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Policy 01-01, Part I, Funding Policy  
Part II, Application 1, Funding Level 

In 2020, the Alberta Government conducted a review of the workers’ compensation 
system which culminated in the Ensuring Safety and Cutting Red Tape Act receiving Royal 
Assent on December 9, 2020. There were no legislative changes relating to funding; 
however, as part of the follow-up to the review, the Government directed WCB to review 
the Accident Fund target range and mechanisms for surplus distributions. 

WCB began the review process by engaging the actuarial services of Eckler Ltd to perform 
extensive stochastic asset-liability modelling (ALM) calculations to determine the 
appropriateness of various target funding ranges in the context of remaining sufficiently 
funded and preserving the long-term financial sustainability of the workers’ 
compensation system. To further strengthen the thoroughness and independence of the 
review, WCB engaged a second actuarial firm, Lifeworks (formerly Morneau Shepell), to 
conduct a peer review of both Eckler’s ALM calculations as well as their conclusions. 

To ensure a broad and comprehensive review of the Funding Policy, work focused on 
three main areas as follows: 

1. Review of the Funding Policy features related to mechanisms for calculating 
surplus distributions, distributions to organizations outside of individual 
employers, and minimum thresholds for processing a distribution.

2. Review of the target funding range including detailed modelling of funding 
probabilities associated with alternative funding target ranges.

3. Review of all aspects of the Funding Policy from a grammatical and clarity of 
intent perspective with specific focus on ensuring the language continues to 
reflect current practice in light of the adoption of new International Financial 
Reporting Accounting Standards effective January 1, 2023. 

With the direction provided by government, the support of the WCB Board of Directors, 
and the work performed by management in conjunction with external experts from 
Eckler and Lifeworks, proposed revisions to Policy 01-01, Part I, and Part II, Application 
1, are now open for comment. 
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What is WCB proposing? 

1. Review of Funding Policy Features
WCB conducted an extensive review of the various features of the Funding Policy 
related to surplus distribution triggers and the minimum thresholds for 
distributions. As a result, WCB proposes reverting back to the policy language that 
was in place prior to January 1, 2019, in which fund amounts of more than 128% 
are paid out to employers in the form of surplus distributions. As well, WCB 
proposes lowering the threshold to release surplus distributions from 1% of 
liabilities down to 0.5% in recognition of investment WCB has made in automating 
the distribution process while still ensuring that individual distribution amounts 
remain significant enough to warrant the administrative expense.

2. Review of Funding Policy target range
Comprehensive review of the funding model reinforces the significant risk in 
changing funding levels due to inherent volatility of the investment portfolio and 
claim benefit liability.
WCB conducted an extensive review of the Funding Policy target ‘green zone’ 
funding range of 114-128% to assess its appropriateness in terms of balancing the 
legislative requirement to remain 100% funded with the inherent volatility of the 
investment portfolio and claim benefit liability.  To support this review, experts 
were engaged from both Eckler and LifeWorks to perform detailed stochastic 
asset-liability modelling for the current and alternative funding ranges that were 
used to evaluate their impacts on funding risks and the requirement to ensure the 
long-term financial sustainability of the workers’ compensation system.
The results of the detailed analysis indicate that the current funding range 
remains optimal and is the most appropriate in terms of balancing all the financial 
risks within the system.  No changes are proposed to the current funding target 
range of 114-128%. For example, the results indicate that the probability of an 
immediate levy occurring at least once in the next 10 years is at 21.9% (1 in 5 
chance) under the current funding range.  If an immediate levy is required, the 
average size is between 40-50 cents which represents a potential premium rate 
increase of up to 42% based on the 2022 average rate of $1.17. Even at the 
current funding range of 114-128%, a 21.9% probability of the funded ratio going 
below 100% at least once in the next 10 years with an immediate impact on 
employer rates of up to 42% is a meaningful risk and any policy changes that 
increase this risk would be considered financially imprudent by WCB. 
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The results from testing of alternative funding ranges indicate that moving the 
bottom of the funding range to 110% or 112% would entail a material increase in 
the risk of going below the legislative requirement to maintain 100% funding 
while providing insignificant benefits in terms of stability of the funding level 
within the green zone.  As recommended in the analysis, a follow up review will 
be conducted in 3 years. 

3. Review of policy language from a grammatical and clarity of intent perspective

After reviewing the policy language for grammar and clarity of intent, WCB
proposes several inconsequential amendments to clarify that the claim benefit
liabilities, a key determinant in the funded ratio, would continue to be calculated
on a funding basis (defined as a stable long-term discount rate reflecting WCB’s
investment policy). This additional clarity ensures continued use of the existing
methodology for determining the Funding Level of the Accident Fund.  This
addition will become important with the adoption of new International Financial
Reporting Standards effective January 1st, 2023, that will prescribe a new
valuation basis for the claim benefit liabilities for audited financial statement
purposes.

The conclusions from Eckler and Lifeworks regarding the policy review are included in 
attachment #1.    

WCB invites your input 

WCB is seeking your input on the proposed policy drafts. 

The posting will be open for comment until June 20, 2022. 
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Attachment #1 

2021 FUNDING POLICY REVIEW 
Summary of Conclusions Reached by Eckler and LifeWorks 

During the fourth quarter of 2021, Eckler and LifeWorks performed a detailed review of 
WCB Alberta’s Funding Policy which included extensive probability modelling of 
funding policy scenarios including a review of the appropriateness of the Funding Policy 
range of 114-128%.   Alternative policy ranges were analyzed which included lowering 
the bottom end of the funding range to 110% and 112%.   Analysis of the impact to the 
risks for replenishment levies and immediate levies was assessed including the 
magnitude of levies required and impact on average premium rates.

