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	Pension Investment Association of Canada

Association Canadienne des gestionnaires de fonds de retraite


April 23, 2004

The Right Honourable Paul Martin, P.C., M.P.

Prime Minister of Canada

Office of the Prime Minister

80 Wellington Street

Ottawa, ON

K1A 0A2

The Honourable Ralph Goodale, P.C., M.P.

Minister of Finance

House of Commons

Ottawa, ON

K1A 0A6

Dear Prime Minister:

Dear Minister:

I am writing this letter to express the negative reaction of the Pension Investment Association of Canada (PIAC) to the proposal to limit the amount of Canadian pension plan investment in Business Income Trusts (the Proposal), included in the Government of Canada’s budget of March 23, 2004.  PIAC is the principal association of Canadian pension funds in matters concerning pension investment, with over 135 pension fund Members who are responsible for managing aggregate assets of more than one half trillion dollars.  PIAC’s mission is “To promote the financial security of pension fund beneficiaries through sound investment policy and practices”.

PIAC’s negative reaction to the Proposal is based upon:

· the lack of consultation,

· the discriminatory nature of the Proposal,

· the interference in fiduciary investment decisions,

· the arbitrariness of the limits, 

· the unintended consequences of the Proposal,

· the fact that the overall tax consequences of Business Income Trusts are not yet well understood, and

· that considerable administrative costs result.

Over the last ten years PIAC has devoted considerable effort to building bridges with the Department of Finance and cooperating on their initiatives, most notably, greater investment in small business and private equity. We expected that a meaningful two-way dialogue would result, but since no consultation took place with regard to this Proposal, it is clear to us that Finance sees little value in this effort.  And, unfortunately, without such consultation it is not possible for the pension investment industry to know what Finance’s objectives are, to suggest appropriate means to achieve such objectives, or to highlight any unintended consequences.

The Proposal, as presented, discriminates against pension funds and their many million members on a number of grounds.  First, only pension funds are targeted, while other tax exempt savings vehicles such as RRSP’s are not restricted.  Indeed, we understand that some pension funds are also exempted.  Other major institutional investors, such as banks and insurance companies, are not subject to any limits.  PIAC believes that pension funds have the responsibility to prudently manage the assets under their stewardship in order to achieve appropriate risk adjusted returns.   This responsibility very much includes selecting an asset mix that will serve to meet the liability structure of the fund and choosing appropriate investments on a risk return basis to defease this liability.  It is not an appropriate role for the Government of Canada to limit the asset mix decisions of pension fund fiduciaries.  

The Proposal also appears to be rushed and arbitrary.  There is no rationale for the 1% or 5% limits, nor is there any indication of what research supports such limits.  In addition, since the overall objective of this Proposal has not been enunciated, it is not possible to suggest other limits or structures.

The Proposal may cause a number of unintended, but significant consequences.  At present some Canadian pension funds are underfunded on a going concern basis and many face a solvency deficit.  To place one asset class off limits can only exacerbate the pension funding crisis, to the detriment of plan sponsors, plan beneficiaries and the government.  This funding problem is even more crucial when pension funds are forced to invest 70% of their assets in Canada and cannot invest in the fastest growing portion of Canadian capital markets.  PIAC believes that pension funds should be unfettered participants in free capital markets.

There has been some discussion of tax leakage in the press and that this Proposal is intended to address it.  As you know, pension funds operate as a tax deferral mechanism whereby taxes not collected at present will indeed be collected in the future from the pensions that are paid out.  While the business income trust structure does reduce present tax revenue, this will be recovered, at least in part, in the future. As well, to the extent that business income trusts are placed off limits for pension fund investment, then other assets must be purchased by the funds. These replacement assets would otherwise be producing taxable investment returns in the hands of other investors.  

PIAC has commissioned a study on pension fund investment in business income trusts and its impact on tax revenue. A copy of the study is attached and it clearly shows minimal tax leakage even where pension funds are responsible for 50% of the investment in a growing business income trust market.  In summary, it is far from clear on a net net net basis, what the overall impact on Government of Canada tax revenue is.  

An additional concern is the “look through” nature of the Proposal.  If pension funds are required to track all of the investments in their underlying investment counsellors portfolios and hedge funds in order to comply, considerable additional cost is incurred, if it is even possible to track such holdings on a sufficiently timely basis.  As well, in some circumstances, the penalty for lack of compliance can be extremely onerous, and possibly even exceed the magnitude of the investment that was initially made in a given Business Income Trust.

In conclusion, PIAC believes that the Proposal is ill advised and its consequences have not been fully thought out.  It is our recommendation that the Proposal be deferred until appropriate consultation with all relevant market participants occurs, adequate study of the objective and all of its consequences takes place and until a comprehensive review of the taxation issues and alternative solutions is undertaken.

Yours truly,

“J. R. Abbott”





“R. J. Hiscock”
J. Richard Abbott
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