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Moderator Michael E. Williams: Good afternoon. Welcome to session PD 43 — Reviewing the Standards of Practice
for Public Personal and Injury Compensation Plans. My name is Michael Williams. I am Chair of the Committee
on Workers’ Compensation. Our committee has undertaken a comprehensive review of the standards for Public
Personal Injury Compensation Plans. Today’s session is to present and discuss our draft list of issues and to seek
input and comments from membership regarding this list of issues and other potential issues.

Our panel today includes Murray Turner, the internal actuary of Workplace Health, Safety and Compensation
Commission of New Brunswick who will be discussing some of the characteristics of workers’ compensation and
how these differ from other enterprises. Murray will be followed by Willard Ramsay of the Workplace Safety and
Insurance Board of Ontario and Gylles Binet of the Commission de la santé et de la sécurité du travail in Québec.
Willard and Gylles will discuss the issues in the draft issues list. Murray.

Speaker Murray Turner: Thanks Mike. Now, what are we going to do here? Okay, maybe one more. That’s okay,
there we go. Okay. We’re there. I’ll just wait for a second; we’ve got a couple of people coming in.

My job today is to set the stage for the presentations that Willard and Gylles will be giving you which get into the
meat of some of the items that we’ve been discussing in terms of the standards of practice for workers’ compensation.
I intend to try and give you a bit of background. To a large extent I may be preaching to the converted, but for any
who may not have direct roles in workers’ compensation, there are some differences between a workers’ compensation
organization and a standard private insurance company that we think are quite important in terms of what our
standards look like and how we go about developing them. So the first thing I’m going to be talking about is who,
are the PPICPs when you see the standards of practice. The Personal Public Injury Compensation programs, who are
they? I’ve given you one hint. What is the legislative framework under which we work? What benefits are provided
by these programs? Who are our stakeholders? What are the governance arrangements, how are they funded? And
finally, some unique characteristics of PPICPs.

So who are the PPICPs? Well first of all, it is the 10 provincial workers compensation boards, so each province
has its own board, two territorial workers compensation authorities and the SAAQ in Quebec. So there are 13 entities
then that are covered by these standards. The agencies are established under provincial or territorial statutes.
Statutes incorporate the benefit promise, the limitation on the right to sue and that the programs are funded by
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employers. This goes back to, I believe, it was 1913 when the Meredith Report was published in Ontario and
shortly thereafter the first scheme in Canada was implemented in Ontario. I’m from New Brunswick. Our legislation
was effective January 1st, 1919. One of the fundamental principles of our type of organization is that we’re a no fault

government agency that provides for compensation in the event of a workplace accident and prior to the establishment
of the agencies, the only recourse that a worker had if they were injured was that they could sue the employer. Well,
that wasn’t necessarily a fair fight, so no fault systems were established and the bargain from the workers’ side was
they gave up the right to sue. The bargain from the employers’ standpoint is that they fund the program. That principle
has remained in effect to this day. We have a monopoly … question?

(comments off mic)

Speaker Turner: Yes. Well SAAQ provides, and Marie Claude will tell me when I get it wrong, the SAAQ provides
the benefits for individuals injured in automobile accidents in the Province of Quebec. So they are very similar types
of benefits, any more confusion? Give me a minute, I’ll confuse you more.

So we have a monopoly status. There is generally speaking compulsory coverage. There are some exceptions.
In most jurisdictions the exceptions relate to specific industries. In our jurisdiction we only cover employers who
have three or more workers. So there are varying degrees of coverage in terms of what percentage of the workforce
is covered in each jurisdiction, but if your industry is covered by the act, it’s compulsory coverage.

The benefits that are provided are for workplace injuries or in the case of the SAAQ for automobile injuries.
The types of benefits that we provide are income replacement, that’s short and long-term benefits for injured
workers, and survivor income benefits in the event of a fatality. I mentioned that the systems were implemented
initially in the 19 teens in many cases. I think the last one was PEI in about 1949. Well, I’m not quite this old, but
some of you may know that our income tax system that we have in Canada first was a temporary measure introduced
in World War I to help fund the war effort. So the Ontario Workers’ Compensation Board pre-dated income tax.
To this day, our benefits are non-taxable. So that is an important issue in terms of the level of benefits. Our income
replacement benefits are non-taxable. For the first 50 years or more of the system, benefits were lifetime and they
were based on a percentage disability which is often referred to as a meat chart. I believe, Peter, that Saskatchewan
was the first one to go to an income replacement scheme.

(comments off mic)

Speaker Turner: Well you weren’t the first then. We went in ’82. Somebody was before us, we weren’t the first.
Yeah, you were the first then. We got there in ’82 and gradually over time it has moved to an income replacement
program where benefits cease at age 65. But we still have a significant chunk of liability for individuals who were
injured prior to 1982 and have lifetime benefits and that continues. We provide vocational rehabilitation benefits.
We are not an unemployment insurance system. Many of our injured workers however are not going to be able to
go back to the kind of job they did prior to the accident so one of the things then that we do provide for them
can be vocational rehabilitation in terms of retraining and that kind of thing. And we provide healthcare benefits.
Well if we pre-dated income tax we certainly pre-dated Medicare. Medicare didn’t come in until the late 50s and
mid 60s really on a national basis. A lot of people don’t understand this or realize this, but in fact if you were injured
in a workplace accident, we are responsible for paying for hospitalization, the doctors’ bills. We cover the whole
range of health care services that the injured worker might be entitled to.

