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Management's Discussion and Analysis of 2023 Financial
Statements and Operating Results

The Management's Discussion and Analysis of Financial Statements and Operating Results (MD&A) provides management’s
perspective on key events, transactions and issues that affect current and future performance of the Workers’ Compensation
Board - Alberta (WCB). The MD&A, prepared as of April 30, 2024, should be read in conjunction with the audited financial
statements and accompanying notes for the year ended December 31, 2023.

Forward-looking statements

This report contains forward-looking statements about certain matters that are by their nature subject to many risks and
uncertainties, which may cause actual results to differ materially from the statements made herein. Forward-looking
statements include, but are not limited to, WCB objectives, strategies, targeted and expected financial results. They also
include the outlook for WCB’s business and for the Alberta and global economies. Risks and uncertainties arise from, but
are not limited to, changing capital market, industry, and general economic factors or conditions; geopolitical instability;
global or domestic pandemics; climate change; demographic and medical technology changes affecting claims and related
costs; changes in legislation affecting WCB policies and practices; changes in accounting and actuarial standards; inability
to retain and recruit qualified personnel; and other risks, known or unknown. Some are predictable or within WCB control;
many are not. The reader is hereby cautioned not to place undue reliance on these forward-looking statements.

Unless otherwise indicated, all amounts shown are in millions of Canadian dollars.

Management's Discussion and Analysis of 2023 Financial Statements and Operating Results
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Business Overview

Corporate profile

Founded in 1918, WCB is a statutory corporation with a legislative mandate under the Workers’ Compensation Act (the
Act) to administer the workers’ compensation system for the province of Alberta. While accountable to the Minister
of Jobs, Economy and Trade, WCB is independently funded and operated. Through the payment of premiums, nearly
157,500 employers fund the system, which covers approximately 2 million workers.

WCB’s mandate

In Canada, workers’ compensation is a no-fault disability system that protects both employers and workers against
the economic impact of work-related injuries and occupational diseases. Based on the Meredith Principles, the
system covers injured workers for lost employment income and provides health care, rehabilitation and other services
required due to a work-related injury, while employers are shielded from litigation. This system brings economic
stability to the workplace through collective liability that minimizes the risks and expenses of injury. To achieve these
objectives, the Act established the Accident Fund and imposed a statutory obligation on WCB to ensure that it be fully
funded.

WCB'’s vision and mission
The core principles set out in WCB'’s vision and mission shape the corporate beliefs and values that guide the
organization’s operating philosophy.
Vision
Albertans working—a safe, healthy and strong Alberta.
Mission
WCB-Alberta, working together with our partners, will significantly and measurably reduce the impact of
workplace iliness and injury on Albertans.

WCB'’s strategic vision is to make a positive and lasting impact on the people, society and economy of Alberta through
what it does, while the mission statement describes the guidelines for how it intends to conduct business.

WCB-Alberta 2023 Annual Report



2023 Financial Performance

The 2023 financial statements accompanying the MD&A represent the audited financial statements prepared in
accordance with IFRS Accounting Standards (IFRS) including IFRS 17 Insurance Contracts (IFRS 17) which was effective
January 1, 2023. IFRS 17 replaced IFRS 4, an interim standard that largely permitted pre-existing insurance industry
and WCB accounting practice.

[FRS 17 IN THE WCB CONTEXT

WCB'’s business model differs substantively from the commercial insurance model for which IFRS 17 was intended and
on which the standard is based. IFRS 17 mandates the classification of costs into Insurance Management, Financial
Management and Administration. However, this classification does not align with WCB'’s classification for funding
purposes, which separately displays results from premium rate setting activities and asset liability management.
More important, IFRS 17 prescribes valuation changes that would introduce significant volatility to WCB’s annual
premium rate setting. Fully incorporating IFRS 17 into WCB'’s business and funding processes would have material
consequences for the Accident Fund and its stakeholders in terms of significantly increased premium rate and funding
level volatility.

WCB funding practice reflects a funding model based on long-term financial sustainability. In contrast, IFRS 17
introduces a financial reporting model reflecting a current market perspective focused on information needs for
investment and exit decisions, which inherently makes the financial results of the business more volatile. To shield
premium rate setting and funding processes from the volatility of IFRS 17 reporting, WCB will maintain Funding basis
reporting for evaluation of financial performance, rate setting and funding level sufficiency, financial planning and
decision making.

The following section provides an overview of WCB’s 2023 operating highlights based on IFRS, along with

a reconciliation to a Funding basis. This enables MD&A commentary on the 2023 rate setting and business
performance. Note that the unaudited Funding basis results, while more stable over the longer term, can be materially
different from the IFRS results in any given year. Financial results on the Funding basis are non-IFRS measures and

do not have a standardized meaning under IFRS Accounting Standards and, therefore, may not be comparable to
similar measures presented by other insurers. The Funding basis results supplement the related financial information
prepared in accordance with IFRS Accounting Standards.

Management's Discussion and Analysis of 2023 Financial Statements and Operating Results
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OPERATING HIGHLIGHTS AND FINANCIAL POSITION - IFRS BASIS

The 2023 Statement of Financial Performance and Comprehensive Income prepared on an IFRS basis segregates WCB'’s
financial results into three distinct categories: Insurance Management, Financial Management and Administration and
Other Expense as follows:

2023 2022

($ thousands) Actual Restated
Insurance management

Insurance revenue $ 1,353,301 $ 1,195,526

Insurance expense (2,508,458) (1,771,713)
Insurance management result (1,155,157) (576,187)
Financial management

Investment income and expense 939,261 (767,969)

Insurance finance income and expense (336,200) 1,740,500
Financial management result 603,061 972,531
Administration and other expense - net (88,544) (81,056)
Operating (deficit) surplus (640,640) 315,288
Other comprehensive income (28,167) 135,403
Total comprehensive income $ (668,807) $ 450,691

WCB reported a deficit from Insurance Management activities of $1.16 billion in 2023, largely due to insurance
liability remeasurement losses of $938.1 million, primarily arising from costs related to prior year injuries exceeding
expectations and the impact of changes in actuarial assumptions in 2023. The Insurance Management deficit was
$579.0 million higher than in 2022 due to remeasurement losses being $495.1 million higher than in 2022.

