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Introduction 

Since IACA Hong Kong, Canadians have begun to take decisive steps to 
reverse 25 years of living beyond their means. The federal government, now 
two and one-half years into its mandate, has significantly reduced program 
spending, including transfers to the provinces/territories, with the intention to 
eliminate deficits by the turn of the century. Concurrently, 
provincial/territorial deficits are undergoing significant reduction. Eight of 
twelve of the provincial/territorial jurisdictions are now reporting balanced 
budgets for the fiscal year ending March 199G. Unfortunately, Ontario and 
Quebec, the two largest provinces, are not in this group. Nevertheless, the 
Ontario electorate moved decisively to the political right in June 1995 with a 
clear mandate to the new Conservative government to restore economic 
health. Serious cut-backs in public sector services and employment have been 
announced and are in the course of implementation. So far, the Ontario 
government appears to have the political will to administer the necessary 
tough medicine to carry out its campaign platform. 

Canada continues as a nation including the province of Quebec. A 
referendum to authorize the Quebec government to negotiate separation was 
held on October 30th, 1995. Mr. Lucien Bouchard, the federal opposition 
leader and leader of the separatist Bloc Quebecois, a passionate and 
persuasive individual, replaced Quebec Premier Mr. Parizeau as the leading 
spokesman for the separatist cause during the campaign. The federal 
government remained on the sidelines for the most part until the final days. 
The result was 49.4 O/o for and 50.6% opposed to pursuit of Quebec 
sovereignty! Mr. Parizeau, amid controversy on  remarks regarding the 
outcome of the Referendum resigned a day later. Mr. Bouchard is now the 
Quebec premier. 

The future of Canada with Quebec is still uncertain. Quebec is not a signatory 
to the Constitution. The rhetoric of the day immediately following the 
referendum suggested separation is  just a matter of time and "it will be a 
done deal in 1997 or 1998". Pragmatism seems to  have set in. Mr. Bouchard 
the idealist now appears intent on proving he can deliver responsible 
government to Quebecers. Fiscal deterioration requires immediate attention. 
The economic well being of Quebec for the time being overrides the 
significant dissatisfaction with existing federalism expressed in the referendum 



results. Uouchjrd affirmed his dedication to the separatist option in response 
to Concerns that he has softened hisstance. He is reported to have recently 
stated that Quebecers will decide in the next election whether there will be 
another referendum. A window of opportunity i s  now available to federal 
Prime Minister Chretien and his government to again address and inform all 
Canadians on the costs of separation and consider further devolution o f  power 
to the provinces. 

While preoccupation with deficits is paramount, the real problem facing 
Canadians is  the mountain of debt accumulated and the ongoing carrying 
costs of the debt. The following summary chart of the federal government 
fiscal outlook indicates a continuation of debt buildup. The combined total 
government debt including provinciallterritorial jurisdictions now exceeds $800 
billion and loo%, CDP! The carrying costs of federal debt alone now approach 
' 60  billion or G'% of COP. 

Fiscal outlook with budget measures 

Budgetary revenues 
Program spending 

Operating balance 

Public debt charges 

Underlying deficit 

Contingency reserve 

Deficit 

Non-budgetary 
transactions 

Financial requirements 

Net public debt 

GDP (calendar year) 

Per cent of GDP 
Revenues 
Program spending 
Deficit 

(billions of dollars) 

Financial requirements -4.2 
Net public debt 71.3 

Source: Department of Finance, Canada - Budget Plan March 6,  1996 



The social costs of past excesses are now surfacing as budget cuts take effect. 
National unemployment remains too high, 9.6% of work force, in a period o f  
sustained economic growth. In some regions and communities 
uneniploymcnt, in particular among young Canadians, is reported at 20'%-40%. 
While low inflation and improving interest rates are positive conditions, the 
outlook for growth in jobs appears to rely mostly on global expansion. 
Although the deficit forecasts include "contingency reserves", the spectre o f  
rising interest rates and slower than expected growth in GDP leaves Canada 
more vulnerable than other G7 countries. 
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Economic Inclicators 

Some of the more im~ortant statistics for actuaries are set out in the following 
table. 

December 
1995 

December 
1992 

December 
1993 

December 
1994 

I Consumer Price lndex 
(12 month increase) 

Average Weekly Wage 
(12 month increase) 

Unemployment Rates 
(seasonally adjusted) 

I Interest Rates: 
T-Bills (91 days) 
Long Term Canada Bonds 
Long Term Corporate 
Bonds 
Scoria McLeod Universe 

' Capital Market Benchmark 
Returns: 
Common Stock lndex 
(TSE300) 
Scotia McLeod Bond 
Universe (SMU) 
Scotia McLeod - 91 day T- 
Bills 
SEl Financial Services 
Balanced Funds (Median 
results) 

Two observations worth mentioning are: 

1. The volatility in interest rates in the 1990's and the corresponding impact 
on year to year returns as evidenced by capital market benchmarks. 

