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Glossary of Terms
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Performance-Based Pricing

erformance-based pricing is a principle used
by WCB-Alberta to achieve a balance between
collective insurance protection of employers as

a whole and individual employer accountability.

The purpose of this approach is to set WCB
premiums that most accurately reflect an employer’s
accident experience. To provide workers’ compensation
coverage at a fair price, employers who have similar
operations and share similar risks are grouped together
for premium rate setting purposes. Premium adjustments
based on individual employer experience creates more
of a user-pay pricing system. Those employers with poor

Small Employers

Experience Rating Plan

(mandatory) (mandatory)

Large Employers

Experience Rating Plan

accident experience pay higher premiums as a result

of more injuries and higher claim costs. This in turn,
promotes injury prevention and disability management
through financial incentives. By reducing injuries and
assisting injured workers in early return-to-work programs,
employers can lower both claim costs and premiums.

All employers can participate in a premium adjustment
plan. WCB, in consultation with stakeholders, has
developed different pricing programs for different sizes
of businesses to accurately measure accident performance
based on credible information. This booklet provides an
overview of the insurance pricing plans offered by WCB.

All Employers

Partners in Injury
Reduction (voluntary)

Poor Performance Surcharge

(mandatory)



set of discounts and surcharges has

been designed specifically for small

businesses that recognize workers’

compensation claims experience and

encourages efforts towards building health
and safety programs. Employers with less than $15,000
in premiums over a three-year period generally have
relatively few claims compared to larger employers.
Accordingly, WCB reviews five years of claims information
to ensure that discounts and surcharges applied to small
businesses are based on reliable data.

Small employers can earn either a 5% discount or a 5%
surcharge, depending on the number of claims they have
experienced. If an employer has not had any lost time
claims in the first five of the previous six year period,
they will receive a 5% premium discount. To qualify for
the discount, an employer must have been in business for

those five years. If an employer has between one and four
lost time claims, they will receive no adjustment and will
pay premiums based on the industry rate. If they have had
five or more lost time claims during the five year period,
they will receive a 5% premium surcharge. The surcharge
is clearly related to poor accident experience by the small
business and thereby promotes greater accountability
through higher premiums.

1 0 5% discount
1-4 no adjustment
3 5+ 5% surcharge

Experience Rating

different set of discounts and surcharges
are available for larger employers that
recognizes effective health, safety and
disability management programs. The
Experience Rating Plan distributes the
cost of workers’ compensation coverage among employers
by adjusting the industry premium rate based on the
company’s actual accident experience. If an employer
has lower than average claim costs experience, the
employer could earn a discount of up to 40% from their
industry premium rate. If an employer has higher than
average claim costs experience, the employer could receive
a surcharge of up to 40%.

Experience Rating Plan Participation

Plan for Large Employers

Employers with $15,000 or more in industry rated
premiums over three years are automatically included
in the Experience Rating Plan for large employers. The
extent to which an employer participates depends on the
company’s size. Large employers participate fully; medium
sized employers participate on a partial basis. This ensures
premium adjustments are based on statistically credible
information and that an employer’s premiums are not
unfairly impacted by a single incident. It provides more
insurance protection and reduces the likelihood of extreme
fluctuations in an employer’s premiums from year to year.

Premiums Over 3 Years
Over $200,000

$15,000 - $200,000
Under $15,000

Program Participation

Full Experience Rating

Partial Experience Rating

Experience Rating Plan for Small Employers



Claim costs and insurable earnings for workers
covered are reviewed over a historical period to establish
an employer’s experience record based on accident trends,
not on random events. The first three of the previous four
years is used as the experience period.

During this time, claim costs and insurable earnings
are evaluated to measure an employer’s experience. Costs
paid beyond the experience period and certain relieved
costs are not included. This example shows that the
accident experience from 2004 to 2006 will be used
to adjust premium rates for 2008.

Three elements — experience ratio, participation factor
and eligibility factor — are used to calculate the discount or
surcharge applied to an employer’s industry rate.

The experience ratio is the comparison of the
employer’s accident experience to the average of the
industry's Rate Group in which the employer is operating.
It is determined by comparing an employer’s claim costs
to the industry average claim costs.

