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FINANCE -
NOVA SCOTIA PUBLIC SERVICE
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BACKGROUND

6.5 TheNova Scotia Public Service Long Term Disability (LTD) Plan Trust Fund (the ‘Plan’)

was established by Order in Council 85-1219 in 1985. The Plan was initially funded by a transfer
of $13,126,860 from what was known as the Group Life Assurance Plan Premium Fund. Amounts
had accumulated in that Fund from several sources including group life assurance experience rebates
and Unemployment Insurance (now Employment Insurance) premium reductions.

6.6 The terms and conditions under which the Plan is administered are detailed in a Trust
Agreement between the Nova Scotia Government and General Employees’ Union (NSGEU), the
Province, and the Trustees. Four Trustees are appointed from each of the Union and the Province
and have joint responsibility for the operation and administration of the Plan. The Chair of the Board
of Trustees alternates between representatives of the Union and the Province. The Union and the
Province are known collectively as the Plan sponsors.

6.7  Participation in the Planis defined in Schedules A and B to the Trust Agreement. The largest
participating group is civil servants as defined in Section 2(g) of the Civil Service Collective
Bargaining Act as well as non-bargaining civil servants. These represent 6,907 of the 12,297
participants in the Plan, or 56.2%, as of September 30, 2002. Other groups include certain staff at
the Queen Elizabeth 1l Health Sciences Centre, members of the Canadian Union of Public
Employees (CUPE) and employees of various crown entities such as Nova Bagotiatibn
Corporation and Municipal Finance Corporation.

6.8 The employer (primarily defined as the Province of Nova Scotia) and employees each
contribute 50% of the premiums for the Plan. Total premiums range from 3% to 4.5% of bi-weekly
salary, with the majority contributing at a rate of 3.32%. Benefits are now set at 65% of salary to
a maximum of $3,000 bi-weekly. Participation in the Plan is mandatory for Provincial employees,
including staff and management of the Office of the Auditor General, except for certain part-time
positions.

6.9 The LTD Office employs four full-time personnel. A private sector company administers
claims eligible for benefits under the LTD Plan. This company has been the claims administrator
since the Plan was established. Other service providers include an investment manager, an
investment trustee and an actuary. The Plan’s annual financial statements are audited by an external
auditor.

6.10 This was our first audit of the N.S. LTD Plan Trust Fund.
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RESULTSIN BRIEF
7.7  Thefollowing are the principal observations from our audit.

u After changes to the Plan implemented in May 2002, the unfunded liability for the
N.S. Long Term Disability Plan Trust Fund is estimated to be $38.9 million at June
1,2002. Theimpact of recent Plan changes designed to reducethisdeficit over a15-
year period needsto be managed and closely monitored to ensure effectiveness. The
Board of Trustees needsto develop a plan to accomplish this.

n We recommend that the impact of government and other employers’ short-term
illness (STI) policies and procedures on LTD claims be examined by the Public
Service Commission (PSC). There is a need to integrate and coordinate aspects of
these benefit programs to better facilitate back-to-work objectives. This may reduce
claims incidence in LTD as well.

u A review of the Plan’s governance function is required. This review should include
a discussion of alternatives to the present arrangements to ensure the resulting Board
structure addresses the concerns regarding fiduciary responsibility to current
contributors and beneficiaries expressed by the Trustees.

u We commend the Board in its efforts to include performance evaluation in its
proposed service contract for claims administration. This contract is currently under
negotiation. In addition, we recommend that the Board develop a schedule for the
periodic review of files (likely on a sample basis) as part of the overall evaluation of
the claims administration function.

u An annual report is prepared for the Plan as required by the Trust Agreement. Future
annual reports should clearly indicate the impact the recent changes have had in
addressing the unfunded liability of the Plan.

u We recommend that the Trustees perform an analysis to determine whether services
procured from external service providers result in due regard for economy and
efficiency. If it is determined that these arrangements continue to be sole-sourced,
this decision should be documented in the Board minutes.

