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SECTION REFERENCE

Section 1 (c) of the Workers’ Compensation Act, R.S.Y. 2002 (the
Act) establishes that the Yukon Workers’ Compensation Health
and Safety Board of Directors is responsible for maintaining a
solvent compensation fund managed in the interest of workers
and employers.

Subsection 58 of the Act provides for the use of the
Compensation Fund and the ability to create and use a
contingency reserve.

OBJECTIVE

This policy guides the Board of Directors to ensure a sound
financial position is maintained by the Board of Directors, that
fiduciary responsibilities are in accordance with the Act and that
the Board of Directors exercises prudence, discretion and
intelligence.

DEFINITIONS

Adverse Event — an event with an identifiable cause which affects
a number of workers in the same event, resulting in an infrequent,
unexpected adverse claims experience
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Catastrophic Event — an event of great, and sudden disaster, for
example a plane crash where numerous lives are lost.

Fully Funded — the board is considered fully funded when there
are sufficient funds for the payment of all present and future
compensation, including the cost of administration. It could also
be stated as when the total of all assets equals or exceeds 100%
of total liabilities.

Latent Occupational Disease —

. is any disease or disorder where the worker’s exposure to the
causative agent(s) results in disease that does not manifest
itself until several years after the exposure, and the causal
links to the workplace were known at the time the exposure
occurred, or

. any disease or disorder where causal links to the workplace
were not known at the time the exposure occurred, but are
established on the basis of scientific evidence in the future.

POLICY STATEMENT

Funded Position
The board must be fully funded.

The funded position of the board is calculated annually, following
the release of the board’s audited financial statements. The

funded position is calculated as prescribed by the Association of
Workers’ Compensation Boards of Canada (AWCBC) as follows:

Total Assets / (Total Liabilities + Required Reserves)*

In the event of an unplanned financial disaster which causes the
Board to have an unfunded liability, the Board shall exercise
appropriate fiduciary responsibility to return the board to a fully
funded position.

Actuarial Valuation

The board's actuary shall determine the value of the known and
projected benefits liability annually in conjunction with the
preparation of the board's annual financial statements.

! Required Reserves consists of the Adverse Events Reserve.

Chair




Chair

30f11

Temporary Funding
The board will establish temporary funds as follows:

1. Prevention Fund

(@)

(b)

()

Purpose

The Prevention Fund is a temporary fund established to
provide funding for the start up costs of pre-selected
accident prevention and workplace safety initiatives,

Amount
The fund is established at $5 million.

Conditions for Use

The conditions for use of this fund are developed by the
Prevention and Safety Advisory Group and are subject
to the approval of the Board of Directors.

2. Rate Transition Fund

(@)

(b)

(€)

(d)

Purpose

The Rate Transition Fund is a temporary fund
established to provide temporary funding for the
removal of assessment rate subsidies.

Amount
This fund is $6.5 million — as at June 1, 2005.

Conditions for Use
The following conditions provide guidance for utilizing
this fund:

Costs

The amount of the assessment rate subsidy will be
charged to this fund. The amount of the annual subsidy
will be calculated by the board’s actuary.

Replenishment
The Rate Transition Fund will not be replenished once
depleted.

Surplus in funding

Once subsidies have been removed, any surplus in this
fund will be transferred to the Stabilization Reserve in
order to bring the balance of the Rate Transition Fund
to $0.00.
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Deficiency in funding

Once subsidies have been removed, any deficiency in
this fund will be funded out of the Stabilization Reserve.
The deficiency will be transferred to the Stabilization
Reserve in order to bring the balance of the Rate
Transition Fund to $0.00.

The board will establish the following reserves to protect the fully
funded position of the board and to stabilize the effect of
fluctuations in the board’s financial experience on employer
assessment rates:

1. Adverse Events Reserve

(@)

(b)

()

Purpose

The Adverse Events Reserve is established to provide
funding for infrequent, unexpected adverse claims
experience and catastrophic events so as to protect
employers from the sudden impact of the costs of these
types of events.

Amount
Target Level
The target level for this reserve is equal to the following:

Catastrophic component (100 X the maximum wage
rate) + Adverse Events component (10% of the benefits
liability)

The target level is calculated annually upon completion
of the actuarial valuation of the benefits liability, which
is performed in conjunction with the preparation of
annual financial statements.

