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by Frank Livsey 

The December 28-30, 1991 weekend edition of the Financial Post contained the 

following introduction to its Special Report section: 

"The world will finally take notice of Canada in 1992. But fame will be a 

decidedly mixed blessing. The world has viewed Canada as a successfully 

bland society, enlivened by steroid-injecting sprinters, prime ministerial 

wives, and shortlived flareups over Quebec's place in the federation. 

The year ahead will be the most important, most dangerous, most hair- 

raising in Canada's history. In the 125th year of Confederation, we'll 

grapple with a complex tapestry of political, economic and social 

challenges." 

Canada's future as a united country dominates all current issues. If the 

province of Quebec does not remain in Confederation, solutions to complex 

problems, such as the division of the nation's assets and liabilities, defence 

policy and so on, will have to be found. Social security systems will have to 

be re-examined. National employers will have to examine the design and 

financing of their employee benefit programs. 

However, for many Canadians, the main concern is the fragile economic 

recovery. The United Nations Human Development Index in 1991 ranked 

Canada as the second-best place in the world to live. But this standard of 



living is under attack. Business is concerned about the level of interest rates, 

the level of government deficits, the value of the Canadian dollar, and the 

effects of Canada-U.S. free trade. Workers are concerned about job security, 

level of taxation (exacerbated by the introduction of the Goods and Services 

Tax). 

For the first time in history, Canada has elected socialist governments in three 

provinces - British Columbia, Ontario and Saskatchewan. In Ontario, the 

government budgeted for a huge deficit, which has already been made worse 

by the faltering economy. As a result, the Ontario government is concerned 

about its ability to finance many of its programs. 

These are, indeed, interesting and challenging times for the consulting actuary 

in Canada. 



Economic Background 

Some key indicators of Canada's economic situation are shown below. 

Dec. 1989 Dec. 1990 Dec. 1991 --- 

Exchange Rates 

Value in Canadian Dollars of 
- U.S. Dollar 
- U.K. Pound 
- German Mark 
- Swiss Franc 

Consumer Price Index 
Increase over past 12 months 

Average Weekly Earnings 
Increase over past 12 months 

Unemployment Rates 
(seasonally adjusted) 

Interest Rates 

Bank Rate 

Three month Treasury Bills 

Long Term Bonds 
- Federal 
- Corporate 

Equities 

Toronto Stock Exchange 
300 Composite 

- Index 
- Dividend Yield 
- Price/Eamings Ratio 

based on most recent available figures. 



Over the two years, 1990 and 1991, benchmark yields have been as follows: 

TSE 300 Composite Index -14.80% 12.01% -2.3% 

Scotia McLeod Universe 
Bond Index 

Scotia McLeod 91 Day 
T-Elii Index 

It will be seen that the government has been successful in reducing inflation, 

but at the cost of higher unemployment. Also, it should be noted that the high 

TSE price/earnings ratio in 1991 is largely due to the poor earnings being 

reported by corporations. 

Social Security 

The social security system in Canada is made up of a combination of federal, 

provincial and federal-provincial programs. Virtually all residents in Canada 

are covered under the various social security programs. The major benefits are 

summarized below. 

Retirement Pensions 

Retirement pensions are provided at two levels - by the federal government 

under the Old Age Security Act, and by the Canada/Quebec Pension Plan. 

In January, 1992, Canadian residents who have reached age 65 are entitled to 

receive the Old Age Security Pension (OAS) benefit of Q374.07 a month, 



if they have 40 years of residence or come under a grandfather clause. The 

benefit is indexed quarterly and is reduced for those with less than 40 years of 

residence. A married couple, both over age 65, receive two benefits. It should 

be noted that a special tax, generally referred to as a "clawback, effectively 

requires all or a portion of these benefits to be repaid by persons with net 

income over C$53,215. 

Means-tested retirement-related supplements -- the Guaranteed Income 

Supplement (GIs) and Spouse's Allowance (SPA) - are also provided under 

the Old Age Security Act to assist low-income pensioners. Most provincial 

governments also have guaranteed income plans. 

