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Foreword THE CANADA PENSION PLAN — 40 YEARS STRONG!

For 40 years, the CPP has been contributing to
the income security of Canadians. It is a vital
part of Canada’s social safety net and retirement

Income system.

In 1966, Canadians began contributing to the
CPP and Quebec Pension Plan (QPP). The
plans were created to provide a measure of
income protection to Canadian workers and
their families. They included monthly retirement
pensions, benefits for people with disabilities,

dependent children, survivors and a one-time

lump—sum death benefit.

Changes made over the years better meet the

needs of Canadians. These include:

* introduction of full annual cost-of-living

indexation (1974);

* elimination of the difference in availability
of survivor benefits to male and female
contributors as well as to their surviving

spouses and dependent children (1975);

* elimination of the retirement and
employment-earnings test to receive a
retirement pension at age 65 (1975);

* social security agreements with other
countries that protect pensions for new

Canadians and emigrants (1978);

* exclusion of zero or low earning periods

while caring for a child under the age of

seven (1978);

¢ flexibility in receiving an actuarially adjusted

retirement pension as early as age 60 or as

late as age 70 (1987);

* credit splitting between spouses in the event

of divorce (1978) or separation (1987);

° continuation of survivor’s pensions if the

surviving spouse remarries (1987);

* sharing of retirement pensions between

spouses (1987);

* availability, as defined by the /ndian Act, for

individuals working on reserve to make CPP

contributions (1988);
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* major reforms to the CPP to restore the long-
term financial health of the plan by moving
to a new and unique financing approach that
provides for the fuller funding of benefits as
they accrue to the individual (1998);

e creation of the CPP Investment Board
(1998); and

e extension of benefits to same-sex common-

law partners (2000).

The Canada Pension Plan continues to be an
important part of Canadians’ life-long financial
well-being. With a strong fiscal framework

in place, workers and their families can be
confident that the Canada Pension Plan will be
there for them when they need it.
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2005'06 THE YEAR AT A GLANCE

Changes to the Canada Pension Plan
reflect the statutory increase in maximum
pensionable earnings from $41,100 for 2005
to $42,100 for 2006. The contribution rate

remained unchanged at 9.9 percent.

4.7 million Canadians received benefits from
the Canada Pension Plan (CPP), with a total
value of approximately $25 billion.

About 3.2 million people received
$17.7 billion in CPP retirement pensions.

About 960,000 surviving spouses or
common-law partners and 83,000 children of
deceased contributors received over

$3.7 billion in CPP benefits.

About 296,000 persons with disabilities and
89,000 of their children received almost
$3.4 billion in CPP disability benefits.

Death benefits amounted to some

$0.3 billion.

Personal Statements of Contributions were
received by 534,373 individuals between the
age of 18 and 70.

Administrative costs amounted to
approximately $462 million, or 1.85 percent
of the $25.0 billion in benefits paid. This
compares favourably with administrative

costs for other large pension plans and

individual RRSPs.

On March 31, 2006, total CPP net assets
were valued at approximately $101.1 billion.
The assets were held in provincial, territorial
and federal government bonds, the Deposit
with the Receiver General for Canada, the
receivables net of liabilities, domestic and
foreign publicly traded equities, money
market securities, inflation-linked bonds,

as well as private equity, real estate and
infrastructure assets. Bonds, equities and real
return assets are stated at fair value.
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The Canada PenSion Plan IN BRIEF

Almost everyone who participates in the paid
labour force in Canada contributes to the
Canada Pension Plan (CPP) or to its sister plan,
the Quebec Pension Plan (QPP), and will at

some time benefit from their provisions.

Established by an act of Parliament in 1965
and implemented in 1966, the CPP is a jointly
managed federal-provincial plan. Quebec
manages and administers its own plan, the
QPP, and participates in the decision making
of the CPP. Benefits from either plan are based
on pension credits accumulated under both.
The plans are financed through mandatory
contributions from employees, employers

and self-employed people, as well as from
investment income. (QPP information is
available from the Régie des rentes du Québec

at www.rrq.gouv.qc.ca.)

