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Moderator Denis Ricard: Bienvenue à la session sur les Normes de pratique consolidées pour l’indemnisation des accidents
du travail. Je suis le modérateur. Nous avons deux candidats de qualité aujourd’hui: Ken Clark was present at the creation of
the Institute’s standards of practice in 1978 and has been involved with them one way or another ever since. He expects to
retire from standard-making well before this century ends. Our second speaker will be Peter Muirhead, who is from Vancouver.
He works two blocks from here and can act as a tour guide for anyone who is interested. Peter has been on the Committee
on Workers’ Compensation for three years and has seen the standards of practice document evolve during that time. He has
been working with both the Yukon Board and the North-West Territory/Nunavut Board for about eight years. The Committee
on Workers’ Compensation has good mix of actuaries and so there is representation by region and size of boards; both internal
and external actuaries; and actuaries working for the boards and those who work for businesses that are self-insuring their risks.
The committee’s mandate has been expanded to include other monopolistic insurance programs, and so it has representation
from la Société d’assurance automobile du Québec (SAAQ) as well.

I invite Ken to begin.

Mr. Kenneth T. Clark: At the session this morning, I learned two things that made me very happy. Randy Dutka promised
that his reorganization of the Institute will enable us to get things done more quickly. He did not say what things he had in
mind, but I will give you only one guess as to what went through my mind as he said it. The other good news came from David
Bond – his comment about longevity. I had been worried that the development of the Consolidated Standards of Practice (CSOP)
would still be pending when the time comes for me to “cash in my chips.” En français, tout le monde sait, « cash in my chips »
c’est-à-dire « creuver ». However, it seems that I have about 25 years to go, and can, therefore, hope that I can put this project
behind me and can concentrate on the real business of being old, namely putting a strain on our health care system.

You have two documents before you. One is a large one and it is the general standards, a discussion draft issued a few months
ago. As well, you should recently have received – I did not because I have been travelling and expect to find it in my in-basket
when I return to Toronto – a discussion draft of the practice-specific standards applicable to workers’ compensation, or, as we
now are calling them, “public insurance plans.” The consolidated standards, then, consist of general standards and practice-
specific standards.

The general standards deal with the issues that affect the work of all actuaries. This means taking an engagement and keeping
it, materiality, approximations, control of work, documentation of work, subsequent events, using the work of other persons,
review of the work of another actuary, conflict between accepted actuarial practice and what the law wants or what the client
wants, selecting assumptions, and reporting. The general standards, then, are what you get when you ask an actuary to do
anything, whether it be to value liabilities, to price a product, to assess the viability of a financial institution, to decide what
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needs to be contributed to a pension plan, and whether the work involves pensions, current benefits, private insurance, or public
insurance. The general standards provide the credibility which attaches our whole profession to the work of a small segment
of our profession. For a small segment of the profession, you can read “actuaries in workers’ compensation practice,” for their
number is tiny, although their responsibilities are enormous, having regard to the big box involved and the importance of the
benefits to injured workers.

The practice-specific standards – the little document that you received a week or so ago – deal with issues that are unique to
a particular practice area. For the most part, the practice-specific standards narrow the range of what would be considered
acceptable under the general standards. For example, in workers’ compensation, there are issues like pricing stability, smoothing,
and intergenerational equity, which affect the selection of assumptions but don’t have to be thought about in most other practice
areas.

We live in an era of impoverished government. We live in an era of privatization, of complication, of financial turbulence. We
live not in a global village – because, at least in a village, everybody knows everybody else – but in an international economy
where no one knows anyone else and everyone is controlled, more or less, by an unknown someone else. If you are a liberal,
then you hate all this. If you are a social conservative, you think this is great stuff. If you are a fiscal conservative, then you
think that some of this is okay and maybe the rest isn’t. Now, what does this philosophical diatribe mean for actuaries in workers’
compensation practice? No one can predict with complete confidence what will become workers’ compensation, but we can
predict with some confidence that it will change, and change in a way that increases the demand for the work of actuaries and
which makes the actuaries’ work more difficult.

