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Canada Pension Plan Changes
and Retirement Income Strategies

Current Rules

Your Canada Pension Plan (CPP) benefits are calculated at the point you begin to collect benefits.  
They are based on your pensionable earnings over your working life.  Based on an age 65 retirement 
this is considered to be a period of 47 years (or 42 years if you draw CPP benefits starting at age 60).  
The 15% of your working career with no or low pensionable earnings are eliminated from the 
calculation of what portion of the maximum pension you will be entitled to.  For 2010 the maximum 
CPP benefit at age 65 is $11,210 per annum.

CPP contributions on employment income cease once you begin receiving CPP benefits or reach age 
70 whichever comes first.  

New Rules

The calculation of CPP benefits for new pensioners will remain the same however the percentage of 
your working life that will be excluded from the calculation of what portion of the maximum pension 
you will be entitled to will increase to 16% in 2012 and 17% in 2014 from the current 15%.  This 
process eliminates from the calculation your lowest income years.  This will have the effect of 
increasing benefits for all CPP members whose benefit entitlement would otherwise have been less 
than 100% of the maximum.

Starting in 2012, a new CPP pensioner who continues in the workforce must continue paying CPP 
premiums until age 65 and may elect to continue paying CPP premiums while working until age 70.  
Pension benefits will be increased by 2.5% of eligible benefits for each year of work past age 65.  
Payment of any additional benefits so acquired will begin the year following the year in which they are 
earned.  This top up benefit mechanism will commence in 2011.



Taking Benefits Early

Currently those who elect to draw CPP benefits prior to age 65 have their benefits reduced by 0.5% 
for each month prior to age 65 that the benefit commencement date represents.  For example if you 
were to begin drawing CPP benefits at the earliest possible moment (age 60) you would only receive 
70% of the maximum benefits you would otherwise be entitled to at age 65.  Keep in mind too that 
there would likely be a lower base level calculation of your maximum potential benefits should you 
elect to draw benefits early.  There are many considerations to allow for when contemplating the pros 
and cons of drawing benefits early or late.  The largest and simplest of these is how much extra 
money you would ultimately collect or forego by altering your CPP benefit start date.  Currently, by 
drawing CPP benefits at age 60 you will permanently collect only 70% of the amount you might 
otherwise have been eligible to collect at age 65, however you will collect 5 additional years of 
benefits.  This means that the crossover point between collecting more total dollars or less total 
dollars from CPP would happen well into your 77th year. This does not take into account what you 
might choose to do with the money.  You might spend it on travel best done while you are still able to 
do so.  You might choose to invest the money.  In this case the time value of money factor would 
push back the crossover point.  There are a number of other considerations which we address in the 
Strategies section.

Once the new rules are fully in effect in 2016, by drawing CPP benefits at age 60 you will 
permanently collect only 64% of the amount you might otherwise have been eligible to collect at age 
65, however you will collect 5 additional years of benefits.  This means that the crossover point 
between collecting more total dollars or less total dollars from CPP would late in your 74th year. 

Age CPP 
Benefits 

Commence

Current Pension 
Adjustment

2012
Start

2013
Start

2014
Start

2015
Start

2016 and 
Beyond

Start
60 -30.00% -31.20% -32.40% -33.60% -34.80% -36.00%
65 0.00% 0.00% 0.00% 0.00% 0.00% 0.00%
70 30.00% 34.20% 38.40% 42.00% 42.00% 42.00%

Taking Benefits Late

Currently those who elect to draw CPP benefits later than age 65 have their benefits increased by 
0.5% for each month after age 65 that the benefit commencement date represents.  For example if 
you were to begin drawing CPP benefits at the latest possible moment (age 70) you would  receive 
130% of the maximum benefits you would otherwise be entitled to at age 65.  By drawing CPP 
benefits at age 70 you will permanently collect 130% of the amount you might otherwise have been 
eligible to collect at age 65, however you will have foregone 5 years of base level benefits.  This 
means that the crossover point between collecting more total dollars or less total dollars from CPP 
would happen in the middle of your 82nd year.  As unattractive as this sounds it may be an option if 
your marginal income tax rate prior to age 70 would be meaningfully higher than after age 70.  It 
might also be a consideration if you anticipate a need for the higher amount of CPP benefits later in 
life.

Once the new rules are fully in effect in 2014, by drawing CPP benefits at age 70 you will 
permanently collect 142% of the amount you might otherwise have been eligible to collect at age 65, 
however you will have foregone 5 years of base level benefits.  This means that the crossover point 
between collecting more total dollars or less total dollars from CPP would happen late in your 77th

year.  



Retirement Income Strategies

The decision concerning whether to take CPP early, at 65 or late should take into account a number 
of income tax consequences.  After all what we are really concerned about in retirement is the 
amount of after-tax income we have available to fund our lifestyles.  The key to optimizing the after 
tax level of income revolves around controlling the amount of taxable income to report above key 
levels of taxable income where the marginal tax rate changes dramatically.
   