The conclusions reached by the independent actuarial analysis taken verbatim from 
their reports is shown below.   Both firms provide the recommendation that the 
current funding range of 114-128% should remain unchanged.   

Eckler (excerpt from Eckler report January 17, 2022) 

Both the investment and funding policies should reflect the Board’s view on the level of 
funding risks deemed acceptable over different time horizons on the actions that will be 
taken in the future (surplus distributions, levies, and no action).  The policies provide 
guidance to the WCB in maintaining a financially stable system that should appropriately 
balance its sometimes-competing goals of: 

• Minimizing the risk of being unfunded,
• Minimizing cost volatility for employers and the total cost charged to employers,
• Ensuring today’s employers pay for the cost of today’s accidents.

The results of the asset liability study provide information in evaluating the risks inherent 
in the WCB’s financial strategies (mainly the investment policy and funding policy) and 
they reflect the Board’s view of the tolerance level for funding risks.  They support the 
establishment of a “green zone” to mitigate the impact of funding volatility on the 
WCB’s financial position. 

Considering the legislation that requires a full funded status and based on the Board’s 
views of risk tolerance, the current “green zone” range of 114-128% represents a fair 
trade off with the risk of funding levies. 

Considering the uncertainty about, amongst other issues, future economic growth, 
inflation, global risks from trade and geopolitical tensions, global climate and health 
events, the application of the funding policy should continue to be monitored at regular 
intervals, possibly every 3-5 years. 
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LifeWorks (Excerpt from LifeWorks report dated January 7, 2022) 

The analysis performed by Eckler in assessing the current funding policy appears to be 
reasonable and their methodology is sound.  From an actuarial standpoint, we are 
comfortable with the results of the analysis. 

Our main concern is the viability of the funding policy when an immediate or phased levy 
is required.   In that context, the current funding policy may represent an operational 
risk to the Board (instead of an actuarial risk).  In our experience, the trigger for an 
immediate levy is likely to occur during challenging economic times.   The Board should 
consider the viability of issuing these immediate levies on top of annual premium rates.  
We would anticipate a strong reaction from both employer stakeholders as well as 
Government.  In addition, the Board should also review the length of period used to 
collect the phased levy as the 4-year target timeframe under the current policy is at the 
more aggressive end of the spectrum compared to other jurisdictions in Canada.  From 
our perspective, if a jurisdiction is unable to follow its funding policy under challenging 
but plausible scenarios, then it would be best to adjust the policy to something that it 
can realistically follow with discipline.   

In addition to our review of Eckler’s analysis, we have been asked to provide our views 
on the current funding target range of 114-128%.  It is our understanding that the Board 
has been asked by its stakeholders to review the current range and consider whether it 
should be lowered.  From our perspective, we recommend leaving the current target 
range at 114-128%.  Our rationale is as follows: 

• Lowering the target range will not impact rates in the short to medium term.  We
understand that the Board intends to progressively reduce (and eliminate) the 29
cent rate subsidy that is currently in place.  Lowering the target funding range
won’t necessarily mean lower rates for the system since the average rate needs
to increase to $1.43 to at least break even at current injury rates.

• The Act requires full funding.  Given the current rate subsidy, the system is on
track to reduce its funding level by 2.5%-3% for every year the Board maintains
the 29 cent subsidy.   At the current funding level of 120%, the Board will need
these additional reserves in the future to maintain its full funding requirement
(all else equal).

• In our experience, it is better to review a funding policy in its entirety as an
organization’s goals and priorities evolve.  Adjusting a specific component with
the policy (while leaving other provisions unchanged) can sometimes have
unintended consequences.  More specific to your situation, lowering the target
funding range (in the context of the current rate subsidy) only increases the
likelihood of an immediate levy.  We suspect that the prospect of an immediate
levy would be less appealing to employer stakeholders.  While maintaining a
funding target of 114-128% doesn’t eliminate that risk, it at least reduces the
likelihood of it occurring.
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REFERENCE: Workers’ Compensation Act, RSA 2000, Sections 90, 91, 
92, 93(6), 97, 100, 136.1, and 137.  

 Workers’ Compensation Regulation, Section 15 
 
 
POLICY: The legislative mandate of WCB requires that sufficient 

funds be available in the Accident Fund for the payment of 
present and future compensation, including the cost of 
administration, as estimated by the Board’s Actuary. The 
Accident Fund is considered to be sufficiently fundedor 
Fully Funded when the value of all assets equals or exceeds 
100% of the value of all liabilities, as reported by the Board 
on a Funding Basis. The Funded Ratio of the Accident 
Fund represents the funding status of the fund. 
 
The funding policy is based on the guiding principle of 
ensuring sustained fair compensation for injured workers at 
a fair price to employers. This means guaranteeing the 
appropriate level of benefits to injured workers in the long-
term and providing cost-effective risk financing for 
employers. 
 