While it is perhaps best known for its retirement
pensions, the CPP also provides disability,
death, survivor and children’s benefits. The CPP
administers the largest long-term disability plan
in Canada. Besides paying monthly benefits

to eligible disabled contributors and their
children, vocational rehabilitation services and
return-to-work supports assist some disability
beneficiaries in returning to the workforce. In
addition, an amendment to the CPP was passed
in May 2004 to allow CPP disability recipients
who return to work to have their benefits
quickly reinstated if they cannot continue
working should their disability recur.

Benefit calculations are based on how much
and for how long a contributor has paid
into the CPP and, in some cases, the age

of the beneficiary. Benefits are not paid
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automatically —everyone must apply and
provide proof of eligibility. Benefits are adjusted
in January of each year as needed to reflect
increases in the average cost of living, as
measured by the Consumer Price Index (CPI).

Many Canadians live and work in other
countries. Others move here after contributing
to a public pension plan elsewhere. To help
protect their pensions, Canada has entered into
social security agreements with other nations.
These agreements enable Canadians to receive
public pensions from other countries and to
receive CPP payments abroad. They also permit
continuity of social security coverage when
Canadians are temporarily working outside

the country, eliminate duplicate contribution
payments, and help them meet eligibility
requirements for CPP and for other countries’

public pensions.



BEI’IEﬁtS AND EXPENDITURES

The number of people receiving CPP benefits
has increased steadily over the past decade. To
pay for these benefits, expenditures have also
increased. Figure 1 shows the yearly increases
in benefits and expenditures since 2002-03.
Figure 2 (next page) shows the percentage of
expenditures by type of benefit.

Retirement Pensions

Retirement pensions represent 70 percent of
the total benefit dollars paid out by the CPP

in 2005-06. The amount of each contributor’s
pension depends on how much and how long

he or she has contributed and at what age he or
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she begins to draw the benefits. In March 2006,

the monthly maximum retirement pension was

$844.58; the average payment was $473.94.

The CPP offers flexibility with respect to the
age of retirement. Contributors can take their
pension as early as the age of 60 or receive a
larger pension if they wait until after they turn
65 to begin receiving it. The CPP permanently
reduces the pension by 0.5 percent per month
for those who take their pension before reaching
age 65, reflecting the fact that these seniors will,
on average, receive their benefits longer than

someone who retires at the age of 65.

Figure 1: Benefits and Expenditures By Fiscal Year
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Figure 2: Percentage of Benefit Dollars Paid For 2005-06
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For those who take their pension after reaching
age 65, the CPP permanently increases the
pension by 0.5 percent per month (up to a
maximum of 30 percent), reflecting the fact
that these seniors will receive their benefits

for a shorter amount of time on average. The
adjustments are intended to ensure that there is
no advantage or disadvantage from taking the
retirement benefit at a particular age. The Chief
Actuary of the Canada Pension Plan completed
a study on this issue in March 2003. The study

is available at www.osfi.gc.ca.

Disability Benefits

Disability benefits, paid to eligible contributors
and their children, represent 14 percent of the
total benefit dollars paid out by the CPP in
2005-06. In March 2006, the maximum monthly
disability benefit was $1,031.05; the average
payment was $774.82. The children’s monthly
benefit was a flat rate of $200.47.

As part of Bill C-30, an amendment to the
Canada Pension Plan was passed by Parliament in

May 2004 to allow for automatic reinstatement



“‘1’ ANNUAL ReporT of THE CANADA PENSION PLAN 2005-06

) YEARS

of CPP disability benefits. The required
provincial consent was obtained, and the
reinstatement amendment came into force

January 31, 2005.

This change allows CPP disability clients who
return to work to have their benefits quickly
restarted if they cannot continue working
because their disability recurs. This entitlement
is available on application, for two years after
CPP disability benefits are stopped because

a client returns to regular employment. The
provision covers CPP disability clients who
report a return to regular employment and

whose benefits are stopped on or after

January 31, 2005.
Survivor Benefits

Survivor benefits, paid to the surviving spouse
or common-law partner of the contributor and
his/her dependent children, represent 15 percent
of the total benefit dollars paid out by the CPP in
2005-06. The amount of the monthly survivor’s
pension varies depending on a number of factors,
including the age of the spouse or common-law
partner at death and whether the beneficiary also
receives other CPP benefits. In March 2006, the
maximum monthly survivor’s pension at age 65
was $506.75; the average payment was $307.75.
The children’s monthly benefit was a flat rate of
$200.47.

