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The parliamentary committee review' of the enhancements to the Canadian Forces Members and
Veeterans Re-establishment and Compensation Act,> commonly known as the New Veterans Charter,
is to be undertaken by October 2013. It will be an important opportunity for the Government of
Canada, Veterans and their families, Veterans organizations and Canadians to examine how well the
New Veterans Charter is living up to the expectations placed upon it by the parliamentarians who
unanimously supported its enactment in 2006. They envisioned it to be a “living” charter that would

evolve over time to meet the changing needs of Veterans and their families.

To support the parliamentary committee review, the Office of the Veterans Ombudsman has
released a four-part publication series entitled Improving the New Veeterans Charter: the Parliamentary
Review. The first part, released on April 4, 2013, is a review paper that provides a factual reference
point for three New Veterans Charter program areas that are of most concern to Veterans transitioning
to civilian life, and their families, namely, financial, vocational rehabilitation and assistance, and
family support. The second in the series, entitled Investing in Veterans Vocational Training, provided
research, analysis and recommendations specific to the vocational rehabilitation and assistance
provided under the Department’s Rehabilitation Program.

The third part of the publication series, Improving the New Veterans Charter: The Report, presents
evidence-based options and recommendations to address shortcomings in the three New Veterans

Charter program areas identified and examined in the review paper.

Improving the New Veeterans Charter: The Actuarial Analysis acts as a supporting document and forms
the fourth part of the publication series. It provides detailed demographic and financial data about the
current effects of the financial programs that support Veterans. In particular, it focuses on program
areas that directly affect the transition of Veterans to civilian life that were identified as not adequately
meeting Veterans needs. As such, along with serving as the reference point for the Office of the
Veterans Ombudsman’s publications in preparation for the parliamentary review, the actuarial analysis
and its modelling capacity can be used to verify the accuracy of financial assumptions pertaining to

the parliamentary review process.

1 Section 20.1 of the Enhanced New Veterans Charter Act, S.C. 2011, c. 12 states: Within two years after the day on which this
section comes into force, a comprehensive review of the provisions and operations of this Act must be undertaken by any
committees of the Senate and of the House of Commons that are designated or established by the Senate and the House
of Commons for that purpose.

2 Canadian Forces Members and Veterans Re-establishment and Compensation Act, S.C. 2005, c. 21.
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Background

Historically, disability benefits were provided to Veterans as a lifetime monthly pension under the
Pension Act. In 2006, the Government of Canada enacted the New Veterans Charter to offer, in lieu
of a monthly pension cheque, a suite of benefits and services that encourages wellness and rehabili-
tation and is consistent with the principles of modern disability management. Under the new legislation,
the way disability benefits are paid has significantly changed. Particularly, one of the benefits Veterans
now receive is a lump sum amount® “paid in recognition of pain and suffering, physical and/or
psychological loss, functional impairment and the impact on the member’s or the Veteran's overall
quality of life and the impact on the lives of the member’s or the Veteran's family.™

This change has created controversy in the Veterans’ community for a number of reasons. One of
the main concerns has been the belief that the New Veterans Charter disability benefits are inferior
to those provided under the Pension Act. Many Veterans have justified this conclusion based on
calculations they have done to compare disability award amounts with estimates of what they believed
would have been provided if they had received a monthly pension instead. As a result, some Veterans

believe that the New Veterans Charter should be completely eliminated.

The Veterans Ombudsman recognized early on that such unstructured, individual analysis did not
fully take into consideration the complete suite of benefits contained in the New Veterans Charter
disability benefit programs. Nor were any comparative calculations being done that recognized the
full depth, breadth and complexity of both pension accounting and the related principles implicit in

each of the acts.

The complexity of Veterans programs and their interrelationships are such that one has to be careful
about making direct comparisons between the Pension Act and the New Veterans Charter. Like

items need to be compared with like items. For example, benefits for meeting economic needs should
not be compared to benefits provided for compensation for pain and suffering. In addition, other

government benefits, such as Canadian Forces Superannuation and Canada Pension Plan payments,

3 Note that with changes to the New Veterans Charter that came into force in October 2011, the Veteran has the option of
having the lump sum award disbursed over a number of years.

4 Canada Gazette. Vol. 139, No. 51, Canadian Forces Members and Veterans Re-establishment and Compensation Regulations.
“Regulatory Impact Analysis Statement”. December 17, 2005. Source: http://www.gazette.gc.ca/archives/p1/2005/2005-12-17/
pdf/g1-13951.pdf.
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must be considered, as they are complementary benefits provided by the government that help

achieve a desired whole-of-government® financial effect.

Therefore, in 2009, to better inform Veterans and to gain insight into the differences in these disability
benefits, the Veterans Ombudsman commissioned an independent expert and international leader
in the field of actuarial analysis, Aon Hewitt,® to construct an actuarial model capable of performing
a credible comparison of the like benefits provided under the New Veterans Charter and the
Pension Act.

The first version of this model was completed in December 2009 and has since undergone two revisions.
The first revision was adjusted to reflect the Enhanced New Veterans Charter, incorporating
changes that were brought about by the passage of Bill C-55, and was completed in October 2011.
The second revision, completed in October 2012, incorporated changes brought about by the Federal
Court ruling that eliminated the offset of Pension Act disability benefits from the Canadian Forces
Service Income Security Insurance Plan (SISIP) income replacement benefit.” This analysis
presents the financial effects of the current New Veterans Charter financial programs using actuarial
science methodology. It focuses on identifying which Veterans are at financial risk and where the
potential gaps exist in meeting their financial needs. By examining the practical aspects of what is
necessary for a Veteran's financial security, it quides the discussion away from subjective and

emotional aspects of what is deemed fair compensation for pain and suffering.

It should be noted that in 2011, Queen’s University published a study called Supporting Canadian
Vleterans with Disabilities,® which provided the first academic comparative analysis of the benefits
provided under the Pension Act and the New Veterans Charter. However, this study was published

prior to recent enhancements to the New Veterans Charter and the Federal Court ruling.

5  Whole-of-government denotes public service agencies working across portfolio boundaries to achieve a shared goal and
an integrated government response to particular issues. Approaches can be formal and informal and can focus on policy
development, program management and service delivery.

6  Aon Hewitt is a leading global provider of risk management services, insurance and reinsurance brokerage, and human capital
consulting. Aon Hewitt Canada offers a range of sophisticated advisory and consulting services in risk control and risk
management, reinsurance, and human capital. The company designs, structures and implements solutions that may involve
traditional insurance products or risk-transfer programs, alternative financing techniques, or entirely new products to address a
specific problem. Aon Hewitt fact sheet: http://www.Aon.com/attachments/fact-sheet/Aon-Fact-Sheet-updated-031813.pdf.

7 Prior to acceptance of the Federal Court ruling, SISIP Long Term Disability (LTD) clients in receipt of a Pension Act
disability pension had the total amount of the disability pension offset from the amount of the SISIP LTD income replacement
benefit. The disability pension was also offset from the amount of the Veterans Affairs Canada Earnings Loss Benefit. With
acceptance of the court ruling, the disability pension is no longer offset from the SISIP LTD benefit and the Veterans Affairs
Canada Earnings Loss Benefit. Source: http://cas-ncr-nter03.cas-satj.gc.ca/rss/T-463-07%20reasons.pdf.

8  Alice Aiken and Amy Buitenhuis, Supporting Canadian Veterans with Disabilities: A Comparison of Financial Benefits, Defence
Management Studies Program School of Policy Studies, Queen’s University in association with Canadian Institute for Military
and Veterans Health Research, 2011. Source: http://www.queensu.ca/cidp/publications/claxtonpapers/Claxton13.pdf.
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Why Conduct an Actuarial Analysis?

Knowing the cost of pension benefits is of fundamental importance to the viability of a plan or program.
Actuarial science provides estimates of these amounts for pension plans. Actuaries perform extensive
analysis on future probabilities that include human factors such as mortality rates and life expectancy,

and financial factors such as inflation rates and trends in the investment markets.

One output of this analysis is mortality tables showing probable life expectancies of different segments
of the population, which help predict how long a pensioner will continue to receive benefits. Another

output is financial tables, which help predict how invested money will grow on the one hand, but be
eroded by inflation on the other. Analyzing these tables in combination predicts the required funding

to satisfy pension needs at different points over the plan’s lifetime.

The analysis conducted by Aon Hewitt considered scenarios in which a Veteran might receive benefits
under the New Veterans Charter. Using actuarial tables, each scenario then compared these
benefits against those that the Veteran would have received under the Pension Act. The actuarial
tables provided estimates on how long Veterans in each pension scenario would receive benefits
and adjusted the total amount to reflect present day values. This was then compared to the amount

the Veteran would receive under the New Veterans Charter with the result expressed as a percentage.