2. Persistently high real rates of return to investors. 

Both conditions reflect significant foreign borrowing requirements arising from 
perpetual deficits and the uncertainty surrounding Canada's political future 
with Quebec. 



Social Security 

Retirement Pensions 

The Canadian retirement system consists of two federal programs, Old Age 
Security and CanadaIQuebec Pension Plan. Old Age Security provides a basic 
monthly pension (OAS) at age 65 based on residency requirements, plus, for 
low income Canadians, a guaranteed income supplement (GIs) and spouses 
pension allowance (SPA). The OAS program is financed from general 
revenues. The CanadaIQuebec Pension Plan is  a contributory employment 
earnings related program funded on a "pay as you go" basis. Some of  the 
provinces provide guaranteed annual income supplements to GISISPA. 

Old Age Security 
Benefit Information 

Basic Monthly Pension Extended Spouse's Allowance 
- minimum 10 year residency - must have been Spouse's Allowance 
- longer residency for full benefit recipient and whose pensioner 

must be age 65 or older spouse is deceased 
- taxable 
- maximum benefit (1/1/96): 

$394.76 
Spouse's Allowance 
- must be spouse of G.1.S 

recipient 
- must be age 60 to 64 
- subject to income test 

(both partners) 
- maximum benefit made up of 

two portions (O.A.S. Basic 
Monthly Pension plus 
Guaranteed lncome Supple- 
ment at the married rate) 

- not taxable 
benefit continues to age 65 
or earlier remarriage 

- maximum benefit (1/1/96): 
$700.33 

- must be age 60 to 64 
- subject to income test 
- not taxable 
- benefit contihues to age 65 or 

earlier remarriage 
- maximum benefit (1/1/96):$773.16 
Guaranteed Income Supplenient 
- must be age 65 or older 
- must be in receipt of O.A.S. 
- subject to income test 
- not taxable 
- maximum benefit (111/96) 

(A) Single: $469.13 
(B) Married: $305.57 
Note: (A)single, or pensioner whose 

spouse i s  not receiving 
O.A.S. or Spouse's Allo- 
wance 

(B) married - for each pensioner 
when both are age 65 or 
older or for pensioner 
whose spouse is receiving 
spouse's Allowance 

Source: Metropolitan Life (Government Benefits and Legislation. 1996) 

The federal government announced a major overhaul to the Old Age Security 
program with the March 6th budget. The intention is to introduce legislation 
in 1996 to give effect to a new Seniors Benefit to replace Old Age Security. It 



has been generally known and understood for sometime that the current OAS 
program wi th basic pensions only requiring age and residency i s  n o  longer 
sustainable o r  affordable. The Seniors Benefit will be entirely directed to low 
income Canadians, and will be tax free. 

OAS basic pensions are currently taxable income and are further taxed 
through a "claw-back" recovery at the rate of  15 cents per dollar o f  taxable 
income in  excess of $53,215. The GIs is recovered at the rate of  50 cents for 
each dollar o f  income from other sources. Under the current structure, the 
OAS basic pension is fully recovered through the "claw-back" at approximately 
$85,000 of  taxable income. 

The new Seniors Benefit wi l l  be based on  the previous year tax returns. The 
current OAS program will continue t o  apply to seniors over age 60 at the end 
o f  1995, o r  in  the case of couples, if either recipient is over age 60 at 
December 31, 1995. Singles under.age 60 at the end o f  1995 will n o  longer 
receive any benefits when annual income exceeds $52.000 compared to  
$85,000 under the current program. Couples will reczive n o  assistance when 
combined income exceeds $78,000 compared to $180,000 under the current 
structure. 

The impact on  workers now  under age 60 in  planning retirement is significant. 
Due to the cutbacks in OAS pensions, Canadians must place greater reliance 
o n  employment pensions and individual savings. 

Projected level of the Seniors Benetit in 200 7 

I n c o m e  f r o m  Tax-Free Benefit 
other sources'  S ing le  seniors E lder ly  coup Ies  - 

(dollars p e r  year) 

' Includes income from CPP/QPP. but excludes income from 
OAS/GIS. which the Seniors Benefit replaces. 



The need for OAS cutbacks has been evident for sometime. Expenditures for 
the year ending March 1996 are approximately $21.7 billion or 19'% of  total 
program expenditures before "tax recovery" on the OAS benefits. These 
expenditures are projected to increase rapidly as baby "boomers" (1946-1966) 
become eligible. However, the new Seniors Benefit has no short term impact 
on federal deficit reduction given that seniors over the age of GO at the end of  
1995 are protected and will be entitled to receive benefits under the current 
program. The projected net federal cost under the current and the new 
Seniors Benefit is set out in the chart below. 