Death Benefits

Death benefits represent 1 percent of the total
benefit dollars paid out by the CPP in 2005-
06. The death benefit is a one-time payment.
The maximum payable is $2,500; the average
payment in March 2006 was $2,225.97.

Other Provisions

The CPP includes provisions that compensate
for periods of low earnings, namely the Child
Rearing Provision (CRP) and the 15 percent
general drop-out provision. The CRP allows for
periods during which a person has remained at
home, or has reduced their participation in the
workforce to care for children under the age of
seven, to be excluded from the calculation of
their benefits. All of the months following the
birth of the child until the child reaches their
7th birthday can be removed, provided the
contributor meets all criteria, including low or

no earnings.

The general drop-out provision excludes

15 percent of a person’s lowest earnings to help
offset periods of low or nil earning such as
those incurred during unemployment, illness or
schooling. The Plan has other provisions under
which married or common-law spouses may
either share their retirement pensions (where
the union is intact) or split their credits (where
the union has ended).

The Appeals Process

There are three opportunities for review of a
person’s CPP benefit application. Most requests
for review concern an application for disability
benefits.

The first opportunity involves a request to

the Minister of Human Resources and Social
Development (see note on inside cover of this
report) for a reconsideration (or administrative
review) of a decision concerning a benefit, a

division of pension credits or a pension sharing.
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A person who is not satisfied with the decision
made at the departmental reconsideration level
can appeal to a Review Tribunal. A Review
Tribunal is an independent body made up of
three people chosen by the Commissioner of
Review Tribunals from a panel of 100 to 400
part-time members appointed by the Governor-
in-Council.

In 2005-06, the Office of the Commissioner

of Review Tribunals (OCRT) received 4329
appeals under the Canada Pension Plan. In that
same period, the OCRT issued 3091 decisions,
of which 1772 (57 percent of the total) had been
decided in favour of the appellant. In addition,
another 324 cases were concluded as a result of

settlements offered by the Department.

The next opportunity for appeal under the
Canada Pension Plan is with the Pension
Appeals Board, which is an administrative
tribunal at arm’s length from the government.
Board members are judges or former judges of
the superior courts of a province or the federal
courts. At this level of appeal, the claimant or

the Minister must first request “leave to appeal”

or permission for a hearing. In 2005-06,

83 percent of applications reviewed were
granted “leave” to proceed to a hearing.
Hearings are held in major centres across
Canada. Travel and accommodations are
provided for parties who are requested to
attend the hearing. Claimants may appear on
their own behalf or with representation, while
the Minister is represented by a lawyer. Most
of the cases concern disability benefits. The
hearings and the decisions are open to the
public. This past year, 53 percent of the final

decisions supported the claimants.

Decisions of the Pension Appeals Board may
be brought to the Federal Courts for Judicial
Review. The Federal Courts either uphold the
decision or return it to the Pension Appeals
Board for a new review.
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evsuene FiN@Ncial Sustainability

As joint stewards of the CPP, the federal and
provincial ministers of Finance review the

Plan’s financial state every three years and make
recommendations as to whether benefits and/or
contribution rates should be changed. They base
their recommendations on a number of factors,
including the results of an examination of the
Plan by the Chief Actuary. The Chief Actuary

is required under the legislation to produce an
actuarial report on the CPP every three years
(in the year before the legislated ministerial
review of the Plan). The CPP legislation also
requires the Chief Actuary to prepare an
actuarial report any time a Bill is introduced

in Parliament that, in the view of the Chief
Actuary, has a material impact on the estimates
in the most recent triennial actuarial report. This
reporting ensures that the long-term financial
implications of proposed Plan changes are given

timely consideration.