It is important to recognize that in each jurisdiction there is legislation that establishes what the benefits are
and how the system works, but that legislation is not always as crystal clear as it might be in covering all the ins
and outs of how the system works. So the legislation provides the framework but the details are handled in policy.
So we’ll talk about that in a couple of minutes.



Who are our stakeholders? Well, the obvious stakeholders are workers, injured workers, but workers who
haven’t been injured as well and their representatives, employers who fund the system and their representatives, and
the public as a whole. Now it’s different in every jurisdiction what the composition of the board of directors is.

For instance, British Columbia has an actuary on the board I think. Do they not Peter? Are you still on the board?
Just off it, okay, and Ontario had John Gardiner at one point. In our jurisdiction in New Brunswick, we have three
representatives of labour, three representatives of employers and one representative of the general public. The mix
is different in each jurisdiction as to who the board of directors are and how they are appointed, but in a general
sense, those are stakeholders.

The governance setup for these entities is that, and I’m always talking because my personal knowledge obviously
is in New Brunswick, so each jurisdiction may have slight differences, slight variations on the theme but it is reasonably
consistent. We all report to the legislature through Cabinet. That means we have a Minister that is in charge of
the department that we report through. The legislation is implemented through a government appointed board
of directors. Now how that board of directors is appointed varies a lot from jurisdiction to jurisdiction. Who nominates
the people to be on the board, who makes the decision, that is quite different from one jurisdiction to another but
in the end the government does the appointments. Usually, the government will appoint who is nominated by whoever
it is that is responsible for making suggestions. We certainly had one situation where there was a little bit of a tussle
and I’m sure it has happened in other jurisdictions as well.

The board of directors is responsible then for the implementation of the Act. They approve policies. They delegate
responsibility to management as they see fit, and that again can vary substantially from jurisdiction to jurisdiction
and can vary substantially from time to time. They provide management oversight and the degree to which they
do that can vary substantially as well. We’ve had, over the years, eras when the board has very much been involved
in micro management and we have the current era where the board does governance at a high level and basically
tells management to get on with doing its job. Some have full-time boards and that’s got to be a totally different kind
of thing. Yeah, I’ve wondered how that works, Peter. The board will determine if and when stakeholder consultation
will occur and I’m thinking here particularly of policies, although one of the functions of the board is generally as
well to recommend to government changes in the legislation if they believe that benefits should be changed. There
are exceptions to that rule. Right at the moment we have a review going on that the board did not determine that
it was time for stakeholder consultation. We have a new government and part of their election plank was that
there would be a review of the Workplace Health, Safety and Compensation Commission. So that is underway at
the moment. Some jurisdictions have a legislative requirement for a periodic review. Newfoundland for instance
has a five-year cycle where they have to go through a legislative review. In our case, unless the government steps
in like that, the board of directors has the right to set policy without doing consultation and a lot of the policies
are approved without formal consultation but it’s left to the board to decide when they want us to go forth and
consult. As a general rule, and there will be differences again from jurisdiction to jurisdiction, the board will retain
the sole responsibility for approving the funding policy, cost allocation, cost relief policy, rate setting policies which
may include experience rating. The board will generally retain the responsibility for determining the average annual
assessment rate, for making that final determination, and the board will make the decision on the investment policy.
The board is generally doing that at quite a high level so they’re getting lots of input on that.

I mentioned earlier that one half of the trade-off, the historical trade-off was that employers fund the system
in return for which they are immune from suit. So the employers fund the benefits through a system of assessments.
The legislation in the various jurisdictions, there is differing degrees of detail on almost everything, but usually the
legislation will be relatively silent or ambiguous as to what level of funding is appropriate, how we go about allocating
assessment rates to different industries or to specific employers. As a result, each of the 13 authorities has developed
its own practices as to how to do that. There are of course a lot of similarities but there are individual differences
I would say in each jurisdiction.

There are some unique characteristics, unique benefit characteristics in particular, that again if you don’t work
in the field, will not be something that you might expect to see. Benefits are subject to change. So I mentioned
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that we have a review going on in our province at the moment. I don’t have any idea what the recommendations
coming out of that review are going to be. It is very early stages. I’ve been away for two weeks. As of two weeks ago
we really had no indication as to what might happen. One thing I can guarantee is that there will be recommendations

for change. You don’t have a review without some recommendations for change coming through. What they will
be, we don’t know, but when that happens, or if it happens through a change in policy, if I was injured 10 years
ago and there is a change to the benefit level, to the benefit formula, it’s very likely if that is an increase that I’m
going to receive the increased benefit level. Not typically the case with a private insurance company. In the event
that there is a benefit reduction which happens less regularly than benefit improvements, there is a good chance
that I’m going to be grandfathered. So we actually did reduce benefits 15 years ago. There was a transition period
in place for that. The expectation was that benefits were going to be frozen for a couple of years and then inflation
would bring people up to the new level and gradually surpass that, and 15 years later we still have some people
who are in the transition phase and in fact, will be 65 before they get to the end. You know, they’ll never really
move on to the new benefit level. So there is a tendency then that people will be grandfathered if there is a reduction
and if there is a benefit improvement they will become entitled to it.

