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Introduction 
Workers’ compensation plans established by legislation in each of the provinces and territories 
provide benefits to employees who are injured at work. These plans are a form of no-fault 
insurance that guarantees benefits to injured workers and protects employers from the risk of 
being sued for negligence. The Société de l’assurance automobile du Québec (SAAQ) provides 
benefits to Québecers injured in an automobile accident that are very similar to the benefits 
provided to injured workers in the province of Québec. Collectively we refer to the provincial 
and territorial workers’ compensation plans and the SAAQ as public personal injury 
compensation plans (PPICPs). 

Workers’ compensation plans are financed by premiums paid by covered employers. The SAAQ 
is financed by premiums paid by vehicle owners and drivers as part of vehicle registration fees 
and drivers’ licence fees. Workers’ compensation premiums are also called assessments but 
premiums will be used in this paper.  

Workers’ compensation premiums are based on either individual liability or collective liability. 
Individual liability is the basis used in some jurisdictions for employers such as government or 
public agencies, crown corporations and large public transportation organizations (i.e., shipping, 
airlines, railways). Under individual liability, benefit payments are made by the workers’ 
compensation plan and invoiced periodically to each employer. In some jurisdictions, employers 
may be asked to provide security to protect the plan against the risk of non-payment of future 
invoices. 

Collective liability is the basis used by the SAAQ and by workers’ compensation plans for the 
vast majority of employers in Canada. Under collective liability, premiums are collected each 
year to cover the current and future costs associated with covered injuries anticipated to occur 
during the year. The remainder of any premiums not used to pay current costs is set aside in a 
collective liability fund to provide for future costs. Ideally the amount in the collective liability 
fund would be exactly enough to provide for future costs. In this case, the PPICP is considered to 
be “fully funded”. However, because future experience may be different than what was assumed 
in establishing premiums, the collective liability fund may at various times be inadequate or 
excessive relative to likely future costs. When the collective liability fund is inadequate, the 
PPICP is said to be under-funded. On the other hand, if the collective liability fund is excessive, 
the PPICP is said to be over-funded.  

The remainder of this paper will focus on the challenges associated with maintaining a collective 
liability fund balance that is reasonably consistent with likely future costs. The information 
contained in this paper represents the results, policies and practices of each PPICP up to the end 
of December 31, 2009. It should also be noted that at the time this paper was published, the 
PPICPs in Ontario and Nova Scotia had initiated a funding review of their systems. 

Funding Ratios of PPICPs 
As of the end of 2009, five of the 13 PPICPs were  significantly under-funded and four of them 
had funding ratios less than 75%.  

Lower than expected investment returns during 2008 led to a significant reduction in the funding 
ratios for all PPICPs. In 2009, most PPICPs were able to improve their funding ratio mainly as a 
result of higher investment returns.  
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The specific funding ratios, calculated by taking the ratio of assets to liabilities, for each PPICP 
are as follows: 

Funding Ratio by PPICP 2007–2009 
PPICP 2007 2008 2009 

Alberta  132.95%  111.74% 128.38% 

British Columbia  138.49%  115.51% 123.55% 

Manitoba  130.00%  106.57% 114.87% 

New Brunswick  105.40%  87.68% 101.60% 

Newfoundland  96.38%  77.27% 87.48% 

Nova Scotia  75.30%  59.91% 62.36% 

NWT and Nunavut  133.38%  117.52% 115.93% 

Ontario  66.40%  53.52% 54.20% 

Prince Edward Island  110.26%  89.19% 103.77% 

Québec  99.30%  69.90% 73.60% 

Saskatchewan  121.91%  101.80% 114.91% 

Yukon  120.50%  105.15% 122.50% 

SAAQ  97.00%  69.00% 72.00% 

Overview of Funding Approaches 
All 13 PPICPs in Canada have a documented approach to funding the benefits provided under 
their respective legislations. In most cases, the documentation takes the form of a policy 
document or documents. However, in some cases, a funding framework or funding strategy 
document is used. Throughout this paper, funding policy will be used to refer to these various 
documents.  