Claim costs are capped to provide appropriate
insurance protection. The Maximum Per Claim Cost
(MPCC) limits the amount that can be charged to an
employer’s accident experience for a single claim. The
MPCC is 10% of the employer’s industry rated premium
for the three-year experience period, up to the maximum
annual insurable earnings per worker covered by WCB
($68,500 for 2008). The MPCC protects employers from
shifts in their premium rates due to the random occurrence
of a single expensive claim. The cap does not impact the
benefits paid to injured workers in any way.

3-Year Experience Period include

Lag Rate
Claims costs and Insurable Earnings Year Year
from Jan 1, 2004 to Dec 31, 2006.
2004 2005 2006 2007 2008
Cost Development:
Costs paid in 2004, 2005 and 2006 2008 rates
on 2004 claims calculated

and released

Costs paid in 2005 and
2006 on 2005 claims
Costs paid
in 2006
on 2006
claims
Experience Participation . Eligibility ~_ = Discount or
Ratio Factor Factor Surcharge

Although actual claim costs paid by WCB may be
higher, costs measured in the Experience Rating Plan will
not exceed the maximum insurable earnings for any claim.

In addition, a Maximum Per Incident Cost (MPIC)
limits the impact of rare cases where a single incident
results in multiple claims for an employer (e.g. car accident
with several passengers). The MPIC is capped at twice the
maximum insurable earnings amount ($137,000 in 2008)
to protect employers against random incidents where
multiple claims occur. It is the employer’s responsibility
to identify MPIC claims and notify WCB of their occurrence.

Sometimes situations outside the employer’s
control can impact their claim costs. In these cases cost
relief may apply. Different types of cost relief exist for
different circumstances and are part of the claims
management process.



Example of an experience ratio formula calculation:

Employer Claim Costs Industry Average Claim Costs Experience Ratio
$100,000 $200,000 -50% (Better)
The degree to which an employer participates The participation factor protects employers from
in Experience Rating (the participation factor) varies excessive changes to their premium rates and also ensures
according to the size of the employer. Employer discounts rate adjustments are based on statistically credible
and surcharges are limited by their participation factor. information.

Those employers who have $15,000 in three-year industry
rated premiums may receive a discount or surcharge up

to 5% while those with over $200,000 in premiums may Three-year Participation  Maximum

Industry Rated Factor Discount or
Premiums Surcharge

receive up to a 40% adjustment.
The example illustrates what an employer’s maximum
discount or surcharge would be, based on industry rated

) 5eWo $15,000 - 25,000 6.25% 5%
premiums and participation factors. For every $4,000 of $40,000 10% 8%
industry rated premiums over the three-year experience $100,000 25% 20%
period, an employer receives a 1% participation factor $200,000+ 50% 40%
(to a maximum of 50%).

The eligibility factor refers to the number of years In these cases, the following eligibility factors
the employer’s account was open during the three-year will apply:

experience period. Since one or two years of experience

does not usually provide sufficient statistical information Years of Experience Eligibility Factor

to reliably adjust premium rates, employers with less than

1 1/3
three years of experience are only eligible for modified 9 2/3
experience rating adjustments. 3 or more 1

This chart illustrates the maximum

discount available for an employer based Year.s of Experl'ence Participation Eligibility Discount
. . Experience Ratio Factor Factor
on their years of experience.
One Year -80% 50% 1/3 13.33%
Two Years -80% 50% 2/3 26.67%

Three Years -80% 50% 1 40%



Poor Performance
for Large Employers

or large employers with very poor accident
records, the maximum surcharge in the Experience
Rating Plan may not provide enough motivation
for them to improve their performance. For
these employers, an additional poor performance

surcharge applies. This surcharge encourages employers

to take immediate action to improve health and safety

and claims management efforts to help reduce injuries

and avoid further surcharges. WCB offers claims audits

and disability management consultation to employers

to help evaluate their disability management programs

and identify areas for improvement. In addition,

employers will be referred to outside resources

including Alberta Employment, Immigration and

Industry (Workplace Health and Safety) to improve

injury and accident prevention.

New for 2008:

Surcharge (Pps)

The poor performance surcharge will affect only
those employers with consistently poor accident records.
Employers who meet both of the following criteria will

receive additional surcharges:

1) Have the maximum experience rating surcharge
for their size for two or more years.

2) Have four or more claims for at least two
consecutive experience periods.

