
 
 
 
 
 
Mr. Chris Forbes       May 25 2010 
Federal-Provincial Relations and Social Policy Branch 
Department of Finance 
L’Esplanade Laurier, 15th floor, East Tower 
140 O’Connor Street 
Ottawa, Canada K1A 0G5 
 
Dear Mr. Forbes: 
 
Re: Department of Finance Consultations – Ensuring the Ongoing Strength of Canada’s 
Retirement Income System  
 
The Investment Counsel Association of Canada (ICAC) is pleased to submit comments on the 
Department of Finance’s consultation paper, “Ensuring the Ongoing Strength of Canada’s 
Retirement Income System” (the “Federal Consultation Paper”).   
 
As background, the Investment Counsel Association of Canada (“ICAC”) represents investment 
management firms from across Canada.  We invest the assets of individual Canadians who are 
saving for retirement and the assets of both traditional defined benefit pension plans and pooled 
funds set up for the purpose of providing defined contribution pension plans.   Many of Canada’s 
largest pension plans (e.g. CPPIB, OMERS, HOOP) and small employer pension plans hire our 
members to manage all or portions of their investment portfolios.  In addition, individual Canadians 
who seek professional management of their savings, become clients of our members who set up 
custom portfolios for individuals based on their retirement goals, risk profile and financial objectives.   
Our members are from across Canada and manage retirement savings for Canadians in every 
province and territory.  The ICAC was established in 1952 and its members manage in excess of 
$700B assets (excluding publicly offered mutual fund assets).   
 
Our mission is to advocate the highest standards of unbiased portfolio management in the interest 
of the investors served by Members.   This mission guides our advocacy objectives and focuses our 
government relations efforts on goals which ultimately benefit all Canadians.       
 
As background, we attach for your information past submissions relevant to this discussion.  In this 
letter, we will not expand in detail on the specific recommendations which we believe were covered 
in previous submissions.    Nor will we comment extensively on the Summary Report on Retirement 
Income Adequacy by Jack Mintz which we believe will be better reviewed and critiqued by experts 
in retirement planning. Our expertise is in asset management and therefore our focus will be the 
impact of certain tax policies on the retirement assets of Canadians.   
 
We are pleased to include our recommendations for ensuring the ongoing strength of the system.    
 
 



 
We have 4 specific recommendations:  
 

1) Maintain taxes  on discretionary investment management of retirement savings at 
current levels vs. planned increase by 160% to 13% in Ontario and 12% in BC July 1, 
2010.   

 
2) Minimize Taxation Impact on Pensions & RRSPs due to 150 Unit Holder Rule for  

Mutual Fund Trust Status. 
 
3) Non-Resident Trust/Foreign Investment Entity Rules (Former Bill C10) – Ensure 

Future Amendments to the Non-Resident Trust and Foreign Investment Entity Rules 
do not inadvertently tax pensions  (i.e. both traditional pension plans and defined 
contribution pension plans) and RRSPs.   

 
4) Expansion of Designated Stock Exchange List to Allow Canadians to Diversify their 

RRSP Investments.  
 
Each of the four issues below, if addressed, would greatly enhance Canadian’s ability to save 
effectively for retirement.     
 
1) Maintain  taxes on discretionary investment management of retirement savings at current 
levels vs. planned increase by 160% to 13% in Ontario and 12% in BC July 1, 2010.   
 
We commend the government for  the broad analysis and variety of options  being considered  to 
improve Canadians’ retirement income system.  Many of the options being contemplated however 
are complex, costly to set up and operate and communicate.    
 
If the government is looking for a quick, simple solution to assisting Canadians’ in saving 
adequately for their retirement, we recommend GST on discretionary investment management 
remain unchanged July 1, 2010 vs. the expected increase by 160% to 13% in Ontario (12% in BC) 
As the government is well aware, the implementation of HST in Ontario and BC on investment 
management is occurring at a time when many pension plans are in extreme difficulty based on 
funding rules.  While other areas of government are looking at developing rules to alleviate funding 
challenges while the market continues to recover, the fact remains that investment management 
represents on average, 60% of the cost of running pension plans.  The implementation of HST will 
increase the tax on 60% of the cost by 160%.  The Federal government’s sales tax policy is in 
effect running directly counter to the objectives of the Department of Finance in ensuring the 
strength and adequacy of Canadian’s retirement savings.    Although we support the 
government’s policy objectives of encouraging Canadians to take more responsibility for their 
retirement, we would suggest that increasing the tax on investment management from 5 to 13% (in 
Ontario) by 160% is not an  effective way to encourage savings.  
 
We recommend , as part of this review, that Canada take a broader policy view of how Value Added 
Taxes (VAT) are handled in other countries.  In principle, VATs are meant to be a tax on 
consumption of goods and services.  If a Canadian hires a professional to manage their pool of 
savings, there is a strong argument that there is no consumption, within the meaning  of a 



consumption tax.  We would suggest that the Canadian is not consuming but rather preserving their 
wealth for later in life.   This is the policy position in Europe - investment management of retirement 
assets is not consumption.       
 
In previous submissions we have advocated support for  the  Federal Court of Appeal’s decision in 
the Canadian Medical Protection Association case, which  held that discretionary investment 
management fees should not be subject  to GST. While we recognize that at a time of large 
government deficits, the removal of an existing tax is not  feasible, we view the addition of the 
provincial component of the HST as the imposition of a new tax with which the government should 
not proceed.    
 