Funding policies differ considerably across the country, but have many common elements. In 
general, PPICPs that are significantly under-funded tend to have a policy which is focused 
primarily on achieving a fully funded status. On the other hand, PPICPs that are closer to fully 
funded or over-funded tend to focus on how to maintain a fully funded status in response to 
fluctuations in experience. 

The following elements are common to all PPICP funding policies in Canada: 

A set of guiding principles used to develop the approach to funding, 

Premiums and liabilities calculated on a long-term going concern basis, 

A balanced investment mix for the collective liability fund, and  

A target funding percentage or range of percentages for the collective liability fund. 

In addition to the above elements, some PPICPs incorporate the following additional elements in 
their funding policies: 

A no-action zone which is a range of target funding percentages within which corrective 
actions are not considered to be necessary, 
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Specific corrective actions to be taken whenever the funding level is inconsistent with 
the funding target, and 

Other features intended to deal with certain practical issues. 

The seven elements mentioned above are discussed in the remaining sections of this paper. 

Guiding Principles 
The primary purpose of a funding policy is to provide PPICP management and stakeholders with 
formal procedures for maintaining a collective liability fund that is reasonably consistent with 
likely future costs, but allows for excess funds to the extent specified by the policy. A review of 
the funding policies for the 13 PPICPs in Canada reveals that the development of these policies 
has been guided by the following key principles: 

Each PPICP is an independent entity from government and relies on its own funding to 
provide benefits to claimants. Funding is provided by premium payers who collectively 
share the costs of the plans. 

PPICPs manage their plans prudently so that they remain sustainable in the long term and 
provide fair compensation to injured beneficiaries at a fair price to premium payers.  

Premiums charged should reflect the projected costs of injuries during the year, including 
both current and future benefit payments and associated administration expenses. 

Plan beneficiaries are entitled to reasonable assurance that the benefits they have been 
promised will be paid when due. A funding ratio above 100% and corrective actions to 
maintain the ratio above 100% contribute to this assurance. 

Stability of premium rates from year to year is important to premium payers. 

Equity among generations of employers and plan beneficiaries should be an important 
objective. Excessive premiums and funding positions would represent a cost to current 
premium payers that would normally result in a benefit to future generations of premium 
payers. On the other hand, overly deficient premiums could confer a benefit to current 
premium payers at the expense of future generations of premium payers. 

The policy should provide guidance to PPICP management to assist in maintaining a 
financially stable plan that appropriately balances the sometimes competing objectives of 
the plan. 

The policy should be easy to administer, understand and communicate and be relatively 
stable over time. 

Premiums and Liabilities 
Premiums and liabilities are calculated on a long-term going concern basis using best estimate 
assumptions that reflect likely future conditions over the period during which benefits might be 
payable. Usually, but not always, this means that the assumptions do not include significant 
margins for adverse deviation. This is because a margin for adverse deviations would result in a 
higher premium, which would have to be returned to future generations of premium payers if the 
adverse deviations did not materialize. This could result in intergenerational inequity because a 
subsidy for future generations of premium payers would be financed by past generations of 
premium payers. On the other hand, any excess premium could be retained for future potential 
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occurrences of the event provided for by the adverse deviations. Usually this is done in 
accordance with the terms of the funding policy.  

A particular consequence of this approach is that the discount rate used in the calculations is 
fairly stable from year to year as opposed to changing several times a year as it might for single 
premium deferred annuities.  

Because most of the benefits offered by PPICPs are indexed to inflation, the real discount rate has 
a greater influence on liability results than the gross discount rate. Real discount rates at PPICPs 
from 2007 to 2009 ranged from 3.00% to 4.50%, and averaged 3.60% per year. Only two 
jurisdictions changed rates from 2007 to 2008, each by 0.5% in opposite directions.  