On the table, we now have the draft practice-specific standards for workers’ compensation plans, which, as I said, we are now
proposing to call “public insurance plans.” These standards will also apply to the public auto insurance plan in Québec (la Société
d’assurance automobile du Québec, or SAAQ). These standards are not long; they are barely a half-dozen pages. But they capture,
I believe, the essence of our present consensus, and they provide a platform for evolution. What that evolution might be, who
knows? They may become more detailed to include, for example, guidance on pricing, or guidance on assessing a plan’s financial
condition – or dynamic capital adequacy testing (DCAT), to use the private sector insurance term. They may be extended to
other public insurance plans. They may be amalgamated with the private sector insurance standards, especially if worker’s
compensation is privatized.

I shall express a personal wish that they will provide, someday, for standard reporting language, which will enable a concise
and consistent reporting by actuaries in financial statements. We had provision for standard reporting language in a committee
draft, but the practice committee felt – probably correctly – that it introduced too much change and should be left to future
study. We have, however, a flexible platform to respond to external stimulus and our internal initiative.

I do not propose to go over what is in these two sets of standards. I assume that you have glanced at them, at least. This
concludes my formal remarks, but I hope that there will be a discussion in which I can participate with you afterwards.

Mr. Peter M. Muirhead: I will not be nearly as formal as Ken was. And I hope that there will be a lot of feedback from you
regarding what is in here. I can talk a little bit about the discussions that took place around our very small five pages of practice-
specific standards. But I think the one question that a lot of people might have will be, “Why is the SAAQ in here and not
the other provincial insurance plans like ICBC?” The answer is that the SAAQ involves only injury claims, and that is why it
has been included. ICBC and the others have a lot of property damage claims, and, right now, those are not part of these
standards. I believe we have written this broadly enough to hit the conceptual standpoints and maybe it could be expanded
to include some other plans or some other companies, but these are not incorporated into these standards at the present time.

The biggest difference, I think, between what is covered under the CSOP on these plans and what is included in private insurance
is the one point under the valuation benefit life liability and the assumptions in it. What drives the workers’ compensation boards
is not really solvency because they have a monopoly, and, as such, have the ability to make up any shortfalls. So, the driving
force is to ensure equity amongst the various generations of employers. This is quite different from what a private insurance
plan would be focused on – they are always going to be focused more on solvency. I think that would be the largest differentiation
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between the workers’ compensation plans (or, now, the public insurance plans) and private insurance plans. In our discussion,
most of it focused around the standard reporting language of the external user’s report. We wanted to provide a framework for
all actuaries that would allow them to make all the points they thought were important in any actuarial certification. That is
why we have written it the way we have.

I guess with that background, we are ready to entertain any feedback, and answer any questions on how we got to where we
are.

Moderator Ricard: Thank you, Peter and Ken. Je vous encourage à venir au micro et venir poser vos questions. C’est important
pour les gens des différents comités d’avoir la rétroaction des membres de l’Institut parce que souvent on se pose la question:
est-ce que la proposition qui est là est bien acceptée par les membres? C’est important pour les gens qui sont dans les différentes
commissions de bien le savoir. Personnellement, en tant que membre du comité d’adoption des normes de pratiques, avant
qu’une norme ne soit adoptée comme norme de pratique, il doit y avoir un consensus parmi les membres, et une façon de voir
le consensus est souvent à travers la rétroaction qu’on obtient dans nos différentes discussions.

So, if you have comments or opinions, now is the time to state them. I ask that you tell us your name whenever you use the
microphone. Ask your questions of either Ken or Peter.

