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Funding of environmental
liabilities

Is it enough to identify, value, manage,
and disclose environmental liabilities to
the company’s stakeholders and other
interested groups? Does this relieve
corporate directors and officers of
personal liability?

If corporate directors would adopt
programs involving externally held,
professionally managed environmental
liability funding, they can alleviate
much of their concerns and those of
officers, shareholders, creditors, envi-
ronmental authorities, and the public.
The segregated funds — an annual
sum equal to the amortization payment
required to fully fund the environmen-
tal liability over the estimated lifetime
of the company — would cover the
costs. An insurer could set up a specially
designed deferred environmental liabil-
ity policy, and premiums could be
charged against operations as business
expense. Under this scenario, the
company is more likely to satisfy
authorities that it has acted with “due
diligence” if anyone brings allegations
of negligence.

‘ Environmental liability (continued from page 3)

Engineers and environmental
specialists would need to assist in
applying actuarial technology to the
management of environmental liabili-
ties. Financial vehicles, probably
insurance, also would be required,
chosen after studying taxation and legal
considerations. Trusts could be used,
such as those set up for pension plans.

Actuarial technology is suited to the
valuing, management, and funding of
environmental liabilities and risks,
borrowing on the experience of the
actuarial profession in guiding the
affairs of insurance companies and
pension plans. The subject requires
regulation by government in setting
minimum and maximum criteria and
by the actuarial profession in setting
practice standards and guides to
professional conduct.

Standards of practice

By its nature, the management of envi-
ronmental liabilities is likely to be the
source of conflicts over standards: reme-
diation standards, legal standards, and
actuarial standards. Situations are bound
to arise where funding proves to be
inadequate, and legal action may follow.

Actuaries who practice in this field |
must be prepared to act with profes-
sional integrity and independence.
They must be able to stand up to
pressures from clients.

The process of setting actuarial stan-
dards in this area already has begun.
The Canadian Institute of Actuaries
has appointed a task force on environ-
mental liabilities to define how
actuaries can approach environmental
liability valuations with skill, credibility,
breadth, independence, and dedication.
So far, only a few actuaries are aware of
the scope of the challenges.
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