The primary goals of the Funding Policy are to: 
 
• Ensure there is sufficient money available in the 

Accident Fund for the payment of present and future 
compensation to injured workers by minimizing the risk 
of being unfunded 

 
• Minimize cost volatility for employers so that the overall 

average premium rate for the current year will not vary 
significantly over the previous year’s overall average 
premium rate 
 

• Minimize the total cost charged to employers by 
ensuring the Funding Level is appropriate in relation to 
our financial needs 

 

http://www.qp.alberta.ca/1266.cfm?page=W15.cfm&leg_type=Acts&isbncln=9780779725809
http://www.qp.alberta.ca/1266.cfm?page=2002_325.cfm&leg_type=Regs&isbncln=0779743539
http://www.qp.alberta.ca/1266.cfm?page=2002_325.cfm&leg_type=Regs&isbncln=0779743539
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• Ensure a link exists between the current and future cost 
of today’s accidents and the premium rates paid by 
today’s employers 

 
 As part of the duty to ensure sufficient funds are available 

for the payment of present and future compensation, WCB 
maintains a balance in the Accident Fund that exceeds 
100% of total liabilities and strives to remain Fully 
Fundedincludes a provision for long latency occupational 
diseases. Additional funds above 100% of total liabilities 
are required to mitigate the impact of Funding Level 
Volatility on the premium rate. 
 

 This policy is effective January 1, 2019, except when noted 
otherwise in a specific policy section(s). 

 
 
INTERPRETATION 
 
1.0 Accident Fund The Accident Fund consists of all assets, liabilities, and 

reserves of WCB. All money received by WCB is to be 
paid into the Accident Fund and all expenditures of WCB, 
including the costs of administering the Workers’ 
Compensation Act (WCA), are to be paid from the 
Accident Fund. 
 

2.0 Board’s Actuary The internal actuarial staff of WCB performs an annual 
valuation of the claim benefit liabilities to ensure the 
sufficiency of the Accident Fund. The valuation is 
reviewed by an external actuary who reports to the Board 
on the valuation in accordance with generally accepted 
actuarial practice. 
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3.0 Funding Basis For purposes of evaluating the funding status of the 
Accident Fund, the claim benefit liabilities shall be valued 
to reflect the actuarial required real rate that is linked to 
the return of the investment portfolio. 
 
The actuarial required real rate of return makes provision 
for adverse deviation in the liability by setting the 
probability of earning the required rate at between 60% 
and 80%. The higher the probability used the higher the 
provision for adverse deviation. 
 

4.0 Funded Ratio and Funding 
Level 

The Funding Level of the Accident Fund is equal to the 
value of all assets divided by the value of all liabilities, as 
reported by the Board on a Funding Basis. This Funding 
Level represents the funding status of the Accident Fund. 
The Funding Level is expressed as a percentage of 
liabilities and referred to as the Funded Ratio. 
 

53.0 Fully Funded The Accident Fund is considered to be sufficiently funded 
when funds are available in the Accident Fund for the 
payment of present and future compensation, including the 
cost of administration, as reported by the Board on a 
Funding Basis.the total of all assets equals or exceeds 
100% of the total liabilities. For the purpose of this policy, 
the Accident Fund is considered fully funded when it is 
within the Funded RatioFunding Level target range of 
114% to 128%. 
 

65.0 Funding Level Volatility This is the amount of change expected in the Funding 
Level of the Accident Fund over time. This variability of 
the Funding Level is caused primarily by investment 
volatility. The Funding Level target range is set between 
114% and 128% to recognize the impact of Funding Level 
Volatility. 
 

 
Please see Part II for additional information on the following subject: 
 
Application 
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1 – Funding Level 
 Rescinded:  Occupational Disease Reserve (January 1, 2019) (see Document History)  
 Rescinded:  Fund Balance (July 1, 2008) (see Document History) 
 
Previous versions 

• Policy 0101 Part I - April 2018 
• Policy 0101 Part I - August 2015 
• Policy 0101 Part I - November 2013 
• Policy 0101 Part I - July 2008 
• Policy 0101 Part I - October 2005 
• Policy 0101 Part I - January 2004 
• Policy 0101 Part I - January 2003 
• Policy 0101 Part I - April 2002 
• Policy 0101 Part I - January 2002 
• Policy 0101 Part I - December 2000 
• Policy 0101 Part I - August 2000 
• Policy 0101 Part I - June 1999 
• Policy 0101 Part I (consolidated manual 1st Issue) - February 1997 

