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Mr. Andrew Donelle

Senior Director, Deferred Income Plans
Department of Finance Canada
Legislation Division

90 Elgin Street

Ottawa, Ontario KIA 0G5

Dear Mr. Donelle:

RE: January 29, 2026 Legislative Proposals Relating to the Income Tax Act and the Income Tax
Regulations — Qualified Investments for Registered Plans (the “2026 Ql Proposals”)

We are grateful for the consideration given by the Department of Finance (Canada) (“Finance”) to the
comments set out in SIMA's submission dated December 17, 2025 (the "Previous Submission") in
preparing the 2026 QI Proposals and the accompanying technical notes. The 2026 QI Proposals improve
upon the Budget 2025 legislative proposals on the qualified investments (“QI”) rules, including in ways that
are consistent with recommendations made in the Previous Submission. For the reasons discussed below,
we would ask that Finance further consider some of the other recommendations from our Previous
Submission that we feel are necessary for the investment funds industry to best utilize new paragraph
4900(1)(d.11) (the “IFM-Managed Trust” category). In addition, as set forth in our earlier submission on
the “investment fund” definition appended hereto as Appendix “A”, we would encourage Finance to consider
re-examining the investment fund definition more holistically to improve upon its utilization for commercial
funds that do not have any anti-avoidance motivations. In Appendix “A” we have highlighted some of the
most frequent concerns with the definition.

SIMA empowers Canada’s investment industry and is now the leading voice for the securities and
investment management industry. The industry oversees approximately $4 trillion in assets for over 20
million investors and participates in the Canadian capital markets. Our members — including investment
fund managers, investment and mutual fund dealers, capital markets participants, and professional service
providers — are committed to creating a resilient, innovative investment sector that fuels long-term economic
growth and creates opportunities for all Canadians.

We operate within a governance framework in which we gather input from our member working groups.
The analyses and recommendations of these working groups are submitted to the SIMA board or board-
level committees for direction and approval. This process ensures submissions that reflect the input and
direction of a broad range of SIMA members.

Unless otherwise noted, all statutory references contained herein are references to the Income Tax Act
(Canada) and the regulations promulgated thereunder (the “Tax Act”).
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Summary

In this submission, SIMA requests that Finance reconsider the following additional changes:

e Provide a safe harbour rule for investors in the IFM-Managed Trust category if the trust complied
with its conditions either in the current calendar year or the previous calendar year.

e Provide an interpretative rule to allow funds that otherwise meet the conditions of the IFM-Managed
Trust category to maintain their Ql status after they have resolved to wind-up the fund.

o Remove the requirement that an IFM-Managed Trust satisfy the concentration test in clause
(b)(vi)(D) of the “investment fund” definition, as the requirement in subparagraph (b)(iii) of the
“investment fund” definition regarding a “reasonable policy of investment diversification” is
sufficient to achieve the policy objective.

o Extend registered investment (“RI”) benefits to the new QI categories by applying existing RI
advantages such as:

o The two-year safe harbour from the prohibited investment rules.
o Filing exemptions (T1141, T1135).

Although this submission repeats some of our prior requested changes, we are resubmitting them for
consideration to Finance in light of member concerns that with the repeal of the Rl regime there will be
increased uncertainty for non-prospectus qualified trusts.

Safe Harbour

As we discussed in the Previous Submission, there are certain protective features of the current Rl regime
as it relates to a trust described in paragraph 204.4(2)(d) that the 2026 QI Proposals have not extended to
the new QI categories, including the following:

1. If the trust ceased to be an RI in a taxation year (including if the Minister revoked its registration
pursuant to paragraph 204.4(3)(a)), units of the trust would continue to be Qls for a registered plan
for the rest of the taxation year and the following taxation year pursuant to paragraph 4900(1)(a) of
the Regulations. This feature protects investors by giving a registered plan a reasonable amount
of time to dispose of units of the trust before the units are treated as non-Qls.

2. If the trust fails to comply with certain conditions, generally by holding investments that are not
prescribed investments at the end of a month, the trust may be liable to a tax under section 204.6
but its status as a RI (and therefore as a Ql) is not affected.

3. If the trust holds investments that are not prescribed investments during a month but disposes of
them so that it does not hold them at the end of the month, it is not liable to tax under section 204.6
for the month.