This type of analysis is called modelling. Its main objective is to compare whether sums provided
equate to a similar payout schedule using comparable human and investment factors. The simplest
way to begin such a comparison is to structure a typical payout table for different scenarios. Comparing
the funds required to the amount awarded then allows an assessment to be made. To do so, however,
the funds required over the lifetime of a pensionable scenario must be valued in one amount, in

the present.

Appendix A provides a summary of the actuarial accounting principles used in this review.

Comparing the Benefits Provided Under the Pension Act
and the New Veterans Charter

Veterans Affairs Canada maintains that the main difference between the Pension Act and the New
Veterans Charter is that the Charter is focused on wellness and rehabilitation, while the Pension Act
focuses on compensation. The main practical difference between disability benefits provided under
the Pension Act and the New Veterans Charter is that benefits under the Charter are mostly provided
as benefits that compensate for lost earnings (or capacity to earn) and are taxable, whereas benefits

provided under the Pension Act compensate mostly for pain and suffering and are not taxable.
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The distinction between economic and non-economic benefits is clear within the New Veterans Charter,
but is not defined within the Pension Act. In fact, the New Veterans Charter categorizes benefits as
either economic or non-economic. The former are paid with “the objective of compensating for the
earnings lost due to injury or illness resulting primarily from service.” The latter are paid “in recognition
of pain and suffering, physical and/or psychological loss, functional impairment and impact on the member’s
or the Veteran's overall quality of life and the impact on the lives of the member’s or the Veteran's family.®
With this categorization in mind, the goal of any compensation analysis should be to determine
whether economic needs are being met first and then examine whether the compensation for pain

and suffering is adequate.

Of particular note, the New Veterans Charter pays out compensation for pain and suffering in a

lump sum' while the Pension Act provides a monthly pension for life.

Impact of the Federal Court Decision on the SISIP Practice of
Offsetting the Pension Act Disability Pension

The Federal Court decision™ that eliminated the practice of offsetting the Pension Act disability

pension from the SISIP Long Term Disability Plan income replacement benefit has had a significant
effect on the comparisons being made between the Pension Act and the New Veterans Charter for
those Veterans who are receiving a disability pension and received SISIP Long Term Disability income

replacement or VAC Earnings Loss Benefit payments from 1976 to the present.”

The Court ruled on the legality of the SISIP policy of reducing long-term disability benefits payable
to disabled Canadian Forces veterans by the monthly disability pension amounts payable to those
veterans under the Pension Act. Central to the dispute was the interpretation of whether monthly
benefits payable to disabled Canadian Forces veterans under the Pension Act are “monthly income
benefits” as that phrase is used in the SISIP policy. The judge ruled in favour of Veterans, stating:
“The SISIP offset effectively defeats the Parliamentary intent that is inherent in the Pension Act

which is to provide modest financial solace to disabled CF veterans for their non-financial losses.”™

9  Canada Gazette. Vol. 139, No. 51, Canadian Forces Members and Veterans Re-establishment and Compensation Regulations.
“Regulatory Impact Analysis Statement”. December 17, 2005. Source: http://www.gazette.gc.ca/archives/p1/2005/2005-12-17/
pdf/g1-13951.pdf.

10 Idem

11 Note that with changes to the New Veterans Charter that came into force in October 2011, the Veteran has the option of
having the lump sum award disbursed over a number of years.

12 Federal Court, Ottawa, Ontario, May 1, 2012, Docket: T-463-07, Citation: 2012 FC 499, Between: Dennis Manuge, Plaintiff
and Her Majesty the Queen, Defendant. Source: http://decisions.fct-cf.gc.cajen/2012/2012fc499/2012fc499.html.

13 Federal Court, Ottawa, Ontario, April 4, 2013, Docket: T-463-07, Citation: 2013 FC 34, Between: Dennis Manuge, Plaintiff
and Her Majesty the Queen, Defendant. Source: http://decisions.fct-cf.gc.ca/en/2013/2013fc341/2013fc341.html.

14 Federal Court, Ottawa, Ontario, May 1, 2012, Docket: T-463-07, Citation: 2012 FC 499, Between: Dennis Manuge, Plaintiff
and Her Majesty the Queen, Defendant. Source: http://decisions.fct-cf.gc.cafen/2012/2012fc499/2012fc499.html.
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The federal government did not appeal the decision and, although the decision only affected the
Canadian Forces SISIP Long Term Disability plan, the Minister of Veterans Affairs recognized
the need for Veterans Affairs Canada’s programs to follow suit by stating: “Our Government is taking
action by going above and beyond the Federal Court ruling. We will harmonize our disability benefits

at Veterans Affairs to reflect the planned changes to Service Income Security Insurance Plan.”

Benefits Compared by Aon Hewitt

Figure 1. Benefits compared in the Aon Hewitt analysis

Pension Act

Pension Act

Enhanced

* 75 percent of gross pre-
release salary

* Taxable monthly payment

* Fully integrated with other
sources of income (including
disability pension from
Pension Act)

* Termination: age 65

* Benefits guaranteed for
24 months upon medical
release from the Canadian
Forces

with Court Decision

Service Income Security
Insurance Plan (SISIP) Long
Term Disability Plan [1]

* 75 percent of gross pre-
release salary

* Taxable monthly payment

* No income offsetting with
benefit payments under the
Pension Act

* Termination: age 65

* Benefits guaranteed for
24 months upon medical
release from the Canadian
Forces

New Veterans Charter
Earnings Loss Benefit [1]

* Equal to the Service Income
Security Insurance Plan
(SISIP) Long Term Disability
Plan, with a minimum salary
provision implemented

* Reversible to the spouse and
child(ren) until the member
would have reached age 65

* Provides benefits when
Service Income Security
Insurance Plan does not

Disability Pension [1]

* Non-taxable monthly
pension payable for life

* Reversible to the spouse

and child(ren)

Disability Pension [1]

* Non-taxable monthly
pension payable for life

* Reversible to the spouse

and child(ren)

Disability and Death Benefit [1]

* Non-taxable, lump sum or
annual payments

* Death Benefit payable to
the spouse and child(ren)

15

Matt Gurney, “A long-delayed victory for Canada’s veterans UPDATED: Government responds,” National Post, May 5,

2012. Source: http://fullcomment.nationalpost.com/2012/05/29 /matt-gurney-a-long-delayed-victory-for-canadas-veterans/.
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Enhanced
New Veterans Charter

Supplementary Retirement

Benefit [1]

* Taxable lump sum payment
at age 65 equal to two
percent of the Earnings Loss
Benefit that would have been
payable

* Reversible to the spouse

Prisoners of War [2]

Prisoners of War [2]

Detention Benefit [2]

Exceptional Incapacity
Allowance [1]

Exceptional Incapacity
Allowance [1]

Permanent Impairment
Allowance [1]

War Veterans Allowance [3]

War Veterans Allowance [3]

Canadian Forces Income
Support [2]

Attendance Allowance [1]

Attendance Allowance [1]

Permanent Impairment
Allowance Supplement [1]

[1] Benefits that were analyzed within the model.
[2] Benefits that were not analyzed within the model.
[3] Benefits that were not analyzed, as they are not awarded to Canadian Forces veterans.

The treatment benefits that are provided identically under both acts were not considered. For

example, clothing allowances have the same dollar value and eligibility criteria under both acts, so

they were not compared. Eligibility and payment values for the Veterans Independence Program

remain the same under both acts, so this program was also not considered as part of the analysis.

Financial Comparison of the New Veterans Charter to the

Pension Act

Considering that financial benefits are provided under these two different legislative regimes, it is

not surprising that recipients compare the value of New Veterans Charter benefits to the value of

Pension Act benefits. Frequently, comparisons are made only between the Pension Act monthly

disability pension and the New Veterans Charter lump sum disability award without taking into
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context the overall suite of monetary and non-monetary benefits provided under the New Veterans
Charter. Such “cherry picking” does not provide an objective view of how all the benefits come

together to provide a particular effect.

In general terms, the desired outcomes of benefits provided to injured or ill Veterans'® should be

access to health care, financial security and self-fulfillment.

The three areas of focus (financial, vocational rehabilitation and assistance,” and family support)
addressed in Improving the New Veterans Charter: The Parliamentary Review play important roles in

Veterans successfully achieving these desired outcomes.

