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To: Board of Direclors

From: Brock Smith, Chair of Coverage Review :
Date: November 17, 2003

Suhject: Final Report on Coverage

Issue

To finalize recommendations to the Minister with respect to broadening WSIB coverage
and resolving the independent operator issue.

Background

in the spring of 2002 the Board conducted a public review of key coverage issues
inciuding lack of coverage for about 35 per cent of the workforce and the treatment of
independent operators, In August 2002, the. BOD discussed its recommendations and
instructed staff io prepare a final report to be approved and forwarded to the Minister of
Labour, However, the then Minister indicated that he did not want to receive
recommendations until an impact sludy had been undertaken so final recommendations
have yet 1o be approved, The impact study has now been completed. It analyses the
impact on employment in the industries to which coverage would be extended and
concludes that the employment impact would be minimat in the long run. Inthe short run |
there would be dislocations for small business and community heatth and social
assistance agencies. '

Relevant Factors

Implementation of the recommendations will halt coverage erosion, improve long term
financial viability, eliminate confusion with respect to who is covered, resolve the

- independent aperator issue, and eliminate the need for financial assurances from

Schedule 2 employers. Employers generally support the status quo or say they would
supporl compulsory coverage provided it included the option of private insurance.,
Construction and trucking employers support resolution of the independent operator
issue through some form of compulsory coverage, Schedule 2 employers oppoase
transfer to Schedule 1. Labour representatives favour compulsory WSIB coverage for ail
sectors and workars.

The report suggests thal where coverage is exlended, the unfunded liability charge
would apply to an industry where some firms are currently covered, but not apply in the



case where a whole indusiry is brought into the system. The report does not contain a
formal recommendation on this point.

U of T Prof. Doug Hyatt, whose specialty is the impact of workers compensation
policies, has completed a study of the impact of coverage extension. His conclusion is
that full coverage extension would create a modest, negative impact on employment in
the short run. The greatest impact would be. on health care and social assistance and
small business. However there would be no long run impact on employment. His
analysis is that, in the long run, the cost of WSIB coverage is bome by workers in the

form of slightly lower wages.

Recommendation

The following reflects the decisions taken by the Board in August 2062. The
Board is being asked to reaffirm these decisions.

Exclusionary or Inclusionary? 1l is recommended thal the Act should be converied to
the exclusionary principle whereby all workers and employers are covered excapt where
specifically excluded in the Act, by Order in Councit or by the WSIB. The exclusion list,
Io be placed in regulation, should be cornposed of three paits, which are "permanent”,
"orovisional” and "special category”.

The "permanent" list would include industries or occupations that are presently excluded
and where there is no expectation that they would ever be brought info coverage.
Examples would include feams or individuals compeling in saparts, circus performers,
individuals who do slunts and so on. Also, these individuals or their emiployers wou!d

not be provided with the choice of applying for coverage.

The "provisional” iist would inciuded industries or occupations where the objective is
that they be brought info coverage at some future point, but in the meantime receive a
provisional exempftion that, for example, woult provide time for adequate stakeholder
consultation. : :

The "special category” list would cover industries and occupations where it is
appropriate fo provide compulsory coverage fo some aspects of the industry but not to
others, The prime example would be the entertainment industry where actors and
performers would be exempt from coverage but most orher workers in the industry
would not be.

Schedule 1: (Option 1 is "fuil coverage". Option 2 is full coverage as in option 1, with a
limited option to require equivalent ceverage through private insurance.)

I is recommended that Option 1 be adopted. It is also recommended that the
application of this opiion fo certain designated industries would not fake place without
further consultation. In the meantime, they would be designated under the proposed
“orovisional” exemption cateqory.
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Schedule 2: (Option 1 s 1o transfer all non-government arganizations in Schedule_z to
Schedule 1. Option 2 is to permit the grandfathering of existing private companies in
Schedule 2 conditional on maintaining appropriate financial security arahgements.)

It is recommended that Option 1 be adopted and that consultations take place with
Schedule 2 employers with respect to ils implementation.

It is recognized that a transfer from Schedule 2 to Schedule 1 involves the issue of 1
"double jeopardy”. The WSIB's past practice has been that when a Schedule 2
employer transfers in Schedufe 1, it remains liable for its previous accident costs as well 1
as being required to contribute to past Schedule 1 unfunded fliabiliies. One option would |
be to continue this practice under a newly integrated system. However, if could be

arqued by the employers being transferred that the requirement to fully fund their own

claims while required {o pay a charge for the Schedule 1 unfunded fiability is unfair.

An alternative would be to merge the Schedule 2 claim liability with those of Schedule 1,
but only at the same funding Jevel. One way to achieve this would be lo first require a
Schedule 2 employer to gradually buy-out its own Schedufe 2 liabiliies (say over & three
year period) at a lavel equal to the Schedule 1 funding ratio {currently 70 per cent) and
logether tranisfer it Schedule 2 claims into Schedule 1. The effect of this is to ensure
that everyone contributes to the unfunded liability at the same funding level, while
ensuring that additional liabilities are not added lo either Schedule 1 or Schedule 2
ampioyers entering into Schedule 1.

Independent Operators: The Act should continue fo recognize independent operafors,
both those who own and operate thelr own equipment and those who have multipie
employers whether or no they own their own equipment. Coverage should be
compulsory. Where there is a single employer, the principal would be responsible for
the premiums which could be billed back. Where there are multiple ernployers, the
independent operators would have the option of maintaining individual accounts,
Employers would be able to demand proof of coverage as a condition of entering a
worksite. The independent operator questionnaire would be changed fo reflect the new
policy. Further consuftation should occur regarding the most effective method of
incorporating experience rating into this modet.

it is also recommended that the executive office category be efiminated so as to close a
possible loophole that rmight be used when compulsory coverage for independent
operators is implemented. ‘

li is recornmended thal siaff explore the feasibifity of implementing a named insured
systern in the construction industry and report {o the Board.

Volunteers: /i is recormmended that compulsory coverage for volunteers essentially ;
remain firmited to those currently covered with some minor amendmenis fo ensure that !
volunteers warking for corporalion contracted o provide pofice, fire or ambulance :
services on behalf of @ municipality are covered as well. The Act should be amended to

empowayr the Board to broaden coverage for volunteers on an application basis.

Qutworkers: It is recommended that the oulworker category be deleled from the Act.



Casual Workers: Reference 1o casual workers should be delfeted from the Act.
Employers wouid be responsible for providing coverage for afl work performed on their
worksites by their workers, regardless of the status
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- nwv THIE BOARD
O LA Eod UED

AP

f D*‘-cmherzoﬂﬁ
‘ 4

pannnesinhRREN

this...10.day ©

qqqqqq PP ELI

Soecrelaly -



FINAL REPORT

COVERAGE UNDER THE WS1 ACT

REPORT TO BOARD OF DIRECTORS

QOctober 8, 2002

v

BOD Minute #15, December 10, 2003, Pape 6569 %7

b



1. INTRODUCTION

The Board’s discussion paper Coverage Under the Ontario Worlkplace Safety and
Insurance Act was issued in January 2002 (Attachment A). Consultation included eight
dnys of hearings during February and March. About 170 oral and/or written submissions
have been reccived. They are summarized in the attached document, Summary of
Submissions by Stakeholders (Attachment B).

This report presents recommendations, which are based on a review of the stakcholder
submissions and further informal discussions with WSIB officials and cerlain
stakeholders. In this report, stakeholder views ave presented only in their briefest form.
For a detailed review Of positions presented by stakeholders, readers are invited to refer
to the Sumenary af Submissions by Stakeholders.