Operating Range
There is no operating range for this reserve.

Charges

In addition to catastrophic and adverse events, latent
occupational disease costs may also be charged to this
reserve.

As a guideline, the expected normal statistical
fluctuation of the benefits liability is +/- 7.5%. If the
annual fluctuation in the benefits liability exceeds this
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range then it is likely that an adverse event has
occurred. In such an instance, an investigation is
required to identify the cause of the adverse
experience. If a cause is identified and meets the
aforementioned conditions, then the costs of that event
will be charged to this reserve.

Surplus in Funding
This reserve is limited to its target level.

Transfers or additions to this reserve are limited to its
target level.

It should be noted that a decrease in the benefits
liability can cause a surplus in this reserve because the
target level is calculated as a percentage of the benefits
liability.

Distribution of a Surplus

In the event of a surplus in this reserve, funds in excess
of the target level will be transferred to the Stabilization
Reserve.

Deficiency in Funding
This reserve has a funding deficiency if it is below its
target level.

Transfers cannot be made from this reserve to any
other temporary fund or reserve if the transfer will
reduce this reserve below its target level.

In the event that the drawdown of this reserve exceeds
its funding, then the deficiency will be charged against
the Stabilization Reserve.

Recovery of a Deficiency

In the event of a charge against this reserve, the
following steps will be taken to replenish the reserve to
its target level:

Step 1: Any subrogated recovery received by the board
for the costs of an event charged to this reserve will be
added to this reserve, up to the target level.
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Step 2: If any subrogated recovery received is not
sufficient to replenish the Adverse Event Reserve to its
target, then any surplus in the Stabilization Reserve will
be transferred to the Adverse Events Reserve to
replenish it up to its target, if possible.

Step 3: If the excess in the Stabilization Reserve is not
sufficient to replenish the Adverse Events Reserve to
target then the Adverse Events Reserve will be
replenished by a special assessment premium
surcharge.

Step 4: The surcharge will be calculated by the board’s
actuary in conjunction with the annual assessment rate
setting process. The assessment premium surcharge
will be applied equally across all employers and rating
categories.

Step 5: The standard recovery periods for
replenishment of the Adverse Events Reserve are
outlined in the following table:

Deficiency Amount

Rate Recovery
Adjustment Period

If the total deficiency is less than

5% of the annual assessment 1 year
revenues Full

If the total deficiency is from 5 to Ubto 5
25% of the annual assessment 5%l/year p
revenues years
If the total deficiency is from 26 to Upto5
50% of the annual assessment 1/5th/year P
revenues years
If the total deficiency is from 51 to Up to 10
100% of the annual assessment 10%/year ears
revenues y

If the total deficiency is greater than

100% of the annual assessment 1/10th/year 10 years

revenues

Chair

Step 6: In subsequent years, if the Adverse Events

Reserve is being replenished by a special assessment
premium, but a subrogated recovery or a surplus in the
Stabilization Reserve becomes sufficient to replenish it,

then the subrogated recovery or surplus will be used to
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replenish the Adverse Events Reserve and any special
assessment premium surcharges for the Adverse
Events Reserve will be cancelled.

Stabilization Reserve

(&) Purpose
The Stabilization Reserve is established to protect the
fully funded position of the board and to stabilize the
effect of fluctuations on employer assessment rates.

(b) Amount
Target Level
The target level for the Stabilization Reserve is equal to
10% of the benefits liability.

Operating Range
The operating range for the Stabilization Reserve is +/-
3.5% of the benefits liability.

If the reserve balance is above or below the target level
but within the operating range, no assessment rate
change is required.

(c) Charges
The annual operating surplus/deficiency, excluding the
costs of any events charged to the Adverse Events
Reserve, represents the normal operating fluctuations
in the board’s financial performance and will be charged
to this reserve; it is a balancing account.

Examples of items to be charged to this reserve
include, but are not limited to, the following:

e Annual operating surplus or deficits,

e Investments return fluctuations,

e Random claims experience fluctuations, and

« All other operating fluctuations not charged to
other reserves and temporary funds.

(d) Surplus in Funding
This reserve is considered to have a surplus when the
balance exceeds the top of the operating range. The
amount of the surplus is the difference between the
reserve balance and its target level.
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The potential rebate to an employer of a surplus is
triggered when the balance of the reserve exceeds the
upper threshold of the operating range and the Adverse
Events Reserve is fully funded.