Veterans also need to be compensated fairly for pain and suffering. In Improving the New Veterans
Charter: The Report, the Office of the Veterans Ombudsman makes one recommendation concerning
compensation for pain and suffering, but does not elaborate on it. This is because one of the goals

of this publication series is to address the financial shortcomings in meeting Veterans  economic needs.
Therefore, it is centred on the understanding that only after the financial needs of Veterans are met

can an informed debate on compensation for pain and suffering occur.

The purpose of comparisons between the Pension Act and the New Veterans Charter in this analysis
is to provide a benchmark that can be used as a catalyst for informed discussion on meeting Veterans’
financial security needs. The goal is not to achieve financial parity between the two acts. Instead, the

goal is to highlight where there may be gaps to achieving the desired outcomes noted above.

Aon Hewitt Study Results

The firm Aon Hewitt was contracted to provide a comparison of the overall dollar values of the
benefits provided under the New Veterans Charter and the Pension Act. The contract did not
require Aon Hewitt to differentiate between economic and non-economic benefits. Accordingly,
the results of the study, stated below, reflect their analysis of the overall values of the combined

effects of both economic and non-economic benefits.

16 A similar desired outcome can be found on page four of the Standing Senate Committee on National Security and Defence’s
ninth report, entitled A Study of the New Veterans Charter, March 2013. Source: http://www.parl.gc.ca/SenCommitteeBusiness/
CommitteeReports.aspx?parl=41&ses=1&Language=E &comm_id=76.

17 The official title of the New Veterans Charter rehabilitation program is “Rehabilitation Services and Vocational Assistance
Program.” Rehabilitation services include medical, psycho-social and vocational interventions.
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The study identified that the New Veterans Charter produces lower overall actuarial present values

than the Pension Act for the following groups, in particular:

* Veterans with low pre-release salary;

* Veterans with a family;

* Older Veterans, at the time of first payment (except for ages above 70 in some instances);
* Veterans with higher disability levels; and

® Female Veterans.®

Aon Hewitt also concluded that the present actuarial value of benefits under the Enhanced New
Veterans Charter was equivalent or higher, when compared to the benefits under the Pension Act,

for the following situations:

* Reqular Force Veterans with pre-release salaries below $53,700, aged 50 and under, and
with disability levels below 50 percent. When compared to the Pension Act and taking into
account the Federal Court decision, this applies only to single Veterans with salaries of more
than $30,000 or with disability levels less than 20 percent.

* |n some instances when Veterans are eligible to receive the Permanent Impairment Allowance

Supplement.

* For widows and orphans (e.g., when a death award is payable), the Enhanced New Veterans
Charter benefits are higher than under the Pension Act. The court decision had no effect
on death benefits.

In the majority of other cases, the overall actuarial present value of benefits paid under the Enhanced
New Veterans Charter is below the actuarial present value of the benefits paid under the Pension
Act, with or without taking into account the Federal Court decision. For most scenarios modelled

by Aon Hewitt, a greater difference in benefits exists because of the Federal Court decision.

Although the study highlights the financial disparities between the New Veterans Charter and the
Pension Act, it also clearly demonstrates that the amendments made to the New Veterans Charter in
October 2011 had a positive effect (by eliminating Veterans with low pre-release salary as a group

that is financially disadvantaged when the New Veterans Charter is compared to the Pension Act).

18 This s a result of the fact that on average women live longer so they would have a longer period of time to receive a monthly
pension as compared to a man. This effect is lost in the New Veterans Charter because the Disability Award is a lump sum
payment.

N
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The study produced evidence that there are significant gaps in the economic benefits being
provided to some groups of Veterans. It also became evident to the Office of the Veterans
Ombudsman that resolving that disparity first would then help to focus the discussion on what fair
compensation for the non-economic benefits would be. The analysis also indicated to the Office
that a clear understanding of who is at financial risk and why they are at risk is required before

determining solutions.

Office of the Veterans Ombudsman’s Analysis

Demographic Considerations™

The most significant factor that affects one’s financial security is the ability to work and generate
future wealth. Accordingly, the Office of the Veterans Ombudsman determined pertinent Veterans’
demographics and then correlated these with the specific information on Veterans Affairs Canada’s
clients to determine which Veterans' cohorts are most at financial risk and the likelihood of those scenarios
occurring. The at-risk Veterans cohort is a subset of Veterans Affairs Canada’s statistics of
Canadian Forces Veterans who are totally and permanently incapacitated.® Since the New Veterans
Charter can only be accessed by Canadian Forces members, Veterans and their spouses, for the
purpose of this analysis and Improving the New Veterans Charter: The Report, the demographics
analyzed are for Canadian Forces Veterans only. The following summarizes the major demographics

of the Veterans population and Veterans Affairs Canada clients:*

19 All demographic statistics used in this analysis were provided by Veterans Affairs Canada as of March 2013.

20 Veterans Affairs Canada defines the term “totally and permanently incapacitated” as a Veteran who is incapacitated by a
permanent physical or mental health problem that prevents the Veteran from performing any occupation that would be
considered to be suitable gainful employment. The inability to work must be due to the health problem(s) for which rehabilitation
services were approved. Suitable and gainful employment is employment for which the Veteran is reasonably qualified by
reason of education, training or experience and that provides a monthly rate of pay equal to at least 66 %4 percent of the imputed
income of the Veteran.

21 Although the focus of this analysis is on Canadian Forces Veterans, it should be noted that some of the points identified may
be applicable to War Service and RCMP Veterans.

12
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Figure 2. Veterans Demographics

Estimated Total Veterans Population
( 695,700%

91,400
594,300 Second
(Canadian Forces World War

* Due to rounding, the total of the three groups is different than the estimated total Veterans population. 9 ,900 Korean War

Veterans Affairs Canada Clients

Veterans 135,616 Survivors 74,460 W
76,446 49,201 9,969 65,759
Canadian Forces War Services RCMP War Services
8,016 Canadian Fo rces 685 RM

Canadian
76,4 46" e
78% or

- 5 / 78% or reater greater
(5] Economic Benefits 0 ievelord isability 33%
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1% Receiving other Allowances

(5] Non-Economic Benefits

33% Disability Award 21% under age 45
47% Disability Pension 41% between ages 45 and 65
0
17% Disability Award and Disability Pension 38% above age 65
\ J

These statistics indicate that most Canadian Forces Veterans who are Veterans Affairs Canada clients
are at a disability level that indicates that they likely have minimal barriers to transitioning from the

military to civilian life.

13
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Figure 3. Veterans Affairs Canada Clients from the Canadian Forces
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Another point to note is that Canadian Forces Veterans who are Veterans Affairs Canada clients
only represent 13 percent of the total estimated population of Canadian Forces Veterans, and little

is known about the potential needs of the larger population.
Determining Who is at Financial Risk

Finding one statistic within Veterans Affairs Canada’s database that can be used as a benchmark to
determine who is the most at financial risk is challenging. Using the disability level as a benchmark is
attractive as it is easily understood and intuitively leads one to consider that the higher the disability
level, the higher the needs one is likely to have and the lower the opportunity one has to generate
income. However, the Veterans at higher disability levels tend to have better access to the various
allowances, which mitigates the economic impact of their disability. As well, disability levels alone
provide no insight into the impact those disabilities have on the Veteran. Veterans can have a high
disability assessment level comprised of many minor ailments that are not having a significant impact
on their ability to transition to civilian life. Conversely, Veterans may have a low disability assessment
level, but their condition is so debilitating that the Veteran cannot successfully make the transition

to civilian life.

After consideration, the statistical benchmark that appears to provide the greatest indicator of risk is
the category of totally and permanently incapacitated Veterans. A totally and permanently incapacitated
designation indicates that a Veteran’s disabilities are creating permanent barriers to transition, such

that the Veteran cannot work or cannot work at the income level he or she once had. This designation

is based on an overall assessment of the Veteran's current situation and is not dependent on indicators

14
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such as disability level, disability condition or demographic indicators, such as age or family status. As
a result, the totally and permanently incapacitated designation provides the first clear indicator that

there is a significant barrier to transition that is affecting a Veteran’s ability to provide for themselves.

Figure 4. Demographics of Totally and Permanently Incapacitated Veterans

( 3
1 42 8 Totally and
Permanently cahili
7 Incapacitated Level of Disability
(y 78% or greater 32%
3 8 0 level of disability or less
0/~ 32%or less
(5 EconomicBenefits 2 1 A) level of disability
3% Temporary Earnings Loss
94% Extended Earnings Loss Age
65% Salary under $5,000 2%
58% Receiving other Allowances Lm 22% under age 45
28% No Allowance or Canadian Forces Pension 76% between ages 45 and 65
2% above age 65
N J

Not everyone within the group of 1,428 totally and permanently incapacitated Veterans is at financial
risk. Some Veterans are eligible for the complete suite of benefits available and are receiving
allowances and/or Canadian Forces Superannuation payments that mitigate the effects of the
economic barriers caused by their disabilities.?? It is to be noted as well that some Veterans may have
minimal medical barriers to transition but have received a totally and permanently incapacitated
designation because they cannot work at a level that will provide 66 % percent of their pre-

release salary.