There are no time limits on the claims. Well that sounds like a contradiction to what I said a few minutes ago,
benefits for lost time, benefits stop at age 65. But in fact what I really mean when I say this is that I could be injured
today, I could be off work for six months, be back to work, and suffer a recurrence. That recurrence could happen
two years later. It could happen two weeks later. It could happen five years later, but as soon as I open that claim
I have an ongoing entitlement that could lead to benefits at some point in the future, and that happens a lot. We try
to return people to work. Almost all of our clients are eager to return to work. Sometimes what will happen is that
they think they can do it, the doctor thinks they can do it, and after they’ve been at it for a while they can’t. We’ve seen
situations where it can be 20 years. We had one recently that we found in part of our valuation work where a fellow
had a knee injury, been a bricklayer or something like that, and you know he’d gone back to work, he worked 20 years
but ultimately over time it caught up to him. We were able to medically link that to the initial injury. So 20 years
after he’d been back at work he became a long-term disability claimant. And regardless of whether they are entitled
to long-term disability benefits, short-term income replacements benefits, they are entitled to health care benefits
for life. This is a real challenge as well because at times when you’ve got somebody who is 75 or 80 years old, it can
be difficult to determine whether the condition that they’re being treated for really is directly connected to the workplace
injury. How much of it is due to simply aging and how much of it is due to the workplace injury. That’s a challenge
we have to deal with.

There are also some unique funding characteristics. We don’t have a regulatory agency similar to OSFI. I’m not
sure if that’s a good or a bad thing, but we don’t. Most of the Acts do not include a requirement that a valuation
of the benefit liabilities be undertaken by an actuary. The current practice is I think in every jurisdiction there is
an annual valuation of the benefits liabilities performed by a qualified actuary. In our case, up until about seven
or eight years ago we did a formal valuation every two years and an interim valuation on the other years. I know there
was at least one other jurisdiction that did that, but for the last number of years it has been annual. It’s important
to recognize that there is not a requirement and for many, many years there weren’t actuarial valuations done.

In the private insurance this would be a non-starter, but in our world unfunded liabilities do occur and they
are quite common. If that happens we’re not bankrupt. We do have the power to collect through future assessments
any unfunded liabilities that we have. How that is done again varies very much by jurisdiction, but there is generally
a funding policy that will say here is the target funding level, here is how we’re going to amortize any gains or losses and
how we want to get to our target. In fact, I took this from the AWCBC, the Association of Workers’ Compensation
Boards of Canada statistical measures at the end of 2005, and we’ll just pretend that we can see it. At that point
of the 12 jurisdictions, 5 had funding ratios less than 100 percent, 7 had funding ratios of 100 percent or more.
At the end of 2006, I think we’re going to be 7 and 5 maybe but the other way around. I’m sorry, we’re going to be
either 8 and 4 or 9 and 3, because there is at least one other and maybe two that have exceeded the 100 percent I
think at the end of 2006. That’s all I had to say.
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Speaker Willard A. Ramsay:Thank you, Murray. If you actually could have seen the graph on Murray’s last slide,
I’m with the Ontario board and Ontario was actually the shortest bar on that graph. The good news is that we do
have a structured plan in place to get better and we’re on a road to full funding.

Today, I’m going to talk about what our Committee has actually been talking about for the last month or two
and I’m going to cover specifically three topics, the relationship of assets and liabilities and financial statements,
best estimates for assumptions and dynamic capital adequacy.

Under the assets and liabilities I’m just going to touch on first of all what our current practice is, and that’s
the current valuation practice I’m referring to which is not CALM by the way, and explore the pros and cons of
moving to CALM. I’m going to touch briefly on where international standards appear to be going, and lastly on
what the plans of this Committee are.

Current valuation methods for valuation of liabilities which I think are employed by all entities now, basically
the present value of future expected cash flows. Typically, discount or valuation interest rate is a level amount and
it does not change from year to year typically, it does change periodically but generally you wouldn’t change them
on a year to year basis. The result of that is that this method isn’t directly dependent on investment performance
or funded status.

Should we consider adopting a method such as CALM? CALM would appear to address this issue of the assets
and liabilities not being on a consistent basis. Well, perhaps we could but there are a few hurdles that we have identified.
One is a shortage of, or at least not an abundance of CALM expertise in those practicing in the PPICP field. We view
implementation of that to be costly and time consuming and would probably require a lot of help from consulting
firms. It’s good news if you’re a consultant I guess. These are obviously not hurdles that couldn’t be overcome with
the appropriate allocation of resources.

There are some other things that perhaps are a little more difficult. Most entities have a pretty high proportion
of their assets in equities and a few boards are not fully funded, they’re still building up their assets to support their
liabilities so there is a shortfall. If you watched the CIA webcast of a few weeks ago and could have earned some
CPD credits if you did, but you would have heard there that the international standards, it does not appear as
though they are moving towards a liability value that does depend on the value of the asset. So even if we did accept
CALM, we may have a relatively short period of time where it would be appropriate to use. Our conclusion is that
CALM is not a viable option at this time and we have asked ourselves the question is there an approach similar to
CALM that perhaps could work. Our Committee would like to address some of these things in our standards as
to what is the definition of the market value of liabilities, whether or not our current approach is still appropriate
to use, outline some ways to manage the current approach, you know possibly by allowing flexibility in the choice
of a discount rate which is connected to the fair value of the assets. How that is done, well I don’t know the issue
of a Guidance Note is one possible road that we could go. Perhaps more importantly I think, though, is a plan to
implement moving from where we are today to where we will be tomorrow under the international standards. We also
want to consider other methodologies that need to be considered and perhaps brought forward.