Ms. Nancy A. Yake: I have a couple of questions. First is regarding the name of the standard. I can understand why we have
changed the name from “workers’ comp” to “public insurance plans,” but I am wondering if that is a little bit misleading.
Certainly, if you read the detail, you can see that the extra plan we are picking up is the Québec auto insurance, but someone
looking at the name may think there are a lot of other things included. It is just a little bit misleading, and maybe you could
comment on that.

My second point is that, for some other boards, solvency is becoming a really important issue. Maybe the world is changing
faster than we can change our standards. So, if some other boards are looking more and more like insurance companies where
solvency is really a key thing, maybe you could comment on that.

Mr. Clark: Well, we felt we had to change the name from workers’ compensation since it applies to la Société d’assurance
automobile, which is not a workers’ compensation system. Also, we expect the standards to be extended to other similar plans,
and so we needed a new name. We went through two or three, I think, before settling on “public insurance plans,” which seemed
to be reasonably descriptive. I agree with you, Nancy, that it could be misinterpreted by someone who reads only the name,
and I don’t know what to do about it. I was expecting, of course, that you would provide us with an alternative, more suitable
name. Feel free to take the floor afterwards.

The other aspect of your question was about solvency. Peter, I am willing to keep talking, but why don’t you have a go?

Mr. Muirhead: I think a lot of insurers, a lot of plans, are now looking more to solvency issues. I think, as that evolves, there
may be some movement to bring these private and public plans together, but the focus right now – maybe not on all but on
many of the workers’ compensation boards – is to try and focus on the intergenerational equity issues. The problem with
solvency issues pertaining to public insurance plans is that there are a lot of things that can change that would be outside the
plan’s control. In many workers’ compensation boards, the Act can change and change retroactively. That is not something that
you would generally get in the private insurance market. So, we try our best to anticipate as many things as we can.

There are a number of issues that are different, as Ken alluded to earlier. DCAT might be part of this, and when that starts
becoming a norm, that will become part of the solvency issue. There are some other issues, such as whether the valuation
includes expenses – future claims adjudication expenses – or not. The problem we have in that sense is that we have to be a
little bit careful in putting standards together in the public insurance marketplace. For many of these, the regulator is the
provincial cabinet. If the will in Ontario goes against that – if we push too hard – I think some of the provinces might say,
“We don’t need actuaries.” So, we can’t push too hard. What we have said is that you must disclose whether you use them
or not, and I think that is completely fair.
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All the plans with which I work incorporate the claims adjudication expenses in them, but I don’t think our standards should
require us to do that. For some of those differences, maybe things will change as we go forward, but, at the present time, I
still think that the focus (coming back to your point) for many boards is to try to manage the intergenerational equity as
opposed to insurance solvency.

Mr. Clark: I think your point, Nancy, is a very good one. If the trend does continue towards a greater emphasis on solvency,
then our response should be to amalgamate the standards with the private and public sector standards to enable us to have
some kind of real structure for the standards. We can say to the actuary (this is not the standard language that I am going
to cite; it is just the concept), “Judge your plan on a scale of one to ten. One means that it is utterly oblivious to solvency;
it is concerned only with things like intergenerational equity. Ten means a commercial insurer.” Now, if it is one, do the
valuation this way: you think a lot about the aspect of smoothing and equity in setting assumptions; you don’t worry if the
thing is not completely funded. If it is a ten, then you have what we have in the private sector things: if it is only partly funded,
the actuary has to report on the consideration of intergenerational equity. If it is a five, you do something in between the two.
If it is a three, you do something between a one and a five. We can write our standards to gear to all, or any, situation. I think
that is a significant exercise in draftsmanship, but I think we now have the platform, the structure, to enable us to do that quite
quickly.

M. Roland Longchamps: Just to have some precision regarding the self-insured business, you said, “The public workers’
compensation system including its self-insured elements….” Do you mean by that, it is to cover the part of self-insured business
whereby, if employers can’t pay, the workers’ compensation will have to pay? It does not include the valuation that an actuary
must do for self-insured employers. Is my question sufficiently clear?