The following figure breaks down the totally and permanently incapacitated Veterans into those
who are receiving allowances and those who are not. Since totally and permanently incapacitated
Veterans are receiving the Extended Earnings Loss Benefit until age 65, knowing which Veterans are not

receiving allowances or superannuation payments will indicate who may be at financial risk when the

22 Some Veterans are also receiving a Pension Act Disability Pension but these payments are for pain and suffering and are not
considered as income. Accordingly, the Disability Pension is not included in determining who is at risk financially.
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Extended Earnings Loss Benefit ceases. The Permanent Impairment Allowance is the allowance
that has the greatest impact, as any Veteran who is eligible for it automatically becomes eligible for
the Permanent Impairment Supplement because of their totally and permanently incapacitated
designation.” By looking first at who is not receiving the Permanent Impairment Allowance, the
Office of the Veterans Ombudsman determined that 406 totally and permanently incapacitated

Veterans are not receiving any allowances or Canadian Forces Superannuation payments.

Figure 5. At Risk Totally and Permanently Incapacitated Veterans

Out of 76,446 Canadian Forces Veterans Affairs Clients
1,428 are Totally and Permanently Incapacitated

Permanent Impairment Allowance and Supplement
|
|

YES 677 NO 761

| Canadian Forces Pension | Canadian Forces Pension
| || |
193 474 228 533
| Attendance Allowance | | Attendance Allowance |
| | || | |
152 113 361 40 188 109 424

Exceptional Incapacity Allowance

LT

Out of the group of 1,428
Totally and Permanently 14-||:|-26 38 -I 71
Incapacitated Veterans
| | I I
2 -| 176 18-I e
I Yes | . |
will not receive At Risk

any allowances or |
|:| No Canadian Forces Pension

23 The Permanent Impairment Allowance compensates for the lack of career opportunities and progression, and is paid in three
grades: Grade 1 - $1,709.27, Grade 2 - $1,139.52, Grade 3 - $569.76. The Permanent Impairment Supplement compensates
for the inability to perform any occupation that is considered to be suitable gainful employment and equals $1,047.53. All
values are for year 2013. Ninety-one percent of Veterans who receive the Permanent Impairment Allowance receive Grade 3.
Both the Permanent Impairment Allowance and Permanent Impairment Allowance Supplement are taxable and are paid
monthly for life.
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It is this group of 406 Veterans* that appears to be most at financial risk. It should also be noted that
some Veterans that are receiving allowances at the lower rates and/or a minimal Canadian Forces
Superannuation payment might also be at risk, depending on their circumstances. The analysis shows
that potentially one third of those Veterans designated as totally and permanently incapacitated
could be at risk financially after age 65. In addition to these Veterans Affairs Canada clients, some
of the estimated 1,500 SISIP clients that have been declared totally disabled have to be considered

as potentially at financial risk for the same reason.

Office of the Veterans Ombudsman’s Modelling Results

The Office of the Veterans Ombudsman further developed Aon Hewitt's actuarial tool® to conduct

an analysis that would determine the following:

* The current financial effects of existing programs;
* The dollar values required to improve various benefits; and,

* The effects of proposed recommendations made in Improving the New Veterans Charter:

The Report.

One of the limitations of previous analysis has been that none have analyzed how many Veterans are
affected by a particular scenario. By further developing the modelling tool developed by Aon Hewitt
to provide an overall financial comparison of the New Veterans Charter to the Pension Act financial
benefits, the Office was able to understand how many Veterans are impacted by a particular scenario
then define, analyze and propose solutions to resolve future financial shortcomings. As well, the tool
can be used to break down the various benefits into economic and non-economic categories. Each

scenario presented below includes statistical analysis of the demographic that is affected.

Because there are almost as many possible scenarios as there are Veterans, to focus discussion and
provide a broad overview of potential areas of concern, scenarios representative of the majority of
Veterans classified as totally and permanently incapacitated were developed. There will always be
exceptions, but by analysing these broad and representative categories within the Veterans population,

realistic conclusions can be made.

24  There are 44 Veterans who are not receiving allowances due to their totally and permanently incapacitated designation as a
result of a non-service related injury or illness.

25 The Office of the Veterans Ombudsman’s actuarial tool was developed by Aon Hewitt to allow various parameters about a
Veteran or a group of Veterans to be inputted into a specially designed spreadsheet in which calculations are done using
actuarial methodology and tables to produce actuarial outcomes. These outcomes are displayed both as tables and charts.
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To that end, Improving the New Veterans Charter: The Report and The Actuarial Analysis modelled

these five general scenarios:*

Figure 6. Summary of scenarios

Disability
Scenario Asslfssment Age Year? of : Salary Gender
evel Service  (in dollars)
(in percent)
1 80 24 Corporal 4 55,464 Male
2 100 47 Major 29 110,640 Female
3 40 30 Captain 10 81,276 Male
4 95 35 Sergeant 15 63,720 Male
5 50 40 Corporal 5 56,286 Female

The scenarios represent the situations of Veterans who cannot work because of their injuries or illnesses.

Scenario 5 represents one of the 406 totally and permanently incapacitated Veterans at financial risk.

Scenario 1 - A totally and permanently incapacitated single 24-year-old male Veteran with
an assessed disability level of 80 percent, who was medically released from the Canadian Forces

at the rank of Corporal (salary of $55,464) with four years of service.

This scenario represents a young Veteran with a high level of disability who has access to the

Permanent Impairment Allowance and Supplement, and who has very little pensionable service.

Scenario 2 - A totally and permanently incapacitated 47-year-old female Veteran with an
assessed disability level of 100 percent, married with one dependent child, who was medically
released from the Canadian Forces at the rank of Major (salary of $110,640) with 29 years of

service.

This scenario represents an older Veteran with a very serious disability who has access to the
Permanent Impairment Allowance and Supplement, and a high number of years of pensionable

service.

Scenario 3 - A totally and permanently incapacitated 30-year-old male Veteran with an

assessed disability level of 40 percent, married with one dependent child, who was medically

26 Veterans Affairs Canada defines the term “totally and permanently incapacitated” as a Veteran who is incapacitated by a
permanent physical or mental health problem that prevents the Veteran from performing any occupation that would be
considered to be suitable gainful employment. The inability to work must be due to the health problem(s) for which
rehabilitation services were approved. Suitable and gainful employment is employment for which the Veteran is reasonably
qualified by reason of education, training or experience, and that provides a monthly rate of pay equal to at least 66 ¥/s percent
of the imputed income of the Veteran.
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released from the Canadian Forces at the rank of Captain (salary of $81,276) with 10 years

of service.

This scenario represents a young Veteran with a moderate level of disability who has access to
the Permanent Impairment Allowance and Supplement, a small but immediate unreduced

Canadian Forces annuity, and who cannot return to work because of the nature of his disability.

Scenario 4 — A totally and permanently incapacitated 35-year-old male Veteran with an assessed
disability level of 95 percent, married with one dependent child, who was medically released from

the Canadian Forces at the rank of Sergeant (salary of $63,720) with 15 years of service.

This scenario represents a Veteran with a very high level of disability who has access to the
Permanent Impairment Allowance and Supplement, a modest but immediate unreduced

Canadian Forces annuity, and who cannot work because of the seriousness of his disability.

Scenario 5 - A totally and permanently incapacitated 40-year-old female Veteran with an
assessed disability level of 50 percent, married with one dependent child, who was medically
released from the Canadian Forces at the rank of Corporal (salary of $56,286) with five

years of service.

This scenario represents a moderately disabled Veteran who joined the Canadian Forces
later in life, who is not eligible for the Permanent Impairment Allowance and Supplement,

and who has few years of pensionable service.

Individual modelling yielded very precise results as the parameters being inputted were easily

obtainable and verifiable?. Individual modelling allows one to see the value of benefits over the

lifetime of one particular Veteran. In the example below, values are compared between the different

scenarios mentioned earlier.

