February 28, 1987

profit sharing plans would be of greater ad-
vantage if they could be used to provide some
continuity in the relationship between the
employer and the employee. That is why the
idea of deferred profit sharing was intro-
duced. Many plans began to emerge in which
the profit sharing was not out of current
profits but amounts were set aside and were
made available after a period to those em-
ployees who had remained with the company
for the stipulated period. This is the first
complication.

The second complication is that these de-
ferred profits when distributed could be used
to purchase shares in the company itself. This
introduced complications of quite a different
kind into the administration of these plans. A
third complication is that they became as-
sociated with pension plans. In many cases
payments were converted into annuities paya-
ble at the time of the retirement of the
employee from his employment. When my
predecessor Hon. Donald Fleming introduced
back in 1960 and 1961 the provisions in the
legislation relating to these plans he had, I
believe, a rather simple idea of the scope of
these plans and their administration. The
legislation that was presented to the house at
that time reflected rather simpler concepts
than eventually emerged. It is important that
there should be some safeguards in these
plans because what is in fact happening is
that companies are being relieved of tax on a
share of their profits supposed to be paid by
them to employees.

Mr. Lewis: Paid to them or allocated to
them.

Mr. Sharp: Paid to them or allocated to
them. They should become taxable when they
emerge as part of the income of the employee.
I am informed, and I have seen some evi-
dence on this score from my officials, that
these plans began to be perverted; they began
to be used as means of avoiding tax. That is
why it was considered of importance that
there should be some sort of uniform and
restrictive rules applied to them. Otherwise,
as has been related to me, it is possible for an
employer to put large amounts of money into
these plans upon which tax is never paid, or
alternatively to put large sums of money into
plans which do not benefit the employees who
are supposed to have shared in the profits of
the company but which inure to the benefit of
friends of the employer who are put on the
payroll simply as a means of sharing in the
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sum set aside in the trust, which was original-
ly intended for the employees but finally
emerged in the hands of special shareholders,
the wife of the employer and so on.

It has been suggested that by applying
these rules to existing as well as to new plans
we are somehow or other being retroactive. I
do not think I would bring before this parlia-
ment rules that would apply only in the fu-
ture because in fact these plans are continu-
ing and I could not permit plans to continue
under the old rules when I applied the new
rules to plans that might emerge hereafter. I
do not consider it is retroactive any more
than I consider retroactive the changes that
are made from time to time in pension legis-
lation which have an effect upon the sums
that are set aside in a pension plan by the
employer for the benefit of the employee. I
am bringing forward, indeed—I hope in a day
or so—legislation that will affect pension
plans in undertakings that are subject to the
jurisdiction of parliament. I do not consider
that I will thereby be introducing retroactive
legislation. I intend to affect the operation of
those plans by making them portable in the
future. The provisions will apply not only to
existing plans but to those which may be
introduced in federal undertakings hereafter.
Mr. Speaker, these are the only comments I
have to make at the present time. I shall be
very happy when we come to the clause by
clause discussion to amplify upon this expla-
nation.

Mr. Deputy Speaker: Order. Is it the pleas-
ure of the house to adopt the said motion?

The house divided on the motion (Mr.
Sharp), which was agreed to on the following
division:
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