Changes to the CPP legislation governing the
general level of benefits, the rate of contributions
or the investment policy framework can be
made only through an act of Parliament. All
such changes require the agreement of at

least two thirds of the participating provinces,
representing at least two thirds of the
population. The changes come into force only
after two years’ notice, unless all the provinces
waive this requirement, and after Provincial
Orders-in-Council confirming the changes
have been passed. Quebec participates in
decision-making regarding changes to the CPP
legislation, even though it administers its own
plan. It is important that Quebec be involved in
changes to the CPP to ensure the portability of
QPP and CPP benefits across Canada.

Federal/Provincial/Territorial (FPT) Ministers
of Finance completed the 2004-2006 triennial
review of the CPP in June 2006. Ministers
based their review on a number of factors,
including the conclusions of the Ziventy-First
Actuarial Report on the Canada Pension Plan,
prepared by the Chief Actuary of the Canada
Pension Plan for the purpose of the review.
They concluded that the Plan is on sound
financial footing and can be sustained at the
current contribution rate of 9.9 percent into the
foreseeable future. Further information on this
and previous reviews of the Plan can be found

at www.cpp-rpc.gc.ca.

FPT Ministers further recommended two
changes to the CPP: to allow long-term
contributors to the CPP (that is, those with

25 years or more of contributions) to be eligible
for the disability benefit if they have valid
contributions in three, instead of four, of the
last six years; and to establish guidelines for
the operation of an existing financing provision
in the CPP to fully fund any new benefits or
benefit enhancements. Ministers agreed to
make best efforts to implement these changes as

soon as possible.

Actuarial Reporting

The Tiventy-First Actuarial Report was tabled

in Parliament by the Minister of Finance in
December 2004. The report presented the
financial status of the Plan as at December 31,
2003 and provides information to evaluate the
Plan’s financial sustainability over a long period,
assuming Plan provisions remain unchanged.
The findings of the report were an important

element in the federal and provincial finance
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ministers’ triennial financial review of the CPP
for 2004-2006. The previous triennial financial
review of the Plan by ministers had been based
on the findings of the Eighteenth Actuarial Report
(as at December 31, 2000). Since that report,
the Canada Pension Plan was subject to a series
of amendments, whose financial implications
were outlined in the Nineteenth and Tiventieth

Actuarial Reports.

Federal and provincial finance ministers have
endorsed peer reviews of the triennial review.
For this purpose, a panel of three independent
Canadian actuaries, selected by the United
Kingdom Government Actuary’s Department
(GAD) through an arm’s length process,
reviewed the Ziventy-First Actuarial Report. The
findings of the independent panel indicate

that the report was competently prepared, the
assumptions used in the Actuarial Report are
reasonable and as a result, the conclusions of the
Chief Actuary that the CPP is financially stable
are well supported. It also stated that the Report
meets current professional standards of actuarial
practice and uses data and methodologies that
are appropriate and reasonable. In addition to
its conclusions, the panel made a number of
recommendations regarding the preparation of
future actuarial reports. The GAD concluded
that the work done by the panel adequately
addressed the issues. As a result, Canadians can
have confidence in the results of the Ziventy-First
Actuarial Report and the conclusions reached by

the Chief Actuary about the long-term financial
health of the Plan.

The Office of the Chief Actuary (OCA) will
study the panel’s recommendations and give

them due consideration in the preparation of
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future triennial actuarial reports. Since the first
peer review, the OCA has developed a strong
peer review process for its work. The panel’s
report and recommendations, as well as the
actuarial reports and previous peer reviews

can be found at www.osfi.gc.ca. The next
statutory Actuarial Report as at December 31,
2006 is to be made public by the end of 2007. In
preparation for that report, the OCA held a one-
day seminar on the demographic and economic
outlook for Canada to get opinions from a wide

range of individuals with relevant expertise. The

seminar was held in March 2006.

A Fair Approach to Funding

When it was introduced in 1966, the CPP

was designed as a pay-as-you-go plan, with

a small reserve. This meant that the benefits

for one generation would be paid largely from
the contributions of later generations. This
approach made sense under the economic,
financial and demographic circumstances of the
time. The period was characterized by a rapid
growth in wages and labour-force participation,
and low rates of return on investments.