Financial Management activities produced a surplus of $603.1 million in 2023 due to an investment portfolio return
of 7.8% that exceeded the IFRS 17 nominal discount rate of 4.9% used to value the insurance liabilities, and was much
higher than the negative 5.8% return in 2022. Insurance finance expense of $336.2 million was approximately $2.1
billion lower than the insurance finance income in 2022 of $1.7 billion due to the change in the nominal discount rate
used to value the insurance liabilities in 2022 - the rate increased from 3.8% in 2021to0 4.9% in 2022 resulting in a
remeasurement gain of approximately $1.95 billion in 2022.

Administration and Other Expense of $88.5 million in 2023 primarily reflect the portion of Administration and Other
expenditures that do not arise directly from fulfillment of insurance contracts. Administration and Other Expense were
$7.5 million higher in 2023 than in 2022 due to lower net recovery of injury reduction program funding, along with
increased staff-related expenses.

Combining these three components above produced an overall operating deficit on an IFRS basis of $640.6 million in
2023, down from the $315.3 million operating surplus in 2022.
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The 2023 Statement of Financial Position prepared on an IFRS basis was as follows:

2023 2022
($ thousands) Actual Restated
Assets
Cash and cash equivalents $ 373,378 $ 186,421
Receivables and other assets 32,591 20,589
Investments 12,492,023 12,111,882
Property, plant and equipment 69,627 67,057
Intangible assets 36,125 43,335
Pension plan assets 34,650 57,537
$ 13,038,394 §$ 12,486,821
Liabilities
Trade and other liabilities $ 62,635 $ 56,194
Safety rebates 85,996 80,999
Employee benefits 45,563 39,705
Insurance liabilities 13,574,058 12,370,974
13,768,252 12,547,872
Fund Balance (729,858) (61,051)

$ 13,038,394 $ 12,486,821

Investments grew by $380.0 million over 2022 primarily from the 2023 investment income earned in the year less
the cash draws to fund operations. The Insurance liabilities grew by approximately $1.2 billion year-over-year due
primarily to the insurance liability remeasurement losses of $938.1 million mentioned previously.
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Reconciliation to funding basis
Areconciliation of the IFRS operating result to the Funding basis reflecting measurement and presentation
adjustments is presented in the table below:

Adjustments to reflect measurement and presentation on a Funding basis:

Insurance Financial Administration Operating

IFRS basis and other surplus
management  management

expense (deficit)
($ thousands)
Statement of Financial Performance and Comprehensive Income (1,155,157) 603,061 (88,544) (640,640)
Reverse IFRS 17 onerous contract loss' (26,100) - - (26,100)
R th t of t lai lying fundi
.emeasure Scos of current year claims applying funding 112,000 i i 112,000
discount rates
R h f pri lai lying fundi i
emeaasuret e cost of prior year claims applying funding discount ) 532,100 i 532,100
rates
Reclassify remeasurement gains & losses to ALM result 938,081 (938,081) - -
Reclassify administration components that are part of rate setting (89,731) 1,187 88,544 -
(220,907) 198,267 - (22,640)
Asset Net funding
. . Customer s
Funding basis T liability surplus
P management (deficit)
A reconciliation of the IFRS fund balance to the funding basis is presented in the table below:
Reconciliation of IFRS 17 Fund balance to Funding basis Fund balance
($ thousands) IFRS 17 basis (729,858)
Adjustments to reflect measurement on a Funding basis:
Reverse IFRS 17 retrospective adjustments at date of transition* 1,619,400
Funding basis 889,542
Funded Ratio 107.3%

As noted in the reconciliations above, the IFRS financial results are reconciled to the Funding basis by restating
the claim benefit obligations using a long-term stable funding discount rate and realigning the results into the two
Funding basis categories. The remeasurement of the claim benefit obligation on a Funding basis was endorsed by
WCB'’s independent signing Actuary. The Funding basis results are unaudited.

These reconciling items are intended to provide operating results on a Funding basis that are representative of the
‘fully funded cost of current year injuries’ to provide transparency to stakeholders on the sufficiency of 2023 premiums
to cover 2023 fully funded injury costs. Furthermore, restatement of the IFRS basis financial results to the Funding
basis provides a more stable baseline for ongoing evaluation of funding sufficiency of the Accident Fund and to
support funding decisions that are made from time to time.

The Board of Directors approved amendments to the Funding Policy effective January 1, 2023, to affirm continued use
of Funding basis financial reporting to inform fund management decisions.

The following sections provide commentary on WCB'’s financial condition and 2023 performance on a Funding basis.

"IFRS 17 requires immediate recognition (in the current period when the renewal premium rates are published) of an onerous contract loss when
premiums are determined insufficient to cover the expected insurance expense. Onerous contract losses are notimmediately recognized under the
funding basis, only as the losses are realized.

2To remeasure the cost of current year claims using the funding basis net discount rate of 3.6%
3 To remeasure the cost of prior year claims using the funding basis net discount rate of 3.6%.
“Derecognition of liability for remaining coverage and restatement of liability for incurred claims on a funding basis.

WCB-Alberta 2023 Annual Report



OPERATING HIGHLIGHTS - FUNDING BASIS

At the highest and simplest level, WCB is involved in two core and complementary business activities: customer
operations and asset liability management (ALM).

Customer operations provide disability management for workplace injuries. Key business processes include rate
setting, assessment and collection of premiums from employers, payment of compensation benefits to injured
workers, return-to-work services and administration.

