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The 2011 Federal Budget (“Budget 2011) set out a number of proposals that would have substantially 
altered the regulations affecting Designated Pension Plans, known more commonly as Individual Pension 
Plans (IPPs). The Designated Plan regulations grew out of the recommendations of the Blenkarn 
Committee and became law in January of 1991. Under a Designated Plan, “connected” employees could 
participate in Registered Pension Plans while at the same time eliminating the tax driven “top hat” plan 
that had been growing in popularity. 

Gone are the days of the painless creation of tax black holes which one could spiral vast amounts of tax 
deductible capital. Gone too is the unchecked creativity of the pension actuary.[1] 

The Budget, in addition to seeking a reclassification of IPPs as a separate class of pension made two 
sweeping proposals: 

1. The IPP will be required to pay out to a member, each year after the member attains 71 years of 
age, an amount equal to the greater of: 
 
The regular pension amount payable to the member in the year pursuant to the terms of the IPP; 
and the minimum amount that would be required to be paid from the IPP to the member if the 
member´s share of the IPP assets was held in a RRIF of which the member was an annuitant.[2] 

2. To limit unintended tax deferral opportunities, Budget 2011 proposed to require that terms of past 
service under an IPP first be satisfied from transfers of RRSP assets belonging to the IPP 
member or a reduction in the member´s accumulated RRSP contribution room before new past 
service contributions are permitted.[3] 

 
The first proposal was ostensibly directed at certain uses of IPPs that could be characterized as 
aggressive. Transfers of existing pension plans into new IPPs where there was no employment 
relationship with the sponsoring company and no fulfillment of the “primary purpose” test has been 
successfully litigated by CRA.[4] By forcing a minimum withdrawal consistent with RRIF rules newly 
engineered surpluses would now be subject to withdrawal and taxation, thus eliminating an unintended 
deferral.  

The second proposal would have seen the virtual elimination of past service contributions and the 
associated deductions from income that had attracted so many to the IPP platform. Had this 
recommendation been adopted those with substantial RRSP assets would have seen their deduction 
severely reduced or eliminated and replaced with a new requirement to simply roll over their RRSP assets 
to the IPP to fund past service contributions. Individuals with shorter periods of service, like many of the 
newly created professional corporations would have been prevented from funding past service as many 
professionals had dutifully contributed to their RRSP long before they had decided to incorporate. 

It was also this specific proposal that lead some in the accounting profession and financial media to 
declare in their budget summaries that the IPP had lost much of their luster.[5] Indeed certain national 
publications declared the IPP to be dead. 

The signing of the IPP´s death certificate was premature. A number of actuaries banded together to point 
out to the relevant ministers that these proposals were capricious and patently unfair. CALU presented a 
thorough review of the Budget proposals and challenged many of their foundations and assumptions.[6] 
The clarion call was also sounded by Catherine Swift of the Canadian Federation of Independent 
Business (CFIB) and Jonathan Chevreau of the National Post. 



Throughout the summer of 2011, in meetings with Department of Finance officials, the case against the 
budget proposals was put forth. Both minimum withdrawals and curtailed past service funding were 
roundly attacked. The arguments can be summarized as follows:  

1. The issue of minimum withdrawals, while it would effectively end the aggressive use of IPPs to 
create indefinite deferral of surplus, would likely create a future problem for IPPs that did not 
“wind up” upon the retirement of the plan member. For those plans that had elected to instead 
pay out a benefit (making them subject to the much higher RRIF withdrawal requirements) would 
likely create substantial funding shortfalls in later years and deprive the annuitant of the very 
security and predictability they sought by establishing the IPP in the first place.[7]  

2. The requirement to force an expanded RRSP rollover and thus reduce or eliminate any additional 
contribution from the sponsoring company was patently unfair. For those individuals who had 
prudently avoided risky investments  and had contributed to their RRSPs each year, they could 
see the ability to have past service contributions made on their behalf eliminated. For those who 
had suffered market losses over the years, or had skipped a few years of contributing, the 
corresponding lack of RRSP assets assured the ability to fund and deduct past service. Finance 
also did not consider that the Martin government had altered the Past Service Pension 
Adjustment (PSPA) rules to mandate larger RRSP rollovers and reduced company contributions. 

 
In October 2011, after considerable discussions, the revisions to the original budget proposals were 
introduced and passed before the Christmas recess. The first proposal to force a minimum withdrawal 
schedule upon the IPP was left intact, although discussions still continue with Finance concerning 
potential pitfalls.[8] The second proposal concerning past service funding was substantially amended.  

Replacing the original proposal is a proration factor applied to existing RRSP balances.[9] While the initial 
unfunded liability (total value of the IPP at establishment) will be unchanged, the amount of past service 
funding will be based on the age of the individual and their period of service with the company. For most, 
this means that the amount of deductible past service that can be contributed will be unchanged by the 
new IPP regulations. In cases where the individual is much older, in their mid-60´s for instance, or their 
RRSP balance is considerable (in excess of $700,000) they may see some reduction in past service 
funding. For a more detailed explanation please refer to Example 1 below. 

Example 1 

With the exception of the unused RRSP room, the IPP qualifying transfer will be subject to a proration 
factor using the formula: 

Years of past service / (lesser of 35, age – 18) 

The full unused RRSP room would be added to this amount. This prorating is the main difference 
between the original proposal in the June 6, 2011 Federal Budget and the actual changes implemented. 
This formula has significantly less impact on new IPP´s than the original proposal. 

For example, a 55 year-old who qualifies for maximum service with $600,000 in RRSPs, would be eligible 
for $216,700 of past service and an RRSP qualifying transfer of $398,120. If this same individual had an 
RRSP worth $850,000, their past service would be reduced to $137,100 and the RRSP qualifying transfer 
would rise to $477,714, as consequence of the proration formula. 

 
Business owners and incorporated professionals who had decided to forgo an IPP due to the perceived loss of past 
service funding may now wish to reconsider that decisions. These plans continue to have the ability to create a 
sizable retirement nest egg and to insulate assets from substantial market risk. For these reasons, they remain 
worthy of consideration. 
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