Mr. Muirhead: Are you asking what these standards mean for self-insured employers?

M. Longchamps: We know that, in the U.S.A., there is a lot of pressure by accountants to force employers to include those
liabilities in their financial statements. It is not yet the fact in Canada, but we have heard a lot about this. To include the liabilities
for employers, we will need an actuarial valuation. I understand that these valuations are for public insurance and not for self-
insured employers.

Mr. Muirhead: If you are acting as an actuary doing a valuation for a self-insured employer, these standards would apply, but
there is nothing that requires the employer to ask an actuary to do a valuation.

M. Longchamps: As Nancy said, for public insurance plan, it is not a problem of solvency, but there is the problem of an
employer disappearing.

Mr. Muirhead: I don’t know how all the provinces and how all the jurisdictions handle self-insured employers. I know that the
Province of B.C. requires that, for their self-insured employers – with some exceptions, such as the provincial government –
the Workers’ Compensation Board of B.C. holds a liability for those self-insured employers. They also hold an asset in the form
of a letter of credit from the self-insured employers. So, those are valued, and they do tell the self-insured employers what that
liability is and what the letter of credit has to be for. I don’t know what other jurisdictions do.

M. Longchamps: In Québec, we do not yet include the valuation of the liabilities and assets, but if an employer fails to pay,
the board will pay and we will be able to charge all the self-insured employers. So, we also have a letter of credit to back those
liabilities, but I know this is not the case in every province in Canada. There are some provinces where the board is not liable
for the self-insured benefit.

So, there is a problem for an injured worker with a self-insured employer. If the accountant asks self-insured employers to put
the liabilities and the assets in the financial statement, they will need an actuarial valuation just like an insurance company.
Those standards of practice are for public insurance, but actuaries will use the standards of practice to value the liabilities for
a self-insured employer who is not covered by the workers’ compensation board if the employer disappears. It is a question
between Canada and workers’ compensation as to whether we must include those liabilities in our financial statements. In B.C.
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and Québec, this is our responsibility as the last resort, but it is not the same everywhere. In Ontario, they told us that the
board is not liable and there are a lot of self-insured employers in Ontario.

Mr. Muirhead: What you have in Québec is a contingent liability. You don’t really have a liability until such time as the employer
has been bankrupted, and then you have the full liability. The standards were not detailed to a level that tells you exactly what
and how to value that. The guidance you can take is, in the valuation of the benefits liability, your assumptions will take into
account the policy for things like pricing stability, intergenerational equity, and the treatment of all the others. Since you have
the ability to surcharge all the other self-insured employers in the event that one of their brethren becomes bankrupt, you do
have a hook in the ability to charge those other employers. I think you should have a policy as to what you are going to do,
and then do a valuation based on whatever that policy is.

Mr. Clark: May I interrupt with a question of my own? Peter, did you say that you believe these standards would apply to
an actuary’s valuation of the liabilities of a self-insured employer?

Mr. Muirhead: Yes, they would if the actuary were hired by that self-insured employer to do a valuation.

Mr. Clark: That is not my understanding. We have no standards for that situation, although some are emerging from the
Committee on Group Insurance. They produced a draft of standards a few years ago, which never went anywhere. I don’t think
it was ever distributed to the membership. They are proposing, now, to bring over standards for the actuary’s work for a self-
insured benefits plan, and I really see no fundamental difference between the self-insurance of workers’ compensation benefits
and the self-insurance of medical care expense benefits. To say that these are applicable to that kind of work surprises me.

Mr. Muirhead: Nancy, you were part of this. Is it your understanding that these would apply to self-insured employers?

Ms. Yake: I think, historically, when we were looking at funding for a self-insured employer, we did use these standards. I think
they were intended to apply. But now, we are into a world where there are accounting standards, and we obviously have to follow
the Canadian Institute of Chartered Accountants (CICA) when we do our accounting. It is a case of having things evolve faster
than we are changing our standards, but it is a good point. I think we need to be clear about what this applies to.