OAS, GIs and SPA benefits are financed entirely from federal general tax 

revenues. In June, 1990, the federal government released the First Statutory 

Actuarial Report relating to the OAS portion of the program. This report 

indicates that the OAS program is estimated to cost the equivalent of 3.65% of 

total employment earnings in Canada in 1992, rising to 4.61% in 2030, and 

declining thereafter to 2.12% in 2100. Auxiliary tables were prepared to 

indicate the sensitivity of the various economic and demographic assumptions 

on the cost projections. 

The Canada Pension Man (CPP) and the Quebec Pension Plan (QPP) provide 

earnings-related retirement, death and disability benefits, financed by 

contributions of employers and employees. Contributions and benefits in 1992 

are based on earnings up to C$32,200. Employers and employees are each 

required to pay 2.4% of contributory earnings (maximum employee/employer 

contribution is C$696.00). The maximum pension at age 65 in 1992 is C$636.11 



a month; the pension may be taken at any time between age 60 and 70 in an 

adjusted amount. The benefit is indexed annually. Subject to consent of the 

participating provinces, the contribution rate for employer and employee 

combined is scheduled to rise from 4.8% in 1992 to 10.1% in 2016. This 

schedule is expected to produce a CPP fund equal to about two years of 

benefit outgo in the year 2016. 

Hospital-Medical Benefits 

Canada has a national system of medical and hospital insurance covering all 

residents, financed jointly by the federal and provincial governments. Two 

provinces, Alberta and British Coluibia, require contributions from 

individuals and employers. This medicare system covers all basic services that 

are medically required, but not routine dental care, prescription drugs (for 

residents under age 651, vision and hearing care. There is scope for 

supplementary medical insurance outside the government plan. 

The medicare system is seemingly the envy of many other countries, but it will 

come under increased pressure in 1992 as the federal government continues its 

freeze on transfer payments to provinces, at the same time that diseases such 

as AIDS continue to strain an overburdened system. If the federal government 

continues to back out of the funding process, the provincial governments will 

have to consider reducing expenditures on services or imposing user fees or 

special taxes on services to make up revenue shortfalls. 



Unemployment Insurance 

Unemployment insurance benefits are provided by the federal government. 

Cash sickness benefits (short-term disability), maternity and parental benefits 

are also provided. The unemployment benefit in 1992 is 60% of insurable 

earnings to a maximum of C$36,920. The maximum benefit amount for 1992 is 

C$426 per week Benefits are payable, after a two-week waiting period, for up 

to 50 weeks. Benefits are subject to the "clawback provision previously 

described. 

Contribution rates for unemployment insurance have soared, in order to offset 

a mounting unemployment insurance fund deficit caused by a heavy demand 

for benefits due to the recession. Employers and employees will see a one- 

third increase in contribution rates from those applicable a year ago. For 1992, 

employees contribute 3% of weekly insurable earnings; the employer 

contributes 1.4 times the employee's rate or 4.2%. 

Workers' Compensation 

Workers' compensation benefits are provided separately in each province or 

territory and are available to employees in mainly industrial occupations who 

are disabled or die as a result of a work-related accident or specified 

occupational disease. Employers are required to make contributions to a fund 

at rates determined by the accident experience of each industry class. 

Employees are not permitted to contribute for coverage. Workers' 

compensation is a form of no-fault insurance, generally payable whether or not 

the worker is responsible for his or her injury. A worker may not waive or 

assign benefits, or sue the employer for damages. 



Private Pension Plans 

Under Canada's Constitution, each of the 10 provinces and the federal 

government (with respect to the Yukon and Northwest Territories and 

employment falling under its jurisdiction) has the power to regulate private 

pension plans. The first pension standards legislation became effective 

January 1, 1965 (Ontario). All jurisdictions have now legislated on pension 

standards. The most recent legislation is that for British Columbia, which 

largely becomes effective January 1, 1993. 

The legislation sets standards in areas such as eligibility, vesting, portability, 

retirement benefits, survivor benefits, funding, solvency, investments, 

discloshe. Unfortunately the legislation is complex and not uniform across 

the country. The legislation is particularly burdensome for employers with 

operations in different provinces and for those plan sponsors who have 

defined benefit pension plans. The requirement in Ontario to index pe&ions 

partially for inflation has been enacted, but the effective date still remains to be 

proclaimed. 