L EXCLUSIONARY OR INCLUSIONARY

The Act eatzblishes and lists two categories of covered industries under Schedules 1 and
2 A short Hst of exchided industrics and non-covered individuals is also poted in the Aet
and regulations. This is the “inclusionary method” of defining coverage, which in essence
requixes the specific and extensive listing of industries and businesses in order that they
be covered. The alternative is an “exclusionary” sysiem in which the Act applies to all
employers and workers excepl where they are specifically excluded by order.

An advantage of the present inclusiopary method is (hat, by simply no action, the Board
is able 1o avoid having to specily exclusions that may involve cormplex administrative
issucs. However, the current tethod also has some significant disadvantages. As noted in
the Discussion Paper, the existing system lacks consistency and clarity. The process of
designating and classifying literally hundreds of specific industries has been based more
on historical circumslance than “a rationalized process”. Among other things, this has
meant that a number of industries may have simply “fallen.through the cracks”.

Moreover, it would appear that the inclusionary method is no longer congruent with the
stakeholder conscnsos thai emerged from the public hearings. While there may be
disagreement over how universal coverage ought to be implemented, there is a
stakeholder consensus on this aspect of providing universal coverage.

To illustrate how the exclusionary principle can be applied, Newfoundland’s Act covers
workers and employers...in the province™ except as exempted by the Lieulenant
Govemor in Council or the compensation commission. The Act eaplicitly empowers the
government and the commission 10 make regulations with respect to the fishing, logging
and the volunteer sector. The Act also recognizes independent operators as being elipible
for coverage on a volunteer basis. It specifically excludes employment related to private
residences and professional sporis competitors.

Another example is Saskatchewan, which inclodes “all employers and workers” except

- where excluded by the Licatenant Governor in Couneil or by the Aef. The Act namnes as

exclusions casual workers, outworlkers, household servants, the farming and ranching
industry and schoolteachers, :

It can be seen from these examples that the exelusionary method still provides ample
flexibility o deal with situations where compulsory coverage may not be appropriate,

Recommendation

It is reconmmended 1hat the Act should be converted to the exclusionary principte wherehy
all workers and employers are covered except where specifically excluded in the

Aet, by Order in Council or by the WSIB. The exclusion list, 1o be ploced in regulation,
should be composed of three parts, which are “permanent”, “provisional " and “special
category”.



The “permanent " list would include industries or occupations that are presently
excluded and where there is no expectation that they would ever be brought into
coverage. Examples would include teams or individuals competing in sports, circus
performers, individuals who do stunls and so on. Also, these individuals or their
employers would not be provided with the choice of applying for coverage.

The “provisional” list would include industries or secupations where the objective is that
they be brought into coverage at some future point, but in the meantime receive a
provisional exemption that, for example, would provide time for adeguate stakeholder

consultation,

The “special category " list would cover industries and occupations where it is
appropriate lo provide compulsory coverage 10 some aspects of the industry but not to
others. The prime example would be the enteriainment industry where actors and
performers would be exempt from coverage but most other workers in the industry would

not be.



1. SCHEDULE 1
Slakeholders arc divided en the issue of compulsary coverage under Schedule 1.

Worker representatives, virtually unanimously, advocate universal coverage nnder
Schedule 1. Employer representatives are equally unanimous in their apposition to this
and {assuming Lhe status quo is not an option) some argue that while untversal coverage
is a valid objective, employers should be able to fulfill this obligation by maintaining
private insurance which offers “the full gamut of WSIB benefits, incentives and legal
characteristics™,

Given that there is a near congensus for some form of “universal coverage”, the issue then
comes down to two broad alternatives. They are (1) universal coverage with some
exceptions 2s discussed above, or (2) universal coverage through eirher WSIB coverage
or equivalent insurance as specified in legislation. '

Cption 1: “Full Coverage”

Under this option, virtually all employers and workers would be covered by the Act under
Schedule 1 or 2, except as exempted in line with a process such as that outlined above.

This option cleaily presents a simple, comprehensive solution. It is consistent with the
Board’s aniversal health and safety mandate and with most of the “guiding principles™ in
the discussion paper, It puts all industries on the same footing, eliminates uncertainty for
workers as to whether or not they are covered, and it removes the spectre of costly legal
process and liability. Indeed, it comes as a surprise to many people to learn that this kisid
of comprehensive coverage is not already in existence.

However, thoughtful arguments have been advanced to support another point of view.

For example, employers would maintain that this option fails to meet the Discussion
Paper's guiding principle test of “benefiting employers” and also the principle that WSIB
coverage should be “cost competitive in the current market place and the WSIB must be
able to market and sell its product,”

Scme social service organizaiions {&.g. home care) that have opted out of WSIB coverage
have said that a return to WSTB coverage could result in a reduction of their services.

The possibility of having to contribute to the unfunded liability is also an imporiant issne
{or industries not currently part of the system,

1o (bis regard, it is recommended that this option should include a refincment of the
current pelicy which requires all new registrants 1o pay the unfunded liability charge.
While this policy is justificd on the basis that it puts new entrants on the same footing 23 .



{hose in similar categories who are already in the sysiem, it is suggested that the

unfunded lizhility charge not apply in the case of the wholesale inclusion of a new ;
industry where historically virtually none of its participants have been part of the system.
In that case, maintenance of a level playing field within the industry is not an issue and it
may be unfair to expect such an industry essentially to subsidize others. One means of
ensuring that an industry in thia situation is not charged for the past unfunded liability
would be to establish a new rate group(s) with 2 new class that beging ils existence with a
zero unfunded Lisbility'. For other industries where some firms are currently covered and
somne are not, the unfunded liability charge would be applied.

Employers have also stated that, should this become the preferred option, it ought to be
subject to forther consultation based on an cconomic and financial anatysis of its impact.

Accotdingly, shonld this becaine the preferred option, it may be advisable to phase in its
implementation in order to allow for more consultation with respect to the economic and
financial impact on certain industries and, in particular, to consult on the creation of new

rate groups

Option 2: Full coverage os in Option 1, with a limited option to require eguivalent
coverage through privale insurance,

As noted in the Summary of Submissions from Stakeholders, a number of employer
organizations advocate that employers should have the option of providing equivalenl
coverage through private insurance, Thus, employers in specified industries would be
eligible for exemption from the provisions of the Aet if they provide equivalent coverage
to theig ern]:;]oyees.J On its face this option has certain attractiveness since it would
presumably achieve the result of universal coverape while providing for the continuance
and perhaps expansion and enhancement of existing private coverage arrangements

The “equivalency” option might work along the following lines, First, the Board or an

arm’s length regulator would approve a template for private coverage as being ‘
“sequivalent” to WSIB benefits, such as the “Mercer audit toa]”.? The Licutenant ‘
Governor in Couneil and/or the WSIB would be empowered {0 designate an industry as |
being eligible for an exemption under the equivalenicy provision, Firms within this 3

! Exempling one or more industries from paying the unfimded liability charge would ereate two calegories
of employers, which would be perceived as unfair by most employers who arc required (o pay the charge.
Alsa, a number of administrative complexities would have o be ironed out given current finding policies
and hiow the rale setting mode] works.
? An example of an equivalent caverage legistative mandale is the Camada Labour Code, which provides
that emplayers falling within Lthe Ast ™., subscribe {o a plan that provides an employee who is abseni from
wark due 1o work-related illness o injury with wage replacement payable at an cquivalent rate to that
provided for under the applicable workers* compensation legislation in the employec's province of
permanenl residence.” The Act also stipulates that “the employers shall, where rensonably practicable,
gemm an empioyee to work afler the employee's absence due 10 work-rclated illness or injury.” )
This termplate or “andit tool” was prepared by William M. Mercer Lid. for ihe Canadian Banleers .
Assacintion lo be used in assessing disability insurance benefits for consistency with the Canada Labour :
Cude requirement of equivalency to provincial workers’ compensaion benefit jovels,



industry would then be granted an exemption based upon presentation of proof of
coverage consistent with the template developed for fheir industry and certified by the

regulator.