AUDIT SCOPE
7.8 In 2001 we began an audit of the Nova Scotia Long Term Disability Plan Trust Fund. The
summary objectives for this assignment were to assess the overall governance, accountability, and
performance management of the Plan, and to conclude whether there is adequate:

- compliance with statutory and other enabling authorities or requirements;

- control systems, procedures and practices; and

- due regard for economy and efficiency.
7.9  General criteria were used to facilitate our review. These criteria were discussed with
management at the LTD Office, the Board of Trustees and the Plan spdrisocsiteria are noted
in Exhibit 7.1, along with our assessment of the extent to which each one was met. The Exhibit also

includes our key suggestions for change. In order to implement the key suggestions noted in this
Exhibit, the Board of Trustees needs to ensure the LTD Office is adequately staffed.
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7.10  Our approach to thisassignment consisted of interviewswith management at the LTD Office,
the current Board Chair, past Board Chairs and other Trustees. Weinterviewed the President of the
NSGEU, and the current and past Commissioner of the Public Service Commission (formerly the
Department of Human Resources) in their capacity as Plan sponsors. We also met with
representatives from certain of the service providersto the Plan, and with selected staff at both the
Department of Finance and the Public Service Commission. Finally, we conducted an extensive
review of documentation on the Plan including a review of Board minutes from January 1990 to
September 2002.

PRINCIPAL FINDINGS
Financial Condition and Funding Strategy

7.11 Anactuarid liability update prepared for the Plan at June 1, 2002 indicatesaliability of $63.8

million, subsequent to the May 2002 changesto the Plan. The market value of the Plan’s assets at
that date was $24.9 million. This yields an unfunded liability of $38.9 million. An actuarial
valuation of the Plan was performed as at March 31, 2001, prior to the May 2002 changes. At that
time, the unfunded liability was estimated to be $46.3 million.

7.12 A history of the actuarially-determined unfunded liability can be found in Exhibit 7.2. As
can be seen from the information provided, the Plan had an unfunded liability at March 31, 1988,
about two years after its inception. A full actuarial valuation of the Plan’s assets and liabilities is
performed periodically. The results of these valuations are reflected in this Exhibit.

7.13 Growthinthe unfunded liability was offset by strong performance in the investment portfolio

of the Plan in 1998. Recent changes to the Plan have reduced the unfunded liability to $38.9 million,
as noted above. Prior to implementation of these changes in May 2002, the unfunded liability had
risento )$52.1 million as at March 31, 2002. (See further details of these changes in paragraphs 7.19
to 7.23.

7.14 Several factors have contributed to the Plan’s current financial difficulties, including the
following.

n We were informed that the Plan was intended to accommodate about 250
beneficiaries although we could not find documentation to support this statement.
A chart describing the number of beneficiaries since 1986 is included as Exhibit 7.3.
At September 30, 2002, there were 757 active claims (i.e., individuals receiving
disability claim payments).

n LTD benefits do not commence until after short-term illness benefits expire. These
benefits are available for 100 consecutive work days and are referred to as the
elimination period for purposes of LTD. They are available to civil servants and
certain other employees specified in Schedules A and B to the Trust Agreement.
Further discussion of the possible impact of the STI period on LTD applicants is
noted in paragraphs 7.28 to 7.31.

u A group with a high incidence rate joined the Plan in 1988. No provision was made
for the costs associated with the members of this group who were on disability leave
when they joined the LTD Plan. The Plan did not receive any payments directly
associated with offsetting the value of the claim obligation assumed.

n In addition, the Plan’s actuary suggested a premium rate for this group to reflect their
disability incidence rate. It was ultimately decided by the Plan sponsors not to use
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this suggested rate due to the high monthly premiums. Instead premium rates for
NSGEU contributorswereincreased to reflect the increased cost and risk associated
with this group. These increased rates became effective March 1995.

u Recommendations of the Board of Trustees to deal with the declining financia
position of the Plan have not been dealt with on atimely basis by the Plan sponsors.
Thisis discussed further in paragraph 7.32.

7.15 TheBoard of Trusteesand the Plan sponsors have undertaken initiativesin an attempt to deal

with the unfunded liability. 1n 1996 a Joint Review Committee (JRC) wasformed. The Committee
consisted of members from the NSGEU and the Province and was established to review the overall
operations and administration of the LTD Fund. The Committee issued a report to the Board of
Trustees in 1999 which included recommendations on rehabilitation and other issues. The
Committee noted that “In general, a combination of short-term savings, and long-term operational,
philosophical changes, is required for long-term survival. Most of all, there is a need for a
fundamental shift in focus toward facilitating return to work, rather than protecting the status quo.”