The next topic that our Committee has had some discussion on is best estimates for assumptions. Our current
standards state that you should consider the plan’s policy and within that policy, things such as pricing stability,
short term deviations and equity among generations. In addition, you should also take into account ad hoc indexing
or indexing in general I think, intermittent pattern of benefits due to remission, relapse, as Murray said, claims go
away and come back into our system on a very regular basis, and sometimes we change our policies in regard to
the claim practices and economic conditions can also be a factor. So some things that we are considering providing
guidance on is defining the areas where assumptions are actually required. If it is perhaps appropriate to combine
assumptions in some cases, how to select best estimates and discussion around margins for adverse deviation, if or
when they may be appropriate.

The last topic that I’m going to talk about is dynamic capital adequacy. The first thing is just to describe our
current environment. We’re not actually subject to any solvency standards. We’re not regulated by OSFI, and there
are no specific requirements from the provincial government, and we actually can operate with unfunded liabilities.
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All plans I think have some way of addressing excess surpluses or deficits and even though there aren’t any regulatory
rules around adequacy we are sometimes asked to provide advice on what is an appropriate level of capital. In addition
to that, sometimes we are also asked to do a lot of sensitivity testing around our various risks and how that impacts

funding ratios and premium rates.
So our committee is quite interested in examining or defining what is an appropriate level of capital for a PPICP

and we think this is going to be quite challenging as the views across the country may be quite varied. What type of
guidance should be provided on the subject? Perhaps a change to standards or an Educational Note are two possibilities.
We must remember that all of the entities in this field, they do actually have a funding policy and the actuary must
actually work within that funding policy so even if we came up with some nice formula for capital it may not actually
fit with something that is already in place.

I think we have some pretty interesting and challenging topics. It doesn’t stop here. Gylles will present some
more that are equally interesting. That probably means though that we have a lot of work ahead of us and we of
course look forward to your feedback and input.

Thank you.

Speaker Gylles Binet: Good afternoon. It’s three o’clock. You had a pretty good lunch and according to good
health practice in workplaces you should stand up and relax a little bit before I start talking because I’m afraid you
will sleep. So those who feel ready for that, and Richard would give the example. So just relax a little bit and if you
feel like dancing go ahead and if you dance, I will sing, I guarantee. Now you can sit down and I will discuss my
big actuarial problem that I had actually. It’s the first time I have the opportunity to speak in a room where there
is simultaneous translation. As usual, I have prepared my presentation in English. It’s a big work but I understand
that some of you understand what I’m saying so this is something which looks like English. Next time I will go to
information and take the opportunity to speak French but this time I’m afraid that I will get really mixed if I start
speaking in French with my English notes. I may start talking in another language some other time but this is because
I’m nervous. So it’s not Mandarin, I don’t speak Mandarin.

I have a presentation somewhere on the screen coming and on June 28th we’re talking about the changes of
standards. Okay, my topic, there are three topics which consolidates in a few lines in the actuarial standards and
the question is should we transform those lines into paragraphs or pages. So your input will be very important to
determine our next step.

The first one is the actuary’s role in pricing, what is the current situation. You will see there on the screen what is
written in the actuarial standards. Actuaries advise on the pricing of benefit but only to the extent that pricing depends
on the valuation of the benefits. Of course, this is very limited. This means that our standards apply exclusively to the
benefit component of pricing and it means implicitly that the estimation of the benefit cut in pricing should be
linked to valuation of liabilities which is not in itself a bad thing but which is a little bit restrictive. Why is it like
that? Why is there so little? I think I remember 15 years, or 20 years ago when we started to make those standards
that we were a group of actuaries from a few fields of practice. Actuaries in workers’ comp at that time were actuaries
working in pension and insurance companies and it’s not the practice to say much about pricing in those standards.
So what the predominant view was that pricing, we should not talk about this, but there were actuaries more involved
in workers’ comp who were arguing that there should be something about pricing. So this is a result of a very important
historical compromise between actuaries.

Actuaries play a significant role in workers’ comp in pricing. They participate in the development of funding
strategies and the pricing implications and they participate in the design of rate setting systems, also the experience
rating system. So they participate at a high level, I would say, in the determination of the basic framework of workers’
compensation, but their input I would say is mostly important at the implementation level. Other people than actuaries
can discuss about what are the best funding categories, what should be the rationale behind the rate setting system
and so on, but actuaries I think are those who possess the expertise and knowledge to put into form the results of
the thinking.
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We perceive that the responsibility of the actuaries is to properly apply the actuarial techniques, but where do
the actuarial techniques begin and where do the policy considerations end. This is not always clear. For example, all
boards, all PPICPs in Canada have adopted more or less recently the full funding system. The contributions should

cover every year the cost of injuries that occur and the assets should be at all times at least equal to the liabilities.
However, I would say the technique to manage the funding policy is very different from one board to the other.
Some boards may amortize surpluses and deficits over very small periods or over longer periods. So we observe a
lot of diversity and it’s important, I would say, to make sure that it is clear in the mind of people that while the
definition of funding policies is a policy issue to some extent while its application is a technical issue.