Example:

An employer received a 40% surcharge in the
Experience Rating Plan in 2007 and has been at the
maximum surcharge for over 5 years. In 2008, the
employer’s performance remains the same and receives
an additional 100% poor performance surcharge for a
total of 140%. If the employer continues with this poor
performance, they will pay a total of 240% in 2009.

The participation factor will be eliminated from PPS calculations, although it will be retained as a feature of the
experiences rating plan for large employers. Employers will be more accountable for the full impact of their claims
experience (up to the maximum PPS amount). This change will ensure the surcharge will not be limited by

employer size, only performance.

# of Consecutive | # of Consecutive Experience Rating | Poor Performance
Years at Maximum | Experience Periods (3 yrs) | Plan Maximum Surcharge
Surcharge With 4 or More Claims Surcharge (2008)

1 1 up to 40%

2 2 up to 40%

B 3 up to 40%

4 4 up to 40%

5 or more 5 or more up to 40%

no additional surcharge

up to 25% additional surcharge
up to 50% additional surcharge
up to 75% additional surcharge
up to 100% additional surcharge

Poor Performance
Surcharge
(2009)

no additional surcharge

up to 25% additional surcharge
up to 50% additional surcharge
up to 100% additional surcharge
up to 200% additional surcharge



Partners in Injury Reduction (PIR)
for all Employers

y joining Partners in Injury Reduction, you WCB will award an industry rate discount based
can reduce your WCB premium in one on the highest score obtained among the three incentive
of three ways: opportunities, up to a maximum discount of 20%.
However, you must have your COR before any discount
* Achieve or maintain a Certificate of Recognition can be awarded.
(COR).

* Improve your performance.
* Maintain industry leadership.

FIRST
For a Certificate of Recognition (COR)

By maintaining or recertifying a COR an employer is eligible for a 5% industry rate discount.

For employers achieving a COR for the first time, a 10% industry rate discount is provided for the first year.
This discount is paid in the year the COR is achieved.

THEN

1-20% For improving your performance m
This measure compares your current accident Performance Over Prior Year

performance to your historical performance. Claim costs 2% s

transacted in the measurement year compared to claim

costs transacted in the prior year are used to measure Al e

success in both preventing injuries and managing claims 20% or better 20%

that occur. You can earn an industry rate discount of 1%

T N *10% COR for first year for first time COR holders
0 0.

L Percentage lower than PIR Discount

10-20% For maintaining industry leadership industry average claim costs (including COR
This measures improvements in your claims experience for two consecutive years discount)

in comparison to j[he average fO%‘ your industry’s 'rate group 50% or lower 10%

over the same period. T(‘) earn discounts from this measure, 65% or lower 12.5%

you need‘a COR and claim costs that are atlleast 50% lower 80% or lower 15%

than the industry average for two consecutive years. 90% or lower .

NOTE: You will receive the highest of the three discounts
earned, up to a maximum of 20%




Certificate of Recognition - a certificate issued to
employers who have successfully implemented a basic
workplace health and safety management system.

Claim Costs — the amounts paid by WCB for
compensation, medical aid and rehabilitation on a claim.

Cost Relief — costs removed from the employer’s
experience record when calculating their rate adjustment.
These costs are shared by all employers in the rate group
through standard rate setting methodology.

Industry Rated Premiums - the insurable earnings of
an employer multiplied by their unadjusted industry rate.

Insurable Earnings — the portion of workers’ gross
earnings on which employers must report and pay
WCB premiums.

Large Employer — an employer who has $15,000 or more
in industry rated premiums over a period of three years.

Premium - the amount employers pay to WCB for
workers” and optional personal coverage.

Premium Rate — the rate at which workers’ compensation
coverage is priced.

Rate Group - a grouping of industries with similar
activities, claim types and costs per claim. The rate group
is the primary level at which industry premium rates are
determined.

Small Employer — an employer who has less than
$15,000 in industry rated premiums over a period
of three years.

For more information on WCB pricing please call:

Workers’ Compensation Board-Alberta

Edmonton: 780-498-3999

Calgary: 403-517-6000

Call toll free in Alberta:
1-866-WCB-WCB1 (1-866-922-9221)

For general information about WCB-Alberta, please visit

our website at www.wcb.ab.ca
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