7.16 Inaddition to making recommendations on the Plan, the JRC also requested a comparison
study of LTD programs across Canada. The study was conducted by an independent consultant and
indicated the following:

u By category of employment, the Nova Scotia LTD Plan experience ranged from
150% to over 500% of the claimsincidence rates seen in other jurisdictions.

u There was no indication that comparable plans are having more success than the
Nova Scotia LTD Plan in returning claimants to work and off LTD benefits.

u Benefits payable under the Nova Scotia LTD Plan did not appear to be significantly
above those payable under other public sector programs.

7.17 Funding strategy The most significant response to the financial condition of the Plan was
the development of afunding strategy. The funding strategy was prepared by the (then) Executive
Director and approved by the Board of Trusteesin December 2000. The strategy was prepared based
on areview of reports from the actuary and other consultants, and the recommendations of the JRC.

7.18 Recommendations related to eight areas were identified in the funding strategy. These are
noted below:

- claims administration and management;
- integration with public service superannuation plans;
- prevention services (to prevent injury or illness before it occurs);

- coordination and communication (to assist al stakeholdersin developing effective
and efficient means of service delivery);

- evauation of claimsincidence (through statistical anaysisand the development and
implementation of disability management programs in the workplace);

- development of incentive programs (for example, penalizing higher incidence
employers through higher premiums);
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- modifications to benefit levels; and
- evaluation of claims administration process.

7.19 Plan changes - Effective May 2002, significant changes were made to the Plan in an effort
to improve itsfinancial condition and long-term viability. These amendments are noted in Exhibit
7.4.

7.20 Thechangeswere proposed and analyzed through thefall and winter of 2001-02. Therewas
collaboration between the Plan sponsors and the Board, although the sponsors ultimately approved

the changes. As part of the discussion of alternatives, the Plan’s actuary performed analyses using
various costing factors. These analyses were used in determining the Plan chahges.
implementation of the Plan changes included meetings with certain employers and a notification to
employees of the changes.

7.21 We did not perform an independent review of the impact of the amendments on the Plan’s
unfunded liability. We have relied on the analysis provided by the Plan’s actuary throughout the
process.

7.22 We understand the Plan changes are expected to result in full funding of the N.S. LTD Plan
in 15 years. Based on an unaudited statement of cash flows prepared by the LTD Office for the nine
months ended September 30, 2002, monthly premiums are now sufficient to cover monthly claims.
Further, management indicated that advances from the operating account to the investment account
will take place in December 2002. It is evident the May 2002 changes to the Plan have already had
a positive impact on the financial position of the Plan.

7.23 We were informed that the Plan sponsors have recently requested a review of the impact of
one of the Plan change€oncerns have been raised about the lack of coverage for employees after

age 60. The actuary has provided a costing analysis to identify the impact of changes to this
provision, including the impact on the 15-year amortization period. The analysis indicates the

amortization period would increase. Given the current financial position of the Plan, any decision

that would lengthen the time before the Plan is fully funded needs to be carefully considered.

7.24 Benchmarks - Trustees have agreed to develop funding strategy benchmarks in an effort to
monitor the impact of the May 2002 Plan changes on the unfunded liability. These benchmarks
would also provide the starting point for the analysis of any further changes to the Plan. We stress
that these benchmarks should be developed in the near future and recommend that a suitable time
frame (e.g., annual, semi-annual) be established for monitoring the impact of these changes. We
note that the decision to establish benchmarks was based on a recommendation from the Plan’s
actuary.

Recommendation 7.1

We recommend that benchmarks to be established by the Trustees be
included in a plan to monitor the impact of the recent Plan changes.