Marginal Tax Rates

The federal marginal tax rate changes from 15% to 22% at $40,970 and from 22% to 26% at $81,941.  
It goes up to 29% at $127,021.  (These levels go into effect in 2010).  The Ontario marginal tax rate 
changes from 5.05% to 9.15% at $37,106 of taxable income and from 9.15% to 11.16% at $74,214.  
Ontario levels a surtax (calculated as a percentage of the provincial tax otherwise owing).   For 2010 
this amounts to 20% of the provincial income tax owing above $4,006 and an additional 36% of the 
provincial income tax owing above $5,127.  These surtaxes will tend to kick in at taxable incomes of 
$65,345 and $76,986 respectively.

Let's boil down what all those numbers mean.  There are 8 different marginal tax rates in Ontario.  
Below $10,382 taxable income there is no Federal tax payable and likely no provincial tax payable.

Taxable
Income

Tax Rate on Earnings, 
Pension, Interest and 

Other Income

Marginal Tax Rate on 
Eligible Dividends

Marginal Tax Rate on 
Capital Gains

$10,382 - $37,106 20.05% -6.23% 10.03%
$37,106 - $40,970 24.15% -0.32% 12.08%
$40,970 - $65,345 31.15% 9.76% 15.58%
$65,345 - $74,214 32.98% 10.55% 16.49%
$74,214 - $76,986 35.39% 14.02% 17.70%
$76,986 - $81,941 39.41% 16.49% 19.70%
$81,941 - $127,021 43.41% 22.25% 21.70%
$127,021 and up 46.41% 26.57% 23.20%

There are 8 points at which marginal tax rates increase.  The most significant leaps are from a 
20.05% rate on income below $37,106 to 31.15% above $40,970 and from a 32.98% rate on income 
just below $74,214 to 43.41% above $81,941.  While managing your taxable income is important at 
all 8 inflection points, it is these two areas that bear the most significant consequences.  This table 
also highlights the fact that those with taxable incomes below $40,970 actually gain more from the 
dividend tax credit than they pay on dividend income.  This results in an effectively negative income 
tax rate on dividend income. While dividends are the least taxed income up to a taxable income level 
of $81,941, above that level it is capital gains that are the least taxed form of income.

If you are considering drawing CPP benefits early, in addition to considering the impact on the 
amount of pre-tax income, you must also consider your current marginal tax bracket and the marginal 
tax bracket you are likely to be in at 65 and 70.  Any benefit you might gain by drawing CPP early or 
late could be seriously eroded by a big increase in your marginal tax rate or meaningfully enhanced if 
there will be a significant drop in your marginal tax rate after any potential CPP benefit start date.



Old Age Security and the “Clawback”

A further consideration will be the commencement of Old Age Security (OAS) payments at age 65.  
OAS currently pays a maximum of $6,222.12 per annum and is inflation adjusted quarterly.  It is 
“clawed-back” when your net income is above $66,733.  This amounts to a 15% surtax on your 
taxable income when it sits in the range of $66,733 to $108,152.  If you are an OAS recipient and 
your taxable income is in this range your effective marginal tax rate ranges from about 48% to 58.4% 
due to the “clawback”.   Above that level of taxable income, your marginal tax rate settles back to 
43.41%.  

Things are further complicated by the way dividends are treated for income tax purposes ($100 is 
taxed as $144 before the dividend tax credit is applied).  This means that if your taxable income is in 
the “clawback” zone, the effective “clawback” rate on dividend income isn't 15% but is actually 21.6%.  
This provides a meaningful incentive to seek out revenue in the form of capital gains rather than 
dividends if you receive OAS and your taxable income is in the “clawback” zone.

Pension Splitting

CPP recipients over the age of 60 can permanently split their benefits with their spouse who must 
also be over 60 to be eligible.  Under this approach both spouses assign half of the benefits they are 
entitled to regarding the period they were married to the other spouse.  This can help move some 
income from the higher income spouse to the one with the lower marginal tax rate.

Recipients of employment pensions, regardless of age, and those over age 65 receiving registered 
annuity payments and RRIF withdrawals are eligible to split these benefits for income tax purposes 
with their spouse.  This can move considerable amounts of taxable income from the spouse with the 
higher marginal tax rate to the spouse with the lower marginal tax rate.  This is done via an election 
filed as part of your tax return each year.  You determine the most efficient amount to split each year 
and no money actually changes hands.  This can result in considerable tax saving provided the lower 
income spouse’s taxable income ends up above the Basic Personal Amount (deduction) of $10,382.  
Pension splitting can also ensure that the both spouses’ $2,000 Pension Income Amount (deduction) 
is fully utilized.

Conclusion

There are pros and cons to each of taking CPP benefits early, on schedule or late.  The true merits of 
any of those choices may lie in the particulars of your expected retirement income from other sources 
and where in which tax brackets your taxable income will fall.  On top of all this, the potential to utilize 
some of the fine tuning tools available could have a meaningful impact on your decision about the 
timing of commencement of CPP benefits.

There is no other subject where the observation that “each individual’s circumstances are unique” is 
truer.  A careful examination of your circumstance should be undertaken with your taxation and 
investment advisors prior to commencing CPP benefits.
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