The Canadian Barkers Association (CBA) submits that (he Mercer audit tool neets the
eyuivalency requirermnent of the Canada Labour Code. Staff have met with CBA officials
and have anslyzed the banks’ template for comparability with WSIB benefits. With the
exception of non-economic Joss (NEL) henefits, and the right of appeal to an independent
tribunal, the template indeed does appear 10 Providc benefits which are generaily
comparable to those provided by the WSIB.

The significant issues posed by this option are who it would apply to and how it would be
regulated. These are examined below.

Employers’ organizations have submitted that the equivalency option ought to apply 1o
everyone, including employers currently enrolled in the WSIB. However, this weould
involve a fundamental change in the nature of the curvent sysiem and could lead {0 &
virtual privatized system with the WSIB acting as an insurer of }ast resorl for high-risk
industries unable to find affordable private ingurance. Such an option is outside of the
scope get out in the Discnssion Paper and, accordingly, is not considered further,

However, an equivalency option for industries that, to ail intents and purposes, are not
currently jn the system is another matter. Below is a skeich of how this option might
work and what some of the legal and adminisirative implications might be.

Amendrments 1o the Aef would be required in order to define what “equivalency” means
and to specify tests of eligibility. it is important to note that such a test would have 1o be
consistent with the Charter of Rights requirement for equal treatment under the law,
which would require that clear criteria for eligibility be defined in the Act. The Aez would
also establish a regulatory autherity Jodged within the WSIB or a new body to apply the
cligibility rules. Two appeals processes would also be required; one to adjudicate
dispules over benefiis entitlement, the other to resolve disputes over eligibility for
“srqivalency”. These issues creale some significant policy hurdles.

How would eligibility for an indusiry be defined? Some passible criteria are: (1) the
industry is federally regulaled; (2) the indusiry has a low work injury history; (3) the
induslry is able o meet cerfain financial tests; (4) the industry has developed an
equivalency templale to which its members are prepared to adherc and be subject to
audit,

The option of extending “equivalency” to federally regulated industries could be
considered on the prounds that it would provide a clear-cut definition and is congruent

4 Phe Brilish Columbia Workers® Campensation Board has to date rejocted CBA arguments that banks
onght 1o be exempt en the basis that they provide equivalent benefits, Banks are covered in most ather
provinces but argue that this arose befare the CLC amendmenis and that they are now attemypling 1o
persuade provinces that they ought to be exempt from provincial schemes.



with jurisdiction over heath and safety.regulation. However, currently no other provines
recognizes federal regulation as grounds for excmption from workers' compensation
programs. In fact, there is 2 long history of federally regulated enterprises participating
in provincial workers’ compensation. Such a policy, then, could potentially open an exit
door to employers that are currently-enrolled in the WSIB and are also under the
jurisdiction of the Canada Labour Code. Finally, there would be a question of cquity
within the inancial secter, as this option would result in “cquivalency” essentially being

limnited to banks.

Another possible exemption criterion is a Jow frequency of workplace injury. Howaver,
the challenges of developing an effective definition of whal in fact 35 2 “low injury”
history and matching that to reliable data would be a daunting task with uncertain result.
Moreaver, this criterion wouid not effectively distinguish between currently covered and
non-covered industries since many employers in the system have excellent safety records,
As noted, policies that would facilitate or encourage employers to leave the WSIB are not
in the terms of reference of this review,

What about equivalency exemptions for currently non-covered industries that could meet
financial tests designed to predict (heir ability to afford cquivalent insurance for their
employecs on a fong-term basis? This too presents challenges. First, it would be difficult
{0 pain a consensus as to what the tests ought to be. There is also the issue of perpetual
avditing to ensure compliance and the question of what to do if a firm fails out of |
compliance. Also, it would be difficult to justify why such eriteria could only apply to
eurrently non-covered employers.

it has been suggested that another way to define eligibility would be based on ihe
availability of “equivalency insurance” maiched to a template such as that developed for
the banking industry. However, it is unknown whether other currently non-covered
sectors would or could adopt such a process. Once again this option throws up the iegal
chalienge of creating “equivalency” erileria that would be consistent with the objectives
of this review and the Charter principle of equal ireatment under the law.

Who would regulate equivalency? An obvious conflict of intercst issue arises with

respect lo the WSIB. If rules are developed that nowly covered industries would not

contribute to the unfunded liability and would be placed in newly created, “self :
contained” rate groups with respect to revenues and costs, then, at Jeast from a financial
© point of view, the Board ought to be indifferent as to whether coverape was on a direct ot ;
equivalent basis. However, that aside, the appearance, whatever the reality, of conflict of ;
interest would Jikely require the creation of an arms length regulatory body. This would

be controversial with stakeholders. Employers could be saddled with {(what they would

see as) excessive and intrusive demands for information not to mention the cost of

regulatory operations. Unions could launch legal challenpes 1o exemptions on the

grounds that they were not really “cquivalent”. All told, the crealion of a new and .

possibly complex regulatory process is something that few stakeholders would support.



Another issue is the handling of individual compensation appeals. The equivalency
prineiple would presumably require that entitlement appeals be subject to third party '
adjudication as i3 the case with W3IB claims. Tt is Tikely that the stakeholders supporting
the equivaleney option and their service providers would have major concerns about this, i

A final point is that the Board’s safety mandate applies to all employers governed by the
Oceupational Health and Safety Act and farm-related activities. The equivalency option
could still involve the application of health and safety charges to many employers n an
industry that had been granted the equivalency option. Thus, the industry does not
completely avoid being subject to Boerd levies and oversight,

In summary, while the “equivalency” opltion may appeal Lo some as a broad concept,
whep examined more closely it raises a host of legal, regulatory and adminisirative issues
for which there are no casy answers. Accordingly, it is suggesied that this option not be

pursued further.

The fact rerains that some employers have made a vigorous case for being excloded
from WSIB coverage on the basis that they can provide equivalent coverage. The above
considerations suggest that if certain industries are to be exempt from coverage under a
new act, this should be achieved simply by the granting of an exemplion{s) cither on a
“permanent” or “‘provisional” basis as recommended in the first section of this report. No
attempt shoutld be made 1o embed equivalency criteria into a new act.

Recommendation for Schedule 1

1t is recommended that Option I be adopted. It is also recomnmended that the application
of this option 1o certain desigrated industries would not take place without further
consuliation. In the meantime, they would be designated under the proposed
“provisional” exemplion calegory.



Iv. SCHEDULE 2

Most emplovee representatives wowid like to sce Schedule 2 eliminated because of what
they believe ta be overly aggressive claims management on the part of employer:s and t.hE:
financial risk that they perceive Schedule 2 privale sector employers potentially imposng

upon the overall systermn.