However, demographic and economic
developments and changes to benefits in the

30 years that followed resulted in significantly
higher costs. When federal and provincial
finance ministers began their five-year
statutory review of the CPP finances in 1996,
contribution rates, already legislated to rise to
10.1 percent by 2016, were expected to have

to rise again — to 14.2 percent by 2030 — to
continue to finance the Plan on a pay-as-you-go

basis.
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Continuing to finance the Plan on a pay-as-you-
go basis would have meant imposing a heavy
financial burden on Canadians in the workforce
25 years down the road, which was deemed
unacceptable by the federal and provincial
governments. Therefore, in 1997, after
extensive consultations with Canadians, they
agreed instead to change the funding approach
of the Plan to a hybrid of pay-as-you-go and full
funding. Under full funding, each generation

pays for its own benefits.
Steady-state Financing

To reduce the burden on future generations, the
federal and provincial governments introduced
“steady state” financing as part of the 1997
reform agreement. This approach requires that
contribution rates be set no lower than the
lowest rate expected to ensure the long-term
financial stability of the Plan without recourse
to further rate increases. At the time of the
reforms, this was determined to be 9.9 percent.
Therefore, under steady-state financing, the
contribution rate was scheduled to increase
incrementally (from 5.6 percent in 1996) to

9.9 percent in 2003, and to remain at this level
thereafter.

According to the Chief Actuary of Canada,
steady-state financing will generate a level of
contributions that exceeds the benefits paid
until 2022. Funds not immediately required
to pay benefits will be transferred to the CPP
Investment Board for investment.

Plan assets will accumulate rapidly over this
period and over time will help pay the growing

costs that are expected as more and more “baby

boomers” begin to collect their retirement

pension.

In 2022 and thereafter, when most of the baby
boomers will have retired, and benefits paid
begin to exceed contributions, investment
revenues from the CPP accumulated assets will
provide the funds necessary to make up the
difference. However, contributions will remain

the main source of funding for benefits.

The steady-state financing approach has moved
the CPP away from pay-as-you-go financing
(with a small reserve) towards fuller funding.
By 2025, the Plan is expected to be about

25 percent pre-funded (i.e., Plan assets cover
about 25 percent of obligations) compared to
about 7 percent funded at the time of the 1997
agreement. The move to steady-state financing
and the other changes agreed to in 1997 have
reduced the relative size of the Plan’s unfunded
liability (obligations not covered by assets) in a
manner that is fair across generations. Moving
to full-funding, which would have eventually
eliminated the unfunded liability, would have
created unfairness across the generations.
During the transition, contributors of some
generations would have had to pay much
higher contributions than others —they would
have had to pay for the benefits of current
retirees and for the development of a reserve

to cover their own pensions. Continuing with a
pay-as-you-go approach would also have been
unfair, as it would have meant a sharp increase
in the contribution rate over the coming

decades.
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According to the Ziventy-First Actuarial Report,

as at December 31, 2003, the Plan is 12 percent
funded. This results in an unfunded liability of
$516.3 billion. The relative size of the unfunded
liability will decline over time as Plan assets
grow more rapidly than Plan liabilities over

the next few decades. Thereafter, Plan assets
will grow at least as quickly as liabilities. The
evolution of the funding level and the projected
growth rates of assets and liabilities are better
measures of the future financial health of the
CPP than is the notion of the unfunded liability

at a particular point in time.

A partially funded CPP not only balances the
two approaches to funding, but also contributes
to diversifying the funding of Canada’s

retirement income system, which includes:

* the Old Age Security program, funded by

federal government revenues, and

° private savings, including tax-deferred, fully
funded employer-sponsored pension plans

and registered retirement savings plans

(RRSPs).

A diversified funding approach allows Canada’s
retirement income system to be less vulnerable
to changes in economic and demographic
conditions than are systems in countries that
use a single funding approach. In addition, the
Canadian approach to pension provision, based
on a mix of public and private pensions, is an
effective way to provide for retirement income

needs, according to international organizations.
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FINANCIAL ACCOU ntability

Since 1999-2000, the CPP has used the

accrual basis of accounting for revenues and
expenditures. This method gives administrators
a detailed financial picture and allows accurate
matching of revenue and expenditures in the

year in which they occur.

