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Summary

This Advisory sets out the details of the next phase of the enhancements to the CPP and QPP that are
being implemented in 2024. This phase increases, over two years, the maximum earnings on which the
CPP or QPP benefit is based. Plan sponsors should review their pension plans to determine whether to
amend their plan to account for these additional enhancements. They should also consider communicating
with employees regarding the changes in benefits and contributions under this new phase.

The second phase of the enhanced Canada Pension Plan (CPP) and Québec Pension Plan (QPP)
begins in 2024. In this phase, the maximum earnings used for determining the CPP and QPP
benefits and contributions will increase over two years. Pension plan sponsors, who have not already
done so, should review their plans to determine if they should be amended to account for earnings
increases and for earlier CPP and QPP enhancements. While all plan sponsors should review their
plans, sponsors whose plans either integrate or offset CPP and QPP benefits in their benefit
formulas should especially consider the effect of the enhancements.

CPP and QPP enhancements

Effective January 1, 2019, both the CPP and QPP were amended to provide enhanced benefits and
to increase employee and employer contributions. These enhancements occur incrementally and
apply to benefits earned in years after the enhancements come into effect. The full impact of the
enhancements will not occur until 40 years after the enhancements are fully implemented in 2025.

The enhancements are being implemented in two phases. During the first phase, from 2019 to 2023,
the percentage used to calculate benefits for earnings up to the YMPE increased in stages over that
period: from 25% of pensionable earnings to 33.33%. Employer and employee contributions also
increased incrementally in that period: from 4.95% to 5.95% for the CPP and from 5.4% to 6.4% for
the QPP.

The second phase of enhancements began on January 1, 2024. During this phase, the maximum
income on which CPP and QPP benefits and contributions are based will be increased:
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e In 2024, to 7% higher than YMPE ($73,200, based on YMPE of $68,500)

¢ In 2025, to 14% higher than YMPE for 2025 (projected to be $81,100, based on projected
YMPE of $71,200)

The new tier of earnings above the YMPE is called the Year’s Additional Maximum Pensionable
Earnings (YAMPE). After 2025, the YAMPE will increase in line with the increase in the average
wage, the same rate of increase that applies to the YMPE.

Employer and employee contributions, for both the CPP and QPP, will be 4% of pensionable
earnings over the YMPE up to the YAMPE. Therefore, for employees earning more than the YMPE,
employer and employee contributions will each be the total of 5.95% (CPP) or 6.4% (QPP) of
earnings up to YMPE, and 4% of earnings above YMPE up to YAMPE.

The tax treatment of employee contributions has also changed. Employees can continue to claim a
15% non-refundable tax credit for contributions relating to the pre-enhanced CPP or QPP (i.e.,
4.95% (CPP) or 5.4% (QPP) up to YMPE). However, employees can claim a tax deduction for
contributions relating to the enhanced CPP or QPP (i.e., for the additional 1% contribution up to
YMPE and the 4% contribution between YMPE and YAMPE).

Related tax changes

The federal government has proposed changes to the regulations under the federal Income Tax Act
that govern permitted benefits under a registered pension plan. These amendments, effective
retroactively to January 1, 2024, will increase the maximum bridge limits to account for the enhanced
C/QPP benefits. As of the date of publication of this Advisory, the amendments were still draft and
final versions had not yet been released or adopted.

Next steps for employers and retirement plan sponsors

Employers should consider communicating the changes with respect to the new phase of CPP and
QPP to their employees, including the fact that this will increase both employer and employee
contributions and the tax treatment of the additional contributions.

As well, employers and plan sponsors should, if they have not already done so, review their pension
plans in consideration of the impact of the C/QPP enhancement. Some plans may require
amendments to clarify the impact of the enhanced C/QPP on plan benefits and/or contributions.
Updates may also be required to revise YMPE references to the YAMPE and to reflect the change to
the maximum bridge limits, as applicable.

For more information

This Advisory is not intended to constitute or serve as a substitute for legal, accounting, actuarial or
other professional advice. For information on how this issue may affect your organization, please
contact your WTW consultant, or:

Simon Laxon +1 416 960 2621
simon.laxon@wtwco.com
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Ken Lee +1 514 982 2016
ken.leel@wtwco.com

Michelle Rival +1 416 960 4467
michelle.rival@wtwco.com

Evan Shapiro +1 416 960 2846
evan.shapiro@wtwco.com

Paul Timmins +1 416 960 7400
paul.timmins@wtwco.com

About WTW

At WTW (NASDAQ: WTW), we provide data-driven, insight-led solutions in the areas of people, risk
and capital. Leveraging the global view and local expertise of our colleagues serving 140 countries
and markets, we help you sharpen your strategy, enhance organizational resilience, motivate your
workforce and maximize performance.

Working shoulder to shoulder with you, we uncover opportunities for sustainable success—and
provide perspective that moves you. Learn more at wtwco.com.
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