The Schedule 2 Employers Group argues that recent bonding agreements have eliminated
the financial risk and that aggressive claims management is a positive not 2 negative
factor. Many other public sector employers submitted separate briefs endorsing
contimuance of Schedule 2. Some employer representatives recommended that Scheduie 2

be expanded.

Witk respect to bonding arrangements, 8 problem would arise if a Schedule 2 employer
were unable to provide adequate financial goarantecs. Currently, the WSIB would not be
able to transfer sach an employer to Schedule 1 in this sitoation. 1f some private sector
employers continue to be eligible for Schedule 2, as would be the casc in Option 2 below,
congideration should be given to allowing the WSIB to move employers into the
collective liability system (Schedule 1) where they are unable to meet the required
finencial guarantees.

It should be noted that the issue of coverage for public sector organizations under
Sehedule 2 was not raised directly in the Discussion Paper and is not under review here.

There are two oplions:
Option 1: Transfer all non-government organizations in Schedule 2 to Schedule J.

Option 2: Permit the grandfathering of existing privaie companies in Schedule 2
conditional on maintaining appropriaie financial security arrangements,

While {he issue of financial securily for privale employers in Schedule 2 has been tarpely
addressed in recent months, there are other concerns that call into question the necd for
maintaining Schedule 2 coverage for non-governmental employers.

First, the overall spirit of this exercise is to move in the direction of inclusivencss, equal
treatment and sitplicity wherever possible. In this context, private sector Schedule 2
coverage is increasingly anachronistic. In fact, the-only real argument for maintaining this
method of coverage would appear to be that it is already there. Certainly, if a system were
being created from scratelh, it is unlikely that such a form of coverage would be
envisaped,

Also, as noted in the discussion paper, the traditional distinction between the two
schedules, that is, eollective and individoal liability, has been blurred by the adoption of
experience raling in Schedule 1, 1t should also be noted that the experience rabing
programs are currently under review and proposals are being developed that would
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strengthen the incentives, thereby placing more focus on individual workplace
performance.

Recommendation for Schedule 2

It is recommended that Option 1 be adopted and that consullations iake place with
Scheduie 2 employers with respect io ils implementation.

1t is recognized that a transfer jrom Schedule 2 10 Schedule 1 involves the issue of
“double jeopardy”. The WSIB's past practice has been that when a Schedule 2 employer
transfers into Schedule I, it remains liable for its previous accident costs as well as being
required to contribute to past Schedule 1 unfunded Jiabilities. One option would be 1o

“continue this practice under a newly integrated system. However, it could be argued by

the employers being transferred that the requirement io Jully fund their own claims while
being required to pay « charge for the Schedule 1 unfimded liability is unfair.

An alternative would be io merge the Schedule 2 claim liabilities with those of Schedule
1, but only at the same funding level. One way 1o achieve this would be (o first require a
Schedule 2 employer 1o gradually buy-out its own Schedule 2 liabilities (say over a three
year period) at u level equal to the Schedule 1 funding ratio (currently 70 per cent} and
then transfer its Schedule 2 elaims into Schedule 1. The effect of this is to ensure that
everyone coniribules to the unfinded liability of the same Sfunding level, while ensuring
that additional liabilities are not added to either Schedule 1 or Schedule 2 employers
entering into Schedule |.



.. INDEPENDENT CPERATORS AND EXECUTIVE OFFICERS

With the exception of some stakeholder organizations such as those representing
community newspapers and TV commercial producers, there is a fairly sirong consensus
that independent operators should be covered on a compulsory basis.

The submissions are not in agreement ag to how this should be done. The construction
industry generally advocaies that independent operalors pay premitnns directly while the
trucking indugtry submits that the “principal” would pay and charge back the premium to
the independent operater, & system that did operate in Onlaric at one time.

The Employers Council recommends maintaining the executive officer designation.

The Saskatchewan mode! is worth looking at. It involves two categories of owner |
operators, those who own and operale their own equipment and those that contract their
services io multiple employers regardiess of whether they own their own equipment. !
With respect to the first category, principals are liable for coverage payments, which they
can charge back. The independent operators are experience rated under the principal's
account and are not permiited to have their own account if they work for only one
principal. With respect to the second category {called “independent workers”) individuals
may have their own accounts. Coverage is guaranteed even if the “independent worker”
has not opened an account. In this case costs would be billed to the principal bui he

cannot charge back these costs to the independent worker.

This model appears to be a good place Lo start since it incorporates elements that are
supported by stakeholders and is apparently working well in’ Saskatchewan.

Recommendation

The Aet should continue 1o recognize independent operaiors, both those who own and
operate their own equipment and those who have multiple employers whether or not they
own their equipment. Coverage should be compulsory. Where there is a single employer,
the principal would be responsible for premiums which could be billed buck. Where there
are mulliple employers, the independent operators would have the opifon of maimiaining
individual nccounts. Employers would be able to démand proof of coverage as o
condition of entering a work site. The independent operator questionnaire would be
changed 1o reflect the new policy. Further consuliation should occur regarding the most
effective method of incorporating experience rating into this model,

It is also recommended that the executive officer category be eliminated so as 1o close a
paossible loophole that might be used when compulsory coverage Jfor independent
aperators is implemented.



“Narned Insured”

Dun'ng the public hearings the issue of implementing a “named insurance” sysiem,
particularly in the construction industry, was raised several times. A natried insurance
system provides coverage on an individual basis, as is the case with private LTD plans
and other forms of private insurance. Previous Board discussions have indicated that the
developmenl of such a system ought to be a long-term objective. The development ofa
new policy for independent operaters provides a window of opportunity to advance this

objective at least on a pilot project basis.

Accordingly it is recommended that staff explore the feasibility of implementing a named
insured system in the consiruction industry and report 10 the Board.

V1, VOLUNTEERS

Worker representatives generally recommended some kind of universa) coverage for
volunteers while organizations that place a significant reliance on volunieers are strongly

apposed to this.

Some municipal organizations have recommended that coverage be allowed for police or
municipal volunteers where no state of emergency has been declared and the “employer”
is a local board rather than a rmunicipal cozporation, (In cases where the municipality is
the “employer”, coverage is computsory for volunteer ambulance and fire brigade and a
state of emerpency does not have to be declared.)

Any attempt 1o mandate compulsory coverage for volunteers will create significant
problems for meany stakeholders. Morcover, no actual voluntcer organizations have
requested mandatory coverage. Accordingly, changes to this area should focns on the
specific issue raised by some local governments and, with respect to the broader issue,
take a permissive stance should other organizations seek coverage for their volunteers.

Recommendation for Volunieers

It is recommended that compulsory coverage for volunteers essentially remain fimited fo
those currently covered with some minor amendmenis Lo ensure thar volunieers working
for corporations centracted to provide police, fire or ambulance services on behalf of a

31t is important 1o note Lhat this issue will he partially addressed by The Government Efficiency Act, 2002,
Bill 179, which received first reading on Seplember 25, 2002. One of the four amendments to the HS7 Act
within the Bill strikes oul * a municipal volunteer ambulance bripade™ and substitutes “a yolunteer
ambulance brigade.”



municipality are covered as well. The Act should be amended to empower the Board 10
broaden coverage for volunteers on an application basis.,

VII. OUTWOREERS

The Aet defines an outworker as “persons to whom articles or material are given out to be
made up, cleaned, washed, altered, omamented, finished, repaired or adapted for sale in
the person’s own home or on other premises nof under the control er management of the
person who gave out the articles or materials.” The Aet excludes them from coverage.