Asset liability management involves a risk-based approach to manage assets and liabilities so that sufficient assets
are available to pay for claim-related obligations. Key business processes include strategic financial planning,
investment management, claim benefit liability analysis and valuation, financial risk management and financial
performance reporting. Prudent asset liability management not only ensures security of benefits for workers and
fair premiums for employers but also provides appropriate tools for evaluating how effectively WCB is meeting its
financial obligations.

WCB'’s funding policy operates on the premise that in a given year, a link exists between current year premiums and
the cost of current year injuries, and asset liability management activities will generate investment returns sufficient
to cover the annual interest requirement on the claim benefit liability. Given the volatile performance of local and
global economies, forecasting these outcomes is subject to a great deal of uncertainty and risk. Consequently,
actual results will likely differ significantly from even the most rigorously developed plans. Surpluses or deficits can
arise when actual costs and returns are different from forecast expectations, which rely on economic and business
assumptions based on available information at a pointin time.

In 2023, WCB experienced an overall operating deficit on a Funding basis of $22.6 million. The factors contributing
to the deficit are as follows:

Customer operations
A deficit of $220.9 million as a result of insufficient premium revenue

* The Alberta economy demonstrated significant resilience through the COVID-19 pandemic, bouncing
back faster than expected and moving into a period of modest growth of 2023. Rising employment
levels coupled with decades-high levels of inflation, put upward pressure on claim costs. WCB remained
focused on delivering support through avenues that educate, engage and demonstrate care to every
worker, employer and health care provider.

« Employer assessable earnings of $114.7 billion were $1.6 billion (1.4%) above budget, and $7.1 billion
(6.6%) higher than 2022. Premium revenue ended the year at $1,428.1 million, which was $3.2 million
(0.2%) over budget and $156.5 million (12.3%) higher than 2022. However, subsidization of the 2023
premium rate meant that the resulting premium revenues collected were not sufficient to cover the
cost of injuries. The provision for the future cost of current year injuries was lower than budget, driven
by an increase in real rate of return assumptions and partially offset by higher-than-expected claim
experience. Together with the lower cost of current year injuries, this resulted in claim benefit expense
of $1,484.5 million, $47.8 million (3.1%) under budget and $93.7 million (6.7%) higher than 2022.
Overall, the average collected premium rate was $1.24, compared to an average required rate of $1.44.

Disabling claim volume decreased to 51,000 (-13.1%) from 58,700 in 2022 and the resulting disabling
injury rate per 100 covered workers fell to 2.5. Lost-time claim (LTC) volume decreased to 30,100
(-22.4%) from 38,800 in 2022 and the resulting LTC rate per 100 covered workers decreased to 1.5.
Total COVID disabling claims were approximately 2,400 in 2023, down 78.2% from 2022 COVID claims.
95.8% of COVID claims were lost time claims. Average claim duration increased, going from 62.6 days in

2022 to 65.1 days (4.0%) in 2023.

Management's Discussion and Analysis of 2023 Financial Statements and Operating Results
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Asset liability management
A surplus of $198.3 million as a result of strong investment returns

* Investment returns closed out the year with a net investment income of $939.3 million, which was $417.5
million (80.0%) ahead of budget. The portfolio earned a rate of return of 7.8% for the year, exceeding the
budget expectation of 4.3% but falling behind the benchmark return of 9.4%.

* The total actuarial remeasurement losses amounted to $168.7 million in 2023. These losses were primarily
driven by higher-than-expected claim experience in 2023, particularly due to increased economic loss
payment awards, along with changes in actuarial assumptions resulting from the experience studies
conducted that year. These losses were largely offset by a remeasurement gain from an increase in the
real rate of return assumption from 3.0% to 3.6% per annum.

The following table represents the operating highlights for each of WCB'’s key business activities on a Funding
basis:

Operating results by business activity

2023 2023 2022
($ millions) Budget Actual Actual
Customer operations
Premium revenue $ 1,4249 $ 1,428.1 % 1,271.6
Claim benefit expense (1,532.3) (1,484.5) (1,390.8)
Corporate administration and injury reduction (166.0) (164.5) (154.1)
Deficit from customer operations (273.4) (220.9) (273.3)
Asset liability management
Investment income 588.6 1,021.6 (709.0)
Investment management expense (66.8) (82.3) (59.0)
Net investment income 521.8 939.3 (768.0)
Interest expense on claim benefit liabilities (593.4) (573.5) (479.1)
Remeasurement of claim benefit liabilities = (168.7) 5.8
Other expense items (1.3) 1.2 (3.3)
Asset liability management expenses (594.7) (741.0) (476.6)
Surplus (deficit) from asset liability management (72.9) 198.3 (1,244.6)
OPERATING DEFICIT $ (346.3) $ (22.6) $ (1,517.9)
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Customer Operations

PREMIUMS o
Assessable earnings 115
AN $1.6 billion (1.4%) over budget 110
7' $7.1 billion (6.6%) higher than prior year £ 05
Year-over-year employment growth exceeded expectations as a 0

assessable earnings climbed 6.6% over prior year and 1.4% over budget.
Sectors representing the largest favourable variance to budget were 95
business services and manufacturing.

90
Premium revenue
1,450
A $3.2 million (0.2%) over budget
1,400
’ $156.5 million (12.3%) higher than prior year
1,350
Following the trend in assessable earnings, premium revenue out- £
performed budget by $3.2 million and by $156.5 million over 2022. = 1300
Sectors representing the largest favourable variances to budget “ P
were mining, oil & gas and business services.
1,200
1,150

Premium rates and assessable earnings
The chart below presents assessable earnings versus average premium rate required and collected from 2019
through 2023. Between 2020 and 2023 the premium rate required has remained relatively steady as both claim
benefit expenses and assessable earnings have increased at a similar rate. The growth pattern resulted in no
increase in the required rate in 2023. The overall rate setting gap shrank by $0.06 in 2023 to $0.20 versus $0.26
and $0.27 for 2022 and 2021 respectively.
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CLAIM BENEFIT EXPENSE

Claim benefit expense is an estimate of current and future costs arising from compensable injuries and exposures to
occupational diseases occurring in 2023, as well as the current and future costs to administer these claims.