7.25 Reviewof permanent claims- The LTD Office has undertaken a review of approximately 460
claims on permanent disability status. The purpose of the review was to assess rehabilitation
potential for these individualsAlthough the review did not yield any change in status for these
Individuals, it did result in several recommendations. These include a review of all protocols,
practices and decision-making criteria used by the claims administrator to ensure effectiveness and
consistency with Plan guidelines related to adjudication, case management and rehabilitation.
Recommendations from the LTD Office review related to recoveries (primarily from third parties)

are discussed in more detailparagraph 7.46 below.
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L eave Management

7.26 As can be seen from Exhibit 7.4, the recent Plan changes are strictly financia in nature.
None of the leave management proposals noted in the funding strategy were implemented. The
actuary had also noted the need for leave management measures in the following excerpt from a
letter summarizing the Plan changes:

“.... it is imperative for the sponsors to put in place an effective disability prevention and
management strategy. The recent history of the plan demonstrated an increase in claiming
activity in recent years. It will therefore be necessary to put in an action plan to attempt to
minimize new claims and to ensure the intervention and effective return to work strategies
are put in place with respect to future claimants. This, if successful, will contribute in a
meaningful way to resolving the financial difficulties currently faced by the LTD plan.”

7.27 Thisconcernisaso shared by several membersof the Board. During the course of the audit,
we interviewed Trustees to obtain their views on governance and other matters (see further
discussion of thisin paragraph 7.32). Several expressed concern that the approved changes to the
Plan did not deal with claims administration issues such as rehabilitation. In addition, many noted
that changes to the STI policies and practices of the Province, including intervention prior to
application for LTD, are critical to the future viability of the Plan.

7.28 Short-term illness A detailed review of STI policies and practices of the Province or other
employers was beyond the scope of this audit. However, because of the potential impact of these
policies and procedures on LTD claims, we discussed STI benefits with staff at the Public Service
Commission (PSC - formerly the Department of Human Resources).

7.29 Itisgenerally recognized in disability management that return-to-work initiatives are more
successful in the early stages of disability. In most cases, neither the claims administrator nor the
LTD Office are aware of possible LTD claims until the application for LTD benefits takes place.
Thisisusually twoto four weeks prior to the expiration of STI benefitswhich runfor 100 work days.
The{(efore, intervention may not take place until amost five months after the individual has left
work.

7.30 PSCindicated it hascertaininitiatives planned with respect to leave management, including
STI. A draft policy entitled Disability Management Policyvas prepared in 1995 but was not
finalized, approved or implemented. In 2001, the PSC prepared a Proposal for Strategic
Manaegement of Short-term lllness and Long-term Disab#ityding for the proposal could not be
secured.

Recommendation 7.2

We strongly recommend that the effectiveness of current short-termilingss
policies and practices, and their impact on LTD claims, be examined by

the Public Service Commission. Further, there is a need to integrate and

coordinate aspects of these benefit programs to better facilitate back-to-

work objectives.
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Governance, Accountability and Performance Management

7.31 Weinterviewed seven of theeight Board Trusteesin early 2002. Our objectivewasto solicit
responses from each of these Trustees on questions related to governance, accountability, and
performance management. Unfortunately, wewere unableto interview the remaining Trustee prior
to her removal as Trustee (and Board Chair) by a Plan sponsor in May 2002.

7.32 Governance - We make the following observations about Plan governance.

u The Trust Agreement outlinesrolesand responsibilitiesfor both the Trusteesand the
Plan sponsors. Each Trustee we interviewed felt clear about his or her role and
responsibilities as a Board member, although none had received any training for the
position. They all recognized that changesto the Plan were the responsibility of the
Plan sponsors and that Trustee involvement with these changes was in
recommending and implementing them.

n Each Trustee was concerned about individual ability to discharge fiduciary
responsi bility with respect tothe Plan. Althoughthe Trust Agreement establishesthe
powersof the Trusteesto do what is necessary “...to accomplish the objectives of the
Plan and enable the empl oyeesto obtain benefitsunder the Plan in the most efficient
and economical manner”, the Plan sponsors determine the nature and extent of
benefitsprovided under the Plan and the contribution rates. Thismay limit the ability
of the Trustees to effectively meet their responsibility in this regard.

u All Trustees expressed frustration with the time it has taken to make changes to the
Plan. Asnoted previously, the Plan hasbeeninfinancial difficulty since shortly after
itsinceptionin 1985. A review of correspondence maintained by aformer Chair of
the Board indicates that the Plan sponsors were informed of the financial situation
of the Plan in 1993, and documentation supports that they were reminded of thisin
several of the following years.

u Thereisadifference of opinion between the Union and Management Trustees with
respect to tendering for the services of the claims administrator. The matter had to
be referred to the Plan sponsors for resolution in accordance with the Trust
Agreement.