A new system of taxation of retirement savings was put into effect in 1991. 

The aim of the system is to treat all forms of retirement savings in a consistent 

way. A limit is put on the total tax shelter an individual may obtain from all 

such savings, equal to the lesser of 18% of salary and a dollar amount which is 

C$12,500 in 1992. In order for the system to work, a value has to be placed on 

the pension earned under defined benefit plans, and for this purpose a 

simplified formula using a factor of 9 was developed. Employers are required 

to report the assessed value of pension benefits "pension adjustment" to 



Revenue Canada by the end of February for each plan member. Revenue 

Canada collects all this information and reports back to each employee by the 

end of the year how much contribution room is left. 

The system is very complex and not understood by many plan members. It 

places an additional administrative burden on sponsors of defined benefit 

plans. The use of the factor of 9 results in an assessed value for young 

members of defined benefit plans which exceeds the actual value of the benefit 

being earned. This has caused plan sponsors to question whether continuing 

with a defined benefit plan is appropriate. 

It remains to be seen whether Canadians will take advantage of the new 

expanded retirement savings contribution limits. A survey by Gallup Canada 

in 1991 indicated that only one-third of those under age 50 made regular 

contributions to mutual funds or other investments to supplement their 

employer or government pensions. Of those earning more than C$50,000 and 

having their own retirement savings program, fully two-thirds saved less than 

C$3,000 a year. 

The number of registered pension plans in Canada declined from 21,094 in 

1986 to 19,956 in 1990, mainly as a result of the plan wind-ups among small 

employers. In terms of membership, the numbers grew from 4,668,381 in 1986 

to 5,108,363 in 1990. The percentage of employed paid workers covered by 

employer pension plans has dedined from 47.7% in 1980 to 44.8% in 1990. 

Given the complexity of the pension standards legislation and the new tax 

system, coupled with additional accounting requirements, it is not surprising 

to see an increase in the number of plan members covered by defined 



contribution plans. Defined contribution plan membership as a percentage of 

total plan membership (public and private sectors) inaeased from 5.2% in 1980 

to 8.4% in 1990. 

Current Pension Issues 

Some of the current pension issues are: 

coverage of workers by private pension plans; 

defined benefit versus defined contribution plans; 

contribution holidays; 

surplus use and ownership; 

mandatory indexation; 

lack of uniformity of legislation; 

complex and expensive reporting requirements under provinaal 

legislation; 

complex tax reporting requirements. 

Consumer Protection 

In December, 1991, the Ontario government announced changes to private 

pension plan regulations that recognize the competitive pressures facing 

Ontario business, while protecting employees' pension security. 

The current solvency funding requirement was intended to ensure that plans 

are adequately funded if the company goes under. However, this aeated 

unexpected high costs for some pension plans with generous special benefits. 



The high solvency funding costs will be relieved by excluding plant-closure 

benefits and "grow-in" to certain benefits from the solvency funding 

requirements. Continued pension security will be provided through a more 

viable Pension Benefits Guarantee Fund (PBGF). Ontario is the only province 

to have a fund that guarantees pension benefits. 

Created in 1980, the PBGF insures Ontario pension plans which have a 

shortfall upon wind-up and an insolvent sponsor. The PBGF has a deficit of 

C $ 2  million, largely due to the failure of Massey Combines Corporation in 

1988. Significant-ineases in t h  employer-paid PBGF premiums have been 
L-- 

announced. These changes will restore the PGBF to a well-funded position 

and will be financed by the plan sponsors who have underfunded plans, 

particularly by those who benefit from the new solvency funding rules. For a 

company with 10,000 beneficiaries, the maximum yearly levy will amount to 

C$1 million. 