https://www.wcb.ab.ca/assets/pdfs/public/policy/manual/printable_pdfs/0101_2_app1.pdf
https://www.wcb.ab.ca/assets/pdfs/public/policy/manual/document_history.pdf
https://www.wcb.ab.ca/assets/pdfs/public/policy/manual/document_history.pdf
https://www.wcb.ab.ca/assets/pdfs/public/policy/manual/document_history.pdf
https://www.wcb.ab.ca/assets/pdfs/public/policy/manual/document_history.pdf
https://www.wcb.ab.ca/assets/pdfs/public/policy/manual/document_history.pdf
https://www.wcb.ab.ca/assets/pdfs/public/policy/manual/document_history.pdf
https://www.wcb.ab.ca/assets/pdfs/public/policy/manual/historical_pdfs/0101/0101p1_03apr18.pdf
https://www.wcb.ab.ca/assets/pdfs/public/policy/manual/historical_pdfs/0101/0101p1_26aug15.pdf
https://www.wcb.ab.ca/assets/pdfs/public/policy/manual/historical_pdfs/0101/0101p1_26aug15.pdf
https://www.wcb.ab.ca/assets/pdfs/public/policy/manual/historical_pdfs/0101/0101p1_04nov13.pdf
https://www.wcb.ab.ca/assets/pdfs/public/policy/manual/historical_pdfs/0101/0101p1_04nov13.pdf
https://www.wcb.ab.ca/assets/pdfs/public/policy/manual/historical_pdfs/0101/0101p1_02jul08.pdf
https://www.wcb.ab.ca/assets/pdfs/public/policy/manual/historical_pdfs/0101/0101p1_02jul08.pdf
https://www.wcb.ab.ca/assets/pdfs/public/policy/manual/historical_pdfs/0101/0101p1_01oct05.pdf
https://www.wcb.ab.ca/assets/pdfs/public/policy/manual/historical_pdfs/0101/0101p1_01oct05.pdf
https://www.wcb.ab.ca/assets/pdfs/public/policy/manual/historical_pdfs/0101/0101p1_01jan04.pdf
https://www.wcb.ab.ca/assets/pdfs/public/policy/manual/historical_pdfs/0101/0101p1_01jan04.pdf
https://www.wcb.ab.ca/assets/pdfs/public/policy/manual/historical_pdfs/0101/0101p1_01jan03.pdf
https://www.wcb.ab.ca/assets/pdfs/public/policy/manual/historical_pdfs/0101/0101p1_01jan03.pdf
https://www.wcb.ab.ca/assets/pdfs/public/policy/manual/historical_pdfs/0101/0101p1_26apr02.pdf
https://www.wcb.ab.ca/assets/pdfs/public/policy/manual/historical_pdfs/0101/0101p1_26apr02.pdf
https://www.wcb.ab.ca/assets/pdfs/public/policy/manual/historical_pdfs/0101/0101p1_01jan02.pdf
https://www.wcb.ab.ca/assets/pdfs/public/policy/manual/historical_pdfs/0101/0101p1_01jan02.pdf
https://www.wcb.ab.ca/assets/pdfs/public/policy/manual/historical_pdfs/0101/0101p1_15dec00.pdf
https://www.wcb.ab.ca/assets/pdfs/public/policy/manual/historical_pdfs/0101/0101p1_15dec00.pdf
https://www.wcb.ab.ca/assets/pdfs/public/policy/manual/historical_pdfs/0101/0101p1_01aug00.pdf
https://www.wcb.ab.ca/assets/pdfs/public/policy/manual/historical_pdfs/0101/0101p1_01aug00.pdf
https://www.wcb.ab.ca/assets/pdfs/public/policy/manual/historical_pdfs/0101/0101p1_01jun99.pdf
https://www.wcb.ab.ca/assets/pdfs/public/policy/manual/historical_pdfs/0101/0101p1_01jun99.pdf
https://www.wcb.ab.ca/assets/pdfs/public/policy/manual/historical_pdfs/0101/0101p1con_15feb97.pdf
https://www.wcb.ab.ca/assets/pdfs/public/policy/manual/historical_pdfs/0101/0101p1con_15feb97.pdf
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1. What is the Funding Level? The Funding Level of the Accident Fund is equal to the 
value of all assets divided by the value of all liabilities, as 
reported by the Board on a Funding Basis. It represents the 
funding status of the Accident Fund. The Funding Level is 
expressed as a percentage of liabilities and referred to as the 
Funded Ratio. 
 
The Funded Ratio Funding Level target range for the 
Accident Fund is 114% to 128%. In making decisions 
around the Funded RatioFunding Level, the Board of 
Directors does not focus on a point in time. With every 
decision, they look at the Funded Ratio retrospectively and 
prospectively to ensure decisions are made with the overall 
financial health of the Accident Fund in mind. 
 

2. How can the Funded Ratio 
fall outside of the target 
range? 
 

Shortage 
 
 

The Funded Ratio can fall below or rise above the target 
range for a number of reasons. 
 
 
When the Funded Ratio falls below the target range, there is 
a shortage of funds. This can arise in two ways: 
 

• The primary way is through investment deficits, 
which occur when investment returns fall short of 
the annual investment income required to service the 
claim liability. 

• A shortage of funds can also be the result of rate-
setting deficits, which occur when less money is 
collected in premiums than is required for a given 
rate year. 
 

 Excess 
 
 
 
 

When the Funded Ratio rises above the target range, there is 
an excess of funds. Excess funds are generated in two ways: 
 

• The primary way is through investment surpluses, 
which occur when investment returns exceed the 
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Funded Ratio outside target 
range (continued) 

annual investment income required to service the 
claim liability. 

• Excess funds can also be generated through rate-
setting surpluses, which occur when more money is 
collected in premiums than is required for a given 
rate year. 

 
3. What happens if the Funded 

Ratio falls below 114%? 
 

The shortfall in the Accident Fund would may be recovered 
through a special levy (a funding policy requirement in the 
pPremium rRate). The speed at which the Accident Fund is 
replenished to the Funded Ratio of 114% would be 
identified in the annual financial plan approved by the 
Board of Directors. In all cases, decisions are made in the 
interests of the overall financial health of the Accident 
Fund. 
 

4. What happens if the Funded 
Ratio falls within the target 
range of 114% and 128%? 

This results in the overall average premium rate equaling the 
required costs for the payment of present and future 
compensation. No action is needed when the Funded Ratio 
falls within the target range.  
 

5. What happens if the Funded 
Ratio rises above 128%? 
 
 
 
 
 
 
 
 
 
 
 
 
 

The amount in excess of 128% may be paid out to 
employers in the form of a special surplus distribution. The 
speed at which the excess is paid out is determined by the 
Board of Directors. In all cases, decisions are made in the 
interests of the overall financial health of the Accident 
Fund. 
When the Funded Ratio rises above 128%, the Board of 
Directors may allocate the amount in excess of 128% as 
follows: 
 

1. Repayment of special levies and premium rate 
surpluses: Employers bear the risk of funding the 
system, including the risk of special levies* (see 
question 3 above). Any special levies collected over 
the past three years that have not been given back to 
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Funded Ratio rises above 
128% (continued) 

employers through this policy application are 
calculated and added to the amount available to 
employers. 
 
As well, when there is a premium rate-setting 
surplus in the immediately preceding fiscal year, the 
amount of the rate-setting surplus is added to the 
amount available to employers.  
 
