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Incorporated, self-employed business owners enjoy a unique option over how much, and when, they
participate in the Canada Pension Plan (CPP) when they determine their form of compensation from the
business.

Although it has been demonstrated that, “compensation in the form of only dividends was the
consistent laggard,” there are limited situations where dividends would be preferable — in particular
when implementing a dynamic salary strategy.’

However, rather than take zero salary, we recommend that business owners make the absolute
minimum payment (AMP) into the CPP so they can amplify their return by receiving free CPP benefits.

How Free is Free?

Individuals only begin to pay CPP contributions once their earnings exceed $3,500 — a fixed amount
called the Year’s Basic Exemption (YBE).2 CPP contributions are made on earnings between the YBE, and
up to a maximum threshold called the Year’s Maximum Pensionable Earnings (YMPE).3

Thus, the AMP into the CPP occurs when an individual’s annual earnings are $3,501. In this case, the
amount of the CPP contribution is calculated on earnings of $1. The contribution rate on $1 of earnings
is 5.95%. Therefore on $1 of earnings the total CPP contribution for the year would be $0.06.* >

That’s free enough for me!

What Does Free Get You?

Amazingly, even though a CPP contribution is only paid on $1 when earnings are $3,501 — the pension

credit for that year is earned on the full $3,501. Using 2025 as an example, the AMP of $S0.06 would buy
an individual a pension credit worth 4.9% of the maximum available credit for the year.® ’

L warwick, B., Felix, B. “Optimal Compensation, Saving, and Consumption for Owners of Canadian Controlled
Private Corporations.” PWL Capital, 2023. Accessed 5 December 2024. Available at:
https://pwlcapital.com/optimal-compensation-saving-and-consumption-for-owners-of-canadian-controlled-
private-corporations/

2 For an infographic summarizing CPP contributions see: https://finepointsolutions.ca/wp-
content/uploads/2024/01/CPP-contribution-summary.png

3 For the Base CPP (the original program), and the 1% Additional CPP (the first part of the Enhanced CPP).

4 CPP contribution rates for earnings up to the YMPE are 4.95% (Base CPP), and 1.0% (1%t Additional CPP).

5> The impact of paying income tax on $3,501 of salary varies per individual and should also be considered.

6 The YMPE in 2025 is $71,300. Thus, $3,501 divided by $71,300 equals 4.9%.

7 The %-of-maximum decreases over time because the YBE is fixed at $3,500, and the YMPE increases each year

due to wage inflation.
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Although a CPP pension credit of 4.9%-of-maximum may not seem like much it is effectively free. The
extra special value comes from recognizing that the AMP can amplify an individual’s return even further
by providing eligibility for other CPP provisions and benefits.

Amplify Child-rearing Provisions

CPP child-rearing provisions provide relief to primary caregivers who experience a reduction in their
earnings because of their child raising responsibilities. For the Base CPP, relief is provided through the
child-rearing drop-out provision (CRD0O).% ° The CRDO might allow the primary caregiver to remove, or
drop-out, some of their lowest earning-years between the child’s year of birth and the child’s 7"
birthday. There are two ways to be eligible for the CRDO during this 7-year period:

1. If earnings are less than the YBE — however, in this case no pension credit is earned.

2. If earnings are more than the YBE, but also lower than the individual’s lifetime average earnings.

Thus, as long as the individual’s lifetime average earnings is more than $1 at the time when they start
CPP, they will be eligible for CRDO #2 if they make AMPs during the child-raising period, and they would
also get the free AMP pension credits rather than nothing at all.
Amplify CPP Survivor’s Benefits Eligibility
The CPP survivor’s benefits require a minimum number of qualifying contributions over certain specified
time ranges.® ! Such an eligibility criteria is called a Minimum Qualifying Period (MQP). The minimum
amount of earnings for a particular year to qualify and count in the MQP is the YBE.
The MQP for CPP survivor’s benefits require qualified earnings for:

e At least 1/3 of the contributory period at the time of death, but no less than 3 years, or

e Atleast 10 years.
Thus, making AMPs is a free and fast way to achieve eligibility for CPP survivor’s benefits.

Conclusion

Business owners who have control over how much, and when, they participate in the CPP should
consider making an AMP into the CPP, rather than no contribution at all.

8 For a 6 minute animated video that explains the CRDO, see: https://www.youtube.com/watch?v=ykg9uxlyOF4

°Yee, J. “How to BOGO a Single CPP Contributions.” Finepoint Solutions Inc., 2024. Available at:
https://finepointsolutions.ca/wp-content/uploads/2024/09/How-to-BOGO-a-Single-CPP-Contribution.pdf

0yee, J. “Avoid Losing CPP Survivor or Disability Eligibility.” Finepoint Solutions Inc. 2024. Available at:
https://finepointsolutions.ca/wp-content/uploads/2024/10/Staggering-Patterns-for-CPP-Disb-Surv-MQP.pdf

11 CPP benefits to survivors of a contributor are: (1) survivor’s pension, (2) orphan’s benefit, (3) death benefit.
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Jason Yee is the principal investment analyst and financial planner at FINEPOINT SOLUTIONS INC.

FINEPOINT SOLUTIONS INC. provides:

Personal Canada Pension Plan (CPP) estimates and analysis.
CPP educational videos — QR code below.

Analytical methods for CPP calculations.

Financial planning research and analysis.

Prior to this role, Jason had a 16-year career as a Professional Engineer, where he held a number of
technical and leadership roles managing operations at a variety of industrial facilities.

This document is published by FINEPOINT SOLUTIONS INC. for informational purposes only. Any
financial planning advice and/or recommendations contained herein should be evaluated relative to
individual objectives and in consultation with a financial professional.

The opinions presented in this document reflect the author’s judgement at the time of publication;
these opinions are provided in good faith, but are subject to change without notice and the author
holds no responsibility for any errors or omissions contained herein.

This document is proved with the understanding that neither FINEPOINT SOLUTIONS INC. nor its
owners, employees, agents or suppliers bear any responsibility or liability whatsoever in respect
thereof.

All rights reserved. No part of this document may be reproduced in part or in whole without the prior
written approval of the author and/or FINEPOINT SOLUTIONS INC.
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