Projected net federal costs 

1996 2001 201 1 2030 

($ billion) 

Current System 

Gross OAS/GIS 
payments1 21.7 26.3 37.6 87.7 

Net tax on 0AS2 -0.9 -1.0 -3.2 -10.4 

Net Cost 20.8 24.7 34.4 77.3 

New System 

Tax-Free Seniors 
Benefit' - 22.0 30.9 69.1 

Gross OAS payments 
(for those who keep OAS) - 3.9 2.4 3 

Net tax on 0AS2 - -1.4 -1.0 3 

Net cost - 24.5 32.3 69.1 

Net Saving - $ billions - 0.2 2.1 8.2 
- per cent of 

program 
costs - 0.7 5.7 10.7 

.' lndudes Spouse's Allowance. 
In the current system. the net tax on OAS indudes the high-income 
recovery and federal income taxes paid on OAS. minus the effect 
of the age and pension income tax credits. In the new system. it 
indudes only the recovery and income taxes paid. since the age 
and pension income credits will no longer exist. 
Less than $1 00 million. 



The Canada and Quebec Pension Plans are both employment related 
contributor)/ e~rnings related programs. The Quebec Plan provides higher 
survivors and disability benefits. A summary o f  19% contributions, covered 
earnings and maximum benefits i s  set out below. 

CANADA/QUEBEC PENSION P L A N  
A) Facts - 1996 

1. Year's Maximum Pensionable Earnings (YMPE) 
2. Year's Basic Exemption (YQE) 
3. Maximum Annual Contribution 
- Employee (2.0% or employment earnings up to 

YMPE -less (he YBE) 
- Employer (same as employee's) 

4. Maximum Monthly Retirement Pension 
5. Oeath Qcnclit: 

-Lump Sum 
- Maximum Montllly Spouse's Pension 

(a) Under age 55 
(b) ~ g e  55 b u ~  under age 65 
(c) Age 65 or older 

- Nconlllly Orphans Pension (each child)" 
6. Oisability Gcncril: 
- Maxifaurn Monthly Conlribulor's Pension 
-Monlldy CIuld(ren)'s Pension-- 

C.P.P. 

%35.400.00 
3.500.00 

893.20 
893.20 

--.727.08 

3.540.00 

-399.70 
399.70 
436.25 
164.17 

870.92 
164.17 

- n- or wtm tor CM mmn uar x g c  ~ r o  carmngOqman r Par- (ReOlrrcl u, * a ape 351 
-. r . ' - n z ~ n ~ c ~ n e ~ a r y . ~ ~ a g c  s a ( a d n U u w u x c n d v r c I r -  

Source: Metropolitan Life (~overnment Benefits and Legislation - 1996) 



CPP is funded "pay as you go" with a small reserve of about 2 years benefits 
(currently $40 billion). It has been known for years that the current 
financingtbenefit structure is not sustainable. Changes to CPP have been 
studied extensively. Yet, progress towards decisive action has been slow. The 
federal government released a consultation paper in February 1996 o n  
alternative solutions, "An Information Paper on Consultations on the Canada 
Pension Plan". Major changes require approval from the federal government 
and governments of at least two thirds of the provinces with two thirds of the 
Canadian population. 

CPP has gotten out of hand. The dynamics of lower birth rates, longer life 
expectancy, slower growth in productivity, benefit enrichments and increased 
utilization of disability benefits are the main reasons projected costs are 
significantly higher than the original long term projected "pay as you go" 
costs (5.5% of contributory earnings in 2030!). 

Current CPP expenditures are running 7.85% of contributory earnings. No 
generation of CPP contributors has or will pay for its benefits under the 
current contribution schedule. Some under financing was built in from 
inception in 1966. The level contribution rate for today's new entrants to 
support their own benefits is 10.5%. The contribution rate for all contributors 
in 1996 is only 5.6%. 

The Canada Pension Plan Act requires a 25 year schedule o f  rates to be 
reviewed every 5 years. The current schedule of contribution rates to  year 
2016 plus longer term projections for pay as you go rates are shown in the 
following table: 

Current Contribution Rates 

Using the December 1993 CPP report of the actuary, an unfunded liability of 
$560 billion i s  projected at the end of 1995 growing at $50 billion a year urider 
current contribution rates. 