*Worker benefits are guaranteed whether the fund is 
in a surplus or deficit position. Employers are 
responsible for making up any shortfalls through 
special funding levies. Workers and employers 
would be treated disproportionately if this fact was 
not taken into consideration when determining the 
distribution of excess funds.  
 

  2. Remaining amounts are available for 
disbursement: 

o to fund approved initiatives** for the 
purpose of improving the health and safety of 
workers, and 

o to employers in the form of a special surplus 
distribution.  
 

**The Board of Directors will seek input from 
stakeholders prior to approving these initiatives 
in order to ensure effective use of these funds. 

 
In certain circumstances, in order to stabilize premium rates 
against business fluctuations and premium rate volatility, 
the Board may authorize a drawdown of the Accident Fund 
to cover premium rate subsidies, if any, that are included in 
premium rates.  
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In all cases, decisions are made in the interests of the overall 
financial health of the Accident Fund. 
 

6. Is there a minimum 
threshold for payment of a 
special surplus distribution? 

The special surplus distribution must exceed a threshold 
amount of 0.5% of the claim benefit liabilities before it will 
be processed. The threshold is required because of the 
administrative costs involved in processing the special 
surplus distribution payments. 
 

76. When is this policy 
application effective? 

This policy application (Application 1 – Funding Level) is 
effective January 1, 2019, except when noted otherwise in a 
specific policy section(s). 
 

 
Previous versions 

• Policy 0101 Part II - April 2018 
• Policy 0101 Part II - August 2015 
• Policy 0101 Part II - November 2013 
• Policy 0101 Part II - July 2008 
• Policy 0101 Part II - October 28, 2005 
• Policy 0101 Part II - October 1, 2005 
• Policy 0101 Part II - January 2004 
• Policy 0101 Part II - April 2002 
• Policy 0101 Part II - December 2000 
• Policy 0101 Part II - August 2000 
• Policy 0101 Part II - June 1999 
• Policy 0101 Part II (consolidated manual 1st Issue) - February 1997 

https://www.wcb.ab.ca/assets/pdfs/public/policy/manual/historical_pdfs/0101/0101p2app1_03apr18.pdf
https://www.wcb.ab.ca/assets/pdfs/public/policy/manual/historical_pdfs/0101/0101p2app1_26aug15.pdf
https://www.wcb.ab.ca/assets/pdfs/public/policy/manual/historical_pdfs/0101/0101p2app1_26aug15.pdf
https://www.wcb.ab.ca/assets/pdfs/public/policy/manual/historical_pdfs/0101/0101p2app1_04nov13.pdf
https://www.wcb.ab.ca/assets/pdfs/public/policy/manual/historical_pdfs/0101/0101p2app1_04nov13.pdf
https://www.wcb.ab.ca/assets/pdfs/public/policy/manual/historical_pdfs/0101/0101p2app1_02jul08.pdf
https://www.wcb.ab.ca/assets/pdfs/public/policy/manual/historical_pdfs/0101/0101p2app1_02jul08.pdf
https://www.wcb.ab.ca/assets/pdfs/public/policy/manual/historical_pdfs/0101/0101p2app1_28oct05.pdf
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Funding a stable and reliable workers’ compensation system 

One of WCB’s core strategic priorities is to ensure the financial sustainability of the system to 

ensure workers and employers have long-term, affordable protection from the impact of workplace 

injury and illness. Multiple components and people work together to ensure we achieve the right 

financial balance. 

The workers’ compensation system is 100% funded by employer premiums, which are paid into the 

Accident Fund. All costs of the system are paid from the Accident Fund.  

Management of the Accident Fund involves highly specialized actuarial and investment 

professionals who are supported by independent external consultants. Governance of the fund is 

the responsibility of the WCB Board of Directors and is articulated through the Funding Policy. 

WCB’s funding principle 

The Funding Policy is based on the guiding principle of ensuring sustained fair compensation for 

injured workers at a fair price to employers.  

Simply put, workers deserve to have their benefits protected for as long as they need them, and 

employers deserve cost-effective pricing strategies that ensure stability in the premiums they pay. 

There are two core—and distinct—financial activities that work together to achieve sustainability: 

premium rate-setting and fund management. 

Premium rate-setting 

To ensure today’s employers pay for the current and future costs of today’s accidents, we must 

collect enough premiums in a rate-setting year to cover all claim payments made to injured workers 

for injuries that occur during the year.  

We set rates with the goal of securing a worker’s benefits for the lifetime of the claim without 

passing costs on to future employers. Costs are spread among all employers, creating a balance 

between collective liability and individual employer accountability. 

Fund management 

Some claims last longer than 30 years, which means we have to account not only for the expected 

costs in today’s dollars, but also for the inflation that is expected in the intervening years. We set 

premiums to cover the projected benefit payments in today’s dollars; then, we invest 

approximately 78% of the premiums collected in the rate-setting year to earn a return that will fund 

inflation on those future benefits. 

Atachent 5a
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For example, if we collect $1.2 billion in premiums from employers in 2022 to cover the cost of 

2022 injuries, $264 million is paid in worker benefits in 2022, while $936 million is set aside to 

pay future costs of the injuries incurred in 2022. We invest that money to account for the 

inflation that will accumulate over the next 10, 20, even 30 years. 

Our responsibility is to ensure investments within the Accident 

Fund grow at a pace to match the growth in inflation and other 

cost factors. This practice ensures we are able to cover all future 

claim costs of injuries that occurred in that year. 

Today, we are managing an Accident Fund that has accumulated 
$13 billion.  