27

Although the tool has the ability to do aggregate (groups of Veterans) modelling, it requires that the parameters for every
Veteran in a particular grouping be inputted into the model. Due to the difficulty of obtaining specific data (e.g., salary, years
of service, etc.) some assumptions have to be made with aggregate modelling. As a result, the aggregate results will not be as
precise, but can still provide a rough order of magnitude costing for some scenarios, or provide a ratio of costs when compared.
Solutions that require factoring in Canadian Forces Superannuation payments (which are used as an offset in calculating Earnings
Loss Benefits) cannot be costed on an aggregate basis as the determinant for that costing requires the years of service of
Veterans, which is not consistently recorded in the Veterans Affairs Canada statistical database.
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Figure 7. Actual Present Values of Benefits*
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Although the above figure shows the overall effect of the various benefits over the lifetime of the
Veteran, it does not break down the benefits into economic and non-economic categories. By
combining both categories of benefits, it is difficult to discern whether financial security is being
achieved for the Veteran and if the Veteran has been fairly compensated for pain and suffering. To
provide that insight, the Office divided the benefits for each scenario into economic and non-economic
components and compared them to what would have been received under the Pension Act to serve

as an initial benchmark for what was provided before the New Veterans Charter came into force.

28  The data used in the modeling of all scenarios in this analysis were provided by Veterans Affairs Canada, as of March 13, 2013.
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Figure 8. Scenario 1 - Corporal: Comparison of Actuarial Present Value of Benefits

$2’500’000 | Overall Benefits Economic Benefits Non-Economic Benefits
E $140,329
$2,000,000 -
F $338,853
$1,000,844
F $338,853 ]
$1,500,000 -
VAR F $140,329 1
$931,666
$305,165 || $305,165 |
$1,000,000 | - - - - $931,666
(39,928 $1,000,844
.......... $9,928
$500,000 - 1 T $397,713 £
.......... $337.222 $183,393
DT B $238.670 $305,165 || $305,165 || $337,222 el sasseno
SO
Pension  Pension New Pension  Pension New Pension  Pension New
Act Actwith  Veterans Act Actwith  Veterans Act Actwith  Veterans
Court Charter Court Charter Court Charter
Decision Decision Decision
m Disability Pension M Permanent Impairment Allowance Supplement
- Disability Award m Permanent Impairment Allowance

l:l Service Income Security Insurance Plan /
Earnings Loss Benefit

E Tax Attendance Allowance

Emmm  Surplementary Retirement Benefit

The above figure shows the overall value of the benefits for Scenario 1 and then divides those totals
into economic and non-economic components. As can be seen with this particular scenario, the New
Veterans Charter provides better economic compensation than what is available under the Pension
Act. If the focus is first on meeting Veterans’ economic needs and those needs are adequately
addressed, then the discussion of what is fair compensation for pain and suffering can be addressed
afterwards knowing that financial security is already achieved. The present actuarial analysis focuses
on identifying potential gaps in achieving financial security with an understanding that a separate
review and consultation will need to occur on fair compensation for pain and suffering, once financial
security is assured throughout the life of the Veteran.

Analyzing the lifetime effects of these benefits in figure 8 indicates where there could be gaps in

compensation, but it does not provide the details necessary to show the yearly cash flow to the
Veteran, which is another indicator of potential financial risk. Using the example below, the financial
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effects of the benefit package on a year-to-year basis can be seen. This breakdown makes it possible
to predict whether financial security is assured throughout the life of the Veteran.

Figure 9. Scenario 1 - Corporal: Annual Nominal Economic Payments (After-Tax)
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This figure clearly demonstrates, for Scenario 1, the overall effect of the Enhanced New Veterans

Charter providing better economic benefits. A more detailed analysis of this figure can be found in

Appendix B.

Finally, individual modelling allows a comparison of the effects of potential future solutions. For
example, the following figure compares the financial effects under the New Veterans Charter with

the New Veterans Charter with a hypothetical $50,000 increase to the maximum Disability Award
for Scenario 17,

29 Because the Veteran in Scenario 1is assessed a disability level of 80%, the increase to his Disability Award will be 80% of the
hypothetical new maximum (i.e. $280,000).
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Figure 10. Scenario 1 - Present Values of Benefits
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An analysis of benefits, either as a total over the lifetime of the Veteran or on an annual basis, must

take into consideration whether the benefits are being provided for economic or non-economic

purposes. Only in this manner will one be able to determine whether economic needs are being met,

without confusing the debate with what is fair compensation for pain and suffering.

Overall, the actuarial analysis of individual scenarios conducted by the Office showed that:

* The totally and permanently incapacitated designation provides the best indication of which

Veterans may be at financial risk.

* Out of the 1,428 totally and permanently incapacitated Veterans, 406 are receiving no

allowances or Canadian Forces Superannuation payments.

* Financial security after age 65 for totally and permanently incapacitated Veterans who are

not in receipt of allowances or Canadian Forces Superannuation payments is a concern.
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* The Permanent Impairment Allowance and the Permanent Impairment Allowance Supplement

have an important, positive effect on a Veteran’s financial security.

* Compensation for pain and suffering is lower under the New Veterans Charter than the

Pension Act.

* The New Veterans Charter generally provides higher compensation for economic loss as
compared to the Pension Act.

With the parliamentary committee review® being undertaken in October 2013, the Office of the
Veterans Ombudsman’s publication series Improving the New Veterans Charter: the Parliamentary
Review provides factual information about New Veterans Charter programs to help frame the
debate. The four-part series considers the whole-of-government effect when it comes to the
administration of Veterans” benefits and should provide greater detail of how collectively various
government programs and initiatives align to support Veterans. Understanding how the various
support structures align should prevent debating the merits of one benefit versus another without

considering the overall effect of how all of these benefits fit in the broader context.

Analysing the combined effects of all benefits does not provide an objective or useful comparison
between the Pension Act and the New Veterans Charter. Looking separately at the economic and
non-economic categories of benefits allows differentiating what areas need to be focused on and
how they should be prioritized.

Unlike other studies that have been conducted, this actuarial analysis also provides the detailed
demographic information that is necessary to analyse the impact of the various potential solutions
on the Veterans population. This presents a common understanding of which Veterans are most at

risk and helps identify what solutions and initiatives need to have priority.

The fact that actuarial methodology has been applied to the modelling should instill a level of
confidence that the information presented is factual and can be used as a basis for assisting the
Government of Canada in providing and developing programs that meet the current and future
needs of Veterans.

30 Section 20.1 of the Enhanced New Veterans Charter Act, S.C. 2011, c. 12 states: Within two years after the day on which this
section comes into force, a comprehensive review of the provisions and operations of this Act must be undertaken by any
committees of the Senate and of the House of Commons that are designated or established by the Senate and the House of
Commons for that purpose.
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Appendix A: Actuarial Accounting
Principles

Pension Accounting Principles Important to the Model

Pension accounting is a complex field. It is Figure 11. Pension Accounting Principles
useful for the purpose of this document to
explain some of the concepts and principles
relevant to pension accounting, which were oo Ve L
also used in the development of the Office
of the Veterans Ombudsman’s compara- Inflation Rate
tive model. When conducting comparative
financial analysis of the Pension Act and
the New Veterans Charter, very often the
tendency is to do a very basic calculation to Interest Rate
determine whether one benefit compared
to another has more value. To provide an
objective comparison and truly understand

the full long-term costs and effects of a

Mortality Rate

benefit scheme one has to take into

account the following basic factors.
Actuarial Present Value

Nominal Value

Nominal value refers to the value that is obtained without taking into consideration the inflation effect. It
is the value calculated during a specific time period based on the prices of that period. The nominal
value of a benefit is in terms of money paid rather than in terms of purchasing power. This is a very
simplistic calculation that the average person often uses to determine quickly the dollar amount of

the benefits they receive.

Inflation Rate

Inflation is a rise in the general level of prices of goods and services in an economy over a period
of time. When the general price level rises, each unit of currency buys fewer goods and services.

Consequently, inflation also reflects erosion in the purchasing power of money—a loss of real value
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in the internal medium of exchange and unit of account within the economy. A chief measure of price
inflation is the inflation rate, the annualized percentage change in a general price index (normally the

consumer price index) over time.”'

Purchasing Power

Purchasing power refers to the value of a currency expressed in terms of the amount of goods or
services that one unit of money can buy. The nominal value of money is adjusted for inflation to
obtain the purchasing power of the money. This is used to determine if the benefits Veterans receive
today can purchase the same amount of goods and services as in previous years to maintain the same

standard of living.
Interest Rate

Interest rate is a rate that is charged by the lender to the borrower for the use of assets (such as
money) expressed as a percentage of the principal. It is calculated by dividing the amount of interest

by the amount of principal.

Present Value

Present value takes into account the interest rate and inflation rate. It is the future amount of money
adjusted for inflation and discounted by an interest rate to reflect the current value. A dollar today is
worth more than a dollar tomorrow because the dollar can be invested and earn a day’s worth of interest,
making the total accumulated value more than a dollar tomorrow. This is used by Government to
determine the amount of money needed today to generate the benefit payments for Veterans in

the future that have the same purchasing power to ensure the same standard of living.