Claim Benefit Expense

N $47.8 million (3.1%) under budget 1550 515323
’ $93.7 million (6.7%) higher than prior year
. . . 1,500 $1,484.5
The positive variance to budget is due to lower cost of current year
injuries and provision of future cost of current year injuries. Year-end v 1450
results were $93.7 million (6.7%) higher than prior year mainly due =
to a higher provision of future cost of current year injuries related to & 1400 S0
health care, long-term disability and short-term disability.
1,350
1,300
2023 2023 2022
Budget Actual Actual

Claim volume and injury rates

Disabling claim volume comprises two components: claims resulting in lost-time from work and those resulting
in no-lost-time due to a return to modified duties. Excluding COVID-19 claims, disabling claim volume increased
in 2023 (1.9%) due to increases in no-time-loss modified work (NTL-MW) volume (7.4%), while lost-time claims
decreased slightly (1.8%). Employment growth in 2023 resulted in higher risk of injury exposure but also provided
more modified work opportunities for injured workers. NTL-MW claim volume in 2023 reached the same level as
2019 but was still below the pre-pandemic average. Including COVID-19 claims, disabling claim volume in 2023
decreased by 13.1%, from a 22.4% decrease in LTC and a 5.0% increase in NTL-MW volume.

Claim injury rates are calculated based on claim volume and covered workers. In 2023, the number of covered
workers increased by 5.3%. However, as claim volumes decreased due to a fall in COVID-19 claims, both the
disabling and lost-time injury rates fell to 2.5 and 1.5 injuries per 100 covered workers respectively.

Claim Volume and Injury Rates

Number of Covered Workers (millions)
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188 171 1.80 190 o)
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CORPORATE ADMINISTRATION

Corporate Administration

7' $1.7 million (1.8%) over budget

7' $3.3 million (3.6%) higher than prior year 100 $95.1
95 $93.4 :
Corporate administration expenses exclude costs for administering % Sl
claims (2023 - $157.0 million, 2022 - $156.3 million) that are included
in claim benefit expense. Corporate administration exceeded budget £ &
and increased over 2022 primarily due to increased costs of active = 80
service benefits and other current period staffing benefit plans. MY
70
65
60
2023 2023 2022
Budget Actual Actual

Asset Liability Management

The Act requires that the Accident Fund remain fully funded such that sufficient assets are maintained to pay for the
liability obligations of the fund. It follows that the financial risks inherent in those assets and liabilities need to be fully
understood and carefully managed to limit the risk that fluctuations on either side cause the Accident Fund to become
unfunded. ALM helps determine an appropriate investment strategy to reduce funding risk.

The portfolio is prudently managed within a robust ALM framework, which involves an integrated risk-based approach
to managing the fund’s assets within the context of the claim benefit obligations they are expected to safeguard.
Financial risks are modeled and studied on a regular basis, to confirm that the portfolio can deliver on its requirement
to pay for the obligations of the fund well into the future. Volatility in investment markets and the economic
environment makes this a complex and challenging exercise. However, strong risk management practices supported
by modeling software provide a systematic and consistent platform for monitoring the emerging risk profile of the
assets and liabilities. Throughout the year, risk metrics confirmed that the Accident Fund was operating within an
acceptable level of risk.

Net Investment Income

INVESTMENTS
Net Investment Income 1,200
- 939.3
7' $417.5 million (80.0%) over budget 1223 s
ﬂ $1,707.3 million (222.3%) higher than prior year 600  $521.8
400
While aggressive interest rate hikes led to negative returns in the £ 00
prior year, the portfolio in 2023 benefitted from expectations that = B
rates will soon begin to fall and an improved outlook for the global (200)
economy. The resulting strong equity and bond performance was Eggg;
partially offset by muted private market returns, resulting in net (800)
investment income that was higher than budget. (1,000) Ry
2023 2023 2022
Budget Actual Actual

The portfolio earned a rate of return of 7.8% net of fees in 2023 (1.6%

below the policy benchmark) and 5.1% for the four-year period ending

December 31, 2023 (1.2% above the policy benchmark). Despite facing the challenges of a restrictive financial
environment, the resiliency of the global economy and a dovish pivot by major central banks late in the year propelled
public market assets to end the year strong. Infrastructure investments also served to boost the portfolio return but
were offset by the muted performance of other private assets including mortgages and real estate. The primary goal
of the investment portfolio is to earn a long-term rate of return that meets or exceeds the actuarial nominal rate of
return on a Funding basis (referred to as the actuarial discount rate). On this basis, the portfolio’s rate of return of 7.8%
exceeded the actuarial expectation (Funding basis) of 5.3% for 2023, however results are mixed over the four (5.1%)
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and ten-year (6.8%) periods as the negative 5.8% return in 2022 hampered the ability to exceed this nominal rate in
the mid-term. The long-term return remains consistent with the expected level of risk as set in the Investment Policy
Statement and the ALM framework.

Investment returns play a pivotal role in WCB'’s financial results. The following provides an overview of the economic
and market forces that had a directimpact on WCB's investment portfolio and returns.

Capital markets overview

Following a tumultuous year in capital markets, investors began 2023 concerned about the continued impacts of
aggressive rate hikes by central banks to combat unrelenting inflation and the subsequent risk that this monetary
policy could cause a recession. As a whole, the global economy proved to be much more resilient than had been
expected. Volatility again dominated as investors reacted to negative outcomes from high interest rates such as

the U.S. regional banking failures, enthusiasm over Al-related stocks and various other data points that swayed
expectations for how high rates would go and how long the elevated levels would remain. However, inflation did
eventually trend to more reasonable levels which allowed central banks to step back on any further rate increases and
instead signal that rate cuts were on the horizon in 2024, leading to a late year capital market rally.

