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FEDERAL BUDGET 2013 
On March 21, 2013, the Honourable Jim Flaherty, Minister of Finance, tabled the federal budget. 
There are a few measures that are of interest to employers who sponsor pension and benefit 
plans. 
 
Correcting Registered Pension Plan Contribution Errors 
The procedure for refunding contributions made to registered pension plans as a result of an 
error currently requires, in many cases, express permission of the Canada Revenue Agency 
(CRA). An administrator will now have the authority to refund a contribution made by a member 
or employer as the result of reasonable error. The refund must be made before the end of the 
year following the year in which the contribution occurred. There are issues of double taxation 
related to the deductibility of these contributions that will need to be resolved. 
 
These measures will be applicable to pension plan contributions made on or after the later of 
January 1, 2014 and the date when the enabling legislation receives Royal Assent. 
 
GST/HST and Registered Pension Plans 
Under the current GST/HST rules for pension plans, deemed taxable supply rules can create 
double taxation unless a tax adjustment filing is made. The budget contains the following relief 
measures for pension plans funded through a trust or a pension corporation: 
 A joint election between the employer and the pension entity will be available to treat an 

actual taxable supply as being for nil consideration, where that actual supply is also a 
deemed supply. 

 Relief from applying the deemed taxable supply rules will be available where the amount of 
the GST (or the 5% federal component of the HST) payable, or otherwise payable, under 
the deemed taxable supply rules in the preceding fiscal year of the employer is less than 
$5,000, and less than 10% of the total net GST (or the 5% component of the HST) paid by 
all pension entities of the pension plan in that preceding year. An employer cannot benefit 
from this if the employer has made the joint election. 

 For employers that do not satisfy the $5,000/10% test, limited relief is provided with respect 
to internal pension activities. This relief will be available where the amount of the GST (or 
the 5% component of the HST) payable, or otherwise payable, under the deemed taxable 
supply rules in the preceding year, with respect to internal pension activities, is below the 
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$5,000 and 10% limits. An employer can benefit from this even if a joint election has been 
made. 

 
Crown Corporations 
The budget indicates that the government will work with Crown corporations with a view toward 
50:50 pension plan cost sharing between the employer and employees by 2017, and aligning 
the retirement age with the retirement age changes announced in 2012 for post-2012 hires 
under the Public Service Pension Plan (PSPP). The measures for the PSPP include an 
increase in the age at which an unreduced pension is available by five years. 
 
More Efficient Government Operations 
The government will continue to ensure that the public service is affordable, modern and high-
performing. To help do this, it will particularly examine overall employee compensation and 
pensioner benefits. The government will work with its employees, bargaining agents and others 
to identify and implement improved practices and approaches following the lead of other public 
and private sector organizations. 
 
In addition, the government will be examining its human resources practices and institutions in 
a number of areas, including disability and sick leave management, with a view to ensuring that 
public servants receive appropriate services that support a timely return to work. The 
government will be consulting with key stakeholders on these objectives over the coming 
months. 
 
Distressed Pension Workout Scheme 
The government proposes to introduce changes to the distressed pension workout scheme 
under the federal pension legislation to facilitate the resolution of plan-specific problems that 
arise when plan sponsors face funding challenges. The changes under consideration are not 
identified in the budget but they are designed to increase the flexibility for plan sponsors to 
enter the scheme, to increase the effectiveness of the scheme and to promote outcomes that 
improve the funding status of pension plans to help ensure that plan member benefits are 
protected. The government will undertake consultations on this initiative. 
 
Investments 
The budget outlines some measures that could affect pension plan and other institutional 
investors. 
 
The government’s debt management strategy includes an increase in the issuance of long-term 
debt, including real return bonds, 10 and 30 year nominal bonds, as well as the potential 
issuance of 40-year bonds. These measures would increase the availability of long term bonds 
and might allow pension plans to better manage their interest rate risk. 
 
The budget documents include comments suggesting increased use of private-public 
partnership and corporate asset management review, which could lead to divestitures of certain 
government assets. These measures have the potential for creating investment opportunities 
for pension plans and other institutional investors. 
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Labour-Sponsored Venture Capital Corporation Tax Credit 
The budget proposes to gradually phase out the labour-sponsored funds tax credit. Hence, the 
credit available to individuals acquiring shares of a federally registered or provincial prescribed 
labour-sponsored venture capital corporation (LSVCC), on investments of up to $5,000 each 
year, will be reduced from 15% to 10% for 2015 and then to 5% for 2016. The credit will be fully 
eliminated for 2017 and subsequent years. 
 
New LSVCCs will not be federally registered if the application for registration is received on or 
after March 21, 2013 and provincially registered LSVCCs will not be prescribed for purposes of 
the credit still available until 2016, unless the provincial registration application was submitted 
before March 21, 2013. 
 
FATCA 
The US Foreign Account Tax Compliance Act or FATCA imposes significant tax reporting 
duties on certain non-US entities, including Canadian entities, that receive investment income, 
including proceeds of disposition, from US sources. Canadian pension plans, for example, 
could be subject to FATCA. Unless exempt, FATCA requires those foreign entities to identify 
US taxpayers benefiting from such income or in the case of a pension plan, to identify US 
taxpayers participating in the plan. Failure to comply with these duties could result in a 
withholding tax of 30% on the investment income from US sources. If the US and a foreign 
country enter into an inter-governmental agreement (IGA) that provides for the provision of 
information to US tax authorities as to the identity of these US taxpayers, compliance with the 
IGA will be considered compliance with FATCA. The budget announces that Canada and the 
US are still engaged in negotiations to conclude an IGA. 
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