M. Longchamps: My understanding is the same as Ken’s. These are standards for public insurance. If a valuation is made for
the financial statements of a self-insured employer, I don’t think these are the appropriate standards of practice. These standards
are valuable for workers’ compensation to value the self-insured part of the business that we back in the last resort, but are
not adequate for self-insured employers for their financial statements.

Mr. Muirhead: We will get back to you and clarify that.

Mme. Anne St-Martin: Je représentais le Québec sur le comité. Ma question s’adresse à monsieur Clark. Vous avez parlé du
standard reporting language, qui avait fait l’objet de beaucoup de débats pendant nos discussions. On avait eu une proposition
au Québec parce qu’on trouvait votre proposition un petit peu trop limitative mais on se disait « pour avoir un paragraphe qui
disait les choses, les trois ou quatre éléments qu’il faut absolument avoir » mais on pourrait également avoir d’autres
paragraphes où on aurait pu expliquer certaines choses qui s’appliquaient à nous en particulier. Cela ne semble pas avoir été
retenu et je me demandais si vous savez pourquoi.

Mr. Clark: Je dois vous demander de parler plus fort.

Mme. St-Martin: I could try to say it in English, but I don’t know how it will sound. It is about the standard reporting language.
I am a member of the committee with Peter. In Québec, in fact, we had the most opposition to that section of the report because
we thought it was too limiting. So, our proposition was to include it as it was written in the first proposition, and as the
Committee on the CSOP wanted to do, but we wanted to be able to add some paragraphs so that we could explain it in more
detail. However, it wasn’t accepted and I don’t know why, and that was my question.

Mr. Clark: I was not aware of this proposal and so I cannot answer your question.
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Mme. St-Martin: We could have stated that the standard reporting language should contain at least the following statements
– blah, blah, blah – but it could also contain other things. There seemed to be big opposition from the CIA Council. I don’t
know why, but you must remember it.

Mr. Muirhead: I thought they listed things that should be covered at the bottom. It also said that it should be detailed enough.
It didn’t exclude what you wanted to do.

Mme. St-Martin: Yes, it did. That is why the standard reporting language was excluded from the report.

Mr. Muirhead: The first draft that came out did exclude those things. This draft doesn’t.

Mme. St-Martin: No, it is not dealt with. There is nothing on standard reporting language in this one.

Mr. Muirhead: No, we don’t have a standard reporting section any longer. So, since it is silent on that subject, it is not
restrictive.

Mme. St-Martin: Why did we have to exclude that section? It is because the CIA didn’t want us to say, “…should at least contain
the following statements in the financial statement”?

Mr. Muirhead: I do remember there being a standard reporting language section, and you were very opposed to having it because
you wanted to include a lot more information than was there. And so, the standard reporting language section that was restrictive
has been removed and all the restrictions have been removed. So, I apologize. I don’t see what the problem is because now
the restrictions aren’t there.

Mme. St-Martin: Mr. Clark said that he hopes we will have a section on standard reporting language someday. The problem
is that we don’t have it at the moment. If we want to make some kind of decision with which everyone would feel okay, we
must seek some compromise.

Mr. Muirhead: Is your concern that we might get back into this in our standard?

Mme. St-Martin: Yes, because Mr. Clark said that it is one of his wishes. I want to make him happy.

Mr. Clark: I hear that by making me happy, you may make yourself unhappy. I inferred from the dialogue between you and
Peter that you wanted quite a long standard reporting language section. I believe that, if we are to have standard reporting
language – and I am a strong proponent of it – it should, first of all, be standard, and, secondly, it should be short. By “standard,”
I mean that it should be standard across lines of practice and not standard within a line of practice; by “short,” I mean short.