As at March 31, 2006, total CPP net assets were
valued at approximately $101.1 billion. The
Plan’s net assets are composed of contributions
and investment income that have accumulated
since the Plan’s inception in 1966, less benefit
and administrative expenditures over the same
period. According to the Chief Actuary, Plan net
assets are expected to Increase appreciably over
the next 20 years.

CPP Account

A separate account, the CPP Account, has been
established in the accounts of the Government
of Canada to record the financial elements

of the Plan: contributions, interest, pensions
and other benefits paid, and administrative
expenditures. The CPP Account also records
the amounts transferred to or received from
both the CPP Investment Fund and the CPP
Investment Board. Spending authority is limited
to the Plan’s net assets. The CPP assets are not
part of the federal government’s revenues and

expenditures.

Prior to the coming into force of Bill C-3 (An
Act to Amend the Canada Pension Plan and the
Canada Pension Plan Investment Board Act), the
Canada Pension Plan Investment Board was
responsible for investing net new funds, while
the CPP Account’s operating balance and bond
portfolio were managed by the Government of

Canada. The amended legislation provides for
the transfer of CPP assets that were previously
administered by the federal government to the
CPP Investment Board (CPPIB), beginning in
2004. These assets consist of the bonds held by
the CPP Investment Fund and a portion of the
deposit with the Receiver General for Canada.
The CPPIB and the federal government have
signed an agreement governing the transfer

of the assets. The bonds are being transferred
to the CPPIB over a three-year period that
started in May 2004. Funds on Deposit with
the Receiver General for Canada were fully
transferred to the CPPIB over a period of
twelve months that began in September 2004.

CPP Assets and Cash Management

The agreement between CPPIB and the federal
government also stipulated that the CPP would
transfer any excess cash, once the benefit and
administration expenses had been paid, to the
CPPIB in order to gain a better return. The
CPP produces cash flow forecasts to determine
the funds to be transferred to or from the
CPPIB and these are updated regularly.

The CPP works closely with the CPPIB,
various government departments and banks to
coordinate these transfers and to put in place a
tightly controlled process. A control framework
is in place to ensure that the transfer process

is followed properly and that all controls put

in place are respected. For instance, the CPP
obtains confirmations from all critical points
during the transfers and can therefore follow

the cash from one site to the next.

13
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Since September 2004, the CPP has been
transferring between $200 and $800 million to
the CPPIB each week and receiving between
$1.5 and $2 billion from CPPIB at the end of

each month to cover the main benefit payments.

CPP Investment Board

The CPP Investment Board was created by an
Act of Parliament in December 1997 to invest
funds not required by the Canada Pension Plan

to pay current benefits.

The Board is independent of the CPP. It
operates at arm’s length from government

and is overseen by an independent board of
directors. Its legislated mandate is to manage
funds transferred from the CPP in the best
interests of the contributors and beneficiaries
of the Plan. The Board is to invest CPP assets
with a view to achieving a maximum rate of
return, without undue risk of loss. The CPPIB
must also consider the factors that affect the
Plan’s funding and its ability to meet its financial

obligations.

The CPPIB has a long-term investment horizon.
In his most recent report, the Chief Actuary of
Canada estimates that contribution revenues
will exceed CPP benefit payments and expenses
well into the future, and that the CPP will not
need money from investment income until 2022.

Further information on the Board’s mandate,
governance structure and investment policy can

be found at www.cppib.ca.
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CPP Investments

As at March 31, 2006, CPP investments
consisted of $27.8 billion of fixed income
securities, $4.4 billion of private equity and
$8.5 billion of inflation-linked bonds, real estate
and infrastructure and $57.3 billion in publicly
traded stocks.

The CPP fund earned $13.1 billion for a
return of 15.5 percent for the fiscal year ending

March 31, 2006.

Investing for our Future

The CPP Investment Board believes that
publicly traded equities will outperform fixed
income assets over the long term. Consequently,
the CPP Investment Board will continue to
invest in publicly traded equities or stocks so
that CPP assets are allocated in a way that
reflects the long-term funding requirements of

the Plan.

