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DUBIOUS SCHEMES FOR CASHING IN LIRAS AND LIFS IN QUEBEC

On September the 24, 2001, the Regie des rentes du Quebec issued a press release to warn holders of locked
in retirement accounts (LIRAs) and Life Income Funds (LIF) about dubious schemes for cashing in those
holdings. Those schemes can have important tax consequences for your clients and lead to the loss of some
of the savings put aside for their retirement.

Small classified ads in newspapers are used to invite holders of LIRAs and LIFs to cash in their funds right
away without having to pay income tax on the proceeds. Fundholders are led to believe that they would be
benefiting from a tax loophole whereas in fact, they are being offered money in the form of a loan with a
commission or other charges of up to 30% of the value of the funds. Generally, they must put up their LIRA
or LIF as collateral for the loan but in many cases no terms of repayment are stipulated.

Schemes claiming to systematically free up locked in funds held in LIRAs and LIFs are an attempt to get
around the Supplemental Pension Plans Act and are a violation of tax laws. The Canada Customs and
Revenue Agency has confirmed that there is no tax loophole. In fact, if a LIRA or a LIF is used as collateral
for a loan, the value of the fund is immediately added to the taxable income of the fundholder.

Holders of LIRAs and LIFs who use these schemes run the risk of one day waking up to an unpleasant
surprise. The Quebec Minister du Revenue and the Canada Customs and Revenue Agency have the firm
intention of collecting the taxes owed.

If you have a LIRA or a LIF, you must be very wary of any scheme for easily cashing in your funds. The
Regie des rentes du Quebec reminds you that current regulations already provide for some situations in
which LIRAs or LIFs can be cashed in a completely legal way. For more information, speak to your financial
advisor.

DEFINITION OF SPOUSE - REMINDER

INCOME TAX ACT

Effective January 1, 2001, the definition of “spouse” under the Income Tax Act (ITA), which
extended the traditional meaning of the term to include opposite-sex common law spouses, was
repealed. A new term “common-law partner” was added to refer to unmarried opposite-sex and
same-sex partners.
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According to CCRA, if an RRSP issuer or a RRIF carrier wants to allow for contributions or
payments to be made by or to common-law partners, the issuer or carrier must amend the specimen
plan to include the new definition of common-law partner. To accommodate issuers and carriers in
the interim, CCRA has indicated that it will allow payments or contributions to or from contracts on
behalf of common-law partners to be made before amending the specimen plan, so long as the
issuer or carrier amends the specimen plan “within the near future.”

Please incorporate this new definition into all of your registered plans by October 1, 2001 and
provide us with at least ten commercially printed copies of each of the revised documents for
review and submission to CCRA and applicable provincial authorities.

For further information, visit CCRA’s “Frequently Asked Questions” section on their web site,
which can be found by following the link below.

CCRA “FAQ” link: http://www.ccra-adrc.gc.ca/tax/registered/rsp_qa-e.html

AMENDMENTS TO THE QUEBEC LIRA & LIF (FRENCH ADDENDA)

Attached to this communicator are update French-versions of the Quebec LIF (with and without
temporary pension) and the LIRA addenda, all of which were approved by the CCRA on August 1,
2001.

Although Quebec authorities have advised us that the addenda are acceptable, they have indicated
that they will not provide us with official approval (for existing clients only) until they receive
copies of all of our clients’ applications and Declaration of Trust.

Should further clarification be required, please do not hesitate to contact your representative for
The Canada Trust Company for more information.
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This commentary is a general overview authored for the sole use of employees and clients of The Canada Trust Company
(formerly TD Trust Company). Please consult legal counsel, or a tax accounting professional, for more details.
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from sources believed to be reliable but accuracy or completeness of the information is not guaranteed, nor in providing it
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