There is a general consensus that the definition of outworker should be broadened to
recognize that certain occupational activities are increasingly performed from home a5
well as office environments and that they should be covered under Schedule 1.

Generally, wotk activities in private homes are not subject to coverage with the exception
of domestics who worle morte than 24 hours per week for the same employer. However, in
certain circurnstances (he home is a virtual office or factory and in these cases coverage
should apply where there is an identifiable employer(s).

An effective and comprehensive way to achieve this objective would be to simply
remove any reference to ovtworkers from the Aet. This will mean that employers will be
responsible for coverage where they are the sole employer, or the indjviduals working
from Fhe home for multiple clients will directly register as “owner operators.”

Recommendation for Qutworkers

It is recommended that the ourworker category be deleted from the Act.

VII. CASUAL WORICERS

The Act excludes persons whose employment is of a “casual nature” and not “for the
purpeses of the employer’s industry™

There is a general consensus amongst stakeholders that this definition should revised to
provide for more dlarity and broader coverage. The best way to do this would be to
simply delate any references to casual workers from the Aet. This alternative would
obvinle ihe need for 2 new definition and would be consistent with the overall spirit of
this exercise which is to make coverage as universal as possible.

e



Kecommendation for Casual Workers

Reference to casual workers should be deleted from the Act. Employers wowld be
responsible for providing coverage for all work performed on their worksites by their
workers, regardless of the status of the worker.

T NLT
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Warkplace Safety and Insurance Act
Coverage Study
EXRCUTIVE SUMMARY

As the sector of Ontacio industry that is not covered by the Worlkplace Safety and
Tnsurance Act has grown morc rapidly then the covered sector, the proportion of werkers
who are protected by the legislation has diminished. As highlighted in the Government's
1996 White Paper on workers' compensation, extending coverage under the WSIA to
previously uncovered industries is consisient with the business and insurance principles

of equity, purpose and vision, insurance protection and the creation of safety incentives.

However, during the Smith Review of coverage, some employers oxpressed concern that
extending mandatory WSIA coverage might result in job losses in the presently
uncovered industries. [n response o these concerns, this siudy was initiated to estimate

the magnitude and permanence of any adverse employment effects of extending

~ coverage.

The finalysis in this report relies, 1n part, upon on a previous Ontanio study {Dungan,
2000) that estimated the impact on the Ontario economy (including employment) of
increasing WSIB premiums, Dungan concluded that increased WS1B premivms result in
lower employmenl in the short-term, due to the increased cost of labour, but that this
inflial negative employment effcet is fally mitigated over time as employec wages and/or
benefits are reduced to fully offscl the increased WSIB preminm cost (so that, in time,

1otal labour costs afler the premium increase ~ wages plus fringe benefits plus workers’



compensation -- is unchanged from total labour costs before the premium increasc. The
initial adverse employment effect is elimipated by about seven years following the

premium nerease,

Using key results from the Dungan study, we find that by four years following the
extension of WSIA coverage to previously uncovered industries, 4,200 fewer jobs are
created (compared to total employment in the uneovered sector of 1.348 million workers)
than would have been created had coverage not been extended. By seven years following
the extension of coverage, employment recovers to the level that would have been
expected had coverage not been extended, Thal is, by seven years following the exiension
of coverage, employers will have had sufficient time to adjust wages and fringe benefits

to offset the increased 'WSIB costs.

In summary, extending WSIB coverzge to previously uncovered indusiries ia likely io

have a smadl, but vitimately only temporary, adverse employment effect.



Weorkplace Safety and Insurance Act

Coverage Study

L Introduction
. The Workplace Safety and Insurance Act (W3IA) requires covered employers to
contribute to the ingorance fimd. Coverage under the Act is on the basis of inclusion
{rather than exclusion, as is the case in some other jurisdictions). Consequently, fitms in
emerging industries are either not covered under the legislation or have, it is sometimes
argued, been inconsistently exchuded from, or included, under the legislation. Further, !
firms in other long-established indusinies, notably much of ’th: financial services sector,

have never been covered by the Ontario legislation. (Employers not covered by the

legisiation may or may not provide alternative insurance protection. However, all

uncovered employers are potentially subject to tort litigation for work-related injuries).

The relative employment growth of some of the excluded industries has nltimately
resulted in an grosion of the _pi‘oportion of workers proilected by the legislation. The
Workplace Safety and Insuranece Board (WSIB), and other reviewers of the Ontario
workers' compensation system (notably the Government's 1996 White Paper on workers'
compensation) have emphasized three business and insurance principles of equity,

pyrpasefvision and i;lsur;mcc pmlection/incenti.ves. There is coneemn that these principles

may be compromised with further erosion of coverape.



In submissions to the Smith Review on coverage, some uncovered employers and/or their
representatives have requested that the WSIB undertake an evaluation of the impact of

" the broader inclusion of carrently uncovered industries. This study represents a response
to these requests. In particuiar, this report sets out estimates of the employment losses
likelv to be asscciated with including industries previonsly not covered under or excluded

trom the Workplace Safety and Insurance Act.

II. Estimating the Employment Effects of Exiending Workplace Safety and
Insurance Act Coverage

WSIB premiums are, in cffect, a payroll tax akin to employer 'conm'butions to
other statutorily fnandatcd benefits such as the Canada Pension Plan and Employment
Insurance, The magnitude of any adverse employment impacts of extending WSTA
coverage 1o presently uncovered/excluded industries depends upon the sensitivity of
employment to increases in payroll taxes (including WSIB premiums), As will be
discussed, this report relies on a recent study that estimates the long and short-term

employment sensitivities to payroll tax changes.

The approach we adopt for estimating the short-ron and Jenger-run employment impacis
of expanding the scope of mandatory WSIA coverage to previously excluded and omitted

neinstries has four distinct steps:

Step 1: Derive estimates of the number of workers who are not covered by the

WSIA, by industry,



Step 2; Derive estimates of the WS)B premiums that might he charged to the

presently excluded/omitted industries;

Step 3: Determiste the increased payroll tax burden of WS1B premiums on the

excluded/omitied industries;

Step 4: Using the payroll tax - employment elasticities from a recent study of
workers' compensation in Ontario, estimate the employment impact by

industry in the short-term and in the longer-term,

The rerainder of this seetion sets out each of these steps in greater detail, and concludes
with cstimates of the shori-term and Teng-term emplovient impacts of extending WS1A

coverage,
Step 1: The numbers of workers whe are uncovered, by industry

The second column of figures in Table 1 (at page 18) shows the munber of workers
employed in each of the uncovered industries, as of 2002." There are some 1,312,000
workers employed in uncovered indusiries in Ontario. Almost 70 percent of uncovered

workers arc employed in 5 industries (number of workers in brackets): finance and

! Squrce: Statistics Canada, Survey of Employment, Earnings and Fours. 1 am grateful to the WSIB, and in
particultar Edwin Yee, for corapiling thesc data.



insurance (246,000); professional, scientific and technical services (234,000); health care

and social assistance (206,000); and, other services (115,000).

Step 2: Estimating WSIA preminms that might be charged to the presently
excluded/omitted indusiries ’

Without a detailed knowledge of the accident vecords, and accident costs, of employersin -
the uncovered sccfors, it is obviously very difficult to conjecture on the expected WSIB
premiums that uncovered firms and industries might pay if they became covered. Until
the WSIB had sufficient time to observe the claims cost experience of the
excluded/omitted industries, the Board would out of necessity have to set a rate that was

based on similar industries.