The specific rates for each PPICP are as follows: 

Real Discount Rates by PPICP in 2007–2009 
PPICP 2007 2008 2009 

Alberta  3.00%  3.00%  3.00% 

British Columbia  3.50%  3.00%  3.00% 

Manitoba  3.00%  3.00%  3.00% 

New Brunswick  4.00%  4.00%  4.00% 

Newfoundland  3.50%  3.50%  3.50% 

Nova Scotia  3.50%  3.50%  3.50% 

NWT and Nunavut  3.50%  3.50%  3.50% 

Ontario  4.00%  4.50%  4.50% 

Prince Edward Island  3.50%  3.50%  3.50% 

Québec  4.00%  4.00%  4.00% 

Saskatchewan  3.50%  3.50%  3.50% 

Yukon  4.00%  4.00%  4.00% 

SAAQ  3.75%  3.75%  3.75% 

The differences in real discount rates in the above table reflect the different investment and 
funding policies of the various PPICPs, and differing expectations for future inflation and 
investment returns.  

Investment Mix 
PPICP collective liability funds are invested in a balanced mix of assets intended to provide an 
acceptable compromise between the level of the investment returns and the volatility of financial 
results. PPICPs invest in a combination of relatively low-risk interest-bearing instruments and 
higher risk investments such as equities and real estate. According to the investment policies of 
each PPICP, the target percentage of funds to be invested in equities and real estate varies from 
50% in the Yukon to 70% in Nova Scotia. In addition, the investment policies of most PPICPs 
provide for an allowable range around the target level.  
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The specific target percentages for each PPICP are as follows: 

Investment Mix by PPICP for 2009 
PPICP Equities Real Estate Comment 

Alberta  35%  19% Real estate includes 7% in 
infrastructure 

British Columbia  44%  18% Policy effective April 1, 2009 

Manitoba  50%  12.5% Effective May 2010, equity portion is 
reduced to 42.5% 

New Brunswick  65%  0% Transitioning to 60%/10% 

Newfoundland  65%  0%  

Nova Scotia  60%  10%  

NWT and Nunavut  45%  10%  

Ontario  54%  6% Based on 2009 actual results 

Prince Edward Island  65%  0% Transitioning to 60%/10% 

Québec  54%  12%  

Saskatchewan  54%  10% Policy effective January 1, 2009 

Yukon  50%  0% Based on recent actual results. Policy 
provides a range instead of a specific 
target 

SAAQ  50%  15% Effective 2010, equity portion is 
reduced to 47%. Transitioning to 
43%/14% in 2015 

Target Funding Level 
The PPICPs across Canada appear to have used three different approaches to arriving at a target 
funding level, as follows: 

Use a target funded ratio of 100%, recognizing that actual results will fluctuate around 
that figure. This is the approach used in Nova Scotia, Ontario and the two Québec 
PPICPs. 

Choose a fixed percentage or range of percentages for the target funded ratio to meet the 
financial objectives of the PPICP. This approach is used in Alberta, New Brunswick, 
Newfoundland, Prince Edward Island and Saskatchewan. The choice of percentage(s) is 
usually based on an analysis of the impact on financial objectives of different possible 
percentages. This analysis might be supported by either testing against historical results or 
projection of future financial statements under various economic scenarios. In some cases, 
this fixed percentage(s) is/are in addition to any reserves defined. 

Define a series of reserves that are required in addition to the liabilities. This approach is 
used in British Columbia, Manitoba, NWT and Nunavut, and the Yukon. In the case of 
British Columbia and Manitoba, the reserves are based on a modification of the Minimum 
Continuing Capital and Surplus Requirements (MCCSR) and Minimum Capital Test 
(MCT) formulas used by the Office of the Superintendent of Financial Institutions in 



Research Paper April 2011 

 
7 

supervising Canadian life and casualty insurance companies. A wide variety of different 
reserves is used by the PPICPs that use this approach, including: 

Capital adequacy reserve—to provide adequate capital using the MCCSR and 
MCT formulas mentioned above. 

Catastrophe or disaster reserve—to provide for the potential impact of a 
catastrophic event. 

Contingent reserve—to provide for potential losses associated with industries that 
may cease operations in the future. 