The Canadian life insurance industry has a proud record of only a handful of 

failures in more than a century, all small firms. However, a significant failure 

occurred in 1991 when the 2nd-largest life insurance company ran into 

trouble, because of investments in real estate and in subsidiaries that did not 

work out. A liquidator and administrator have been appointed. The 

administrator is empowered to sell parts of the business as it sees fit, and it is 

estimated that a shortfall of C$100 million will met by the Canadian Life and 

Health Insurance Compensation Corporation (CompCorp). The money will be 

paid out over a period of years, as the company - under its liquidator- 

administrator - honours all existing obligations, but does not take on new 



business. Policyholders will receive full compensation, even though the 

protection plan of CompCorp contains limits. 

CompCorp was set up on January 1,1990, as a federally incorporated 

subsidiary of the Canadian Life and Health Insurance Association, the industry 

body for more than 150 insurers. These companies will be assessed to provide 

the money to cover the loss. 

Life Assurance 

In December, 1991, Royal Assent was given to a new Insurance Act. The 

legislation is expected to be fully in force the second quarter of 1992. The 

legislation is very wide ranging and perhaps involves the most responsibilities 

of the actuarial profession anywhere in the world. 

Under the new act, an appointed actuary must be formally designated by the 

board of the insurance company. This requirement applies to life and property 

and casualty companies as well as to foreign companies. In all published 

financial statements of the company, the act requires the appointed actuary to 

report on the fairness of the results. The act sets no prescribed methods or 

assumptions for the appointed actuary in preparing the report. Rather, it relies 

completely on the Canadian Institute of Actuaries (CIA) standards and 

valuation technique papers, with the provision that the Superintendent may 

provide additional direction. Appointed actuaries will be required to do 

Dynamic Solvency Testing - that is, to examine the ability of the company to 

remain solvent under a variety of scenarios concerning economic and business 

volatility. 



The appointed actuary must report in person to the board or the audit 

committee at least annually on the current financial position of the company. 

In addition, the appointed actuary is required to report on the expected future 

financial condition of the company. As well, the appointed actuary must 

produce an opinion annually concerning the amount of the risk-related capital 

of the enterprise and the adequacy of the capital available. 

Obviously, the new act imposes considerable responsibility on the actuary. 

Although the appointed actuary is not given complete legal immunity, the 

Senate and House agreed during the approval process that both the appointed 

actuary and any company employee who acted in good faith under the act 

should not be liable in any civil action arising from the act. 

The CIA has issued standards for the appointed actuary and for financial 

reporting by its members. Compliance with the standards is being monitored 

through mandatory questionnaires sent to all valuation actuaries. 

Membership 

The number of Fellows a d the Canadian Institute of Actuaries rose from 1,508 

in June, 1989 to 1,688 in January, 1992. 

A survey questionnaire, answered by nearly all non-retired Fellows in 1989 

and 1991, revealed that 680 or 45% of the total were engaged in consulting 

work in January, 1992 (up from 468 or 39% of the total in June, 1989). 



Analysis of Qualified Canadian Actuaries by Occupation 

Insurance Company 

Consulting Organization 

Government 

Teaching, Industry & Other 

June 1989 January 1992 

Number Percentage Number Percentage 

624 53% 717 48% 

468 39% 680 45% 

47 4% 55 4% 

44 - 4% - 45 - 3% - 
1,183 100% 1,497 100% 

The proportion of actuaries indicating French as their spoken language has 

remained constant at 30%. 

Professional Matters 

The CIA is developing new pension standards with explicit valuation 

technique papers to guide members in the choice of actuarial methods and 

assumptions, as well as in handling solvency valuation and negotiated benefits. 

Also, standards are being developed for cash flow matching techniques. 

Reference has previously been made to compliance with standards for life 

insurance and property and casualty insurance. Once pension standards are 

fully in place, it is intended that an appropriate compulsory questionnaire be 

used to monitor compliance with pension standards. 

In the area of professional conduct, a new rule is currently being considered 

by Council. If approved, the new rule (sometimes referred to as the "snitch" 

rule) would require any actuary to report to the CIA a material departure from 

the CIA rules of conduct or standards by another actuary. The exception to 

this would be if he or she is prohibited by law or if the two actuaries are in an 

adversarial position, such as giving evidence in court or negotiating an acquisition. 


