plan for the long term. The 
Trustees continue to consider the impact 
of the Plan’s continuing maturation 
and examine strategies to address the 
declining number of active members.

Compensation program
The Board of Trustees recognizes the 
importance of a balanced and competitive 
compensation program in supporting 
OPTrust’s operational effectiveness 
and long-term performance. The Board 
is responsible for approving OPTrust’s 
management compensation policies 
and has oversight of the compensation 
program through the Human Resources 
and Compensation Committee. 

OPTrust’s management compensation 
program is based on a compensation 
philosophy and principles, which form 
the basis of a comprehensive set of pay 
parameters. These in turn provide a 
framework for designing a consistent 
and competitive compensation plan. 
This program is regularly reviewed by the 
Board of Trustees.

Our compensation principles guide 
the design and implementation of 
our management compensation 
program. Compensation for all OPTrust 
management personnel must:

u  align with members’ interests and the 
objectives established by the Board of 
Trustees
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u  support OPTrust’s business strategies 
and priorities over various time 
horizons

u  support an appropriate balance 
between pay-for-performance and  
risk management

u  be fair, clear, understandable and 
transparent in terms of design and 
process

u  reflect a common, integrated design 
framework, while providing an 
appropriate degree of flexibility  
for business units, functions and  
work locations

u  be market competitive and affordable.

The Board of Trustees has direct 
responsibility for key compensation 
decisions, including:

u  determining the annual and long-term 
incentive plan (LTIP) awards for  
the CEO

u  approving the CEO’s recommendations 
on annual bonuses and LTIP awards 
for the CEO’s direct reports 

u  approving a total annual bonus 
pool and an LTIP pool for all other 
management personnel

u  reviewing and approving amendments 
to OPTrust’s compensation structure  
as required.

OPTrust’s CEO has overall responsibility 
for establishing the compensation of 
other management personnel, including 
annual and long-term incentive 
payments, in accordance with the 
compensation philosophy and principles 
approved by the Board. Participation in 
OPTrust’s annual (short-term) incentive 
program was extended to all management 
staff beginning in 2011. 

Compensation for non-management 
employees, who are members of the 

Ontario Public Service Employees Union, 
is administered according to the terms 
of the collective agreement between 
OPTrust and OPSEU, and does not 
include incentive payments.

Management compensation
OPTrust’s management compensation 
program includes three main elements: 
base pay, a short-term incentive program 
(STIP) and a long-term incentive program 
(LTIP) for selected staff. The relative mix 
of each of these pay elements varies 

based on an employee’s role, level and 
relative ability to influence the overall 
results of the organization. 

Within the two variable compensation 
programs – STIP and LTIP – the 
weighting of the performance 
components varies depending on each 
individual’s role. The program uses a 
range of performance metrics, including 
total fund, asset class, corporate, 
divisional and individual measures. 
Increasing the weight of the total fund 

Executive Compensation
       Supplementary  

    Base Annual Long-term pension Other 

($ thousands)  Year earnings incentive incentive  benefit benefits Total

Bill Hatanaka 1  2013 415 400 – 37 31 883 
President and Chief Executive Officer 2012 38 69 – 4 6 117

Anca Drexler 2013 245 185 151 – 23 604
Chief Risk Officer & Senior Vice-President,  2012 235 156 141 – 22 554
ERM & Asset Mix Research 2011 230 162 141 – 21 554

Morgan Eastman 2013 383 253 525 41 33 1,235
Chief Investment Officer 2012 379 249 525 31 29 1,213
   2011 375 157 525 40 42 1,139

Alex Macdonald 2013 47 – – 3 7 57
Chief Investment Officer 2 

Bill Foster 2013 326 211 – 111 46 694
Chief Administrative Officer 2012 323 200 – 98 46 667
   2011 320 168 – 116 40 644

Damian McNamee 3 2013 309 178 – 11 23 521
Senior Vice-President, Finance 2012 306 177 – 7 22 512
   2011 224 127 – 6 18 375

1  Bill Hatanaka joined OPTrust as President and CEO in November 2012. Amounts shown for 2012 reflect compensation from that date.
2  Alex Macdonald joined OPTrust as Chief Investment Officer in November 2013. Amounts shown for 2013 reflect compensation from that date.
3  Damian McNamee joined OPTrust as Senior Vice-President, Finance in March, 2011. Amounts shown for 2011 reflect compensation from that date.



and corporate components has created 
a better alignment with plan members’ 
interests.

Compensation disclosure
The Trustees are committed to transparent 
disclosure regarding the compensation 
program and the compensation paid to 
OPTrust executives. 

The Board has therefore approved 
disclosure of the base salary and other 
compensation paid to the CEO and 
certain members of the executive 
management team. The table on page 32 
provides compensation disclosure for 
these roles.

Incentive payments – Payments 
under OPTrust’s annual and long-term 
incentive programs are reported for the 
year in which they are earned, but are 
paid in the subsequent calendar year. 
While participation in the LTIP program 

now extends to all listed executives, only 
Mr. Eastman and Ms. Drexler received a 
vested payment for 2013.