Investment fluctuation reserve—to absorb investment gains and losses using an 
averaging formula. In most cases, the use of this reserve results in a net funding 
position (after taking into account the reserve) that is based on asset valuation 
procedures in use prior to 2004. 

Occupational disease reserve—to provide for exposure to long-latency 
occupational diseases that may not be recognized for a number of years due to the 
extended latency periods of such diseases. It should be noted that some PPICPs 
include elements of this reserve in their liabilities. 

Operating reserve—to mitigate the impact of adverse fluctuations in experience. 

Premium rate and benefit stabilization reserve—to fund the future costs of a 
premium rate subsidy and provide for greater stability of benefits. 

Second injury or enhancement reserve—to provide assistance to employers or 
industries that experience claims whose durations are extended because of a pre-
existing disease, condition, or disability. 

Special circumstances reserves—to provide for special circumstances, such as 
legislative changes or changes in accounting standards (e.g., implementation of 
International Financial Reporting Standards), that may significantly impact the 
financial position and the premium rates levied in a particular year. 

Special initiative reserves—to provide funding for identified initiatives such as 
safety programs or research aimed at supporting the goals of the PPICP.  

PPICPs that use defined reserves sometimes state their funding position as a ratio of assets to 
liabilities plus defined reserves. For comparability among PPICPs, this paper expresses the 
funding ratio as the ratio of assets to liabilities for all PPICPs. On this basis, the target funding 
level ranges from 100% in Nova Scotia, Québec and Ontario to 134% in British Columbia.  
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The approaches to target funding and the specific targets for each PPICP are as follows: 

Target Funding Level by PPICP as at December 31, 2009 
PPICP Approach Target Funding Comment 

Alberta Fixed Percentages 114% to 128%  

British Columbia Defined Reserves 134%  

Manitoba Defined Reserves 127%  

New Brunswick Fixed Percentage 110%  

Newfoundland Fixed Percentage 110%  

Nova Scotia Fixed Percentage 100% Average premium rate to be held at 
$2.65 until fully funded 

NWT and Nunavut Defined Reserves 113%  

Ontario Fixed Percentage 100% +/-10% on the target funding to 
recognize the investment return 
variability 

Prince Edward Island Fixed Percentages 100% to 110%  

Québec Fixed Percentage 100%  

Saskatchewan Fixed Percentages 105% to 120%  

Yukon Defined Reserves 125%  

SAAQ Fixed Percentage 100%  

No-action Zone 
In order to avoid overreacting to temporary fluctuations in the funding position, most PPICPs 
provide for a no-action zone around the target funding level, within which no corrective action is 
taken. The size of this range varies from 5% in NWT and Nunavut to 25% in Manitoba.  

The specific no-action zones used by each PPICP are as follows: 

No-action Zones by PPICP as at December 31, 2009 
PPICP Range Comment 

Alberta 114% to 128%  

British Columbia Not applicable Continuous (annual) corrective action via amortization of 
unappropriated balance in rate setting 

Manitoba 102% to 127% Low end of range is 80% of high end 

New Brunswick Not applicable  

Newfoundland 100% to 120%  

Nova Scotia Not applicable  

NWT and Nunavut 111% to 116%  

Ontario 100% to 120% After full funding is reached, a premium and benefit 
stabilization reserve will be established. With the 
additional reserve, the funding target range would 
ultimately be 100% to 120% 

Prince Edward Island 100% to 110%  
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Québec Not applicable  

Saskatchewan 105% to 122%  

Yukon 122% to 129%  

SAAQ Not applicable  

For those PPICPs where no range is defined, it is common to take corrective actions for any 
fluctuation in the funding level away from the target. However, in some cases, the board of 
directors exercises its judgment in determining what, if any, action will be taken.  

Corrective Actions 
Most PPICPs make an adjustment to the premium rates in order to increase or reduce the funded 
position to the desired target level. However, PPICPs across the country also provide for special 
dividends or rebates to employers, benefit improvements, funding for prevention or other 
programs, and the cost of implementing a more conservative investment policy.  