To complement its $57.3 billion public

equity portfolio, which is mostly passive, the
CPP Investment Board has expanded into
private equities primarily through externally
managed funds that provide venture capital
and expansion financing to private companies.
These investments are made through limited
partnerships or pooled funds managed by
investment firms in Canada and around the
world.
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As at March 31, 2006, private equity fund
commitments by the CPPIB were approximately
$13.3 billion, of which $4.4 billion has been
drawn. These commitments are managed by

more than 50 different external fund managers.

Like other major pension funds, the CPP
Investment Board is looking for opportunities to
increase investments in real return assets, such
as real estate and infrastructure, because their
value over time will likely track and surpass the

general rate of inflation.

In compliance with its statutory requirement
to hold a public meeting in each participating
province at least once every two years, the
CPPIB held public meetings in every province
in January 2001, June 2002, September and
October 2004. The next meetings are scheduled
for 2006.

15
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MANAGING the CPP

Collecting and Recording
Contributions

Contributions to the CPP are paid on earnings
between a minimum and a maximum amount.
The minimum (which remains constant) is
$3,5600 and the maximum is adjusted annually
to reflect the growth in the average Canadian
industrial wage. The maximum amount of
pensionable earnings as of January 1, 2006,
was $42,100 (up from $41,100 in 2005).
Contributions stop once a contributor reaches
the age of 70 or begins to receive a CPP
retirement pension or disability benefit.

The contribution rate in 2006 is 9.9 per cent,
equally split between employees and employers.
People who are self-employed pay the full

9.9 percent. Employers and employees make
approximately 94 percent of contributions;

the remaining 6 percent comes from the self-
employed. In 2005-06, contributions amounted
to $30.1 billion.

All CPP contributions are remitted to the
Canada Revenue Agency (CRA). CRA also
assesses and verifies earnings and contributions,
advises employers and employees of their
rights and responsibilities, conducts audits, and
reconciles reports and T4 slips. To verify that
contribution requirements are being met, CRA
applies a compliance and enforcement process
that can vary from a computerized data match
to an on-site audit. There are approximately
1.5 million existing employer accounts. During
2005-06, CRA conducted 53,228 audits,

concentrating on files with irregularities.
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Overpayment of Benefits

Consistent with its mandate to manage the
CPP effectively, SDC has procedures in place
to detect benefit overpayments. During 2005-
06, overpayments totaling $53 million were
detected. Of this amount, $45 million was
recovered and remission was granted of debts
totaling $4 million.

2004 Budget Changes

In 2004, the rules governing contributions to
the Canada Pension Plan were amended. They
now allow a new employer who immediately
succeeds another as a result of a change in
business structure, to take into account the
contributions the predecessor employer made
for that same employee when determining
amounts due. This change was extended to
situations where self-employed individuals
become employees of a corporation controlled
by them or vice versa. The new rules apply for

every year after 2003.

Before this change, when a business was
restructured — notably as a result of a winding
up and immediate reconstitution under a
different legal structure (e.g., where a limited
partnership is reconstituted as a corporation)
or the acquisition of a major portion of the
employer’s property or of a distinct part of
the employer’s business (e.g., where a distinct
division of a business is sold to another
enterprise) — employees were treated as if they
had new employers. Employers were required
to begin withholding CPP contributions

anew and they could not take into account

the contributions withheld at source by the
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previous employer — even if there had been no

interruption of service by the employee.

Other amendments clarify the annual
employers’ contributions amount required
under the Act and specify that only amounts
remitted in excess may be refunded to the

employer.

These changes ensure harmonization of
contribution requirements between the Canada
Pension Plan and the Quebec Pension Plan.
Further information about these changes can

be obtained by contacting the Canada Revenue
Agency at 1 800 959-5525.

Administrative Costs

In 2005-06, it cost approximately $462 million
to administer the CPP, with SDC accounting

for the largest portion at $269 million

and HRSDC $21 million. CRA required
approximately $101 million and Public Works
and Government Services Canada (PWGSC)
some $16 million, for services to the CPP. The
Office of the Superintendent of Financial
Institutions (OSFI), where the Office of the
Chief Actuary is housed, accounted for about
$1 million. The CPPIB reported $54 million in

operating expenses.