31 N. Gregory Mankiw, Macroeconomics (5th ed.) (Worth Publishers, 2002), pp. 22-32, 978-0716752370.
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Mortality Rate

Mortality rate is the rate that measures the number of deaths in a population, typically expressed in
units of death per 1,000 individuals per year. Mortality tables (also called life tables or actuarial tables)
can be constructed based on mortality statistics to show the probability a person of a specific age
will die before his or her next birthday in the given population. The life expectancy of an individual in

the population can then be estimated using the mortality table.

Actuarial Present Value

Actuarial present value is the present value of life-contingent (dependent on life expectancy) cash
flows.? The probability of a future payment is based on assumptions about the person’s future
mortality that is typically estimated using a life table. This is used by the government to estimate

the present value of expected amount of benefits that are payable in the future.

29 David Dickson, Actuarial Mathematics for Life Contingent Risks (Cambridge University Press, 2009), pp. 145-146,
ISBN 9780521118255.
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Appendix B: Modelling Results

Economic vs. Non-Economic Benefits

The New Veterans Charter categorizes benefits as either economic or non-economic. The former
are paid with “the objective of compensating for the earnings lost due to injury or illness resulting
primarily from service.”* The latter are paid “in recognition of pain and suffering, physical and/or
psychological loss, functional impairment and impact on the member’s or the Veteran’s overall quality

of life and the impact on the lives of the member’s or the Veteran's family.”*

By combining both categories of benefits it is difficult to discern whether financial security is being
achieved for the Veteran and if the Veteran has been fairly compensated for pain and suffering. To
provide that insight, the Office of the Veterans Ombudsman divided the benefits for each scenario
into their economic and non-economic components and compared them to what a Veteran would
have received under the Pension Act in order to establish an initial benchmark for what was provided

to the Veteran before the New Veterans Charter came into force.

If the focus is first on meeting Veterans’ economic needs and those needs are adequately addressed,
then the discussion of what is fair compensation for pain and suffering can take place knowing that
financial security is already achieved. Therefore, this actuarial analysis focuses on identifying potential
gaps to achieve financial security with an understanding that a separate review and consultation will
need to occur on fair compensation for pain and suffering, once financial security is assured throughout
the life of the Veteran.

Individual Modelling

Because there are almost as many possible scenarios as there are Veterans, to focus discussion and
provide a broad overview of potential areas of concern, scenarios that represent broad categories
within the Veterans’ demographic were developed. While there will always be exceptions, this allows
conclusions to be made based on a realistic sample of Veterans' situations. To that end, Improving the

New Veterans Charter: The Report and The Actuarial Analysis modelled these five general scenarios:

33 Canada Gazette. Vol. 139, No. 51, Canadian Forces Members and Veterans Re-establishment and Compensation Regulations
“‘Regulatory Impact Analysis Statement”. December 17, 2005.

34 |dem.
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Figure 12. Summary of scenarios

Disability
Scenario AssEssment Age Yearf of : Salary Gender
evel Service  (in dollars)
(in percent)

1 80 24 Corporal 4 55,464 Male
2 100 47 Major 29 110,640 Female
3 40 30 Captain 10 81,276 Male
4 95 35 Sergeant 15 63,720 Male
5 50 40 Corporal 5 56,286 Female

Scenarios representing totally and permanently incapacitated Veterans were used because this
designation indicates that there are permanent barriers to transition such that Veterans cannot
work, or cannot work at the income level they once had. This designation is based on an overall
assessment of the Veterans’ current situation and is not dependent on indicators, such as disability
level and disability condition or demographic indicators, such as age or family status. As a result, the
totally and permanently incapacitated designation provides the first clear indicator that there is a

significant barrier to Veterans' transition that is affecting their ability to provide for themselves.

It is to be noted that one needs to be cautious of making direct comparisons between the results of
each scenario, as the parameters for each are different. For example, the overall dollar values the
Captain receives are comparable to what the Major receives, even though the Captain has a lower
salary and level of disability. This is because the Captain was injured at a much younger age and was
compensated for a greater period of time. If a direct comparison is to be made, at the minimum, the

point of injury or illness needs to be the same.

Scenario 1 - Corporal

A totally and permanently incapacitated single 24-year-old male Veteran with an assessed disability
level of 80 percent, who was medically released from the Canadian Forces at the rank of Corporal

(salary of $55,464) with four years of service.

This scenario represents a young Veteran with a high level of disability, who has access to the Permanent
Impairment Allowance and Supplement and very little pensionable service. There are currently 93 totally

and permanently incapacitated Veterans who have a disability level between 78 percent and 82 percent,
and 876 whose salary falls within $48,000 to $60,000.
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Figure. 13. Scenario 1 - Corporal: Comparison of Actuarial Present Value of Benefits
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Scenario 1 - Corporal: Points to Consider from the Above Comparison of Actuarial
Present Value of Benefits

1. Better economic benefits are paid under the New Veterans Charter, while the Pension Act

provides more non-economic benefits.

2. The effects of taxation are greater under the New Veterans Charter because the Permanent
Impairment Allowance and Supplement are taxable, while the Attendance Allowance under the

Pension Act is not.

3. All allowances are modelled using the average allowance that is paid out. 91 percent of clients
receiving the Permanent Impairment Allowance receive Grade 3, while 66 percent of clients

receiving the Attendance Allowance receive Grade 4 or 5.

4. The Supplementary Retirement Benefit has a minimal overall effect.
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5. Even with the effects of taxation, overall the New Veterans Charter provides more money from
an economic perspective to the Veteran than what was provided under the Pension Act, with the
exception of those 7,500 Veterans who are affected by the Federal Court Decision.

Figure 14. Scenario 1 - Corporal: Annual Nominal Economic Payments (After-Tax)
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Scenario 1 - Corporal: Points to Consider from the Above Annual Economic Nominal
Payment Figure

1. The effect of the Earnings Loss Benefit ceases at age 65, and after that age income is composed
of various allowances. To provide a realistic view of what most totally and permanently incapaci-
tated Veterans receive, the allowances modelled in the scenarios show the average allowances
paid out and not the maximum allowances received by only a few Veterans.

The New Veterans Charter economic support after age 65 is significantly higher because the
Permanent Impairment Supplement is a fixed amount (approximately $1,000) and is automatically
paid to someone in receipt of the Permanent Impairment Allowance and designated as totally
and permanently incapacitated. All the other allowances have various levels and eligibility require-
ments and statistically are paid out at the lower dollar levels.

3. The upward curves of the graphs are the effects of indexing for inflation over time.
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Scenario 2 - Major

A totally and permanently incapacitated 47-year-old female Veteran with an assessed disability level
of 100 percent, married with one dependent child, who was medically released from the Canadian

Forces at the rank of Major (salary of $110,640) with 29 years of service.

This scenario represents an older Veteran with a very serious disability who has access to the Permanent
Impairment Allowance and Supplement and a high number of years of pensionable service. There are
currently 290 totally and permanently incapacitated Veterans who have a disability level between
98 percent and 100 percent, and 36 whose salary is greater than $96,000.

Figure 15. Scenario 2 - Major: Comparison of Actuarial Present Value of Benefits
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Scenario 2 - Major: Points to Consider from the Above Comparison of Actuarial Present
Value of Benefits

1. Even with the effects of taxation, economic benefits paid under the New Veterans Charter are
better than those paid under the Pension Act and comparable to those received by approxi-
mately 7,500 Veterans who are receiving Pension Act benefits and are affected by the Federal
Court Decision. The Pension Act compensates better for non-economic benefits.

2. The effects of taxation are greater under the New Veterans Charter because the Permanent
Impairment Allowance and Supplement are taxable while the Attendance Allowance under the
Pension Act is not. The effects of taxation are also greater in this scenario due to the higher salary

the Major receives, placing her in a higher tax bracket.

3. All allowances are modelled using the average allowance that is paid out. 91 percent of clients
receiving the Permanent Impairment Allowance receive Grade 3, while 66 percent of clients

receiving the Attendance Allowance receive Grade 4 or 5.
4. The Supplementary Retirement Benefit has minimal overall effect.
5. In general, the New Veterans Charter provides more money to the Veteran than the Pension

Act, but the effects of taxation result in less money in the Veteran's pocket. The gap in net monies

is even larger for the approximate 7,500 Veterans who are affected by the Federal Court Decision.
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Figure 16. Scenario 2 — Major: Annual Nominal Economic Payments (After-Tax)
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Scenario 2 - Major: Points to Consider from the Above Annual Economic Nominal
Payment Figure

1. The effect of the Earnings Loss Benefit ceases at age 65 and after that age income is composed
of various allowances. To provide a realistic view of what most totally and permanently incapaci-

tated Veterans receive, the allowances modelled in the scenarios show the average allowances
paid out and not the maximum allowances received by only a few Veterans.

