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Good afternoon, my name is Joanne De Laurentiis.  I am President and CEO of the 
Investment Funds Institute of Canada. 
 
I greatly appreciate the opportunity to speak to you about the impact of the HST on 
mutual funds.  
 
First, a word about the group I represent – the Investment Funds Institute of Canada 
(IFIC) is the national association of the Canadian investment funds industry.  Individuals 
representing our members work in almost every town and city across Canada.  The 
investment funds industry manages$700 billion in assets and more than 70% of the 
funds held by Canadians are held in retirement savings vehicles and are helping them 
build their wealth. 
 
The mutual fund industry, through tens of thousands of highly skilled workers, facilitates 
the provision of billions of dollars of equity and debt financing for thousands of Canadian 
businesses, both large and small.  It provides Canadians with access to portfolio 
expertise and investments that were once available only to large institutional clients.  
With the advent of mutual funds in Canada, ordinary investors with minimal capital could 
for the first time pool their resources with others’ into a professionally managed, 
diversified basket of securities, rather than going the more expensive and risky route of 
buying individual stocks and bonds.  This was a major step in the democratization of 
investment for the average person, absolutely critical when interest rates continued to 
fall during the 1990s. 
 
So how does the HST impact this industry?  First, I want to be clear that we are not 
opposed to harmonization – we agree that a single federal-provincial harmonized sales 
tax is better for Canada.  It eliminates paying tax on top of tax; helps make Canadian 
businesses more competitive; and frees many businesses from the costs of having to 
manage two separate tax systems.   
 
However, we have concerns.  I am going to frame those concerns around three themes: 
 
First, the inequity that exists within the financial services industry in Canada.  The GST  
and therefore a harmonized sales tax (the HST) – on services provided to funds is four 
to five times the sales tax on services of equal value that are provided to non-fund 
investments, such as a GIC, a bond, or buying individual securities. 
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Second, Canada is an outlier, when compared to other countries that have GST or 
value-added tax regimes.  In the European Union, Australia and New Zealand, funds 
are not treated differently from other financial products – so the inequity that exists in 
Canada does not exist there.  Another issue that is unique to Canada (and only four 
other countries) is that the sales tax is applied at two levels --federal and provincial.  
Because funds are pooled products sold across the country, regional differences in the 
harmonized tax adds significant complexity and cost from an administration point of 
view, both for the industry and tax officials – but delivers no value to the end buyer. 
 
Third, the GST – and therefore harmonized sales tax based on the GST – is a tax on 
savings – and more specifically a tax on retirement savings. 
 
Background: 
 
I will elaborate on each of these themes, but first let me give you a little background as 
to why this issue is a concern right now. 
 
When the GST was being studied in the late 1980s, the investment funds industry was 
very small – around $30 some odd billion dollars in assets – whereas today it is $700 
billion dollars in assets.    In those early days fund holders tended to be more 
sophisticated and well-off; today they are average Canadians who use funds as a 
primary form of savings in their retirement savings plans.  Fund holders now include 
many smaller investors who rely on funds as a way to save small amounts on a regular 
basis and to affordably diversify risk and to get advice on planning for their future. 
 
In 1991 when the GST was introduced, Canada chose to treat funds differently than it 
treated other financial products – and that was the beginning of the inequity that we 
have today.  
 
Let me explain what we mean by inequity - in very simple terms – with funds, 100% of 
the labour involved in providing mutual funds will be taxed at 13% along with the 
computers, telecommunications and stationery that all financial firms pay tax on and use 
to supply their offerings.  With respect to a GIC, which has no advice and a lower return 
in most cases, 0% of labour is taxed and it is only the tax on computers, 
telecommunications and stationery that is passed to the client.  As three-quarters to 
four-fifths of fund costs is labour, mutual fund-holders are taxed at effectively 4 to 5 
times the rate that GICs, equities and other non-fund financial vehicles are.  This is 
where we get the inequity where fund holders pay 4 to 5 times more tax for a fund 
product than another financial product. 
 
So our issue is not that mutual fund services are taxed; it’s that they are taxed at a 
disproportionally higher level than non-fund financial products, making them more 
expensive proportionately for Canadians, even though Canadians have come to regard 
funds as another financial product they can choose to build a portfolio. 
 
To help explain the unequal treatment, I have included a diagram to the materials I have 
tabled with you today. 
 