These features largely insulate registered plan investors from failures to satisfy applicable conditions at the
fund level and give assurance to investors and their advisers that if a fund is on the Rl list, they do not have
to worry about their investments ceasing to be Qls and creating immediate and punitive penalty tax
concerns. While we greatly appreciate the clarity given in the technical notes to the draft legislation that for
the new IFM-Managed Trust category, subparagraph (ii) requires the trust to satisfy the substantive
conditions (i.e., disregarding the preamble of paragraph (b), which imposes timing conditions) of an
“investment fund” as defined in subsection 251.2(1), without providing a grace period for investors in IFM-
Managed Trusts, this new amendment loses a great deal its intended effect.
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For example, a certain subset of RIs are institutional pooled funds that have been marketed to
administrators of group RRSPs, where it is difficult to meet mutual fund trust status because the fund
manager does not necessarily know how many RRSPs on whose behalf the administrator is
investing. These pooled funds do not and are not intended to comply with National Instrument 81-102. For
certain of these pooled funds, it may be difficult to stay onside the concentration restrictions in the
“‘investment fund” definition on an ongoing basis. In particular, this will be the case where the pooled fund
invests in various underlying funds that may not themselves be “investment funds” for purposes of the loss
restriction event rules (or whose status as “investment funds” may be difficult for the top fund to determine),
and it may be difficult to ascertain the pooled fund’'s investment levels in those funds, particularly in the
case of investments made in third-party funds. To date, it has not been the case that these underlying funds
(or any investment funds) have had to positively confirm their “investment fund” status to investors. We
would note that this uncertainty further disadvantages the mutual fund marketplace vis-a-vis the segregated
fund marketplace, which does not have Ql restrictions placed on its investments that are marketed towards
similar group benefit plans.

Winding-Up Period

We recommend that Finance include an interpretative rule to allow funds that otherwise meet the conditions
of the IFM-Managed Trust category to maintain their Ql status after they have resolved to wind-up and
distribute all of the assets of the fund. In particular, we submit that funds may find it difficult to meet the
“investment fund” requirements while they are liquidating. For example, an existing fund, that would
otherwise have met the IFM-Managed Trust category and has until recently been at all times an “investment
fund” may not be able to convert each asset to cash at the same time during an orderly liquidation. Such a
fund may be closed for new investment and using any cash realized to make distributions to its unitholders.
Some investments may not be readily saleable for a variety of reasons (including that the underlying issuer
is insolvent and in other cases, the underlying issuer has suspended any payouts due to market disruption).
A liquidating fund could become stuck in an extended period during which it holds no material assets other
than one or two illiquid assets that cannot be readily disposed of. In such cases, often the investment
manager of the fund believes that waiting to receive proceeds from the investments will yield a better result
than quickly “fire selling” the assets in order to complete the liquidation. However, such a fund may be
concerned that it could be considered not to “follow a reasonable policy of investment diversification” and
therefore its units would cease to be Qls.

The above type of scenario could be addressed either through an interpretive rule added to the Tax Act or
to technical notes accompanying the definition of “investment fund” in subsection 251.2(1) of the Tax Act.

Concentration Limit

We submit that, in the context of investments by registered plans, sufficient assurance of diversification of
assets held by a IFM-Managed Trust is provided by the “reasonable policy of investment diversification”
requirement in subparagraph (b)(iii) of the “investment fund” definition — such that there is no need to also
require , an IFM-Managed Trust to satisfy the concentration test in clause (b)(vi)(D) of the “investment fund”
definition. There is precedent for such an approach in the context of rules relating to permissible
investments for registered plans. For purposes of the “excluded property” definition in the prohibited
investment rules, subparagraph (b)(i) requires that a fund that is not a NI 81-102 fund (follow a reasonable
policy of investment diversification. This language is identical to the subparagraph (b)(iii) requirement of the
“‘investment fund” definition in subsection 251.2(1).

It would appear that in crafting the excluded property conditions for non-81-102 funds, Finance felt that in
the context of a fund status that registered plan holders cannot readily monitor much less control, the
reasonable policy of investment diversification requirement was more appropriate than a bright line
concentration percentage test. The technical notes to the “excluded property” definition state:
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[t]his latter rule is intended to be a reasonably flexible test that will avoid both the risk of
disqualifying a fund for minor breaches of, for example, a percentage test, and the
need for potentially complex carve-outs and timing rules.

We would submit that for purposes of the IFM-Managed Trust category, a similar more flexible test be the
sole diversification requirement and, in particular, we would recommend that Finance consider eliminating
the concentration limit requirement in clause (b)(vi)(D) of the “investment fund” definition.

Extension of Existing Rl Benefits

We resubmit that the new replacement QI categories be extended certain existing RI benefits including the
following:

e For purposes of the prohibited investment rules, subsection 207.01(1) deems a Rl to be “excluded
property” during the trust’s first 24-month period when the Rl meets certain criteria

e Under subclause 233.2(4)(c)(ii)(E) and the definition of “specified Canadian entity” in subsection
233.3(1), RIs are exempt from filing a T1141 Information Return in Respect of Contributions to Non-
Resident Trusts, Arrangements, or Entities and a T1135 Foreign Income Verification Statement,
respectively, with the Minister.

We resubmit that it would be appropriate to extend these relieving rules to the two new categories of Qls if
these new categories are intended to replace the Rl regime.

* %k k % %

We would welcome the opportunity to discuss these recommendations and would be pleased to provide
further information or answer any questions you may have. Please feel free to contact me by email at
gpereira@blg.com or, by phone 416-367-6092.

Yours sincerely,

THE SECURITIES AND INVESTMENT MANAGEMENT ASSOCIATION

Wﬁw

Grace Pereira on behalf of Josée Baillargeon
Director, Tax Policy

cc: Zachary Fentiman,Senior Tax Policy Officer, Tax Legislation Division
Zachary.Fentiman@fin.gc.ca
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