We are aware in the Committee that the situation is not the same in our jurisdiction. In Quebec, the legislation
clearly stipulates that there must be actuarial expertise for the rate setting system. One example, Section 304, discusses
about the rates paid for each charge for each classification unit. There are other sections with more specific parameters
used in the experience rating system. So a statement of opinion is issued by, I would say, different actuaries on the
estimation of expected benefits costs during the year, the overall cost, the unit rates and some parameters of the
experience rating system.

What is the meaning of the actuarial opinion? When an actuary makes an opinion about an expense in rate
setting does it mean that he agrees with the whole system, that it is consistent with actuarial practice or does it mean
that he applies properly the rate setting system that is designed or described somewhere else? Actually, well this may
not be an issue but our Committee will discuss it.

Finally, I would say that the frontier between what is actuarial and what is not actuarial in jurisdictions where
the partners play a role in the determination of those policies, it may be important to make it clear what is actuarial
and what is not because sometimes politicians tend to act as actuaries, but the reverse is more true. Some actuaries
they tend to do some politics when they talk about actuarial things. I’m not talking about anyone in particular.

So this is a questioning to the standard of practice in the specific world of workers’ comp where we have the
chance in Canada. The situation has improved a lot over the last 15 years, but the employers still accept to pay for
the cost of those injuries which is not the situation in all countries. There is as you say reasonable comparability
among the provinces, the jurisdictions. There is a good understanding of concepts. So that’s the questioning of the
Committee regarding the role of the actuary in pricing.

Now we’re going into more I would say detailed issues — future administration costs. What is the current situation,
it reflects the dinosaur society in which we live that if the benefits make no provision for administrative expense
then the report should so disclose. So there was a minimal disclosure.

What do we mean by the future administrative expenditure? Why is the word future there, because we are talking
from the point of view of valuation of liabilities, costs, future administrative costs that are incurred after the valuation
date? I would say for, and I’m not imposing or attempting a formal definition but I would say in a common sense
world, that these are the expenses that would be accrued for administration of accrued rights and obligations of
the participants whose participants are workers and employers. The accrued rights of the benefits to be paid for
obligations are easy to see from the point of view of employers. They have contributions to pay at the valuation
date. When we have systems in which there are refunds or surcharges in the future that depend on the experience
of the specific year then you have costs to be incurred for the administration of those contributions. So I think that
most actuaries would agree on the concept of what are the future administrative expenditures, but when the time
comes for making a specific valuation I think that there may be different views. For example, if we make a valuation
of liabilities under a wind-up or closing assumption, some actuaries may argue that the manual overhead will not
be incurred any more while other ones would say well when the business is closed will the board will operate differently
so that the administration, I’m pretty sure, will be smaller. So we won’t get into those today but this is a question
that can be raised.

The situation has changed dramatically over time. Now our workers’ compensation board and also the SAAQ
include the future administrative liability or reserve in the balance sheet. In 1997 only five boards included such
administration expenditures. Why has it happened?. A few numbers for you. This is an issue of administrative
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expenditures over benefit liability. This is a ratio that is useful to analyze whether there is a very wide or narrow
range of resources in the country. At some point in time the CFO of workers’ comp have experienced concern because
they had the feeling or they had I don’t know what, cocktails or meetings where they were told to have a look at

what the actuaries did. They made a survey and they had realized well it’s not that bad. So this I would say is not
a big issue. According to what we observed, there is no challenge or misconduct or extravagant range of practice.

Anyhow, to continue. Okay, to make it a little bit more illustrative, I have put a few ideas on the slide that
are the main steps of the calculation of liability in Quebec. So I will go through one by one in 45 seconds.
Administration costs are split in four categories. First, claims management, financing, collection contributions,
prevention programs and inspection, and general expenses which is overhead. In the claims administration, only
two types of expenses because they are incurred beyond the contribution year. Financing expenses which are the
expenses incurred for the collection of contributions or statements or refunds or collection of surcharges to employers,
but this is spread over very few years after valuation. So this is the basic framework. And as far as claims administration
liabilities are concerned, we applied a percentage to benefit liabilities which is not the same by type of benefit because
some benefits are costly to manage and other ones are less costly. What is important in the methodology is the
relationship between those percentages. What I mean is balanced and adjusted every year according to experience
and to projections, so this is a nice formula that works. As far as financing expenditures are concerned, they are
calculated based on resources needed for follow up after contribution year which is the result of a very refined analysis.

Okay, we have the feeling, but it’s not clear given the information that I label in the financial statement that
there is some diversity in both practices regarding the administration costs to be considered. I would say that most
important is the issue that can be put on the table is how do you disclose this in the financial statement. We know
that administrative expenditures are a sensitive issue. The boards understand about the budgets so they have some
kind of control on this and the public also recognizes the level of such expenses. So there is some pressure on
boards to limit these expenditures as much as possible. I would say that maybe a reaction to this may be to, well
if we can identify some cause that can be associated to benefits let’s do it so we show less administrative expenditures.
So we observe that the disclosure of benefits of claims administration activities is sometimes disclosed with benefits,
sometimes separately in financial statements. So there is a question there, should we address this issue with an actuarial
standard and first is it an actuarial issue or an accounting issue. I would not like that one day someone would say
that the actuary is very good friends with the Board of Directors and they contribute to hiding costs that should
be disclosed separately if this is not justified by the practice. So what is the actuarial practice in this? What should
be the practice in that respect in our field?