7.33 Theissue of governance has been raised at the Board level, and it has been suggested that
expertise be sought regarding the roles and responsibilities of a Trustee. We strongly support this
initiative.

Recommendation 7.3

We recommend that an overall review of the governance structure apd
arrangements for the Plan be undertaken. This review should includg a
discussion of alternatives to the present arrangements to ensure the
resulting Board structure addresses the concerns expressed by the
Trustees surrounding fiduciary responsibility to the beneficiaries of th
Plan, i.e., current contributors and claimants.

7.34 Accountability and performance managemeQur audit plan included severa criteria
related to accountability and performance management, and our assessment of these is noted in
Exhibit 7.1. Ingenera, the Trusteesfelt they received adequate information to assess the financial
condition and performance of the Plan, and that information provided to them by the LTD Office
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prior to Board meetingswas adequate and timely. We noted that reportsfrom service providerswere
giventotheBoard asrequired. Thereports provided by theinvestment manager, investment trustee,
claimsadministrator and actuary appear to provide adequatefinancia and other informationto assess

the Plan’s performance. An exception is the need for more detailed information on rehabilitation,
as further described in paragraph 7.43 below.

7.35 The Trustees are required to prepare an annual report pursuant to Section 4.7(c) of the Trust
Agreement. We noted that this has been prepared for the Plan sponsors on a regular basis. An
annual report was prepared for the year ended December 31, 2000 and made available to various
Plan participants through departments’ human resource functions. This distribution was part of an
overall communication strategy being implemented for the Plan. The annual report provided
information to stakeholders - employees and employers - on the financial condition of the Plan and
the planning and operational strategies being pursued to ensure its viability. An annual report has
recently been prepared for the year ended December 31, 2001.

Recommendation 7.4

We recommend that future annual reports be prepared on atimely basis
and clearly indicate theimpact the recent changes have had in addressing
the unfunded liability of the Plan.

Claims Administration, Appeals and Rehabilitation

7.36 Claimsincidence - Exhibit 7.5 provides background information on the 757 active claims

as at September 30, 2002. We note that the incidence of the two most significant types of claims
increased marginally from 49.0% of total claims in 1990 to the present level of 51.8%. In addition,
Exhibit 7.6 provides an analysis of claims activity during the nine months ended September 30,
2002.

7.37 Service standards- Claims administration service standards were approved by the Board of
Trustees in April 2001. The standards address the following areas of service delivery: client
contact/assistance; claims and case management; vocational rehabilitation; contact with employers
and service providers; and appeal process.

7.38 Several of the standards include a specific time frame for completion of related tasks. These
time frames provide a framework against which to measure performance and have been incorporated
into a document accompanying the service standards Beégdrmance Evaluation of Service
Sandards. It is the Board’s intention to ensure the service standards and related performance
evaluation are integrated into any contract negotiations with the current (or subsequent) claims
administrator. We commend the Board in its efforts to increase accountability in the claims
administration function. This evaluation process will also serve to establish whether value-for-
money is being obtained for these services.

7.39 Audit of beneficiaryfiles- We did not examine individual benefit recipients’ files during the
course of this audit. However, we did enquire as to whether the Board undertook regular reviews
of beneficiary files. This had only been done in 1996.

7.40 The new service contract includes a provision for the inspection of documents related to the
provision of claims administration services.
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Recommendation 7.5

We recommend that the Board develop a schedul e for the periodic review
of files (likely on a sample basis) as part of the overall evaluation of the
claims administration function .

7.41 Rehabilitation guidelines - Rehabilitation guidelines were approved by the Board in 1998.
We note that these guidelines provide a framework for rehabilitation efforts, and are referred to in
the service standards. The standards note that participation in prescribed rehabilitation initiatives
ismandatory. We are not sure of the extent to which these guidelines have been implemented aswe
did not review individual claim files.

7.42 Information provided by the claims administrator indicates 110 claimants were referred for
rehabilitation during the nine months ended September 30, 2002. This comparesto 123 referralsto
September 30, 2001. The claims administrator could not provide information to indicate the
percentage of active claims(excluding those defined as permanent claims) involvedinrehabilitation
activities at September 30, 2002. This information is important in order to ascertain whether the
service standards relating to rehabilitation are being met. We understand staff of the LTD Officeis
working with the claims administrator to obtain this information.