We recommend that the Federal Government maintains their commitment to new no taxes, 
and that discretionary investment management fees be only subject to GST vs. increased by 
160%.  Value added taxes are meant to be a tax on consumption and there is no 
consumption in retirement savings management – there is an objective of preserving wealth 
which is consistent with the objectives of the government in “ensuring the ongoing strength 
of Canada’s retirement income system.”      
 
 
2.  Minimize Taxation Impact on Pensions & RRSPs Due to 150 Unit Holder Rule to Qualify 
for Mutual Fund Trust Status 
 
Some individual Canadians and pension plans invest part of their investments with investment 
managers  who offer “pooled funds” that are very similar to mutual funds but are offered pursuant to 
exemptions from the prospectus requirements under provincial securities legislation.  The Income 
Tax Act (ITA) was revised in the 1990s to attempt to provide similar tax treatment to pooled funds 
and mutual funds, as long as the pooled fund has at least “150 unit holders”.  This limit was set to 
avoid potential tax avoidance by setting up small family trusts.  Currently, if a pooled fund has more 
than 150 unit holders, it qualifies for treatment as a “mutual fund trust” and is subject to beneficial 
tax treatment.  However, if a fund drops below 150 unit holders, the entire fund including any 
RRSPs and pensions in the fund, may be subject to a variety of different tax treatments.  Even if a 
pension plan has 1000 pensioners in the plan, the plan itself is presently counted as 1 investor .  As 
a result, Canadians who believe that investments held in their RRSP or pension are tax-
exempt would be  subject to tax at the fund level, simply because the fund has dropped 
below 150 units.  Since investment managers are not in a position to control the number of unit 
holders in a fund, we feel that this is an unfair and an unintended tax consequence on retirement 
savings that should be corrected.   
 
We recommend that the rule to qualify for “mutual fund trust” status be modified to 50 unit 
holders, and that if one or more of a fund’s unit holders is a pension plan or other pooled 
investment or savings vehicle each participant in the pension plan or other pooled 
investment or savings vehicle should count as an investor in the fund.   
  
 
3) Non-Resident Trust/Foreign Investment Entity Rules (Former Bill C10) – Ensure Future 
Amendments to the Non-Resident Trust and Foreign Investment Entity Rules do not 



inadvertently tax pensions (i.e. both traditional pension plans and defined contribution 
pension plans) and RRSPs.   

We attach for your information recent correspondence with the Department of Finance on 2010 
Budget Proposals Relating to Foreign Investment Entities (“FIEs”) and Non-Resident Trusts 
(“NRTs”).  ICAC endorsed the proposal not to proceed with the FIE rules and much of the inclusion 
in the 2010 Budget.  There remain however, some outstanding issues which we wish to bring to 
your attention which impact retirement savings.    

In principal, since the first introduction of Former Bill C10, ICAC has been advocating that defined 
benefit and defined contribution pension plans and RRSPs should not be subject to tax in the event 
they invest internationally in anything deemed to be a trust by definition of the Income Tax Act. 
(ITA)  In the Budget paper, it was clear that pension plans were to be exempt, however, it was less 
clear whether certain pooling arrangements, and the arrangements themselves, would be exempt. 
(i.e. would not be a “resident contributor” or a “resident beneficiary”.)     

We recommend that changes to the NRT rules be worded broadly enough to ensure that all 
Canadians’ retirement savings, whether in an RRSP, defined contribution pension plan or a 
traditional defined benefit pension plan, be exempt from tax.   

4) Expansion of Designated Stock Exchange List to Allow Canadians to Diversify Their 
RRSP Investments  

The 2005 Federal budget took the important step of eliminating the foreign content limit for RRSPs 
and other tax-deferred plans.  However, seniors and Canadians saving for retirement are still 
unable to optimize the foreign content portion of their investment portfolio due to the fact that certain 
countries’ stock exchanges are not on a designated stock exchange list.   
 
Given the recent economic downturn, diversification of capital is even more critical.  The current list 
of approximately 38 exchanges primarily consists of exchanges in North America ( 40%) and 
Europe (40%).  Accordingly, Canadians are effectively prohibited from investing their retirement 
savings in companies listed on many respected, well regulated and established exchanges in other 
parts of the world that are experiencing rapid economic growth.   We attach for your reference a 
previous submission which outlines more details on this topic.    
 
We recommend the current list of designated stock exchanges be expanded and updated to 
allow Canadians to adequately diversify their savings in different economies around the 
world.   

As we indicated at the outset of this letter, we do not propose to provide you with responses to the 
specific questions raised in the Federal Consultation Paper since we do not consider ourselves to 
be experts in the area of developing a comprehensive and effective retirement income system. 
However, we would like to urge you to ensure that there is a strong and meaningful role for private 
sector investment management firms in that system. Canadians have been well served by the 
creative, innovative investment management techniques and strategies that have been developed 
by private sector firms, both big and small, and we believe that Canadians should continue to have 



access to those firms’ expertise through their pension plans, RRSPs and any new programs that 
emerge as a result of your current work. 

We would be happy to meet in person and further discuss any of these recommendations. 

Sincerely, 

    

Katie Walmsley, President    Mark Pratt, Chair 
ICAC         ICAC, Industry Regulation & Tax Committee  
       AVP, Legal, Mackenzie Investments  
 
 