Okay. So the issue to be addressed in the standard is clear. Now that all boards have put in their balance sheet a
liability for this, I think that the standards of practice, it seems that the standard of practice should follow. And if you
like that they should be included and probably to avoid that misperceptions regarding the methodology that I used
actually for the calculation of such liability should not lead to doubts about the actuarial profession. It would
probably be a good thing to make an Educational Note that would discuss the practices and what is good and what
is not.

Regarding future administration costs, the practice, I would say that the situation has evolved in the boards
in such a manner that now it’s clearer what should be the practice but again, is it actuarial or not?

The last issue that I will discuss about is future occupational disease. I’m sorry for my friends on SAAQ, I think
this will be of less interest to them, there are no future automobile diseases. You see what is included there. The
benefit liability make no provision, same approach as for administration, for administration or forfeiture claims
arising from latent occupational disease. I think that the title, the intention of our paper is to discuss about latent
occupational disease, long latency occupational disease because there is an issue when the occupational disease
occurred. All boards include in the liabilities the present value of benefits to be paid to workers who suffer from
an injury, but the intricacy regarding long latency is should we include in our liability something for any occupational
disease that requires exposure of more than one year to be incurred? For example, if it takes 20 years to develop
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cancer, well after 10 years the people that we think are going to have cancer, we should put in a liability which in
my view is a very significant extension of the concept of full funding. This is really a big change.

Okay, so what are we talking about is occupational disease, that exposure to risk has occurred but symptoms

have not yet appeared. Those workers you may be unaware of any exposure but ten years from now some of you
may be able to demonstrate that they have been exposed in their workplace and then the board will recognize it.
This is the second element, the causal connection not yet established but exposure has taken place. This is another
issue. We may have some diseases that have occurred but the relationship between the exposure and the disease is
not demonstrated and sometimes a very good doctor makes a study into the epidemiology and demonstrates that
there is a causal link.

So what is the practice now? We have very nice diversity in Canada. We are talking about multiculturalism
in Canada, so that’s it. Three boards have liabilities, two have reserves and seven have nothing. Well this is not a
big public issue, nobody has heard of this, the newspapers are not interested in it but maybe sometime, someone,
somewhere will get this and then say what is going on in Canada about this, especially if an accountant decides to
draw attention to the issue.

So for future occupational disease claims, the first question is, should such a reserve or liability be included
in the balance sheet. Is it an actuarial issue, an accounting issue, a governance issue, what is it? Whatever is the answer
to this I think that we’ll look at this issue. What are the characteristics of a method consistent with acceptable practice?
If we are to put on the books liabilities for workers that are being exposed to risk, then we need to get information
from the doctors to know for such disease, how long does it take to make the worker disabled and so on. So it’s
not really easy, I would say, to make a proper method but let’s say that the actuary is a smart guy and he can do it.

But another question is whether such a reserve or liability consistent with the impact of prevention programs?
If we accept those workers that we know have been exposed to some risk in the past, some contaminants and we
know well those guys, 50 percent of them in 10 years from now will get cancer, so let’s make a reserve for that. Is
it sound to think that some people now working in workplaces are exposed and you have 50 percent of them may
have incurred [a couple of years of exposure and a few years from now] they will get the disease. So this is the kind
of thing that maybe I would say that we have to correlate these costs with the people in prevention and when we
make assumptions if we have properly understood this kind of thing. More importantly, because some people
have thought, and this is the feeling of some employers, that these kinds of reserves or liability is a way for the board
to justify to get more money in their assets, to have more to invest and if there are bad years then well we will use
that money so that it makes the financial situation is better. So there is some perception by people that it can be
the real reason why some boards do that. This is not an accusation; this is something that I heard sometime. What
would be a good practice to avoid these kind of misperceptions? I would say that those boards that put in their
books such reserves or benefits should clearly state some way in their notes to the financial statements, who funds
that reserve and how the money for that reserve is used to pay for benefits. Otherwise, the feeling is that well when
there is a good year the appropriate funds to make such reserves or liabilities and when there are bad years they
will use them arbitrarily maybe. This is a personal thought more than the thoughts of the Committee. So how
should the Committee address the issue — by a Standard of Practice, Educational Note or both? Well we’d be happy
to hear your comments.

My conclusion is that you will see that in the topics that I have addressed, one question is there all the time.
Where does the actuarial expertise begin and where does it end? Many of the issues that have been addressed here
are in the playground of actuaries and accountants and sometimes of stakeholders who have to make decisions. So
maybe the actuaries would gain in being more proactive than passive in that regard.

Thank you very much for your attention.