In consultation with the WSIB, the assumed premiums for uncovered industries that are
used in the simulations that follow are based upon the premiums currently being charged
to a closely comparable covered industry. These rates are presenied in the first column of
Ta'b]e 1. The premiums range from $2.77 per $100 of payroll in health care and social
agsistance, to 17 cents per $100 of payroll in the finance and insurance, real estate, and

administrative and support services industries.”

I note that the assegsinent rate includes a surcharge for retiring the unfunded liability.

Whether the WSIB asgesses an unfunded liability surcharpe on premiums paid by

3 . . .
For samc of the uncovered industries, there was more than one possible comparator industry. In these
sitsations, the highest premium rate from the allernatives was choson,



previously uncovered industries (if coverage is extended) is obviously yet to be
determined. However, for the purposca of this study, the employment effects that we
estimate are based on a premium that reflects an unfunded lability surcharge. Asa
CONSEQUENCE, if coverage is extended, our estimaies of the employment impacts will be
overstated to the extent that no unfunded liability surcharge is assessed, or if the
surcharge 13 less than we heve assumed._

Step 3: Determining the increased payroll tax burden of WSIB premiums on the
execluded/omitted industries

WSIB premiums are a payroll tax, akin ta Canada Pension Plan (CPP), Employment
Insurance (EI} and Employer Health Tax (EHT) contdbutions. Currently, employer

contributions to these payroll taxes are as follows:

CPP:  $4.95 per $100 of assessable CATNINES
EI: $2.10 per $100 of assessable earrings
EHT: $1.7C {(approximately} per $100 of assessable eamnings

The total of these payroll taxes amounts to $8.75 per $100 of payroli.’

The percentage increase in total payroll taxes that would be occasioned by
exlending coverage would range from [$2.77 / $8.75 =] 32 percent in healthcare and
social assistance industries to [0.17 / $8.75 =] 2 percent in the finance and insurance, real

estate, and administrative and swpport services industries.

k2T . .

These payroll tax figures represent the maximums for cach of the taxes. The employer's total cost for
these benelits per $100 of payroll may be lower than these maximums depending upon the extent to which
workers carn moere than the statutory maximum carnings for assessment purposes.



Note that, if employer premiums for private disability insurance are reduced as a
consaquence of WSIB coverage, then ai least part of the increase in payroll tzaxes will be
offset by savings in other employee benefit costs. To the extent that this offsel occurs, the
cmployment impact of WSIB coverage will be overstated in {he simulation results that

follow.

Step 4: Using the payroll tax - employment elasticities Jrom a recent siudy af workers'
compensation in Ontario, estimaie the employment losses by industry in the short-term
and in the longer-term .

The final step is to link the increase in payroll taxes to changes in employment. Further, it
is important to recognize that the impacts of a change such as the iﬁtroduction of WBIA,
coverage into previously uncovered industries will evalve ov;zr time. Indeed, as discussed
below, the evidence for Canada has tended -to indicate that increases in payroll taxes are
eventually (fully) passed on 10 workers in the form of lower wages. As a conscquence,
there may be some immediate negative employment impacts resulting from extending
WSI1A coverage, but these impacts are muted over time as real wages adjust downward
{although total compensation -- wages plus benefits §1us the WSIB benefit -~ remains the

saTne).

A recent zrticle (Dungan, 2000 is one of the very few studies that has projected the
impacts of various changes to the workers' compensation system (such as benefit

increases and decreases, and premium increases and decreases) on the Canadian and



Ontario economies. Dungan's analysis uses the FOCUS and FOCUS-Ontario models,
maintained by the Palicy and Economic Analysis Program (PEAP) at the Institute for

Policy Analysis, University of Toronto,

At pape 137, Dungan highlights the utility of macroeconomic simulation models for

analyzing the potential impact of payroll tax changes:

What then do the macroeconometric models tell us that the more-
general lilerature does not? Primarily, they put specific values on
the qualitative statements about directions af impacts and lengths
of lags. They give us some indication of the amount of
unemployment needed to shift the lax incidence from firms to
warkers, and the length of the adfustment process.

Criticably, Dingan's analysis links increases in payroll taxes and employment, and
illustrates the dynamics by which economic agents (workers and firms) adjust to payroil
tax increases in the short-run and in the longer-run. Dungan (at pages 136-137) describes

the adjustment process of the economy to chhnges in payvoll iaxes as follows:

The employment and wage equations will yield the result thal the
shori-term incidence of o payroll-tax change is on the employer.
Under, for example, a payroll tax increase, wage costs to the firm
will immediately rise and corporate profits will fall. Investmeny
demand will begin to decline with lower profiiability. However,
with a small lag, firms will begin to economize on the more-
expensive labour and will also begin (o pass through the higher
unit labour costs to prices, likely reducing aggregate demand. The
Jall in aggregate demand will further reduce employment. As
employrent falls, the unemployment rate will rise almost in
proporiion (although some of the unemployed become
'discouraged’ as the unemployment rate rises). The rising
wnemployment rate reduces real-wage demands (although nominal

* Dungan, Peter. 2000, "The Effect of Workers' Compensalion and Other Payroll Taxes on the Macro
Economics of Canada and Ontario.” [n Morley Gunderson and Dovglas Hyatt (eds.), Workers'
Compensation; Foundations for Refsrm, Torontoe: University of Toronto Press: 118-161.



wage may rise somewhat in response 10 the tax pass-through 1o '
prices).

Reai wages will continue to fall over time as long as the lax
increase is causing wnemplopment. Eventually, real wages decline
sufficiently to absorb the full amount of the payroll iax increase;
the enire long-run incidence is borne by labour because labour
supply is insensitive Lo the real wage. Cutput prices and corporate
profits return to their levels before the tax change, and so does
investment, but the disturbance may persist for a long lime in the
capital stock. :
The elagticities show that employment Josses peak at four years following the payrolf tax
increase. By the end of yesr 7, the employment Josses are reversed. The positive
clasticities in years 8, & and 10 reflect past findings for Canada that the pass-through to
wages is typically overshol {i.e., wages are reduced by more than the payroll tax).

Employment continves to adjust until wégcs reflect the troe cost of the payroll tax

increase.

According to Dungan, the percentage change in employment given a one percent change
in a payroll tax (the employment - payroll tax elasticities), by year following the premium

increase, are as follows:

Year 1 -0.0096 Year 6 -0.0096
Year 2 -0.0198 Year 7 -0.0026
Year 3 -0.0280 Year 8 0.0104
Year 4 -0.0290 Yenar 9 0.0106
Year 5 -0.0218 Year 10 0.0036

The kcy insights {rom D.ungan's analyses, for the purposes of considening the mmpacts of

expanding WSIA coverage to currently excluded/omitied industries are as follows:



(a)

(®)

(c}

(d)

Expanding workers' compensation coverage results in an increase in the

payroll tax burden faced by inchustrics that are currently excluded/omitted

from WSIA coverage.

Consequently, there is a reduction in employment as & result of the

increase in the costs of employment associated with WSIB premiums.

The actual impact on employment in Ontario of mereases in payrol! taxes,
including workers' compensation, is relatively small. For example,
Dungan found that five percent increase in workers’ conipensation across
all currently covered employers would result in 2 maximum reduction in
employment of 8,500 worke‘rs for, stated more accurately, 2 five percent
increase in workers' compensation premiums results, al the peak, in 8,500
fewer workers being employed than would have been the case inthe

absence of the premium increase).