CPP administrative expenses in 2005-06
represent 1.85 percent of the $25.0 billion

in benefits paid. This ratio compares very
favourably with that of other pension plans.
CPP administrative costs also compare
favourably with those of RRSPs. Table 3
presents the CPP’s administrative expenditures

for the last three years.

Table 1: CPP Administrative Costs 2003-04 to 2005-06

Expenditures (in $ millions)

Department/Agency 2003-04 2004-05 2005-06
SDC (formerly included with HRDC) - 263 269
HRSDC (formerly included with HRDC) - 10 21
Former HRDC 309 - -
CRA 85 96 101
CPPIB operating expenses 19 31 54
PWGSC 15 16 16
OSFI 1 1 1
Finance Canada 4 3 3
Total 4294 417.3 462.3
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Improved SerVice DenVEI‘y — SErviCE CANADA

The goal of Service Canada (SC) is to provide
better, one-stop service to more Canadians in
more communities, delivered with the right
service attitude. Over time, it will bring federal
services and benefits together, making it easier
for Canadians to get more of the help they need
in one place, whether by phone, on the Internet

or In person.

Service Canada will integrate services from a
number of federal departments to form a single
service-delivery network. Over the next three
years, Service Canada will continue to enhance
and introduce more services with the goal of
continuous improvement in service delivery and

client satisfaction.

Reaching out to Canadians

During 2005-06, Service Canada (SC)
continued its efforts to help Canadians

better understand public pensions and the
retirement income system, and to encourage
them to actively plan and prepare for their
own retirement. Information on the CPP is
available in print, on the Internet, in person at
local offices, by phone, and at electronic kiosks
in government offices and public buildings.
Personalized contact with clients continued to
receive high priority. In 2005-06, SC issued
personal CPP Statements of Contributions

to 534,373 individuals between the ages of 18
and 70. The statements were accompanied by

information on the retirement income system in

Canada.
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Delivering Service

In 2005-06, SC continued to modernize

CPP program delivery. With the multi-year
Information Technology Renewal project,
staff now have access to a consolidated view
of complete CPP and OAS client and benefit
information, benefit payment history and
lifetime CPP contributions. In addition, fully
automated adjudication (determination of
eligibility calculations of entitlement) has
been introduced for CPP retirement benefits.
Capabilities for automated adjudication of
additional benefits will continue over the next
several years. At the same time, SC continues
to focus on maintaining the existing CPP

information technology systems.

Processing Benefits

CPP services are offered in person, by
telephone, online and by mail. In 2005-06,

a total of 608,886 CPP applications were
processed. This included 223,969 retirement
applications, 91 percent of which were paid
within the first month of entitlement. During
the same period, the department processed
67,602 disability applications. Decisions on
71 percent of all CPP disability applications,
which are complex and require medical
information, were made within 120 calendar
days of receipt of the completed application.
Improved communication with clients and their
physicians helped staff make well-informed
decisions and helped CPP disability applicants

better understand the reasons for decisions.
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Table 22 Application Processing Statistics

National measures Objective 2005-06 National

CPP Retirement applications paid on time* 85% 91%

CPP Disability Initial decisions
made within 120 calendar days 75% 71%

CPP Disability Reconsideration decisions
made within 120 calendar days 70% 69%

* “On time” refers to when benefits were paid out within one month of the application being received.

Table 3: Telephone Service Statistics

National measures Objective 2005-06 National

Clients served by a service agent within

180 seconds of placing a call* 95% 93%

* The objective is to serve clients within 180 seconds for 95 percent of calls.
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LOOking tO the FUtu @ — Service Canapa

Information Technology Renewal
Delivery System (ITR-DS)

Our systems were designed decades ago for a
mail and paper-based operation. Updating our
information systems that help deliver benefits
is part of Service Canada’s (SC) planned
service delivery improvements. By replacing
aging legacy systems with new technology,

SC will transform from a paper organization
to an electronic one. Staff will work with

one tool for both CPP and OAS. The new
system will standardize and automate benefit
adjudication and entitlements and support new
modes of service delivery. The new system is
being developed in stages and substantial new
functio