The New Veterans Charter economic support after age 65 is significantly higher due to the fact
that the Permanent Impairment Supplement is a fixed amount (approximately $1,000) and is
automatically paid to someone in receipt of the Permanent Impairment Allowance who is desig-

nated as totally and permanently incapacitated. All the other allowances have various levels and

eligibility requirements and statistically are paid out at the lower dollar levels.

3. The upward curves of the graphs are the effects of indexing for inflation over time.
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Scenario 3 - Captain
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A totally and permanently incapacitated 30-year-old male Veteran with an assessed disability level

of 40 percent, married with one dependent child, who was medically released from the Canadian

Forces at the rank of Captain (salary of $81,276) with 10 years of service.

This scenario represents a young Veteran with a moderate level of disability who has access to the

Permanent Impairment Allowance and Supplement, who receives a small but immediate unreduced

Canadian Forces annuity and who cannot return to work because of the nature of his disability. There

are currently 63 totally and permanently incapacitated Veterans who have a disability level between
38 percent and 42 percent, and 36 whose salary falls within $72,000 to $84,000.

Figure 17. Scenario 3 — Captain: Comparison of Actuarial Present Value of Benefits
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Scenario 3 - Captain: Points to Consider from the Above Comparison of Actuarial
Present Value of Benefits

1. Better economic benefits are paid under the New Veterans Charter, while the Pension Act

compensates better for non-economic benefits.

2. The effects of taxation are greater under the New Veterans Charter because the Permanent
Impairment Allowance and Supplement are taxable while the Attendance Allowance under the
Pension Act is not. The effects of taxation are also greater in this scenario due to the higher salary
the Captain receives, placing this Veteran in a higher tax bracket. The effects of taxation seem
larger than what was shown in Scenario 2 - Major, but in this scenario the Captain was injured
17 years earlier than the Major and is therefore in receipt of benefits for a much longer period

of time.

3. All allowances are modelled using the average allowance that is paid out. 91 percent of clients
receiving the Permanent Impairment Allowance receive Grade 3, while 66 percent of clients

receiving the Attendance Allowance receive Grade 4 or 5.
4. The Supplementary Retirement Benefit has minimal overall effect.
5. Even with the effects of taxation, overall the New Veterans Charter provides more money to the

Veteran than the Pension Act, with the exception of the approximate 7,500 Veterans who are
affected by the Federal Court Decision.
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Figure 18. Scenario 3 — Captain: Annual Nominal Economic Payments (After-Tax)
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Scenario 3 - Captain: Points to Consider from the Above Annual Economic Nominal
Payment Figure

1. The effect of the Earnings Loss Benefit ceases at age 65 and after that age, income is composed
of various allowances. To provide a realistic view of what most totally and permanently incapacitated
Veterans receive, the allowances modelled in the scenarios show the average allowances paid

out and not the maximum allowances received by only a few Veterans.

. The New Veterans Charter economic support after age 65 is significantly higher because the
Permanent Impairment Supplement is a fixed amount (approximately $1,000) and is automatically
paid to someone in receipt of the Permanent Impairment Allowance and designated as totally and

permanently incapacitated. All the other allowances have various levels and eligibility requirements
and are statistically paid out at the lower dollar levels.

. The upward curves of the graphs are the effects of indexing for inflation over time.
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Scenario 4 - Sergeant

A totally and permanently incapacitated 35 year old male Veteran with an assessed disability level
of 95 percent, married with one dependent child, who was medically released from the Canadian

Forces at the rank of Sergeant (salary $63,720) with 15 years of service.

This scenario represents a Veteran with a very high level of disability who has access to the Permanent
Impairment Allowance and Supplement, who receives a modest but immediate unreduced Canadian
Forces annuity and who cannot work because of the seriousness of his disability. There are currently
46 totally and permanently incapacitated Veterans who have a disability level between 93 percent and
97 percent, and 93 whose salary falls within $60,000 and $72,000.

Figure 19. Scenario 4 - Sergeant: Comparison of Actuarial Present Value of Benefits
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Scenario 4 - Sergeant: Points to Consider from the Above Comparison of Actuarial
Present Value of Benefits

1. Better economic benefits are paid under the New Veterans Charter, while the Pension Act compensates

more for non-economic benefits.

2. The effects of taxation are greater under the New Veterans Charter because the Permanent

Impairment Allowance and Supplement are taxable while the Attendance Allowance under the
Pension Act is not.

3. All allowances are modelled using the average allowance that is paid out. 91 percent of

clients receiving the Permanent Impairment Allowance receive Grade 3, while 66 percent
of clients receiving the Attendance Allowance receive Grade 4 or 5.

4. The Supplementary Retirement Benefit has minimal overall effect.

5. Even with the effects of taxation, overall the New Veterans Charter provides more money to the

Veteran than the Pension Act, with the exception of the approximate 7,500 Veterans who are
affected by the Federal Court Decision.

Figure 20. Scenario 4 -Sergeant: Annual Nominal Economic Payments (After-Tax)
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Scenario 4 - Sergeant: Points to Consider from the Above Annual Economic Nominal
Payment Figure

1. The effect of the Earnings Loss Benefit ceases at age 65 and after that age, income is composed
of various allowances. To provide a realistic view of what most totally and permanently incapaci-
tated Veterans receive, the allowances modelled in the scenarios show the average allowances

paid out and not the maximum allowances received by only a few Veterans.

2. The New Veterans Charter economic support after age 65 is significantly higher because the
Permanent Impairment Supplement is a fixed amount (approximately $1,000) and is automatically
paid to someone in receipt of the Permanent Impairment Allowance and designated as totally and
permanently incapacitated. All the other allowances have various levels and eligibility require-

ments and are statistically paid out at the lower dollar levels

3. The upward curves of the graphs are the effects of indexing for inflation over time.

Scenario 5 - Corporal without Allowances

A totally and permanently incapacitated 40-year-old female Veteran with an assessed disability level
of 50 percent, married with one dependent child, who was medically released from the Canadian

Forces at the rank of Corporal (salary of $56,286) with five years of service.

This scenario represents a moderately disabled Veteran who joined the Canadian Forces later in life,
who is not eligible for the Permanent Impairment Allowance and Supplement and who has few years of

pensionable service.

There are currently 71 totally and permanently incapacitated Veterans who have a disability level
between 48 percent and 52 percent and 876 whose salary falls within $48,000 and $60,000. As well,
there are 761 totally and permanently incapacitated Veterans who are not receiving the Permanent

Impairment Allowance and Supplement.
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Figure 21. Scenario 5 — Corporal without Allowances: Comparison of Actuarial Present Value of Benefits
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Scenario 5 - Corporal without Allowances: Points to Consider from the Above Compari-
son of Actuarial Present Value of Benefits

1. Even with the effects of taxation, economic benefits paid under the New Veterans Charter are
better than those paid under the Pension Act and comparable to those received by approximately
7,500 Veterans who are receiving Pension Act benefits and are affected by the Federal Court
Decision. The Pension Act compensates better for non-economic benefits.

2. Unlike the Veterans represented in the other scenarios, this Veteran is not in receipt of any

allowances and is representative of a totally and permanently incapacitated Veteran who is classi-
fied as being at financial risk.

3. The Supplementary Retirement Benefit has minimal overall effect.

4. In general, the New Veterans Charter provides more money to the Veteran than the Pension Act,
but the effects of taxation result in less money in the Veteran's pocket. The gap in net monies is

even larger for the approximate 7,500 Veterans who are affected by the Federal Court Decision.

Figure 22. Scenario 5 -Corporal without Allowances: Annual Nominal Economic Payments (After-Tax)
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Scenario 5 - Corporal without Allowances: Points to Consider from the Above Annual

Economic Nominal Payment Figure

1. The economic payments under the Pension Act and the New Veterans Charter are the same
prior to age 65. The Veteran is either in receipt of the New Veterans Charter’s Extended Earnings
Loss Benefit or the SISIP Long Term Disability payment, which provide the same dollar value amount.

2. The Earnings Loss Benefit ceases at age 65. Without allowances, neither the Pension Act nor the
New Veterans Charter provides any economic compensation after age 65. At this point, a
Veteran may only have access to Old Age Security and Government Income Supplement
payments to provide financial security. Canada Pension Plan or Canadian Forces
Superannuation payments may not be available because the Veteran did not have the opportu-

nity to pay into these plans long enough to receive a benefit.