Corrective actions provided for by each of the PPICPs in their funding policies are as follows: 

Corrective Actions by PPICP 
PPICP Under-funded Over-funded 

Alberta Premium increases to restore funded 
ratio to 114% 

Special dividend to eliminate excess 
above 128% 

British Columbia Premium increases Premium reductions 

Manitoba Premium increases Premium reductions, rebates, benefit 
improvements 

New Brunswick Premium increases Premium reductions 

Newfoundland Premium increases Premium reductions.  
If over 140% funded: also rebates, 
benefit improvements, prevention or 
other program funding, cost of more 
conservative investment policy 

Nova Scotia Not defined. Rate currently held at $2.65 Premium reductions and/or benefit 
improvements will be considered 

NWT and Nunavut Premium increases Premium reductions 

Ontario A component to be included in each 
year’s premium rate sufficient to retire 
the unfunded liability by the target full 
funding date 

Not defined 

Prince Edward Island Premium increases to restore funded 
ratio to 105% 

Premium reductions to restore funded 
ratio to 110% 

Québec Premium increases Premium reductions 

Saskatchewan Premium increases to restore funded 
ratio to 105% 

Premium reductions to restore funded 
ratio to 120% 

Yukon Premium increases Premium reductions 

SAAQ Not defined Not defined 
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For those PPICPs where no corrective actions are defined, it is common for the board of directors 
to exercise its judgment in responding to fluctuations in the funding level. However, the specific 
actions that would be taken in different circumstances are not specified.  

When a funding policy provides for premium adjustments, it is quite common to specify the 
period of time over which any funding deficiency or excess would be reflected in a premium 
adjustment. These periods of time are usually called amortization periods.  

The amortization periods specified in the funding policies of each PPICP are as follows: 

Amortization Periods by PPICP 
PPICP Period Comment 

Alberta Not defined At the discretion of the board of directors 

British Columbia 5 years (rolling) Unappropriated balances for each of 65 separate risk 
pools are individually amortized over a 5-year rolling 
period 

Manitoba Not defined  

New Brunswick <=8 years 5 years is required for unusual events such as 
legislative or assumption changes 

Newfoundland 15  

Nova Scotia Not defined  

NWT and Nunavut 2 to 10 years if 
under-funded. 
Not defined if over-
funded 

2 years if increase in premium rate is <=5% 
2 to 10 years with increase in premium rate =5% 
10 years if increase in premium rate is >5% 

Ontario Not defined Sufficient premium is to be charged for the remaining 
years to full funding target date 

Prince Edward Island <=20 years The increase in premium rate is limited to $0.04 per 
$100 of payroll except for amortization periods of 20 
years 

Québec 3 or 10 years Gains or losses associated with the current accident 
year are amortized over 3 years. All other items are 
normally amortized over 10 years 

Saskatchewan <=5 years Amortization period to be decided by the board of 
directors 

Yukon 1 to 10 years 1 year if increase in premium rate is <=5% 
2 to 5 years with increase in premium rate =5% 
5 years with increase in premium rate = 5% to 10% 
6 to 10 years with increase in premium rate =10% 
10 years with increase in premium rate >10% 

SAAQ <=15 years  

For those PPICPs where no amortization period is defined, it is common for the board of 
directors to exercise its judgment in determining the period during which premium adjustments 
will apply. 



Research Paper April 2011 

 
11 

Other Features 
A minority of the PPICPs also have particular features in their funding policies to deal with 
certain practical issues. These include: 

In Alberta, special dividends are not paid unless the total payout is greater than 1% of the 
claim benefit liability. 

In British Columbia, the capital adequacy reserve can be drawn on to limit the funding 
surcharge in premiums to a maximum of $0.30 per $100 of payroll and to limit any 
increase in the surcharge to a maximum of $0.05 per $100 of payroll. This requires 
approval of the board of directors. 

In Newfoundland, an adjustment to premium rates for funding purposes is only 
implemented if it changes premium rates by more than 5%. Furthermore, once an 
adjustment is implemented, it is not reduced until the target funding level is reached. As a 
result, the target funding level may be reached more quickly than anticipated in the 
original calculations. 
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