The objective is some combination of an appropriate increase in contribution 
rates, a new investment policy, and benefit reductions to prevent future 



contribution rates rising 10 unacceptable levels. The CPP crisis now raises 
serious questions on future generations' ability and willingness to pa)'. 
Options for investment policy include lending to the provinces at their market 
rates for borrowing instead of benchmark federal government cost o f  funds, 
and investing directly in capital markets. Some benefit reduction options and 
their related impact on long term projected "pay as you go" contribution rates 
are set out below. 

F ; r r ~ ~ ~ c i ~ l  ;rr~l>acfs olpossible CPP measures 

Savings in 2030 

A s  per cent As reduction in 
of CPP pay-as-you-go 

expenditures iate 

@er cent) 

Retirement benefits 
Reduce income replacement 8.8 
rate to 22.5 per cent 

Reduce drop out to 10 per cent 2.2 
over 5 years 

Raise age of entitlement to 67 4.2 
Index benefits in pay by CPI 9.0 
~nirlus 1 per cent 

Disability benclits 
Tighten administration 1.5 0.22 
Lower benefit by 25 per cent 0.6 0.08 
of Workers Compensation 

Stronger labour force link 1.2 0 . 1 7  
COnverI pension at age 65 to 2.7 0.39 
acluarially reduced pension 

Base retirement pensions on 1.1 0.15 
YMPE ar time of disablement 

Survivor benefits 
New rule lor combined benefits 1.2 0.17 
Uiminate death benefit 1 .S 0.2 1 

CPP earnings base' 
Cut YBE to 5 per cent and index -0.1 1.10 
Freeze Y8E at 1997 Wd -0.2 1.63 



The C. D. Howe "think tank" issued its own prescription lor CPP solutions. It 
characterized and compared CI'P financing to a Ponzi scheme! While current 
financing is flawed, the opportunity to restructure and implement change i s  
still available. tiowever time is running out to redress the inherent inequity 
between successive generations as baby "boomers" enter their SO'S. 
Curiously, the federal consultation excludes the wind-up option and 
replacement with mandatory retirement savings. The Wor-Id Bank advocates a 
private market based system which has been successful elsewhere, for 
example, Singapore and Malaysia. Chile introduced this system in the 1980's 
and other Latin American countries are following suit. At least this option 
should be on the table. 

Unemployment Insurance (UI) 

In addition to unemployment benefits, federal UI has been expanded over the 
years to provide short term sickness, maternity and parental benefits. The 
restructuring of social programs includes UI. The following table provides an 
indication of restructuring reductions from 1995 to carly 1996. ~dd i t iona l  
reordering of the UI program will be effective in luly 1996. 

A) Oenel i ts and Costs 1995 199G 

I. Maximum lnsurablc Earnings: 5815 per Leek (sangle). 5750 1,er week'. 

2. Dcnclit Lcvcl and Maximum: 55% 01 insurable earnings 10 a 55% o f  insurable earnings to a 
maximum 015448 per week maximum 01 5413 per week 

3. Employee Conlribulion 3% o l  insurable earnings to a 2.95% o l  insurable earnings lo a 

Formula and Maximum: maximum 01 524.45 p e r  week maximum ol 522.13 per week 

4. Employer Contribution 
Formula and Maximum: 1.4 times employee antribulions 1.4 rimes employee wntribulions 
(No registered wage loss (4.2% of insurable earnings) to a (4.13% o l  insurable earnings) to a 
replacement plan in effect) maximum cd 534.23 per week maximum ol U0.98 per week 

5. Employer Contribution 1.287 limes employee wntributions 1.285 times employee oootribulions 
Formula and Maximum: to a maximum 01 $31 -46 per week lo a maximum of $28.44 per week 

(with registered wage loss 
replacement plan i n  effect) 

- applcanl will~oul dependents 
--pending leg6lalivc approval 

6. Minimum Insurability A job will be insu<able cither i f  a A job will be insurable either il a 
Requirement person works at least I S  hours a person woks at least tS hours a 

week lor one employer. o r  if week lo r  one employer. o r  if 
earnings are a1 least equal lo 20% earnings are at leas1 equal lo 20% 
of the maximum weekly insurable 01 Ihe maximum weekly insurable 
earnings (i.e. 5163 a week). earnings (i.e. $150 weekly). 

-7 . Oualification 

- Must have worked 20 contributory work weeks. in the last 52. or since the start of any prior daim (for 
unemployment or disability) whichever period is shoner The qualilications m i y  vav from region to regios 

- Musl have an mle~wplion in earnings. 

y .- Benefit Ouration 
- Two week wailing period (same as lor unemployment) 

- Benelits payable lor up to 15 weeks (depends on number 01 wntribulov wok  weeks in the last 52) 

Source: ~ e t r o p o l i t a n  L i f e  (Government BEnefits and Leq is la t ion  - 1966) 



Workers' Cornpcnsation 

Unfunded liabilities have been a challenge in the past decade for many 
Workers' Compensation Boards in Canada. Contributing factors have been 
the liberalization of benefits, expansion of the meaning of work-related 
sickness and accident and increasing claim durations, despite in many cases 
decreasing accident frequencies. Many Boards have responded by introducing 
waiting periods, i.e., New Brunswick and Nova Scotia, and, reducing benefits, 
i.e., Manitoba, New Brunswick, Newfoundland and Nova Scotia. 