Other |ssues

7.43 Procurement - The N.S. LTD Plan uses externa service providers for the following
functions:

- actuarial;

- legdl;

- investment management;

- Investment trustee; and

- claims administration.
7.44 Wereviewed the arrangements with each of the service providersto the Plan. Asnoted in
our assessment of the audit criteria related to procurement in Exhibit 7.1, none of the current

arrangements with the service providers we examined during the course of thisaudit were procured
through tender. These services totaled about $.965 million for the year ended December 31, 2001.

Recommendation 7.6

Werecommend that the Trusteesperforman analysisto deter minewhether
services procured fromexternal service providersresultin dueregard for
economy and efficiency. If it is determined that these arrangements
continueto be sole-sour ced, written documentation justifying thisdecision
should be noted in the Board minutes.
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7.45 Recoveries- The Planis entitled to recoveries from several sources:
- Canada Pension Plan (CPP);
- Employment Insurance (El);
- Workers’ Compensation Board;
- subrogation; and
- offset of benefits by income earned during rehabilitation.

7.46 We discussed the systems and controls in place to ensure the Plan is receiving the recoveries
to which it is entitled. An analysis had been undertaken by LTD Office staff during the review of
permanent claims as noted in paragraph 7.26 above. Recommendations resulting from this review
Include obtaining signed disclaimers from benefit recipients asserting that they are not in receipt of
any other income which should be offset against LTD benefits. In addition, there should be a process
in place to ensure re-application for CPP benefits if there is a change onthiean of the LTD
recipient.

CONCLUDING REMARKS

747 The N.S. LTD Plan Trust Fund has, and will continue to face, significant challenges
including reducing its unfunded liability. For too long, the declining financial position of the Plan
was not addressed, and one can only conclude that the overall governance and accountability
functions in the past failed to protect the interest of the beneficiaries on a timely basis.

7.48 The existing governance arrangements for the Plan include, by design, conflicting interests.
The members of the Board of Trustees share the fiduciary responsibilities for the Plan with the
sponsors. However, only the Plan sponsors have the authority for decisions most relevant to the
finances and funding of the Plan. Historically, it has taken the Trustees and sponsors too long to
make decisions and take action on matters with significant financial or funding consequences. As
a result, current contributors to the Plan, including the public purse, are now - and will be for some
time - paying increased premiums to offset the poor performance of the Fund in the past.

7.49 Recent changes to the Plan, which are aimed toward a fully-funded position in 15 years, are
a significant step in maintaining a viable Fund. However, leave management policies and procedures
within the government and its related entities require review in an effort to control the rate of claims
incidence for the Plan.

750 In order to attract and retain qualified employees at all levels, an organization like the
government of Nova Scotia needs to offer a reasonably comprehensive suite of benefits in addition
to basic salaries and wages. Access to a reasonably priced and reliable disability benefit is one
element of a comprehensive benefits program. The government’s existing program offered through
the N.S. LTD Plan Trust Fund has been and is still at significant risk and must be monitored closely.
The Board of Trustees noted in its response to this Chapter that they have taken, or are planning to
take, action toward implementing the recommendations we have made.
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Exhibit 7.1

NOVA SCOTIA LONG TERM DISABILITY PLAN TRUST FUND
AUDIT CRITERIA ASSESSMENT

Criteria

Assessment

Key Controls and Other
Considerations

Key Suggestions

SECTION A - GOVERNANCE, ACCOUNTABILITY AND PERFORMANCE MANAGEMENT

Objectives- To assess the framework for governance, accountability, and performance management of the N.S. LTD Plan Trust Fund.
To assess the N.S. LTD Plan Trust Fund’s accountability relationships, including those between:

- the Board of Trustees and Plan sponsors;
- the Board of Trustees and Plan participants; and
- the Plan management and the Board of Trustees.

To determine how the performance of service providers to the Plan is monitored.