Moderator Williams: Now we’ll open the floor to a combination of questions and discussion of presentations and
comments regarding anything we’ve looked at and are there other issues? We’re fairly early in the process, maybe
just any of the questions you have we won’t be able to answer other than look at them.
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Mr. Jean-Louis Gauvin: I’m wondering what are these for yes or no, because you have two microphones here, unless
this one for English and the other one for French so I move back and forth. It is interesting to hear the presentations
but my comments basically are on the documents that you sent us a few days ago and I suppose some people didn’t

have the time to read it. So you’re asking for comments how to establish standards. The standards are for protection
of the public obviously and one of the first questions I found out that you were saying that our 13 schemes in
Canada that are subject to standards, well there are two more schemes in Canada that are very similar. One is in
Manitoba, run by MPIC. The other one is run by SGI. They are not named in there. I am finding it odd that we
establish standards and we left aside some existing schemes as these unless those standards apply only to those who
wish to have those standards or not. I was told that the two schemes are being certified by P&C actuaries. I would
like to remind that the actuaries who are recognized in Canada are Fellows of the Canadian Institute and if we have
standards they should apply to all of those. In the P&C standards I didn’t see anything about standards for the type
of scheme you’re talking about. Basically I think one of the challenges that you’re facing is that the diversity of the
schemes, you know the governments varies from one to the other, the financing approach varies from one to the
other and the stakeholders are also different. In the SAAQ, which I know a little bit, the stakeholders are actually
the public while in most workers’ compensation operations, it’s basically the employer who pays the premium so
you have a smaller stakeholder base. When everything is open in the public it’s a little more difficult to arrive at
something that is acceptable.

The other comment is, the other challenge is, what is going to happen when the international standard comes
in. If I understand correctly, it means that the asset will be on the fair market value and the liability on a no risk
basis. Whether this should be applicable to a monopoly like the scheme you have is a big question mark. In my own
view, the schemes that we have in Canada need specific standards that are different from what you have in private
enterprise. They don’t have capital requirements even if some of the boards ask how much capital we should have,
well basically my answer is that in Quebec the SAAQ has, how many Marie Claude, six million policyholders. We have
no choice than pay the premium that we charge. That’s more capital than anybody has in any insurance company
in this country by the way. So it’s not going to be easy. Some of the issues were related. Basic issues are what kind of
reporting and what roles do actuaries play in those. I remind you that there is at least one jurisdiction that requires
an FCIA, it’s in Quebec. I don’t think there are others, Quebec requires it. I was stunned this morning at the meeting
on solvency requirement and they said that what is moving ahead is less and less actuaries being involved in valuation
work. I hope that in this case it is more and more actuaries that are involved. This probably goes against one of the
things that surprised me. On page five you see that the standard “il ne coûte pas trop cher, qui n’est pas trop long
à mettre en oeuvre”. Standards should be such that they don’t cost too much to establish and take too long. As an
actuary, I find that unacceptable that the first principle in the established standard is that they be cheap and easy
to establish. Standards are standards and I’ll finish by saying that in my view, some of the schemes, what they need
is a stochastic approach on a long-term basis and this will require a lot of work to develop.

SpeakerWilliams:Very good comments, I guess … You can’t hear me, is that better? You mentioned two jurisdictions;
I say jurisdictions but two organizations which were not covered by our standards. I’m not terribly familiar with
them, but I know in the past that we’ve looked at certain things and one of the key things has been personal injury
versus personal injury and other things, so it may be that they’re not covered because they have other things that
are involved. I honestly don’t know. One of the issues I think we fight is the P&C people believe that we should
be following their standards. We don’t believe so because they are significantly different, but I don’t that that’s ….

Mr. Gauvin: Well SGI I know pretty well because I was one of the authors of the scheme over there. Obviously
they do have property damage, but they have a trust fund for bodily injury and it’s a trust fund for bodily injury
but it’s exactly like what you’re running intohere. Now there is another difference. In Saskatchewan, the population
now has a choice to remain under the tort system, or to be covered under a no fault system. The latest news I had
was about two years ago, less than 0.5 percent of the population, probably all the lawyers and their families, had
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remained under the tort system, and 99.5 were on a no fault system or an accident benefit system. So yes, these
schemes do have other things but the part that is what you call PPI or whatever, is exactly what we’re talking about.
So if we have standards they should apply all around for the same type of benefits. Obviously, you don’t want to

apply those standards to property damage, to automobile, car or offenders because your time limit to solve it is
about 45 days.

Mr. Don Palmer: I’d like to respond to that. My name is Don Palmer; I’m chief actuary of Manitoba Public Insurance.
There was a debate when we went to the personal injury protection plan in 1994, what standards we were going to
apply. As you mentioned, because we have other parts of our program that the physical damage still covered liability
for accidents outside of the province, we didn’t want to fall under two standards so at that point in time we said
the property casualty insurance standards will meet our needs. We have been fully funded under the property and
casualty industry standards and I think that’s where we prefer to stay.

Mr. Rob Hinrichs: Rob Hinrichs. I wanted to make a comment on future occupational diseases, and I think a lot
of this depends on the definition of what a claim is and when we think about an insurance environment, a claim
doesn’t arise until an actual occurrence of it has been reported. We get into a little bit of a slippery slope around
future occupational diseases if we start to say that these are exposures in the workplace that haven’t been formally
recognized nor priced in our system and yet some of them may eventually become claims in our system. I think
we need to be aware that we do hold provision for incurred but not reported claims so we’re not deficient in that
respect, but as far as future occupational diseases if we haven’t properly funded them in the system then somebody is
going to fund them after the fact and that becomes a conundrum for us under issues about generational equity
among employers that have been responsible for those claims. I think that’s an issue that we need to really get really
clear on, what is the definition of an occupational disease. I’d also like to say too that just for everybody’s education,
in Ontario we just had recently legislation introduced for firefighters and I believe four other provinces already have
legislation for firefighters for occupational disease and that legislation was made retroactive to 1960. That is a
huge issue for us if we get on this slippery slope of future occupational diseases where we may be perceived as already
providing for those things and indeed we haven’t provided for them retroactively from a legislative perspective. So that’s
a real challenge for us in this system.