With the exception of Manitoba, higher benefit levels are paid to long-term 
injured workers. Financial disincentives to staying at home during the initial 
crucial weeks and other re-employment reforms are becoming more common. 
The goal i s  early intervention to return to work as soon as possible and to take 
the unemployment insurance aspect out of Workers' Compensation. 

WORKERS' COMPENSATION 
A. Introduction 
- Each of the 10 provinces and the two territories has enacted workers' compensation legislation. Provisions 

and the level 01 insurable earnings vary for each province. 

- Workers' Compensation is financed exdusively by employers; an ernployefs contribution is calculated as a 
percentage of the insurable earnings, which varies by industry and by province. 

- Benefits are not taxable. inalienable and unaltachable. 

- In British Columbia. Ontario. Quebec. Saskatchewan and Yukon. benefits are adjusted in aooordance with 
increase in the Consumer Price Index. In ofher provinces. periodic improvements are legislated. 

8. Benefits Provided 
- Benefits payable in respect of occasional accidents or industrial diseases, in the event of: 

death - lump sum plus monthly payments which refled insured earnings and number of eligible 
dependents; 

disability - percentage of insured salary contingent upon nature and expected duration ol 
disability; 

C. Income Benefits 

Percent of Insurance Percent of Insurance 

Province Earnings Earnings Amount Province Earnings Earnings Amount 

Alberta 9096 (Net) $ 43.000 N.W.T. 90% (Net) $47.500 

For those employers in the NEER (new Experimental Experience Rating) Plan. refunds or surcharges for the 
acddent year 1993 and continuing until the Fall of 1995 will be assessed September 30. 1996 

B.C. 75% $54.200 

Manitoba 9096 (Net) 548.610 

N.B. '80% (Net) $42.600 

Newfoundland "75% (Net) $45.500 

N.S. -'-75% $38.600 

For further inlormation contad the Workers' Compensation Board for a copy of the NEER User Guide. 

Ontario 9096 (Net) $55.600 

P.E.I. 2 0 %  (Net) $35.100 

Quebec 90% (Net) $48.500 

Saskatchewan 90% (Net) $48.000 

Yukon 75% $51.400 

8 0 1  net earnings lor the first 39 weeks then 85% net earnings thereafter. 
75% net earnings lor the first 39 weeks then 80% net earnings thereaher. ... 75% not earnion- lor the first 26 weeks then 85% net earnings thercaher. 

Sqwce: Metropolitan Life (Government Benefits and Legislation, 1996) 



Private Pension Plans 

Tax assistance for retirement savings was changed in 1990 to introduce a 
comprehensive overall annual limit of 18% of employment earnings subject to 
certain dollar limits. The limit i s  all inclusive for defined benefits pension 
plans, defined contribution pension and profit sharing plans and personal . 

savings through registered retirement savings plans. Defined benefit pension 
accruals are converted to a money purchase value ("Pension Adjustment"). 
The "Pension Adjustment" (PA) calculation is prescribed. The PA assigned to a 
defined benefit pension accrual assumes generous ancillary benefits and the 
employee completes a "full career" with his current employer. As a result, the 
value of defined benefit pension accruals for early leavers is overstated. The 
new tax system was designed to include a mechanism to reinstate tax 
assistance room for for early leavers through a "Pension Adjustment Reversal" 
(PAR) when the PAS exceeded the settlement value. This feature was omitted 
to ease tax reporting. The federal government mentioned in the February 
1995 budget they were reviewing a reinstatement of PARS. However, the 
March 6th federal budget made no such mention. 

The original design equated a $15,500 maximum defined contribution amount 
to the maximum defined pension benefit accrual of $1,722 per year of service. 

Tax assisted retirement savings has not escaped government initiatives to 
reduce deficits. The governmynt has on three occasions delayed increases in 
the dollar limits, originally subject to wage indexation from 1994. The $1,722 
limit to be indexed from January 1, 1995 has been delayed, to lanuary 1, 1996, 
January 1, 1999 (February 1995 budget) and 2005 (March 1996 budget). The 
contribution limits for money purchase RPPs, DPSPs and RRSPs are frozen at 
the current level of $13,500 until 2002 for RPPs and DPSPs and 2003 for RRSPs. 
The dollar limits for money purchase contributions are as follows: 

Year Registered Pension Plan Registered Retirement 
(RPPs) Savings Plan (RRSPs) 

2005 Indexed $ 15,500 

2006 Indexed 

Dollar limits on contributions to ~ P S P S  remain at one-half o f  the RPP money 
purchase limits shown above. 