There should be regular reportin
of the Plan’s financial position
and operating results betwes
and among the Board of Trusteg
the Plan’s sponsors an
participants, and servic
providers to the Plan.

g Partially Met

n
s
o
]

There is regular reporting tot
Board of Trustees, and reports to t
Plan sponsors are made periodical

Service providers are provided wit

relevant information as needed.

eAn annual report, including the financi
heposition of the Plan, should be ma
yavailable to Plan participants.

h

fle

There should be a systemiin pla
to ensure reporting requiremen
specified in contracts o
agreements are met.

ceMet

S

Reports from service providers a
included on the agenda of each Bog

meeting.

(0]

Information provided should bg¢ Met Information on the Plan’s financigl
sufficient to allow for informed situation is available on a monthl
decision making with respect tp basis and allows for regulay
the Plan’s future, and should al4o monitoring of its performance.
provide adequate detail tp
monitor the Plan’s performance|.
There should be Terms df Met No specific Terms of Reference, byt
Reference for Trustees and Chair roles and responsibilities arp
of the Board which detail role documented in the Trust Agreemert.
and responsibilities.
Objectives for the Plan should be Met The Plan was established as pn
established and communicatef, income replacement benefits program
and plans should be developgd for eligible participants with
and targets identified to meqt disabilities.
these objectives. Objectives for the continue
operation of the Plan have begn
established through targets related|to
its financial and claims performancg.
Performance against establishedNot met A system for monitoring financial arld
targets should be measured aphd claims performance needs to be
reported. established.
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Exhibit 7.1 (Cont'd)

Criteria

Assessment

Key Controls and Other
Considerations

Key Suggestions

SECTION B - FUNDING STRA

Objectives- To gather information on the performance of the Plan since its inception, including information with respect to additional

participants entering

TEGY

the Plan.

To review the Board’s plans for addressing the unfunded liability.

There should be documentatignMet

to support decisions made with

respect to the direction of th
Plan, including the admission g
new participants to the Plan
premium and benefit rates, an
investment policies.

=~ (D

o <

Recent Plan changes have bgen
supported with extensive analysis by

the Plan’s actuary.

Appropriate actuarial valuation
should be performed when ne

groups are to be admitted to the

Plan.

5 Partially Met

Several groups

mid-1990s.

joined the PI
without actuarial valuations in th

nThe Board of Trustees determined t
e valuations are now required for ne
entrants.

There should be an approvddMet

funding strategy to address th
deficiencies of the Plan.

)

The funding strategy was approved
the Board of Trustees in Decemb

2000.

by

Er

The implementation of thd
funding strategy should bg¢
monitored and its progres
compared with an approve
schedule.

Not met

U

evaluate the effectiveness of the appro
changes. Other aspects of the strat
need to be re-evaluated.

Not all aspects of the funding stratdgy
were implemented. The Board of Trustges
is developing a plan to monitor and

Fay

SECTION C - CLAIMSADMINISTRATION AND APPEALS

Objectives - To assess the control processes for monitoring the claims administration and appeal functions.
To determine how the economy and efficiency of the claims administration and appeal services are assessed.

There should be approve

standards for the provision gf

claims administration and appe.
services.

f Partially Met

1

The Board of Trustees has appro
claim

service standards for

service provider for

have been developed over time.

eS&tandards for these services should

dadministration services which is current
heunder negotiation.

BS

be

5 implemented. The Board of Trustees tjas
administration and appeals, althoughincluded these in the contract for clair
these have not been implementsg
Standards presently used by t
claimg
administration and appeal servic

ns
ly

There should be a process f
monitoring and reporting

brNot met

A system for
evaluating these services is not

monitoring an

i The proposed contract now includ
nbenchmarks for evaluating claim

Bs
s

ct
for

0]

performance against servide place. administration services. Once contrg

standards. negotiations are completed, a system
monitoring and evaluating should K
established.

The contract for claimg Not met The current contract for claimsThere should be documentation to supp

administration and apped
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Exhibit 7.1 (Cont'd)

Criteria

Assessment

Key Controls and Other
Considerations

Key Suggestions

SECTION D - REHABILITATION SERVICES

Objectives- To assess the control process for monitoring rehabilitation services.
To determine how the economy and efficiency of rehabilitation services are assessed.

Standards for rehabilitation
services should be established
and approved and include time
frames for intervention.

Partially met

Rehabilitation guidelines were
approved by the Board in 1998.
Thereisno formal agreement withthe
service provider specifying the use of
these in rehabilitation services, and
consequently, not all aspects of these
guidelines have been implemented.