The maximum amount to be rebated is the difference
between the reserve balance and its target level.

Distribution of Surplus

In the event of a surplus in this reserve, the following
steps will be taken to reduce the reserve to its target
level:

Step 1: The position of the Adverse Events Reserve is
reviewed. If that reserve is below its target then any
surplus in the Stabilization Reserve is transferred to the
Adverse Events Reserve, up to the Adverse Events
Reserve target, if possible.

Step 2: If the Adverse Events Reserve is fully funded
and the balance of the Stabilization reserve exceeds
the upper threshold of its operating range then any
surplus will be rebated as per Steps 3 and 4.

Step 3: The assessment premium rebate shall be
calculated by the board’s actuary in conjunction with the
annual assessment rate setting process. The rebate
percentage will be applied equally across all employers
and rating categories.

Step 4: The rebate schedule is outlined in the following
table:

Chair

Rate Recovery
SUMBILS AT Adjustment Period
If the total surplus is less than 5% of the
Full 1 year
annual assessment revenues
i [0)
If the total surplus is from 5 to 25% of 5%6/year Up to 5 years
the annual assessment revenues
i 0
If the total surplus is from 26 to 50% of 1/5"year Up to 5 years
the annual assessment revenues
i 0,
If the total surplus is from 51 to 100% 10%lyear Upto 10
of the annual assessment revenues years
i 0
If the total surplus is greater than 100% 1/10Myear 10 years
of the annual assessment revenues
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(e) Deficiency in Funding
This reserve has a funding deficiency when the balance
is below the target level. The amount of the deficiency
is the difference between the reserve balance and its
target level.

The replenishment of the deficiency is triggered when
the balance of the reserve is below the lower threshold
of the operating range.

The maximum amount to be replenished is the
difference between the reserve balance and its target
level. Note that surplus transfers in from the Adverse
Events Reserve could reduce the required recovery.

If the balance of the Stabilization Reserve drops below
zero then the reserve balance is considered to be $0.00
and a funding deficiency is identified.

Recovery of Deficiency

In the event that this reserve falls below its operating
range, the following steps will be taken to replenish the
reserve to its target level:

Step 1: Any surplus in the Adverse Event Reserve will
be transferred to the Stabilization Reserve, up to the
Stabilization Reserve’s target level, if possible.

Step 2: Any remaining deficiency will be replenished up
to the Stabilization Reserve’s target level by a special
assessment premium surcharge.

Step 3: The surcharge will be calculated by the board’s
actuary in conjunction with the annual assessment rate
setting process. The surcharge percentage will be
applied equally across all employers and rating
categories.

Chair
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Step 4: The replenishment schedule is outlined in the
following table:

.. Rate Recovery
DIEENETIE Ao Adjustment Period
If the total deficiency is less then 5% of
1 year
the annual assessment revenues Full
- : 0
If the total deficiency is from 5 to 25% of 5%/year Up to 5 years

the annual assessment revenues

If the total deficiency is from 26 to 50%

th
of the annual assessment revenues 2 1/5 year Up to 5 years

If the total deficiency is from 51 to 10%/vear Upto 10
100% of the annual assessment > y years
If the total deficiency is greater than

100% of the annual assessment 1/10"/year 10 years
revenues?

Annual Allocation to the Reserves
The allocation of annual operating surpluses or deficits to the
reserves will be determined as follows:

= Calculate the target levels for both reserves and the
Stabilization Reserve’s operating range.

= The annual operating surplus or deficit is transferred to the
Stabilization Reserve.

= Any costs identified as related to adverse events are
transferred from the Stabilization Reserve to the Adverse
Events Reserve.

= Determine the status of the Adverse Events Reserve and
act accordingly.

=  Determine the status of the Stabilization Reserve and act
accordingly.

2 Term “surplus” replaced with “deficiency”, amended June 20, 2006
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Board Review

The Board will review the reserves annually when the audited
financial statements are available. The Board shall ensure that
the reserves are kept within the agreed minimum and maximum
levels.

The Board will review the adequacy of the reserve levels every
three years in conjunction with the actuary’s review of the board’s
benefits liability methods and assumptions.

HISTORY

Policy, Funding, effective May 14, 1996, amended September 27,
2005.
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