Other measures introduced in the March 1996 budget are: 

a reduction in the maximum age limit from 71 to 69 for commencement 
of payouts from RPPs, DPSPs and RRSPs. 

elimination of the maximum 7 year limit on carry forward o f  unused 
RRSP room (now lifetime carry forward is available). 

The March 6, 1996 deferral of indexation of money purchase and defined 
benefit limits further distorts the system to favor the money purchase 
approach. Money purchase contributions will produce higher pensions than 
can be provided under a defined benefit pension plan using the government's 
own assumptions. 

The defined benefit pension limit of $1,722 ($1,715 prior to 1990) per year o f  
service has remained unchanged from 1975. Surveys report increasing 
numbers of employers granting supplementary retirement pensions to make 
up the difference between the pension formula without limit and $1,722. 
Most supplementary pension arrangements are unfunded. There are funding 
alternatives and other measures that employers and their employees, in 
particular, executives are using or considering to  enhance security or reduce 
risk. The most common funding arrangement is a Retirement compensation 
Arrangement. Under an RCA, contributions and investment earnings, net o f  
benefit payouts, are subject to a refundable tax of 50 cents for each dollar 
contributed or reinvested. The refundable tax is returned to  the RCA at the 
rate of 50 cents for each dollar of net benefit payout. This vehicle has the 
effect of removing tax deferral on investment earnings. Some RCAs are 
traditionally funded. More frequently, the RCA custodian acquires a letter o f  
credit to secure the obligation. Other measures for providing security include 
tax exempt life insurance; third party guarantees, and the possibility o f  
business risk insurance. 

Employment pension plans in  Canada are regulated under provincial pension 
laws, or a similar pension law for federally regulated 'employers, and, the 
Income Tax Act. Each province maintains its own minimum standards for 
pensions earned from employment in the province. Registration and 
compliance under provincial pension laws is supervised in the jurisdiction 
where plurality of members is located. The province of registration and 
supervision administers pension regulation on behalf of the other jurisdictions. 
Minimum standards, rules and practices continue to vary from province to 
province. Differences exist in vesting, survivors' benefits, surplus utilization, 
and special benefits for "grow-in" to  early retirement on plan termination, and 
.for Ontario only, the pension plan termination insurance guarantee fund 
(PBGF). While many of the conflicts between provincial pension regulation 
and tax reform for retirement savings have been removed or accommodated, 
dual registration and compliance remains a disincentive to the defined benefit 
option. Work is underway to harmonize rules and practices to reduce non- 
uniformity. Pension regulators also appear to have made progress on  the 



supervision of multi-jurisdictional plans. Most of the jurisdictions, including 
the 2 largest provinces, Ontario and Quebec, have committed to a proposed 
multi-lateral agreement, which would apply the supervising province's 
minimum standards and requirements to employment in other provinces, with 
few exceptions including plan wind-up and surplus utilization. The regulators 
appear to recognize the interest of all pension industry players to maintain and 
encourage the formation of defined benefit plans. 

A number of provinces have introduced simplified registration and compliance 
rules for defined contribution pension plans. The provinces and Revenue 
Canada have also moved forward on a single annual filing for plan 
administration compliance. Plan administrators need file only once, with the 
supervising province, the information required both by the province and 
Revenue Canada on a plan's annual operation, for those provinces who have 
now opted for a single filing system. 

The preferred option for new employer retirement plans is  defined 
contribution "Group" RRSPs and DPSPs. "Group" RRSPs and DPSPs are only 
registered with Revenue Canada. 

One final issue for this report. RPPs, DPSPs and RRSPs are required to 
substantially invest in Canadian capital markets. The "foreign property limit" 
was increased from 10'% of book value to 20%) from 1990 to 1994. The 
pension industry continues with increasing vigor to advocate a gradual 
increase to 3 0 1  with eventual elimination to gain access to the other 98% of 
the world's capital markets. Given Canada's fiscal dircxtion, and increased 
savings from demographic change, the country appears to have more than an 
adequate supply of capital. World capital markets are not correlated, creating 
opportunities for greater returns and diversification of investment risk. There 
is evidence that the foreign property limit distorts Canadian capital markets. 
Studies support the contention of too much capital increasing valuation levels 
of Canadian equities relative to valuation levels in other countries. The foreign 
property rule is outdated. There is greater public awareness than previously. 
of the potential to create wealth to enhance retirement security through 
foreign investments. 