Supplementary pension benefit – 
All OPTrust employees are eligible to 
contribute to the OPSEU Pension Plan, 
which provides pension benefits based on 
their years of pension service and average 
salary up to the maximums allowed 
under the Income Tax Act. Employees 
whose salary exceeds this maximum 
contributed to a supplementary pension 
plan established by the Province of 
Ontario, which provides pension benefits 
based on the same formula as the OPSEU 
Pension Plan. The supplementary 
pension benefit disclosed on page 32 
reflects the present value of the increase 
in the future benefit accrued since the 
end of the previous year, less employee 
contributions paid during the year. 

Other benefits – The amounts disclosed 
above include vacation payouts, other 
taxable benefits and the employer’s 
share of all employee benefit premiums 
and contributions (excluding the 
supplementary pension benefit) made on 
behalf of employees. 

Trustees’ expenses 
The Trustees of the Plan do not 
receive compensation from OPTrust. 
Reimbursement for Trustee-related 
incidental expenses and education 
received by Trustees totalled $57,000 in 
2013 (2012 – $82,000). Trustees appointed 
by the Province of Ontario receive $200 
per meeting that they attend and are 
paid directly by the Province. Trustees 
appointed by OPSEU are compensated by 
the union for any loss of regular income 
as a result of time spent fulfilling their 
duties as a member of OPTrust’s Board. 

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

The pre-approval process requires the 
Audit/Finance and Risk 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.
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External Auditors’ Fees, 2013 versus 2012
 
($ thousands, including taxes)     2013  2012

External audit   $ 207 $ 281
Tax services    23  8
Valuation review    24  35

Total    $ 254 $ 324
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SCOTT CAMPBELL MICHAEL GRIMALDI TIM HANNAH 

RON LANGER PATRICIA LI LINDA MACKINNON

VICKI RINGELBERG TONY ROSS RANDY MARIE SLOAT 

Members of the Board of Trustees
At December 31, 2013

Trustees 
and Senior 
Management
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Scott Campbell, Chair1

Corporate Chief Information 
Officer (retired) 
Government of Ontario 

Appointed in 2009, Chair since 
October 2012

Governance & Administration 
(Chair), Audit/Finance & 
Risk, Investment Committees; 
Adjudication Panel

Michael Grimaldi2 
Worker Advisor (retired)
Ministry of Labour

Appointed in 2012, Vice-Chair 
since February 2013

Governance & Administration, 
Investment (Chair) Committees; 
Adjudication Panel

Tim Hannah2 
Senior Environmental Officer
Ministry of the Environment

Appointed in 2012

Audit/Finance & Risk, Human 
Resources & Compensation 
(Chair) Committees; 
Adjudication Panel

Ron Langer2 
Senior Business Advisor
Ministry of Economic 
Development and Innovation

Appointed in 2009

Governance & Administration, 
Audit/Finance & Risk, 
Investment Committees; 
Adjudication Panel

Patricia Li1 
Assistant Deputy Minister, 
Direct Services Division
Ministry of Health and  
Long-Term Care

Appointed in 2011

Governance & Administration, 
Human Resources & 
Compensation Committees; 
Adjudication Panel

Linda Mackinnon2 
Senior Law Clerk
Alcohol and Gaming 
Commission of Ontario

Appointed in 2013

Governance & Administration, 
Human Resources & 
Compensation Investment 
Committees

Vicki Ringelberg1 
Former Chief Financial Officer & 
Chief Operating Officer 
AIC Limited & Portland 
Investment Counsel

Appointed in 2011

Governance & Administration, 
Audit/Finance & Risk (Chair), 
Investment Committees

Tony Ross1 
Vice-Chair (retired) 
Merrill Lynch Canada 

Appointed in 2000

Investment, Human Resources 
& Compensation Committees; 
Adjudication Panel

Randy Marie Sloat2 
Customer Care Representative
Ministry of Government 
Services

Appointed in 2012

Audit/Finance & Risk, 
Investment, Human Resources 
& Compensation Committees

Executive  
Committee

William Hatanaka
President and CEO

Anca Drexler
Chief Risk Officer and  
Senior Vice-President  
Enterprise Risk Management  
and Asset Mix Research

Morgan Eastman3

Chief Investment Officer

Alex Macdonald4

Chief Investment Officer

Bill Foster
Chief Administrative Officer

John Brennan
Senior Vice-President, Shared 
Services 

Damian McNamee
Senior Vice-President, Finance

Kevin Whyte
Senior Vice-President,  
IT & Member Services

Corporate  
Secretariat

Isla Carmichael
Corporate Secretary

Professional  
Advisors

Actuaries
Towers Watson

Auditor
PricewaterhouseCoopers LLP 

Compensation
Hay Group

Custodian
Northern Trust

Internal Auditor
Ernst & Young LLP

Investment Consultant
Templar Investments Ltd.

Legal Counsel
Cavalluzzo Hayes Shilton  
McIntyre & Cornish 

1   Appointed by the Government of Ontario   2  Appointed by OPSEU   3   Mr. Eastman retired in December 2013 4   Mr. Macdonald joined OPTrust in November 2013