Performance was positive across most asset classes in 2023. US equities ended the year just shy of their all-time
highs, with the S&P 500 posting an overall return of 26.3% (in USD) or 22.9% (in CAD). Global equities were not far
behind at 20.5% while Canadian and emerging markets equities gained 11.8% and 9.8% respectively. A sharp decline
in bond yields in Q4 helped global bond investors avert an unprecedented third consecutive year of negative returns.
Canadian bonds ended the year with returns of 6.7%, having achieved an impressive gain of 8.4% in Q4. Alternative
assets, including infrastructure and real estate, generated reasonable income returns as an offset to weak capital
returns resulting from muted asset valuations. Real estate valuations in particular, were significantly impacted by high

interest rates, low transaction volume and secular headwinds in the retail and office sectors.

CLAIM BENEFIT LIABILITIES

At the end of each fiscal year, WCB determines its claim benefit liabilities for all injuries that have occurred on or prior to
that date, as well as for past exposures that may result in future occupational disease claims. These liabilities represent
the actuarial present value of all future benefits and related administration costs, excluding costs attributable to
self-insured employers. As at December 31, 2023, the estimated future payments amounted to $28.6 billion. After
discounting them at a real rate of return of 3.6% per annum, the total claim benefit liabilities were $12.0 billion on a
Funding basis, which represents an increase of $0.57 billion over 2022. The claim benefit liabilities determined on a
Funding basis were reviewed and endorsed by WCB’s independent signing Actuary. The Funding basis results are
unaudited.

Effect of discounting
The difference between the future payments and the present value highlights the significant effect of discounting, as

shown in the table below.

Years 16 &

($ billions) Years1to 5 Years 6to 15 Total
Beyond

Timing of future payments $ 50 $ 69 $ 16.7 $ 28.6

Effect of discounting (0.6) (2.8) (13.2) (16.6)

Claim benefit liabilities (funding basis) $ 12.0
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Funding

The Funding Policy is the primary instrument through which WCB manages its capital or fund structure and provides
direction for setting premium rates and the optimum funding level. Details of the Funding Policy may be found in the
Policy and Legislation section of WCB’s website.

FUNDING PRINCIPLES AND POLICY

The strategic aim of funding and investment policies is to strive for balance between financial risk (i.e., volatility),
investment returns and funding sustainability. Specifically, the Funding Policy embodies these financial objectives:

* Minimize the risk of becoming unfunded.
* Minimize cost volatility to employers.
» Ensure alink exists between current premiums and the cost of current year injuries.

The funding mechanisms that evolve from these objectives address those risks that may affect the financial
sustainability of WCB over the long term —primarily investment volatility. Funding Policy rules are in place to minimize
these risks, with ongoing monitoring and evaluation to ensure they continue to respond effectively to changing
economic conditions.

The Board approved amendments to the Funding Policy effective January 1, 2023, to affirm continued use of Funding
basis financial reporting to inform funding level decisions. Details of the Funding Policy may be found in the Policy and
Legislation section of WCB’s website.

FUNDING LEVEL

As at December 31, 2023, the Funded Ratio (total assets to total liabilities on a Funding basis) is 107.3% (2022 - 108.1%).
Viewed from another perspective, WCB has total assets of $13.1 billion to cover the discounted present value of its total
liabilities on a Funding basis of $12.2 billion. The Funded Ratio is above the legislative requirement of 100%.

The chart below displays the Fund Balance on a Funding basis and Funded Ratios for the five consecutive years ended
December 31:

Fund Balance on a funding basis and Funded Ratios
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Enterprise Risk Management

OVERSIGHT

Under WCB'’s corporate governance structure, the Board of Directors is responsible for overall risk management.
The executive team, which has a mandate to identify and manage enterprise-level risk, is assisted by the Planning &
Priorities Committee, composed of a group of senior managers with responsibility for risk identification, assessment
and mitigation at the operating level.

RISK ASSESSMENT

WCB has three primary processes for managing risk. First, risk management is integral to the day-to-day business.
Major projects and changes to business processes must go through a documented risk analysis to assess risk and
identify mitigation plans and controls to lessen the likelihood or impact of these risks. The second process is to
complete a systematic and comprehensive risk assessment of emerging corporate risks as they develop throughout
the year. Finally, WCB also completes corporate risk assessments during the year that engage departmental
management teams and senior managers to develop a comprehensive organizational risk register. The executive team
prioritizes those risks with the highest potential residual impact to WCB and selects some for comprehensive risk
assessment and mitigation.

SIGNIFICANT RISKS

WCB has identified the following risk exposures that could have significant impact on the organization and its
operations.

Benefit cost risk

Many of WCB'’s claim-related benefits are subject to external factors that have potentially significant impacts on the
amount and duration of related benefit costs. These risks and uncertainties are driven largely by economic conditions
such as health care inflation and utilization, as well as employment and wage growth. Other factors may also arise
through administrative precedents established through the appeals process, legislative changes or from new medical
findings for occupational disease. All of these factors add significant uncertainty to WCB'’s cost structure and may
impose, over time, pressures on the funding level.

Fraud-related risk

Every year, WCB collects over one billion dollars in premium revenue to cover current and future costs arising from
compensable injuries and exposures to occupational diseases occurring in the year, as well as the future costs to
administer these claims. The magnitude of these costs and the number of individuals and companies involved in these
processes—nearly 157,500 employers, approximately 191,000 injured workers and thousands of service providers—
creates inherent risk for fraud. WCB employs an extensive audit program to monitor the organization’s ability to
protect against fraud and implements additional controls, as required, to strengthen WCB’s management of fraud risk.

Funding risk

Managing the components of WCB'’s overall funding level is a complex process that involves forecasting, liability
projection, investment management and operational performance. Although processes are within management’s
influence or control, many of the assumptions used in forecasting involve significant uncertainty regarding the future.
Asset liability management is at the forefront to ensure that tools, forecasting and financial planning remain relevant to
support sound decision-making processes within WCB.