It seems to me that the standard reporting language, which we do have elsewhere in our standards of practice, conforms to
those two characteristics. It is essentially a dual statement: “I have done my work in accordance with accepted actuarial
practice.” “In my opinion, the valuation I have made is appropriate and it has been fairly presented in the financial statement.”
In other words, there is, first, a declaration that the work is in accordance with accepted actuarial practice. This is a very short
but powerful statement because accepted actuarial practice is a very big subject that is dealt with in our standards of practice.
Did I infer incorrectly that you want to include a lot of details like, “I did make provision for claims administration expenses,”
and “I did not include a provision for adverse deviations,” and “I did not include anything for the contingent liability of a failed
self-insured employer”? I think, frankly, that is poor standard reporting.

We should define “accepted actuarial practice” for those three particular points that I mentioned, and all others. Then, the actuary
can simply declare: “I did my work in accordance with accepted actuarial practice. ” The reader can be comforted that all the
mass of actuarial standards, which the reader does not understand, has been followed in the case of this valuation. So, I urge
you to join the demand for standard reporting language, but to demand that it be truly standard and truly short.

Now, the corollary of that is, we can’t have standards which, like these, are silent on the subject of whether (to repeat my
example) claims adjudication expenses should be provided for, contingent liabilities should be provided for, provision for
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adverse deviations should be included, etc. We need a consensus on that and I feel we would shed a great deal of blood on the
debating room floor to get that consensus. However, when we get it, we will at least have a precise definition of what is accepted
actuarial practice.

Mr. Muirhead: Right now, we have 12 jurisdictions (soon to become 13) for which we may wish to set different funding policies.
I think it is up to the actuary to follow the funding policy, and funding policies may differ. I think that is where you are going
to have the biggest problem around deciding what is good, accepted actuarial practice – especially with regard to the contingency
and the contingency reserve that you want to set up.

Mr. Clark: Well, all I can say, with great respect, is that you are completely mistaken. We can define accepted actuarial practice
and we can find a consensus among ourselves for it. When our profession reaches a consensus about what accepted actuarial
practice is, we can put it into our standards. Now, if the lawmakers want to do something different – and they do, from time
to time – that is fine. We will obey the law, but we will report, “I did my work in accordance with accepted actuarial practice,
except I did not do this particular thing because my hands were bound by the law.” In time, if we work hard enough at it, we
will get those.

We already have, in a number of instances, succeeded in persuading our lawmakers to respect accepted actuarial practice, and
we can do it in other places, too. So, I don’t buy the argument which you have made, and which I hear from others, that we
can’t have uniform standards for the marriage breakdown value of pension plans because we have 12 different jurisdictions. There
is only one actuarial jurisdiction in Canada and that is the CIA.

Mr. Muirhead: We can certainly work inside some very tight guidelines. I think, there should be some leeway to allow the
various jurisdictions to set varying funding policies. If we include that the actuarial work is done in accordance to the funding
policy, and add that to it, I would agree that then we can follow all those other things. But there has to be an ability for the
various jurisdictions to have different funding policies.

Mr. Clark: Well, they are sovereign jurisdictions and they can do whatever they wish. These standards, moreover, are about
the valuation of liabilities and not the funding. The actuary measures the liabilities. The plan can fund them or not fund them
as it sees fit.

Ms. Linda Bellware: Just for the record, I would like to thank you for changing the name. It makes my life easier. I was just
wondering why other provinces or other auto insurance schemes are not included. Did you talk to the different ones? If I compare
them, Manitoba is a carbon copy of Québec. Why is it not included in these norms?

Mr. Muirhead: The difference between the SAAQ and the others, as I understand it, is that the SAAQ has only bodily injuries
and the others have property injuries. That was the differentiating feature between SAAQ and all the others. ICBC, and, I think,
Manitoba have provincial insurance plans. The thought was that we would investigate what is different about ICBC and Manitoba
and see if they should also come under this. So, I think the expectation in the committee is that others will come under this.

Moderator Ricard: Thank you, Ken and Peter. This session has now come to an end.