How does Canada compare to other jurisdictions: 
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To examine that question, we asked KPMG to look at several key leading jurisdictions 
that Canada usually looks to because they are comparable either in size or political and 
economic structure.  I have included a copy of the study in the material I have tabled 
with you.  
 
Their findings showed investment funds in the European Union, Australia and New 
Zealand are taxed on an equivalent basis to non-fund financial products – whether 
through sales tax exemption or credits – and thus they do not have the inequities in their 
jurisdictions that we have. 
 
International GST models have gone more and more towards exemption for financial 
products – including funds.  We have suggested to the federal government that it’s time 
for Canada to modernize its GST regime to align with these other jurisdictions. 
 
Where are we now? 
 
With the harmonization announcements by B.C. and Ontario our fund holders face a 
significant increase in tax.  The four already harmonized provinces – Quebec, Nova 
Scotia, New Brunswick and Newfoundland – have not applied the higher harmonized 
level of tax to funds.  All four provide credits or rebates to protect investors in mutual 
funds and to keep the businesses in their provinces competitive with those based in 
other jurisdictions. 
 
How fund holders will be impacted by harmonization:  
 
As I said earlier the mutual fund product is one that is primarily owned by middle–class 
Canadians – 67% of fund holders earn under $100,000 and of the funds held by 
Canadians are held in retirement savings vehicles.  Fundamentally then, the impact of 
the harmonized tax is on retirements savings of Canadians.  An outcome that is quite 
undesirable given that we have a collective public policy concern about whether we are 
saving enough for retirement. 
 
And to put this in dollar terms, last year Canadians paid an estimated $450 million more  
in GST on their mutual funds investments. 
 
The solution: 
 
We have asked the federal government to modernize the GST policy to bring it in line 
with other VAT and GST regimes globally.  This will remove the inequity across 
products. 
 
We have had very constructive discussions with Minister Duncan and his officials over 
the last several months, and he has agreed to support our request of the federal 
government. 
 
I also want to refer to the excellent initiative recently announced by the Toronto 
Financial Services Alliance that will enhance Toronto’s position as a pre-eminent 
financial services centre.  A leadership council will drive the strategy – 2 CEOs from our 



Impact of the HST on Canadian Investors  
Standing Committee on Finance and Economic Affairs 
December 3, 2009  Page 4 

member companies are part of it as are Premier McGuinty and Finance Ministers 
Duncan and Flaherty.  We believe effective tax policy is one of the critical components 
to the long-term success of this important initiative for Toronto and the province of 
Ontario. 
 
We ask that this Parliamentary Committee include in its report a strong message to the 
federal government in support of an immediate review to adjust the current GST policy 
to facilitate a level playing field for investors in Canada, to bring Canada in line with 
other countries, to create a workable implementation solution for businesses operating 
across the country and to reduce the long-term burden HST will have on retirement 
savings of Canadians.  
 
 
 
 
Appendix: 
Diagram and table showing difference between taxable treatment of mutual funds taxing 
funds four to five times more heavily than exempt services. 
 
Attached folder: 
GST/HST Backgrounder 
KPMG Report 
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How the GST and HST Tax Investment Funds Four to Five Times 

as Much as Non-Fund Products 
 

Mathematical Example: 

 

 Pre-GST

Base Case 

 Harmonized 

GST 
 GIC 

 Mutual 

Fund 

Manager 

 Mutual Fund / 

RRSP Invested in 

Funds 
No Tax Taxable Exempt Taxable Taxable

Transaction price 1,000.00$   1,000.00$       1,010.00$   1,000.00$   1,050.00$            

Sales tax at 5% N/A 50.00$            N/A 50.00$        N/A

Tax-inclusive price 1,000.00$   1,050.00$       1,010.00$   1,050.00$   1,050.00$            

Labour + net earnings (value-added) 800.00$      800.00$          800.00$      800.00$      None in the fund

Materials 200.00$      210.00$          210.00$      210.00$      None in the fund

Net GST remitted to CRA 40.00$            -$            40.00$        N/A

GST paid by investor -$            50.00$            10.00$        50.00$                 

And with Ontario harmonizing… 130.00$          26.00$        130.00$               

 This example shows how two firms, with the 

same labour, material and earnings, lead to 

different results for investors because all 

fees to funds are taxable and labour costs of 

 