Investment risk

In its investment portfolio, WCB is exposed to financial risk, which includes market and portfolio risk, among others.
Market risk is the risk that the fair value of investments and/or associated cash flows may change because of changing
general economic conditions or events that broadly affect capital markets. Portfolio risk relates to specific composition
and management of WCB'’s portfolio. Details of financial risks related to investments are discussed in Note 7
Investment Risk Management, in the accompanying financial statements and notes.
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Premium risk

WCB has exposure to premium risk, which is the risk that premiums set for the coming fiscal period will not be
sufficient to cover the operating costs in that year. The risk is largely driven by provincial economic conditions such as
employment growth and wage escalation. To manage premium risk, WCB has instituted a comprehensive forecasting
program that leverages widely accepted economic-forecasting sources such as the Conference Board of Canada.

Technology risk

To support its core business processes, WCB uses a number of information systems for processing transactions and
maintaining injured worker and employer information. If these systems were to fail or were compromised, significant
disruption to business processes and customer service could result. To mitigate technology risk, WCB maintains a
business continuity plan, system controls and backup systems to address processing failures and provides extensive
training to develop internal system expertise.

Material Accounting Policies and Significant Accounting Estimates

The preparation of financial statements in accordance with IFRS requires that management select accounting

policies and make judgments, assumptions and estimates that could significantly affect current and future results

of operations and financial condition. Certain of those accounting policies involve significant accounting estimates
because they require WCB to make particularly subjective or complex judgments about matters that are inherently
uncertain, with the likelihood that materially different amounts could be reported using different assumptions or
under different business strategies and conditions. WCB has discussed the development, selection, and application of
key accounting policies, and the significant accounting estimates and the underlying judgments and assumptions they
involve, with the Audit Committee of the Board of Directors.

The following sections discuss how those material accounting policies, together with the underlying judgments,
assumptions, and estimates that management has applied, could materially affect the amounts reported in the
financial statements.

ACCOUNTING POLICIES

WCB’s material accounting policies and their effects on reported results are described in various notes to the audited
financial statements in the 2023 Annual Report.

ACCOUNTING ESTIMATES

Valuation of insurance liabilities

W(CB has significant obligations extending well into the future for compensation benefits to injured workers. In
determining the valuation of these obligations WCB applies the actuarial present-value methodology. Actuarial
methodology projects benefit payment streams into the future and discounts them to present value using a discount
rate assumption.

For the measurement of insurance liabilities under IFRS 17, benefit payments (i.e., fulfilment cash flows arising from
claim liabilities) are projected into the future and discounted to present value using a rate curve derived from market
consistent yields of debt securities that have similar duration and other risk characteristics, adjusted for credit and
liquidity risk. Similarly, the inflation assumption will reflect market observations along a curve rather than a constant
assumption. An onerous contract loss, if any, is also recognized in insurance liabilities. Actuarial determination of the
risk adjustment and contractual service margin is not required as both are set at zero due to the design of statutory
insurance.

Please refer to Note 3 Accounting Policy Changes in the accompanying financial statements for highlights of the
changes to insurance liabilities arising from application of IFRS 17 effective January 1, 2023.

Details of the valuation are in Note 12 Insurance Contracts, with sensitivity of the associated risks in Note 14 Insurance
Risk and Risk Management, and the effect of changes in the discount rate assumption in Note 15 Insurance Finance
Income and Expense, in the accompanying financial statements and notes.
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Valuation of investments

The WCB investment portfolio is managed by the Alberta Investment Management Corporation (AIMCo). Instead of
directly holding individual securities, the portfolio is invested in AIMCo pooled funds encompassing the same asset
classes. AIMCo pooled funds issue redeemable units that confer a right to a proportionate share of the income and

net assets of the respective fund, but unit holders have neither the power to direct management of the funds, nor any
enforceable interests in the underlying securities. Accordingly, the fund unit is the unit of account for recognition and
measurement of portfolio investments. As a financial instrument, the fund unit is measured at fair value, which reflects
the valuation of the underlying holdings of the fund on a fair value basis. Because the fair value of these units reported
in the statement of financial position approximates their market value, they are exposed to measurement volatility
during periods of economic and market instability.

As the investment manager, AIMCo uses judgment in fair value measurement of the underlying assets and liabilities
in each pooled fund in selecting and/or developing appropriate valuation techniques, assumptions, risk factors, and
input data consistent with observable market information. For those pooled funds holding private (i.e., non tradable)
investments, the degree of measurement uncertainty inherent in their valuations, as well as the nature of the market
for such assets, may cause their estimated fair value to differ materially from their realized value, depending on
prevailing market conditions at the time of sale or liquidation.

Details of investment assets and their inherent risks are in Note 5 Investments and Note 7 Investment Risk Management
in the accompanying financial statements and notes.

Valuation of employee benefit liabilities

Application of defined benefit accounting for WCB’s employee post-employment plans requires an actuarial
determination of employee benefit obligations extending well into the future. Furthermore, WCB'’s participation in
multi-employer defined pension plans entails significant use of judgment in determining its economic exposure to the
respective plan assets and liabilities, and selecting or developing measurement methodologies, data and assumptions
consistent with WCB'’s proportionate participation.

The actuarial valuation process projects benefit cost streams into the future and discounts them to present value using
a discount rate linked to market yields on high quality corporate bonds with similar risk and cash flow characteristics as
the benefit liabilities. Measurement uncertainty is high because judgments and assumptions regarding the estimated
amount, timing, and duration of benefit commitments many years in the future are inherently difficult to predict
reliably and are subject to external factors outside management’s control. Since these judgments and assumptions
may change in response to current and future economic conditions, benefit plan remeasurement arising from changes
in judgments and assumptions in any given period, may also result in material changes to the related liabilities or
assets, if any. Details of WCB'’s sponsored and multi-employer defined benefit plans are in Note 11 Employee Benefits in
the accompanying financial statements and notes.

