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If your disability benefits are self-insured, you probably need to take action 

Over the last decade there has been an inconsistency between the deductions of EI and CPP contributions for 
employer-provided disability benefits.  Recent changes to the Canada Pension Act offer a consistent basis for 
the deductions of EI and CPP contributions, but also raise unanswered questions for trusteed plans. 

Back in 2010, The Toronto Transit Commission (TTC) thought it won a hard battle to have its self-insured 
Long-Term Disability plan exempted from CPP contributions.   The TTC had retained an insurer on an 
Administrative Services Only basis.  Based on its interpretation of the wording of the Canada Pension Plan, 
the Federal Court of Appeal ruled that the disability benefits paid under this self-insured disability program 
were not pensionable earnings for CPP, and therefore were not subject to CPP contributions. 

The latest amendment to the CPP now leaves little room for interpretation: employer-paid self-insured 
disability benefits are included as pensionable earnings for CPP and subject to CPP contributions.  However, 
Bill C-13 does not distinguish between trusteed and non-trusteed plans, potentially adding cost and 
administration issues for all self-insured disability plans and creating a potential administrative nightmare for 
multiemployer plans. 

Changes to the CPP 

The Canadian government recently announced several changes to the Canada Pension Plan housed in Bill C-
13 [there is no word yet whether Quebec will contemplate similar changes for the QPP.] Most of the publicity 
has centred on the newly required deductions (and employer contributions) for employees working beyond 
age 60.   Less publicised is the fact that disability benefits paid by self-insured disability benefit plans, 
including sick leave, weekly indemnity and salary continuance plans, are now subject to employer and 
employee CPP contributions, as well as Employment Insurance premiums.   Plans which are insured and 
plans that are 100% employee-paid remain exempt. 

The wording of Bill C-13 aligns the definition of earnings with the Employment Insurance definition “in 
respect of pensionable employment” by relating the CPP contribution criteria to pensionable income.   The 
contribution is based on the disability benefit received, not the salary that it covered.  Ceilings on CPP 
contributions, currently 9.9% of contributory earnings to a maximum of $2,306.70 for 2012, continue to 
apply. 

  



The insurance industry met with Canada Revenue Agency in January.  Various insurance company–issued 
bulletins and publications thus far have been consistent on several fronts: 

• CRA will not seek retroactive payment for pre-2012 disability payments 
• Individuals in receipt of CPP disability benefits are exempted 
• Employers are fully responsible for compliance  
• Insurers are in majority promoting the advantages of insured plans 
• Some insurers who offer ASO services have developed new on-line reports to assist plan 

sponsors to monitor disability claim payments 

Application and Exemptions 

Employers behind self-insured disability plans need to start paying CPP employer contributions in addition 
to EI contributions, and to deduct and remit employee contributions from benefit payments.  T4 slips will 
need to be issued.   Conversely, CPP benefits and EI eligibility will continue to accrue while members are in 
receipt of self-insured disability benefits.  Audits can be expected.   If you decide not to act and are audited, 
both the plan and the individual may be fined and reassessed if found non-compliant. 

It appears that trusteed plans are not exempt, but individual consideration may be granted based on the 
plan’s documentation.  From CRA’S perspective, it makes no difference whether the benefits are paid 
through payroll or through a third party.  According to one insurer’s memorandum on the subject, CRA has 
apparently suggested that in a multiemployer trusteed plan, the trust will be treated as the employer for the 
purpose of employer contributions, but nothing has yet been published to confirm this. 

If a third party is involved in payment of self-insured disability benefits, regardless whether it is an insurer or 
a claims management company, the employer or trust remains responsible for ensuring that employee CPP 
contributions are correctly deducted.  Third parties include insurers, brokers, firms specializing in disability 
management, or administrators.   The employer will need to pay its share of premium, and it is also the 
employer’s responsibility to make sure that any third party is in compliance and is correctly deducting and 
remitting employee contributions from disability payments.  Challenges to the CPP changes from trusteed 
plans will likely revolve around whether the trust acts as the employer, or whether the trust acts as the 
insurer. 

Unless the plan is insured, individuals currently in receipt of short and long term disability benefits need to 
be advised immediately that CPP contributions will be deducted from disability benefits and that their CPP 
benefit accrual continues during periods of disability [including the employer-paid portion].  CPP 
contributions will continue to apply until the individual is approved for CPP disability benefits.   
Communication to all new claimants should be revised accordingly. 

  



Actions that plan sponsors with self-insured disability benefits should consider: 

1. Consult with your legal and accounting advisors immediately if you have not already done so. 

2. You may want to look into some of the more creative insurance arrangements available though the 
insurance community.  Traditionally, insured plans have been considerably more expensive than self-
insured plans but this recent legislative change may shift the balance. 

3. Organizations using third parties to administer disability benefits will want to verify that correct 
deductions are made, remitted and reported including the issuance of T4 slips. 

4. Plans using a third party to manage and to pay self-insured disability benefits may want to review the 
arrangement.  It may be necessary to repatriate the benefit payment component to ensure that all 
payroll deductions are properly administered and integrated with financial and accounting 
functions. 

5. If you do have a self-insured disability benefit, this might be a good opportunity to evaluate the how 
well the third party is performing the disability management and/or administrative functions for 
which it has been retained. 

If you have questions regarding these new rules and their implications for your organization, please do not 
hesitate to contact Jane Petruniak at 604-647-3233 or by email at jane.petruniak@pbiactuarial.ca . 

ABOUT PBI 

PBI Actuarial Consultants Ltd.  is a dynamic and growing company focused on providing actuarial, 
administrative and investment consulting services for pension and benefit plans, as well as other trust funds 
across Canada. 

Visit our website at http://www.pbiactuarial.ca to learn about our services or connect with our experts for 
more information: 

Pensions: Susan Chortyk 604-647-3230 susan.chortyk@pbiactuarial.ca 
Benefits: Avinash Maniram 604-647-3215 avinash.maniram@pbiactuarial.ca 
Investments: Tony Williams 604-647-3232 tony.williams@pbiactuarial.ca 
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