But our actuaries have estimated that we ultimately need 

approximately $22.4 billion to pay for all the future benefit costs 
related to all past accidents. 

As a result, our funding activities must reflect a long-term 

perspective and must be able to withstand the impact of 

volatility related to inflation and investment markets.  

$936M
Portion of 
premiums 

collected to fund 
future payments 

for today's 
accidents. 

$644M
Investment 

income required 
to fund inflation 

of the future 
payments. 

$1.58B
Ultimate value 

of future 
payments for 

today's 
accidents. 

Premium paid by 
employers 

Investment 
income earned 

Total 
future value 

Funding range 

WCB is required by the Workers’ Compensation Act to maintain 100% funding. The Accident 
Fund is considered fully funded when the total of all assets equals or exceeds 100% of the total 
liabilities.  

To help guard against investment and inflation volatility and protect worker benefits in the long 
term, we have established a target funding range of 114 – 128%. History has demonstrated that 
normal fluctuations in the funding levels will occur and we must have a sufficient funding range 
to ensure we remain fully funded.

Currently, when our funding level lands outside the target funding range, our funding guidelines 
support the Board of Directors in determining what action to take.  
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For example, if we end a year: 

 Above 128%, the Board may distribute excess funding in the following year.

 Above 100% but below 114%, the Board may decide to begin phasing in premium levies to

get the funding level back within the target range.

 Below 100%, by legislation, the Board must maintain 100% funding and is required to

introduce a levy to replenish the funding shortfall.

The 2020 year-end funded ratio was approximately 121%, which is within the target funding range 

and requires no levy or distribution action. 

Funding surpluses 

For the past six years, from 2015 to 2020, we have experienced rate-setting deficits, meaning we 

did not collect enough premiums from employers to pay for the cost of injuries occurring in the 

year. Yet our funding level has consistently operated above the funding range. Why?  

The reason is very strong investment returns that far exceeded the annual investment income 

required to fund the growth of the claim liability. Each year we have experienced a rate-setting 

deficit and an investment income surplus (deficit in 2018), resulting in a cumulative funding 

surplus of $361 million. 

Deficits/surpluses 
2015-2020 

cumulative totals 

Rate-setting deficits ($915 million) 

Net investment surplus $1276 million 

Funding surplus $361 million 

Annually, WCB aims to set appropriate premium rates and investment income targets to secure 

worker benefits now and into the future. We will continue to follow our Funding Policy to manage 

sustainable funding for Alberta’s workers’ compensation system. 
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THE WORKERS' COMPENSATION BOARD - ALBERTA



FINANCE COMMITTEE



TOPIC SUMMARY





TOPIC:  Funding Policy: Policy 01-01 Part I and Part II



SPONSOR:	Chief Financial Officer



DATE PREPARED:	 January 15, 2022





RECOMMENDATION:



That the Finance Committee approve posting of the attached draft revised Funding Policy for online consultation for a period of 60 days.  





BACKGROUND:



The Alberta Workers’ Compensation Act requires sufficient funds be available in WCB-Alberta’s Accident Fund for the payment of present and future compensation to injured workers. The Accident Fund is considered fully funded when the total of all assets equals or exceeds 100 per cent of the total liabilities. The Funded Position of the Accident Fund represents the current funding status of the fund.



To this end, WCB-Alberta’s funding policy establishes a funding range between 114 per cent and 128 per cent. If WCB-Alberta surpasses the required funding level, a surplus distribution rebate is paid to employers. If there is a shortfall, it must be replenished in the form of a levy to employers.



During 2020, the Alberta Government conducted a review of the workers’ compensation system which culminated in the Ensuring Safety and Cutting Red Tape Act receiving Royal Assent on December 9, 2020.  During the government review, stakeholder feedback was received specifically related to WCB’s Funding Policy which resulted in a June 1, 2021 letter from the Minister of Labour and Immigration that directed WCB to review the Accident Fund target range and mechanisms for surplus distributions (see attachment #6 for copy of letter).



With the direction provided in the June 2021 letter, management embarked on a review of the Funding Policy including an extensive review of the reasonableness of the target funding range.  Management’s review included engaging the actuarial services of Eckler Ltd to perform extensive stochastic[footnoteRef:1] asset-liability modelling (ALM) calculations in order to assess the appropriateness of various target funding ranges in the context of remaining sufficiently funded and preserving the long-term financial sustainability of the workers’ compensation system. To address stakeholder concerns with respect to the independence of Eckler, management engaged a second actuarial firm, Lifeworks (formerly Morneau Shepell), to conduct a peer review of both Eckler’s ALM calculations as well as any conclusions reached. [1:  A stochastic model is a tool for estimating probability distributions of potential outcomes by allowing for random variation in one or more inputs over time.  The random variation is usually based on fluctuations observed in historical data for a selected period.  Distributions of potential outcomes are derived from a large number of simulations which reflect the random variation in the inputs.] 




To ensure a broad comprehensive review of the Funding Policy, work focused on three main areas as follows:



1. Review of the target funding range including detailed stochastic modelling of funding probabilities associated with alternative funding target ranges.

2. Review of the Funding Policy features related to mechanisms for calculating surplus distributions, scope of eligible organizations, and minimum thresholds.

3. Review of all aspects of the Funding Policy from a grammatical and clarity of intent perspective with specific focus on addressing the implications arising from the adoption of new International Financial Reporting Standards effective January 1, 2023.  





With the direction provided by government and the work performed by management in conjunction with external experts from Eckler and Lifeworks, a summary of the recommendations arising from the Funding Policy review is described below.