Estimated premiums

The reported premium revenue at year-end includes an estimate of premium adjustments, primarily related to
unreported payrolls as at the reporting date, as well as an estimate for safety rebates earned by participating
employers that have met performance criteria for workplace safety. Premium receivables at year-end also include

an estimate for expected credit losses. Generation of these estimates requires use of judgment in developing the
methodology as well as the relevant economic assumptions. As such, actual premiums, safety rebates, and collections
may differ from reported amounts in periods of economic uncertainty.

Details of these estimates are in Note 13 Insurance Revenue and Expenses in the accompanying financial statements
and notes.
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Governance and Compliance

Legislative authority
Under the authority of the Act, WCB is a provincial board-governed organization that operates independently while
reporting to the Minister of Jobs, Economy and Trade.

Internal control over financial reporting

Management is responsible for establishing and maintaining adequate internal control over financial reporting
(ICOFR) to provide reasonable assurance regarding the reliability of the entity’s financial reporting and the preparation
of its financial statements in accordance with IFRS. WCB has developed a framework and plan for the overall ICOFR
program, which is based on best practices under the COSO' and COBIT? frameworks. The ICOFR program is assisted
by WCB’s Management Audit Services group and program results are shared with the Office of the Auditor General.

Business planning

An important aspect of financial planning and budgeting is linkage to WCB'’s strategic plan and the resulting corporate
objectives developed each year in support of the strategic plan. These objectives and the related performance
indicators set the direction for the organization and identify the significant areas of focus for the coming year. The
annual budget establishes the foundation for appropriate resource allocation for achieving the corporate objectives.

Emerging Reporting Issues

WCB conducts continuous environmental scans of the financial reporting and actuarial standard-setting landscape.
Important developments in recognition and measurement of critical financial statement items may have significant
implications for fund balance in the current and future reporting periods. Once standards are officially issued, WCB
analyzes their key requirements to ensure that any major impacts on the organization are well understood, thus
facilitating timely planning and effective implementation of accounting processes and systems that will result in high-
quality financial reporting.

On April 9, 2024, the International Accounting Standards Board (IASB) released IFRS 18 Presentation and Disclosure in
Financial Statements (IFRS 18) to replace IAS 1 Presentation of Financial Statements (IAS 1). Many of the principles and
requirements in IAS 1 will be retained with limited changes.

The key concepts introduced in IFRS 18 primarily affect the structure of the statement of profit or loss; new note
disclosures for certain profit or loss performance measures that are reported outside an entity’s financial statements;
and enhanced principles governing aggregation and disaggregation of results in the primary financial statements and
notes.

WCB is in the process of assessing the impact of the new standard. IFRS 18 will be effective for reporting periods
beginning on or after January 1, 2027, and retrospectively for all comparative periods presented. Early adoption is
permitted.

" Committee of Sponsoring Organizations of the Treadway Commission (COSO 2013 Framework), which developed a governance framework for internal
control.

2 Control Objectives for Information and Related Technology, a collection of best practices for IT governance, control and assurance.
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Looking Ahead

BUSINESS OUTLOOK

Customer operations
Overall, 2023 was a modestly positive year for the Alberta economy. Despite high borrowing costs, elevated inflation,
the lingering effect of the pandemic and ongoing global conflict, the province experienced positive economic growth.

While economic recovery leads to more Albertans working, employment growth also increases the overall risk of
workplace injury. Employers can mitigate this risk through effective health, safety and disability management efforts, but
without action to strengthen employers’ disability management capabilities, the number of lost-time claims in Alberta
could grow. In 2023, we achieved great return-to-work results while implementing innovative projects that support our
clients and staff through all aspects of the recovery and return-to-work process.

We are firmly focused on generating positive outcomes within the workers’ compensation system. We are committed
to ensuring injured workers receive benefits and services that support a safe and timely return to work, while ensuring
employers benefit from a stable and cost-effective system that promotes safety and collaborative disability management.

Evolving strategic priorities

2023 was the final year in our 2019-2023 strategic plan. Within that plan, four strategic themes guided us: our shared
service journey, the changing nature of claims, the changing nature of work and technology modernization. As we
embark on a new five-year plan beginning in 2024, these four themes remain important areas of focus for us. In addition,
we will focus on ensuring health care access for injured workers, supporting the financial sustainability of the system and
investing in our people and culture.

Health care

There is pressure on health care resources in the province. At the same time, we have an ongoing need to connect injured
workers with health care treatments and resources to help them achieve their best possible recovery. We will work to
ensure continued access to timely, quality care for injured workers to support their successful return to work.

Changing nature of claims

As the awareness and pervasiveness of mental health challenges grow, we expect the number of psychological injury
claims will continue to trend upward. We want to ensure Albertans with work-related psychological injuries get what they
need to recover through sustainable care and return-to-work plans.

Service journey

Injured workers and employers are looking for more on-demand support and personalized self-service options to help
them engage with their claims and accounts. We will continue to use technology to ensure workers and employers have
convenient and efficient access to the information and support they require.

Changing nature of work

Opportunities for routine work is decreasing, while employment that involves higher skill and less risk is on the rise. This
change will continue to limit the pool of jobs that are suitable for permanently injured workers. We will work to identify
innovative return-to-work opportunities that take into account the new realities for Alberta’s workforce.

Technology and innovation

We want to ensure our staff, clients and partners have access to timely and insightful data. We also want to ensure our
systems remain secure against rapidly advancing threats and achieve our long-term business objectives in innovative
and efficient ways.

People and culture

The world of work is constantly changing, and those changes impact our own work environment as much as it impacts
others. Over the next five years, we will work to adapt our hiring, training and job design processes to help our
employees provide the best possible service and experience to Albertans.

Financial sustainability

The workers’ compensation system is funded through employer premiums that we invest to cover long-term costs via
the Accident Fund. The health of the fund is critical to the long-term sustainability of our system. Over the next five years,
we are focused on implementing activities that return the Accident Fund funding level to within the target funding range
of 114-128%.