Approved guidelines should be
implemented fully. TheBoard of Trustees
has included these guidelines as part of
the proposed contract for claims
administration services. (These services
are currently under negotiation.)

There should be a system for
monitoring and reporting
performance against approved
standards for rehabilitation
Services.

Not met

The approved guidelinesinclude
some benchmarks for performance
evaluation, but asthe guidelineshave
not been implemented fully, there is
no system for monitoring and
reporting performance in the area of
rehabilitation.

The Board of Trustees has approved
service standards.  These standards
include benchmarks against which
rehabilitation services are to be evaluated
on aregular basis. The standards form
part of the contract for claims
administration services.

The contract for rehabilitation
services should be awarded in
accordance with procurement
policies and procedures.

Not met

Claims administration services are
not tendered.

Thereshould bedocumentation to support
the decision not to tender, and to indicate
that these services provide due regard for
economy and efficiency.

SECTION E - INVESTMENT MANAGEMENT

Objectives- To assess the control processes over the performance of investment management functions.
To determineif investment management services are provided with due regard for economy and efficiency.

There should be an investment | Met Thereis an investment policy for the | Ananalysisof therate of return should be
strategy for the Plan which is LTD Plan Trust Fund. performed to ensuretheunfunded liability
based on analysis and Therate of return established for the | of the Plan has been considered fully.
consideration of an appropriate Plan is comparable to the rate used
level of risk. for other Provincial benefits plans.
Investment results should be | Met The investment manager provides
compared with selected information to compare the Plan
benchmarks on a periodic basis. results with those of selected indices

on aregular basis.
The contract for investment [ Not met The services provided by the | Thereshould bedocumentationto support

services should be awarded in
accordance with procurement
policies and procedures.

investment manager are not tendered.

the decision not to tender, and to indicate
that these services provide due regard for
economy and efficiency.

SECTION F - RECOVERIES

Objective -

To assess the system for ensuring the LTD Plan is recovering all amountsto which it is entitled.

There should be a system to
ensure amounts to be received
from third parties are complete
and recovered on atimely basis.

Met

CPPand other possiblerecoveriesare
identified during the application
process.

Beneficiaries should be asked to update
information related to recoveries on a
periodic basis. Theneed for thishasbeen
identified by the LTD Office.
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Exhibit 7.2
N.S. LTD PLAN TRUST FUND
ACTUARIAL VALUATION OF CLAIMS LIABILITY, ASSETS, AND UNFUNDED LIABILITY
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Exhibit 7.3
N.S. LTD PLAN TRUST FUND
NUMBER OF CLAIMANTS
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Exhibit 7.4

N.S.LTD PLAN TRUST FUND
SUMMARY OF APPROVED PLAN CHANGES

The following changes were effective May 1, 2002:

»  The definition of disability, which affects the own occupation time-frame, was changed from 30 months to 24
months.

e Eligibility criteria for continued coverage after 24 months was reduced from 80% to 75% of pre-disability garnings.
e Premiums increased with employers and employees continuing to cost share on a 50/50 basis.

e The cap on benefits was raised. Therefore, full premiums must be paid for employees earning up to $120,000 per
year.

«  New LTD claimants will receive benefits equal to 65% of their salary, to a maximum benefit of $3,000 bijweekly.

e Premium contributions and coverage will end 100 days prior to an employee reaching age 60, or after ac¢umulating
35 years of pensionable service, whichever comes first.

*  Annual indexing of benefits will be determined based on the financial viability of the Plan.
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Exhibit 7.5
N.S. LTD PLAN
ACTIVE CLAIMS AS AT SEPTEMBER 30, 2002
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% Other (12.9%) || Accidents (5.5%)

|:| Respiratory (2.9%) E Brain/nervous system (9.6%)
Exhibit 7.6

N.S. LTD PLAN
ANALYSIS OF CLAIMS ACTIVITY FOR THE NINE MONTHS ENDED SEPTEMBER 30, 2002
Appeals Approved —| |

Appeals Denied |

New Appeals —

Reinstated —{ ]

Terminated —

Withdrawn —
Denied —

Approved —

Received — |
\ \ \
I I I

0 50 100 150 200
Number of Claims