Moderator Williams: One other comment.

Mr. Rob Hinrichs: The actuary’s role in pricing I would agree is pretty limited in the current standards, but I
would almost like to see, and I just go back to I think it was Murray’s comment, and actuaries are not required to
sign except in Quebec on a valuation standard and is it legislated or not is not the issue. I think what we’re now
seeing and of course where we need a lot of actuaries in workers comp in any of these areas is because the auditors are
now driving us to provide peer review to do the things proper that we do in valuations. So whether it’s in legislation
or not is maybe not really the issue, it’s just having qualified people in order to make sure we have statements that
are not qualified, I think is the real issue there. But I’d like to challenge the association or the CIA. I think that we
have roles for actuaries going beyond just pricing, the narrow field of pricing. Capital adequacy was mentioned
earlier, but I think in the funding issues we’re facing, particularly in Ontario, but also in other jurisdictions where
they now have a fully funded system, they have other issues which are probably much different than what we face
in Ontario because we have a single focused issue, we’re trying to get our funding up. When you get your funding
above a certain level then you introduce a whole bunch of other ranges of possibilities in areas where actuaries can
play a meaningful role in this. So I would like to see us kind of go before our legislators or whatever and say that
the role of the actuary is very important in this field and it has to do with not only costing benefits, making sure
that they get cost statements in place that we play our role, a very meaningful role. It is subject to some political
influences but still there is a tremendous role for actuaries to play in clarifying what the pricing role is. That we
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have solvency issues that are at stake now and also we need to be very clear in how we report these things back to our
public because they are scrutinizing our financial statements and our actuarial reports and it’s not a good reflection
on the Institute if we don’t have a really clear policy around our standards of practice. So I’d like to kind of see the

standards of practice kind of evolve into something that can be more meaningful as to take us forward into the future.

Mr. Peter Douglas: Peter Douglas. I had a question. You talked about generational equity and I’m wondering if
you had considered the equity between the various rate groups within a current generation. I know within our
group certainly at certain levels at the board they believe that every group is paying for the cost of their own bene-
fits and there is no subsidization of one group to another, but on a shorter term basis that is not the case. Has your
Committee considered looking at that?

Moderator Williams: Simple answer is no. My experience is the tendency is that that is not necessarily left as an
actuarial issue. We can give advice but should there be some cross subsidizations and that kind of thing that tends
to be more of a management, board type question.

Mr. Peter Muirhead: It’s Peter Muirhead and I guess I’ve got one comment first to Gylles. You talked about all
the occupational diseases. You had seven boards that provided nothing in there. I think there are a lot of boards that
do have a provision in there to the extent that those occupational diseases have occurred in the past, so as long as
those occupational diseases continue to occur at the same rate that they have been, that’s already included in many
of those valuations. It’s not explicitly stated but I think that when you are working through that occupational disease
issue, be cognizant that many boards do have implicitly in there something already for those occupational diseases.

Second was to underline what Rob had talked about, future goals for actuaries. Certainly when you get these
new international accounting standards, even with the current ones, I think many boards are starting to put out
five and ten year projections and that there is a real role for the actuaries in there to articulate what base assumptions
have been included in there so that the readers of any of those statements do get a true picture as to where the risks
are. We are in the business of trying to manage and articulate where the risks are, and that’s an excellent opportunity
to do that and be seen by the public for providing that risk analysis.

U-F:Annette Seage(ph) I wonder if the Committee considered whether additional guidance material whether standards
or Educational Notes would be useful in guiding the content of actuaries’ reports, what should be disclosed? Should
be we be doing more in that area?

Moderator Williams: Again, I think the simple answer is no. Sorry, let me think for a second.

U-F: Maybe I could make another comment in the meantime. There was a research paper that came out recently
about what the content should be of actuary’s pension valuation report, which I think is very useful. You know it
provided a lot more guidance than what had been there in the past and I wondered if the same kind of thing
would be useful for a workers’ compensation report.

Moderator Williams: I guess, like I say, the answer is no we haven’t, but at this point we are very early in the stage
so I think it’s something that we certainly can put on as one of the issues.

Speaker Binet: I’d like to say a comment on Peter’s remark regarding the question of disease. Well, maybe you
have more information than I have but I can confirm that as far as Quebec liabilities are concerned, we have no
implicit provision for occupational diseases. The diseases that we recognize in our statements are those that have
been reported. Of course at the end of the year we also have those incurred but not reported but this applies to
those that would be reported for example in the months of November and December but not in January next year.
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So I would say my assumption about those boards that do not have specific reserves on occupational disease is that
they don’t consider the accrued liability of those diseases that are being accrued by the workers in workplaces that
are exposed to contaminants. But this should be investigated. We can talk a long time about this. I would like to

come back to Peter’s remark regarding equity among groups of employers. Well this is exactly one of the issues that
we think it’s important to clarify that the degree of equity of a rate setting system can be measured by actuaries
but is not in itself an actuarial decision.

Moderator Williams: I think the time for this session has come to an end so I thank you all for your participa-
tion and listening closely. Thank you.

(applause)

End of session.
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