34  WCB-Alberta 2023 Annual Report



OUTLOOK FOR FINANCIAL CONDITION

The 2024 financial outlook is cautiously optimistic, supported by modest economic growth and demographic expansion
due to ongoing in-migration. However, the impact of recent interest rate hikes is expected to moderate this growth,
with increased borrowing costs cooling inflation but also potentially slowing hiring and investment, leading to economic
uncertainties. Given the current economic climate’s unpredictability, premium rate subsidization is set to extend into
2024. WCB will continue to manage its business with a solid focus on financial sustainability in the face of persistent
economic uncertainty.

2024 premium rate

For 2024, the average collected premium rate is set at $1.36 per $100.00 of assessable earnings based on the 2024
Financial Plan and Operating Budget. Assessable earnings are expected to grow to $118.1 billion. At this level of earnings,
arate of $1.51 would be required to collect premiums sufficient to cover the fully-funded cost of claims (i.e., the full cost

of injuries expected to occur in the rate-setting year, which includes a provision for the future costs of those injuries). The
subsidized collected rate set for 2024 recognizes continued expected growth in Alberta’s economy but also that elevated
inflation and higher interest rates are creating challenges for employers. The gap between the required and collected rates
of $0.15 (2023 gap is $0.20), will be absorbed by the Accident Fund, which represents a short-term strategy to support
employers during ongoing economic uncertainty. Lost-time claim volume in 2024 is expected to increase to 32,300, while
fully-funded costs are expected to grow by 6.2%. Barring some combination of a significant increase in the growth rate

of assessable earnings or an improved outlook regarding claims cost growth, there will be upward pressure on premium
rates until the gap is closed.

Asset liability management

WCB’s asset liability management activities are a critical component of the organization’s long-term financial health and
the sustainability of future payments to injured workers. WCB’s independent actuaries have estimated that WCB'’s total
obligation for injured worker benefits that will be paid in the future, related to past accidents, will total approximately
$28.6 billion. WCB'’s asset liability management activities are focused on ensuring that WCB’s $12.5 billion investment
portfolio earns sufficient investment income to fully cover these obligations for decades into the future.

The total investment portfolio return for 2024 is budgeted at 6.2% net of fees, which is higher than the 5.7% long term
nominal rate of return used by the actuaries in calculating the claim benefit liability. The budgeted investment return
is based on rigorously developed capital market and economic forecasts but uncertainty in capital markets make this
a difficult number to predict. The rate of return on the investment portfolio is variable from year to year and inherently
susceptible to a significant level of volatility, which may create investment surpluses or deficits.

The valuation of WCB’s $12.0 billion claim benefit liabilities (Funding basis) is an activity that involves significant
assumptions, methods, and claim data. Annually, a rigorous process is followed in order to determine the present value
of all future claim payments related to past injuries that have occurred. Due to the significant uncertainty regarding
claim experience from year to year, it is not possible to budget for claim experience gains or losses in advance of the
valuation. Any actuarial gains or losses arising from claim experience, changes to policies during 2024 or adjustments to
assumptions/methods during the 2024 valuation process, will be recorded as they arise.

The combined effects of investment surpluses/deficits and actuarial gains/losses arising during 2024 may have a material
effect on WCB’s funded ratio.

Funding level

WCB'’s funded ratio at the end of 2023 of 107.3% decreased slightly from 2022. The budgeted funded ratio for 2024 is
104.5%. Further reduction is due to continued rate subsidization and a forecast for modest investment returns. With
continued uncertainty surrounding the global economy, coupled with the volatility of investment returns, it is difficult to
confidently project the funding level in future periods. WCB has a broad-based risk management framework, of which a
long-term view is essential, that is designed to mitigate, where possible, economic and capital market volatility. WCB has
Funding Policy mechanisms in place to respond if the funded ratio falls below the legislated level of 100%.
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FACING THE FUTURE

Looking to 2024, Alberta’s economy is expected to post continued growth but this will be somewhat moderated due
to elevated borrowing costs. Overall, the province is well-positioned to manage the contractionary pressures of high
interest rates as continued progress in the energy sector and population growth are anticipated to support economic
growth.

Robust population gains underpin the resilience of the labour market. Total net-interprovincial migration in 2022 and
into 2023 were the highest since 2006. Moreover, international migration to Alberta exceeded the previous highs seen
in the 1980s. Growing federal government immigration targets and a lower cost of living in Alberta should support

the continued influx of people in the near-term. This will advance the economy in 2024 by boosting total consumer
spending, creating upside for Construction and Health Care sectors through greater housing and health care demand
and providing relief to the labour market tightness that has lingered since economic reopening from COVID-19
lockdowns.

The energy sector remains a bright spot in the provincial economic outlook. Expanded pipeline capacity and a
favourable commodity price environment should boost Alberta export values. Investments from our biggest oil & gas
companies in carbon capture and storage and other emissions reductions initiatives create further economic upside.

It is expected that interest rates will remain elevated over the course of 2024 and Albertans will be faced with the
challenge of a high borrowing cost environment. High interest rates are likely to limit spending capacity for many
businesses, including investment in job creation, as firms wait for more cost certainty in the future. The extent of
the downside risk associated with elevated interest rates is difficult to predict, but it is likely to put a lid on economic
expansion, resulting in moderate employment growth for 2024.

WCB has been sensitive to the challenges employers are facing and have faced for several years under weak economic
conditions. Now, employers are also managing risks associated with high inflation and interest rates. Premium

rates have been subsidized since 2015, and will continue into 2024, albeit at decreasing amounts as part of efforts

to minimize cost volatility for employers while also taking steps to close the rate-setting gap. Moderate investment
returns will translate into continued pressure on the organization’s funding level.

WCB'’s new five-year strategic plan provides a clear roadmap to guide the organization as we navigate the
uncertainties that lie ahead. We have the right strategies to focus our efforts and still allow us to adjust as new risks and
opportunities arise. Through thoughtful and strategic planning, we will continue to deliver on our commitments to our
clients, employees, and partners.
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