Financial Institutions 

The shake-out of the trust industry in the late 1980s and the early 1990s from 
real estate-based lending has subsided. Insolvency wind-ups and bail out 
acquisitions have restructured the industry to ownership by the major 
Canadian banks and large life insurance companies, with a few exceptions. 

The life insurance industry continues to undergo dramatic rationalization, 
primarily through merger and acquisition activity. The failure of Confederation 
Life in August 1994, primarily due to overexposure to commercial lending, 
continues to have industry reverberations, through assessments for industry 
insolvency protection, to Confederation Life policyholders. Life insurance 



companies re-examine their business strategies in light of high distribution 
costs with traditional agencies and vulnerability to the banks with their huge 
customer base and alternate forms of distribution. It appears that medium- 
size life operations, unable or unlikely to achieve the expense and capital 
ratios needed to become profitable, will look at mergers and divestitures of  
unprofitable lines. Prudential of England sold its Canadian operations to 
Mutual Life. New York Life's Canadian subsidiary transferred its assets and 
liabilities to Canada Life. More recently, N o ~ t h  American Life merged with 
Manulife. The direction seems clear. The industry i s  moving to fewer mega 
multi-line companies operating internationally along with specialty niche 
companies. Nearly all o f  the major Canadian banks own life insurance 
company subsidiaries. The Standard and Poor's outlook report for 120 
Canadian life insurance companies is  "moderately negative, considerably due 
to the high cost of sales through existing agency networks". 

The Canadian banks continue to press for greater powers to expand financial 
services and compete directly with insurance companies. The 1992 Bank Act 
permitted ownership of insurance company subsidiaries. The Act did not 
permit direct selling of individual and home and auto insurance through 
branch offices. However, the banks have for years been permitted to sell and 
have substantial business from branch sales of travel insurance, and, creditor 
life and health insurance on lending operations. Other products such as life 
insurance, home, and auto are sold through direct marketing. Home and auto 
insurance direct marketing has proven to be particularly successful. Banks 
intend to complement existing telemarketing and direct mail with the 
convenience of financial services through automated teller machines. 

The 1997 Bank Act review is  under way. A white paper on policy direction is 
expected in April. Foreign banks have been forced to operate .separate 
Canadian subsidiaries rather than open branches based on home jurisdiction 
capital requirements. The option to operate branches is a major issue for 
foreign banks. Deposit insurance standards and risk based capital 
requirements for financial institutions, both Canadian and foreign, will be 
revisited. Another important issue is  permission to the banks to sell life 
annuities through branch offices to complete a package of customer services 
in converting tax deferred retirement savings to  income. 

The March 6th federal budget included an announcement that the 7997 Bank 
Act revisions would not include permission to the banks to sell individual life, 
or home owners and auto insurance to its customers through branch offices. 
This decision allows the insurance industry more time to adjust to upheaval 
involving "a handful of failures and numerous acquisitions". The lobby from 
property and casualty insurance agents and life company agents through their 
local elected representatives was successful in protecting their territory for the 
time being. 



Canadian Institute of Actuaries 

The profession continues to experience modest growth. The number of 
students i s  flat, perhaps an indicator of reduced job prospects for actuaries in 
the traditional areas of pension and life insurance company activity. 

June June June 
1993 1994 1995 

Fellows 1,789 1,878 1,965 
Students 1,225 1,262 1,252 
Correspondents 42 44 41 
Other members 3 10 6 

3,065 3,194 3,264 

Employment statistics for Fellows provided by the CIA indicate no significant 
change in distribution by occupation since 1993 

Employment November 1993 April 1996 

Life Insurance Companies 
Reinsurance Companies 
P & C Companies 
Consulting Firms 
~overnment  
Academics 
Industry 
Non-Actuarial 
Other Financial Institutions 

(Banks, Trust Cos.) 
Other (mostly retired) 

Some recent initiatives and current focus for the profession: 

Completion and implementation of consolidated standards of practice 
Participation in public discussion and debate on affordable and 
sustainable social security 
The future of the profession and new directions for actuaries 
Experience with disciplinary procedures and decisions. 

Consolidated Standards o f  Practice (CSOP) 

A consolidated standards of practice committee was formed in 1987. 
Originally, the committee's role encompassed both consolidation of  existing 
and approval of emerging standards. A proliferation of new standards 
required additional resources leading to a separate emerging standards 
committee (Committee on the Adoption of Standards of Practice) a few years 



later. The consolidation mandate is to develop general standards to apply to 
all actuarial work, for example, scope, terms of engagement, judgment, and 
materiality. These standards would apply where no practice specific standards 
exist. Practice specific revisions standards would be shortened to supplement 
general standards and cover principles and reporting specific to life insurance, 
property and casualty, pension plans and other areas. Revisions to existing 
standards have been necessary for consistency with general standards. The 
consolidation includes due process for approval of new standards and 
provides a process for practice committees to issue non binding guidance 
notes. 