PROPOSED RECOMMENDATIONS:



1. Review of The Target Funding Range (114%-128%)

WCB conducted an extensive review of the Funding Policy ‘green zone’ funding range of 114-128% to assess its appropriateness in terms of balancing the legislative requirement to remain 100% funded with the inherent volatility of the investment portfolio and claim benefit liability. 



To support this review, experts were engaged from both Eckler and LifeWorks to perform detailed stochastic asset-liability modelling for the current and alternative funding ranges  used to evaluate their impacts on funding risks and the requirement to ensure the long-term financial sustainability of the workers’ compensation system.  



The results of this detailed analysis indicate that the current funding range remains optimal and is the most appropriate in terms of balancing all the financial risks within the system.



The results indicate that with the current range of 114% to 128%, the probability of an immediate levy occurring at least once in the next 10 years is 21.9% (1 in 5 chance). Furthermore, the average size of an immediate levy would be between 40-50 cents, which represents a potential premium rate increase of up to 42% based on the 2022 average rate of $1.17.  



A 21.9% probability of the funded ratio going below the legislated 100% at least once in the next 10 years with an immediate material impact to employer premium rates of up to 42% is a meaningful risk and any policy changes that increase this risk would be considered financially imprudent by WCB.



The analysis conducted by both Eckler and Lifeworks supports through testing that moving the bottom of the funding range to 110% or 112% would entail a material increase in the risk of going below 100% funding while providing insignificant benefits in terms of stability of the funding level within the green zone. 



The results of the analysis support no changes to the current funding range. However, the analysis supports another review of the funding range within the next several years with ongoing monitoring of the impact of premium rate subsidization, investment market projections, and claim liability assumptions on the modelling results.  (See attachments #1 and #2 for a summary of the analysis performed and conclusions reached).Recommendation:  



· No change. Detailed modelling analysis supports the Funding Policy range of 114-128% and confirms a material risk of falling below the legislated required 100% funding from a drop in the range to 110% or 112%.  

· Conduct a follow up review in 3 years.





2.	Review of Funding Policy Features 

WCB conducted an extensive review of the various features of the Funding Policy related to surplus distribution triggers and the minimum thresholds for distributions.  The aspects of this included a review of WCB peer organizations and were guided by both feedback from stakeholders and direction from the June 1, 2021 letter received from the Minister of Labour and Immigration.  Key elements in the review included the following:



Surplus Distribution Eligibility



Policy changes introduced in 2019 added a significant amount of complexity in both the calculation mechanics for surplus distributions and the list of organizations eligible to receive distributions due to the expansion of scope to include health and safety initiatives.  When a distribution is processed under the existing policy regime, significant administrative effort will be required to manage the increased complexities and scope of organizations eligible.  



With strong support from both employers to simplify the policy language and from government to focus on red tape reduction initiatives, reverting the policy language to the pre 2019 text responds to the request of stakeholders while reducing administrative burden. 



Surplus Distribution Minimum Threshold



The policy language related to a minimum threshold for the payment of a surplus distribution is important in terms of ensuring that any surplus distributions provided are material for individual employers receiving a distribution in comparison to the administrative burden of calculating and processing the distributions.  However, with increased processing efficiencies arising from technology improvements, WCB recommends reducing the threshold for distributions from 1% to 0.5% of the claim liability.  

Recommendations:  



· Simplify surplus distribution. Revert back to policy language in place prior to January 1, 2019 whereby fund amounts in excess of 128% are paid out to employers in the form of surplus distributions. 



· Reduce threshold for surplus distributions from 1% of liabilities to 0.5% in recognition of improved technological efficiencies while ensuring that individual distribution amounts remain material.





3. Review of Policy Language from a Grammatical and Clarity of Intent Perspective.

A review was conducted of all aspects of the Funding Policy from a grammatical and clarity of intent perspective. As a result of this review, various inconsequential amendments were identified related to providing clarity that the actuarial liability, a key determinant in the funded ratio, is calculated on a funding basis.  This addition will become important with the adoption of new International Financial Reporting Standards effective January 1st, 2023 that will prescribe a new valuation basis for the actuarial liability for audited financial statement purposes.  In essence, adding this clarity to the policy language removes any ambiguity created by new accounting standards while ensuring continued use of the existing methodology for funding calculations. 



In summary, the key recommendations arising from the grammatical review are as follows:Recommendation:  



· Improve clarity of the Policy. Inconsequential amendments to clarify that the valuation of liabilities is calculated on a funding basis to ensure consistency of calculation and to eliminate any ambiguity that may be caused by the adoption of new accounting standards.







NEXT STEPS - PROPOSED POLICY CONSULTATION PROCESS:



The proposed policy changes arising from the recommendations outlined above are highlighted via track changes in the Funding Policy documents shown in attachment #3. 



With the Finance Committee’s endorsement, WCB will proceed with a 60-day on-line consultation period to seek input on the proposed changes as further described below.  The Policy Consultation Overview is further described in attachment #4 and draft Website Posting shown as attachment #5.  



Final policy amendments, including any revisions as a result of stakeholder consultation, will be brought forward to the Finance Committee and Board at the June 20/21 meetings.  







RISKS AND CONSEQUENCES:



WCB’s Funding Policy is of significant interest to a broad spectrum of stakeholders many of whom have differing views regarding key elements such as the green zone funding range of 114-128%.  It is anticipated that some stakeholders will continue to advocate for a lowering of the funding range while others will argue to maintain the financial stability of the workers’ compensation system.  As the neutral administrator of the system, WCB needs to balance the wants and needs of employers and workers with a view of mitigating adverse premium rate volatility while ensuring the long-term sustainability of the Accident Fund.