3. The slight difference in the curves on the graph at age 65 is due to the effect of receiving the New

Veterans Charter Supplementary Retirement Benefit lump sum.

4. The upward curves of the graphs are the effects of indexing for inflation over time.
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Appendix C: Additional Modelling Results

Individual Modelling

The following figure is a reminder of the scenarios that were used for this actuarial analysis. A

description of the individual scenarios can be found in the body of the analysis and in Appendix B.

Figure 23. Summary of Scenarios

Disability
Scenario AssEssment Age Yearf of : Salary Gender
evel Service  (in dollars)
(in percent)

1 80 24 Corporal 4 55,464 Male
2 100 47 Major 29 110,640 Female
3 40 30 Captain 10 81,276 Male
4 95 35 Sergeant 15 63,720 Male
5 50 40 Corporal 5 56,286 Female

Survivors Modelling

Not only are Veterans affected by the New Veteran Charter’s outcomes, but so are survivors and
children of Canadian Forces members or Veterans who die as a result of their service-related
injuries or illness. Although the analysis shows that, overall, survivors are compensated better under
the New Veterans Charter than under the Pension Act, the cash flow going to survivors ceases
when the Veteran reaches the age of 65. The following figures show the effects of cash flow over

time for each of the scenarios.
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Figure 24. A) Net Annual Nominal Payments to Survivors of Scenario 1: Corporal
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Figure 24. B) Net Annual Nominal Payments to Survivors of Scenario 1 Corporal with Superannuation

Payments®
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35 This figure shows the net annual nominal payments for Veterans with the Scenario 1 Corporal’s disability assessment level,

age, rank, salary and gender but with varying years of service.
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Figure 25. A) Net Annual Nominal Payments to Survivors of Scenario 2: Major
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Figure 25. B) Net Annual Nominal Payments to Survivors of Scenario 2 Major with Superannuation
Payments*
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36  This figure shows the net annual nominal payments for Veterans with the Scenario 2 Major’s disability assessment level, age,
rank, salary and gender but with varying years of service.
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Figure 26. A) Net Annual Nominal Payments to Survivors of Scenario 3: Captain
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Figure 26. B) Net Annual Nominal Payments to Survivors of Scenario 3 Captain with Superannuation

Payments®
$180,000 -
$160,000
$140,000

£ 120000

]

I’E‘ £100

E 000 -

"

'—E 580,000

G

z

- 560,000 -

=3

=

< 540,000
520,000

s.

& » & # » Enhanced New Veterans Charter — s ws Pension Act
Enhanced Mew Veterans Charter o Penzion Act
10 Years of Service 10 Years of Service
ssssnssss Enhanced New Veterans Charter i = e = Pension Act
30 Years of Service 30 Years of Service

37 This figure shows the net annual nominal payments for Veterans with the Scenario 3 Captain’s disability assessment level, age,
rank, salary and gender, but with varying years of service.
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Figure 27. A) Net Annual Nominal Payments to Survivors of Scenario 4: Sergeant
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Figure 27. B) Net Annual Nominal Payments to Survivors of Scenario 4 Sergeant with Superannuation
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38 This figure shows the net annual nominal payments for Veterans with the Scenario 4 Sergeant’s disability assessment level,
age, rank, salary and gender, but with varying years of service.
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Figure 28. A) Net Annual Nominal Payments to Survivors of Scenario 5: Corporal without Allowances
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Figure 28. B) Net Annual Nominal Payments to Survivors of Scenario 5 Corporal without Allowances,
with Superannuation Payments®
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Points to Consider from Survivor Modelling for All Scenarios

A) Net Annual Nominal Payments to Survivors

1. The New Veterans Charter compensates the survivor better overall than the Pension Act because
of the lump sum death benefit and higher dollar value of the Extended Earnings Loss Benefit. The
spike of almost $300,000 shows the effect of the death benefit in the first year of payments. Note
that the death benefit is only provided if death is within 30 days of point of injury or illness. After
30 days, if the members or Veterans succumb to their service-related injury, they will be awarded
the maximum disability award remaining. For example, if they were not in receipt of a Veterans
Affairs Canada disability pension or award, they would be assessed at 100 percent disability at time
of death and receive the maximum disability award lump sum, which is the same dollar value as the

39  This figure shows the net annual nominal payments for Veterans with the scenario 5 Corporal’s disability assessment level,
age, rank, salary and gender but with varying years of service.
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death benefit. If on the other hand the member or Veteran was in receipt of a 25 percent disability
pension or award at the time of death, he or she would only receive a disability award of 75 percent,
which is equivalent to 75 percent of the death benefit.

2. The year the Veteran would have been 65, the Extended Earnings Loss Benefit ceases and the
survivor receives no further income under the New Veterans Charter (other than the Supplementary
Retirement Benefit), whereas the Pension Act continues to provide the survivor a monthly pension
until the survivor dies. To note, since the Extended Earnings Loss Benefit ceases when the deceased
member reaches the age of 65, this can have significant consequences for families where the
spouse and/or children are dependents of an older Veteran. For example, a Veteran who has a
child at age 50, but then dies at age 53 will leave the survivor in a situation where there are children

in school and there are no further benefits forthcoming from the New Veterans Charter.

B) Net Annual Nominal Payments to Survivors with Superannuation Payments

The Canadian Forces Superannuation Act provides a payment to survivors based on the number of
years of service of the deceased member. As this is another government benefit, it needs to be

considered as part of the “whole-of-government effect” in the outcomes for survivors.

1. At the age of 65, the Superannuation payments mitigate the effect of the lack of ongoing support
for the Veteran under the New Veterans Charter.

2.For Veterans under the Pension Act, the Superannuation payments are “stacked” on top of the
Pension Act’s Survivor’s Pension, while under the New Veterans Charter, prior to age 65, the
Superannuation payments are “integrated,” as they are used as an offset in calculating the Extended
Earnings Loss Benefit. As a result, those survivors receiving higher levels of Superannuation
compensation, when combined with the Pension Act’s Survivor’s Pension, may be better compensated

overall than what the New Veterans Charter provides.
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Comparison of Net Annual Payments of Provincial

Workers’ Compensation Boards to Enhanced New Veterans
Charter Payments

Workers’ Compensation Board benefits have been used to compare against those provided by the
New Veterans Charter. However, the scope of the benefits provided under Workers' Compensation
Boards are provincially regulated and can vary greatly. The Office of the Veterans Ombudsman did
a brief comparison of the net annual payments of provincial Workers' Compensation Board financial
benefits and the Enhanced New Veterans Charter financial benefits to provide some context as to
whether this is a valid comparison. Note that this is not an in depth comparison of Workers' Compensation
Boards and the New Veterans Charter, but just a cursory examination to show the effect of using
Workers’ Compensation Boards as a comparison and how provincial differences can greatly affect
the outcomes. The analysis used Alberta and British Columbia to represent the provinces with the
most generous compensation and Nova Scotia for the province with the least generous compensation.

A comparison of the differences between provincial Workers Compensation Boards can be found
at the link in the footnote below.*

Figure 29. Scenario 1 - Corporal: Comparison of Net Annual Nominal Payments of Provincial Workers’
Compensation Boards to Enhanced New Veterans Charter Payments
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40 For a comparison of workers’ compensation board benefits, see: http://www.awcbc.org/common/assets/benefits/benefits_
publication.pdf.
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Figure 30. Scenario 2 - Major: Comparison of Net Annual Nominal Payments of Provincial Workers’

Compensation Boards to Enhanced New Veterans Charter Payments
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Figure 31. Scenario 3 - Captain: Comparison of Net Annual Nominal Payments of Provincial Workers’
Compensation Boards to Enhanced New Veterans Charter Payments
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Figure 32. Scenario 4 - Sergeant: Comparison of Net Annual Nominal Payments of Provincial
Workers’ Compensation Boards to Enhanced New Veterans Charter Payments
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Figure 33. Scenario 5 - Corporal without Allowances: Comparison of Net Annual Nominal Payments
of Provincial Workers” Compensation Boards to Enhanced New Veterans Charter Payments
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Points to Consider from the Comparison of Net Annual
Payments of Provincial Workers’ Compensation Boards
to Enhanced New Veterans Charter Payments

1. Prior to age 65, the Enhanced New Veterans Charter provides better compensation than provincia
Workers” Compensation Boards.

2. At age 65, the effect varies from province to province. However, for Scenario 5, the totally and
permanently incapacitated Veteran not in receipt of any allowances (most financially at risk) will
receive no further funding from the New Veterans Charter, while even the least generous provincial
Workers’ Compensation Board provides for some level of income after age 65.
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