The significant detail on concepts and principles, and, their form in the 
proposed consolidated standards combined with revisions to existing 
standards, some in effect for only a short period of time, presents a major 
familiarization challenge to the membership. The consolidation project 
continues to impose great demands on the profession. The proposals, 
refinements and on going debate on what is needed to be included in 
standards has been intensive. The proposed January 1996 effective date from 
June 1995 has come and gone. A revision to the June 1995 exposure draft 
based on input from members and reviewed by practice committees is 
anticipated later this year. This next version will include footnotes on 
comments received from members on the June 1995 draft and the 
modifications to the 1995 draft arising from comments received. 

Social Security 

Contributions from the profession to public discussion and debate on 
restructuring social programs to new economic realities have been extensive: 

Task Force on Health Care Financing; identifying issues and an approach 
for costing alternative structures for medicare, and, services to be 
provided through comparative costlbenefits analysis. 

Task Force on Pension Plan Coverage, (Meeting the Retirement Income 
Needs of Coming Generations); identifying gaps in pension coverage, 
recommending actions to improve coverage through educatibn, 
individual responsibility, simplified pension regulation, and, presenting 
alternatives for mandated individual savings andlor employment or 
industry sponsored plans. 

Task Force on Retirement Savings (Troubled Tomorrows); an assessment 
of the future role of social security, the need for greater savings to meet 
expectations, the importance of income tax incentives, and a response to 
federal government estimates of the cost ("tax expenditures"), o f  tax 
assisted retirement savings. 



Task Force on Social Security Financing; an examination of retirement 
income security programs, the future viability of OASIGIS, and CIQPP, 
including benefitlcontribution alternatives. 

Task Force on Unemployment Insurance; a set of twelve 
recommendations to restructure UI, addryssing coverage of  self- 
employed, part-time workers, insurable earnings, contributory earnings, 
a reconsideration of insurable risks, duration of benefits and incentives 
to return to work, costlbenefit analysis on job training expenditures, 
premium setting and experience rating. 

Task Force on the Actuary o f  the Future 

In response to increasing concern on employment prospects for actuaries, the 
Task Force identifies skill sets and future roles, for example, "solvency actuary" 
for all financial institutions, banks, trust companies and sccurity firms, and 
"health insurance actuary", to provide cost control advice on services, 
technologies, and procedures, through objective cost!benefit analysis. A 
particular concern is the plight of actuarial students currently without jobs, the 
growth in numbers of graduates from the university programs, and declining 
enrollment of new university students entering actuarial programs. 

Discipline 

The CIA by-laws on disciplinary procedures have been revised as the 
profession gains experience in handling complaints, investigations, and, 
tribunal hearings and appeals. Activities of the Committee on  Discipline - (COD) have apparently not been satisfactorily communicated to the 
membership even though membership communications were strengthened in 
1995. In addition to an annual report to Council, the Committee must report 
at least twice a year to the membership on its activities, concerning 
complaints, charges, future tribunals, notices of decisions, and instructions on 
how to obtain additional information. The member's name and sanctions 
imposed must be published and communicated to each member and student. 
A tribunal, or Council based on a direction from a tribunal, may vary the form 
and content of normal publication requirements. In the event of suspension 
or expulsion, the by-law requirements include publication in a newspaper 
having general circulation in the place where the member usually practices in 
Canada. 

Recent publication of decisions and sanctions has created anxiety. 
Notwithstanding that following charges, investigation team reports, and 
transcripts of tribunals are available and can be obtained from the Executive 
Director, the lack of education disclosure on published decisions on a breach 
of standards or rules of conduct has been particularly discomforting to 
growing numbers of members. Educational information combined with some 
lack of understanding of the disciplinary process is to be addressed by the 
COD in strengthening communications to members on future decisions. The 



process itself appears to need overhaul, in particular, to address the handling 
of complaints that have merit but appear to cause minimal harm and do  not 
involve a deliberate action to mislead. An internal COD task force is looking 
into a number of problems including the difficulty that volunteers to 
investigate complaints and hear charges are often competitors. The pFocess 
also appears to have become far too legalistic. The profession needs solutions 
for less serious offences. The rule requiring a member to file a complaint on 
knowledge of another member's apparent breach of rules or standards that is 
not satisfactorily rectified, labelled the "snitch" rule, from practical experience 
needs also to be reconsidered. 