However, over time, the economy adjusts to workers' compensation
premium increases. In particular, the increased costs of workers'
compensation are shifled from employers (o other economic agents,
including workers (in: the form of lower wages or reductions in other
fringe benefit costs), consumers (in the form of higher prices), and

shareholders or firm owners (in the form of lower profits).



(e)

(H

()

(b}

In the FOCUS model, consistent with other studies of the cost-shifting of
workers' compensation premiums (e.g., Vaillancourt and Marceau, 1990},
most of the costs are shifted to workers in the form of lower wages (or

other benefits);

Adverse employment effects arise because of the time it takes to pass-
through: the increased payroll costs to wages. Consequently, industries 1hat
are able to pass through the costs quickly will experience less disruption to

employment.

The amount of time it takes for these costs to be fully passed on is about 7

VCars,

As the costs are passed on to other agents, the economy will return to its

long-run trend.

Two points merit particular emphasts, While in the longer-run there are no employment

losses, there is the polential for some dislocation in the short-nm as industries adjust in

the increase in payroll {ax occasioned by inclusion undet the WSIA. Further, while

workers in the industry may not lose their jobs as a result of the costs of WSIA coverage

being introduced into an industry where they did not exist previously, it may be that

inereases in employment in the future will be reduced (i.e., the costs of WSIA coverage

fall on "prospective” employees).



Simi]ar]y, as the cost of WSIA eoverage is passed lo workers, il may not bs the case that
they experience immediate reductions in their nominal wages. Rather, the costs are more
likely to be passed on through slower growth in reél wages over time. The speed by
which WSIB costs can be passed on to lower wages is the key determinant of the specd

of adjustment between the short-run, duting which there will be employment losses, and

the long-Tun, in which the employment retorns 1o pre-extension levels.

Results

The result for each of the industries is presented in Table 1. To illustrate the approach,
consider the example of Management Companies and Enterprises (NAICS code 55), the
shaded row in Table 1 (page 18). |
M In 2002, firms classified as Management Companies and Enterprises
employed 34,012 workers. Over the 1991 to 2002 period, employment
grew at an average aimual rate of 5.8 percent. This average Tate of
employment growth is assumed to extend into the future (at least over the

next 10 years).

(I Payro]l taxes, before WSIB premiums, lotal $8.75 per $100 of payroll,
consisting of: CPP $4.95 of assessable earnings, E1$2.10 per $100 of

insurable earnings; and, the Employer Heath Tax $1.70.

(I The assumed WSIB premiumn for the industry is $0.30 per $100 of payroll.

11



(V)

This represents an

increase in total payroll taxes of [$0.30/$8.75 =] 34

percent.

Using the elasticities from the Dungan study, the difference m
employment for each year, compared to employment in the absence of

extending WSIA coverage fo the industry is calculated as:

Employment {(no W3IA coverage)
minas
Employment {with WSIA coverage)
Where,

Employment {(no WSIA coverage) = Braployment in the previousg
year x annual employment growth rate

and,

Tmployment (with WSIA coverage) = Employment (no WSIA
coverage) plus (elaslicity x percentage increase in payroll
laxes afler WSIA coverage) x ernployment (no WSIA
coverage).

The results of the simulation are presented in the following table.

Employment Employment
Year Nao W.C. With W.C., Difference

Present 34,012 34,012 0
1 35,982 35,971 -12
2 38,007 38,041 -26
3 40,272 40,234 -39
4 42,606 42,563 -43
5 45,074 45,040 -34
6 47,685 47,670 -16
g 50,448 50,443 -4



The maximum expected adverse employment impact would be 43 workers (that is,
employment would be 42,563 instead of 42,606) at the end of year 4, By the end of year

7. the adverse employment effect 1 eliminated, as the WS1A costs are fully passed en 1o

Workers.

Over all of the currently uncovered industries, the maximum employment
reduction is estimated to be 4,721 workers 4 years following the introduction of WEIA

coverage to these previously ex cluded/exempted industries. Mote however, that by the

end of the seventh vear following mandalory coverage, employment will have retormed 1o

the level that would have prevailed in the absence of mnandatory coverage. This is

because it takes approximately 7 years for the premium increases to e full passed on to
workers in the form of Jower wages (ar, probably morc accurately) smaller wage

increases than would have been expected in the absence of mandatory coverage.

Cuaveats
There are a number of impostant caveats to this analysis:

{8} While Dungap's analysis revcals no long-rum impact of a payroll tax increase,
there is a recent, small but growing body of evidence that payroll tax increases
can have permanent impacts on employment. Thal 1s, an increase in a ﬁﬂyrell
tax may permanently reduce employment below what it would have been in

the absence of the payroll tax increase.

13



(b} The short-rin employment loss impacts may be smaller than those estimated
if WSIB costs are offset by reducﬁﬁns in premiums for other forms of

disability insurance that excluded/omitted employers ate cuarently providing.5

(c) All 6f the employment losges are assumed to ocenr in the industry upon which

coverage is initiated, and not in other closely allied industries {e.g., cusiomers,

suppliers).

(d) For some uncovered indusiries, workers' compensaiion premivms may
represent an additional cost of employment. However, the characterization of J
workers' compengation as an "additional” cost must be considered in light of

_the possibility that in the absence of workers' compensation coverage injured
workers have the option of suing their employer. It may be the case that many
nncovered employers assess, at least implicitly, that these Jitigation risks are

zero. However, the polential costs of litigation can be considerable.

A Note Regarding Profits

Another contral concern of the non-covered and exchided employers is the impact thal
coverage will have on profiability. While there may be shorl-term implications for the
profits of affected firms, it is jikely to be small, and the Jonger-run impact will be
negligible. This is be;:ause, a8 demonstrated by the simulation analysis, the costs of

WSIB premiums will be passed on lo workers' in the form of lower wages {(or elements of

In the appendix 1o ihis reporl, iflustrative information is provided on the extent of disabikity benefit costs
in the currently uncovered indugiries.



the rerauneration package) within a very short period of time. However, the self-

employed (with no employees) are more likely to experience some diminution of profits

than are other employers, because the increased costs cannot be passed on to other

workers,

Further, to the extent that ernployers arc already providing benefits that cover the costs of
work-related injuries, such emplayers should expect to negotiate reduced premiums for

the privale coverage. These savings could potentially offset some or all of the costs of

WSIA coverage.

Finally, a true measure of profitability would be one that builds in an assessment of the
risks of litigation. An award lo an injured worker may erase some of both past and {futare
profits, and indeed risk the financial solvency and continued existence of the

organization.



11 Conelusions

During the Smith Review of coverage, some employers expressed concem that

extending mandatory WSIA coverage might result in job losses in the presently

uncovered indostries. In response to these concerns, this study was initiated to estimate

the magnitude and permanence of any adverse employment effects of exiending

COVECIARE.

The analysis in this report refied, in part, upon on a previous Ontario study (Dungan, .
2000) that estimated the impact on the Ontario economy (including employment) of
increasing WSIB premiums. Dunigan concluded that increased WSIB premiums result in
lower employment in the short-lerm, due to the increased cost of labour, but that this
initial negative employment effect is fully mitigated over time as employee wages and/or
benefits are reduced to fally offset the increased WSIB premium cost {s0 that, in time,
total iabour cost - wages plus fringe benefits plus workers' compensation — is unchanged
from total labour cost before the premium increase). By seven years fﬁllowing the

premium increase, the initial adverse employment effect is eliminated.