Attachments:



1. Eckler Executive Summary 

2. Lifeworks Peer Review 

3. Draft revised Policy 01-01, Part I and Part II Application 1

4. Policy Consultation Overview

5. Draft Website Posting and Backgrounder

6. June 1, 2021 letter from Minister of Labour and Immigration
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To ensure a broad comprehensive review of the Funding Policy, work focused on three main areas as follows:



1. Review of the target funding range including detailed stochastic modelling of funding probabilities associated with alternative funding target ranges.

2. Review of the Funding Policy features related to mechanisms for calculating surplus distributions, scope of eligible organizations, and minimum thresholds.
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With the direction provided by government and the work performed by management in conjunction with external experts from Eckler and Lifeworks, a summary of the recommendations arising from the Funding Policy review is described below.





PROPOSED RECOMMENDATIONS:



1. Review of The Target Funding Range (114%-128%)

WCB conducted an extensive review of the Funding Policy ‘green zone’ funding range of 114-128% to assess its appropriateness in terms of balancing the legislative requirement to remain 100% funded with the inherent volatility of the investment portfolio and claim benefit liability. 



To support this review, experts were engaged from both Eckler and LifeWorks to perform detailed stochastic asset-liability modelling for the current and alternative funding ranges  used to evaluate their impacts on funding risks and the requirement to ensure the long-term financial sustainability of the workers’ compensation system.  



The results of this detailed analysis indicate that the current funding range remains optimal and is the most appropriate in terms of balancing all the financial risks within the system.



The results indicate that with the current range of 114% to 128%, the probability of an immediate levy occurring at least once in the next 10 years is 21.9% (1 in 5 chance). Furthermore, the average size of an immediate levy would be between 40-50 cents, which represents a potential premium rate increase of up to 42% based on the 2022 average rate of $1.17.  



A 21.9% probability of the funded ratio going below the legislated 100% at least once in the next 10 years with an immediate material impact to employer premium rates of up to 42% is a meaningful risk and any policy changes that increase this risk would be considered financially imprudent by WCB.



The analysis conducted by both Eckler and Lifeworks supports through testing that moving the bottom of the funding range to 110% or 112% would entail a material increase in the risk of going below 100% funding while providing insignificant benefits in terms of stability of the funding level within the green zone. 



The results of the analysis support no changes to the current funding range. However, the analysis supports another review of the funding range within the next several years with ongoing monitoring of the impact of premium rate subsidization, investment market projections, and claim liability assumptions on the modelling results.  (See attachments #1 and #2 for a summary of the analysis performed and conclusions reached).Recommendation:  



· No change. Detailed modelling analysis supports the Funding Policy range of 114-128% and confirms a material risk of falling below the legislated required 100% funding from a drop in the range to 110% or 112%.  
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2.	Review of Funding Policy Features 

WCB conducted an extensive review of the various features of the Funding Policy related to surplus distribution triggers and the minimum thresholds for distributions.  The aspects of this included a review of WCB peer organizations and were guided by both feedback from stakeholders and direction from the June 1, 2021 letter received from the Minister of Labour and Immigration.  Key elements in the review included the following:



Surplus Distribution Eligibility



Policy changes introduced in 2019 added a significant amount of complexity in both the calculation mechanics for surplus distributions and the list of organizations eligible to receive distributions due to the expansion of scope to include health and safety initiatives.  When a distribution is processed under the existing policy regime, significant administrative effort will be required to manage the increased complexities and scope of organizations eligible.  



With strong support from both employers to simplify the policy language and from government to focus on red tape reduction initiatives, reverting the policy language to the pre 2019 text responds to the request of stakeholders while reducing administrative burden. 



Surplus Distribution Minimum Threshold



The policy language related to a minimum threshold for the payment of a surplus distribution is important in terms of ensuring that any surplus distributions provided are material for individual employers receiving a distribution in comparison to the administrative burden of calculating and processing the distributions.  However, with increased processing efficiencies arising from technology improvements, WCB recommends reducing the threshold for distributions from 1% to 0.5% of the claim liability.  
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· Simplify surplus distribution. Revert back to policy language in place prior to January 1, 2019 whereby fund amounts in excess of 128% are paid out to employers in the form of surplus distributions. 



· Reduce threshold for surplus distributions from 1% of liabilities to 0.5% in recognition of improved technological efficiencies while ensuring that individual distribution amounts remain material.
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In summary, the key recommendations arising from the grammatical review are as follows:Recommendation:  



· Improve clarity of the Policy. Inconsequential amendments to clarify that the valuation of liabilities is calculated on a funding basis to ensure consistency of calculation and to eliminate any ambiguity that may be caused by the adoption of new accounting standards.
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With the Finance Committee’s endorsement, WCB will proceed with a 60-day on-line consultation period to seek input on the proposed changes as further described below.  The Policy Consultation Overview is further described in attachment #4 and draft Website Posting shown as attachment #5.  



Final policy amendments, including any revisions as a result of stakeholder consultation, will be brought forward to the Finance Committee and Board at the June 20/21 meetings.  







RISKS AND CONSEQUENCES:



WCB’s Funding Policy is of significant interest to a broad spectrum of stakeholders many of whom have differing views regarding key elements such as the green zone funding range of 114-128%.  It is anticipated that some stakeholders will continue to advocate for a lowering of the funding range while others will argue to maintain the financial stability of the workers’ compensation system.  As the neutral administrator of the system, WCB needs to balance the wants and needs of employers and workers with a view of mitigating adverse premium rate volatility while ensuring the long-term sustainability of the Accident Fund.
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