Using key results from the Dungan study, we find that by four years following the
extension of WSIA coverage to previously uncovered industries, 4,700 fewer jobs are
created {compared to total employment in the uncovered seclor of 1.348 million workers)
than would have been created had coverage not been extended. By seven years following
the extension of coverage, employment recovers to the level that wonld have been

expected had coverage not been extended. Thal is, by seven years following the extension

16



of coverage, employers will have had sufficient time to adjost wages and fringe benefits

1o offset the increased WSIB costs.

In summary, extending WSIB coverage lo previously uncovered industries is likely to

have 4 small, but uitimately only temporary, adverse employment effect.

17
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Appendix

Disability Bemefits in Uncovered Tndustries

The WSIB system provides medical and vocational rehabilitation benefits, as well

as temporary and permanent wage-loss indemnity benefits and benefits to the families of
workers who are killed out of and in the cavrse of employment. At present, workers in
the uncovered and excluded sectors are covered either by insurance coverage sponsored

by their employer, purchased individually, or have no insurance CoVerage. Some.

ancovered individuals may receive caverage under their spouses' employer-sponsored

plans. However, the latter mode of coverage is more likely to be for medical treatment-

related benefits, and Jess likely to cover indemnity benefits for short and Jong-term

absences,

There is very little publicly available information on the exient of benefit
coverage, and the value of such benefits, for Ontario workers. This lack of information is
especially limiting for determining benefit coverage by industry and/or occupation. As a
consequence, it ts not }]OSSib]E to provide definilive estimates of the extent of benefit

coverage among uncovered and excluded workers.

Table Al presents survey information collected by KPMG on employee benefit
costs, by industry. It is important to bear in mind the limitations of these data. First, the

data are derived from firms from al} over Canada (51.2 percent of employees covered by
(he survey are from Ontario. In total, the survey provides information on benefits that-

cover 308,805 workers across Canada). Second, the firms and organizations that were
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surveyed are mostly large employers. Finally, sorveyed employers may ot roay not be

subject to coverage under the relevant workers' compensation statute in their Jjurisdiction

{or may have vohumntarily applied for coverage).

Table Al shows that, i'n general, a larger proportion of payroll is devoted to
disability-related benefits in the public sector in comparison with the private sector, This
reflects some combination of higher coverage rates in the public sector {i.c., relative to
the private sector a greater proportion of workers have access to the benefits) and/or the

value of the benefit ia preater in the public sector than in the private sector.

The proportion of payroll spent on disability-related benefits is above the private

sector average in for hospital and health care, dental care, long-term digability and the

-provision of health care spending accounts. The proportion of payroll spent on disabihity

benefiis in the insurance industry is below the private sector average in cach of the
benefit categories in the table. Professiopal firms devote 2 higher proportion of payroll to
disability benefits, compared 1o other private sector employers, with the exception of
shori-lerm disability. High tech services employers pay a higher proportion of payroll
towards hospital and heaith care and (]f-:nmi care than the average private sector employer,
and media and advertising firms exceed the private scclor average only on the proportion

of payroll spent on sick leave benefits,
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_ Hyatt's figures show that the grealest negative impact occurs in health care and social

SUMMARY OF HYATT REPORT: WORPLACE SAFTEY AND INSURANCE
ACT COVERAGE STUDY

Some emplevers (CME, CFIB) submited that there should be a study of the econornic
and financial impact of exiending WSIB coverage, Dr. Hyatt (U of T) was commissioned
to study the economic mmpact of extending coverage to industries currently exempted.

Dr. Hyatt is Professor of Business Economics at the Rotman Schoo! of Management,
University of Toronlo. His research has focused on evaluating outeomes of workers'
compensation legislation and policies.

The key finding of the study is!

"...we find that by four years following the extension of WSIA coverage to
previously uncovered industries, 4,200 fewer jobs are created (compared to total
employment in the uneovered sector of 1.348 million workers) than would have been
created had coverage not been extended, By seven years following the extension of
coverage, employment recovers (o t level that would have been expected had
coverage not been extended...In summary, extending WSIB coverage to previously
uncovered industries is likely to have a small, but ultimately only temporary,
adverse employment effect.” :

assistance and small business.

The draft report states the following caveats:

* While the analysis in the report reveal no Jong run employment impact, some econotmic
research suggests that payroll {ax increases can have a permanent impact on employment,

* The short run employment loss impacts estimaled in the report may be overstated
because some employers may have offsetting savings from cancelled or reduced private

insarance.

* All of the employment losses aré assumed to oceur in the industry to which coverage is
extended and not in other closety allied industries such as suppliers.

* While coverage exlensions may impose additional direct costs on employers, their
igation risks have been reduced lo zero,

Detailed employment impacts are summarized in an attached table.



“(saoraiag Arpuaeg pe Fupmes[) A1) €718 pus (sauwusjulely] pus Jeday) 118 s2pod §OIVN Sapa[axy 2
(A1 213 10f sayroRg a1y

Aununae)) ££79 pue (sanljloed srey SwsmN) €79 ‘(srendsoH) 779 ‘(SwenisAtd 10 $30L30) 9179 $2p0d §] VN S9pn[oxy o
(s98e0) AARINUIION} 7119 PUE (S{00yog Ampiiosss pue Amuewiald) { [ [9 $9p0d §IIVN Sepa[oxy 2
. "(sFuend pue sBupping

0} 5301AI8S} { 196 PUE “(S30IAieg AIHN0AE PUB HopeSnsoat]) 01o¢ {(3991Alg jusuriordug) ¢1gg sapoa SOIVN sapnjoxyg ‘q
‘(sa01ates paje(ay] pus Zuleaufug [eI0s}OIv) €4S apos SOIVN sapnpoxg i

‘5910,
LET% SB0'RPET TOCTTSE'T S86°TITT TYLOL ]
€6 L8L'9TT COL'LLT AR bETS L 8301A138 foq0) T
6T $OF 501 F6L'co1 ELLIG 2608 UQURS106Y PUE JUSWUUIRLIIUE Sy 1L
SAk4 67622 1% 1£T $65°S0T LLTS p BOURISISEY {BIDOS PUE aIE]) [i[BaL] z0
PGl [66°C8 $81°98 EEE 83°0% o SROMAIDG [BUOTIBINpY 19
55 918501 €L8%01 016°¢8 L10% . $20lateg poddng pus aanEn

up jauriojdug

ul yamiofdurg

& ¢ T oy | 2] SUEERLE

68T £L'06T 7£9°067 W6 EET 0£°0% o SOOIAIAG
: Hmowﬁwﬂmm,ﬁ ﬁﬂw o@ﬂﬂm«om Hmﬁommmmrwo.ﬁm G
g LS9 8099 £L1°09 L1703 918]5q [BRy 39
Il SSE ST 6H'05T £E1L°CHT LT0% SOUBRINSL] PUR 0URUL] z5
I 6LLTE 018'1¢ SIFLT 003 dUISEa001 BI¥(] PUE UONLRULION] ¥1s
¥l P11 9GE 11 20F'11 CE0S SUNSEDPRALY UCISIAZ[2 ] DUE GIpey I£15
€Y GLLCL 618l 1S0%1 v6'0% FUIpI00ey] PUNOS PUE 2Imdl] UOTIOPY ZI§
SOUBLIE | 95uien0)) GISA | SBBI9A0] HISAL 00Z @ sy Ausnpur | §OIVN

TIIm SIBoA ¢ MO smef ¢ | jusmdordury JUSUIITILY

Ansapuy Aq ‘sesso] juewkopdurg wta | Hoysg

[ eqel

OIRETIXETA] O SS1RMILST



