Tax benefits of mutual
fund corporations

Understanding mutual fund trusts and corporations

When it comes to mutual fund investing, the discussion generally — and rightly —
focuses on what stocks, bonds or other investments are in a particular fund. As
appropriate and necessary as that discussion is, there’s another area of fund investing
that’s worth considering: whether your investment is best placed in a mutual fund that’s
structured as a trust or one that’s structured as a corporation. The following introduces

you to both with special emphasis on the tax advantages of mutual fund corporations.

Mutual fund trusts versus corporations

Originally most funds were formed as mutual fund corporations (MFC), but as the
mutual fund industry evolved, mutual fund trusts (MFT) became the preferred structure
because they were better vehicles to flow-through income than MFCs. Recently, the
fund industry renewed its interest in MFCs because they can hold multiple classes

of shares, each representing a different investment strategy. This has certain tax

advantages for investors that cannot be achieved with MFTs.

Deferral of tax — switching

Generally when an investor sells an investment in one fund to purchase units of a
different fund, any capital gain (loss) is immediately taxable. However, because of a
special rule in the Income Tax Act, investors who switch from one class to another
within the same MFC do not trigger a disposition, and therefore will not realize an
immediate capital gain or loss. The adjusted cost base (ACB) of the investment in
the MFC remains unchanged, and tax on any gain is deferred until the investor

switches out of the MFC structure. This is the primary benefit of investing in
an MFC.

Investors  who switch from
one class to another within the
same mutual fund corporation
do not trigger an immediate
taxable gain or loss — this is
a primary benefit of investing
in mutual fund corporations.
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Distributions - trusts versus corporations

At year-end, mutual funds of all types generally distribute taxable income to avoid

the high rate of taxation on that income if taxed inside the fund. MFTs permit all types
of income (interest, Canadian dividends, foreign income) and capital gains earned by
the trusts to flow through to investors and retain their tax characteristics in investors’
hands. MFCs, on the other hand, only provide a limited flow-through in that only
Canadian dividends and capital gains can be passed on directly to investors. Interest
and foreign income earned inside an MFC are taxable first inside the MFC and can
only be distributed after-tax in the form of a taxable Canadian dividend to its investors.
This makes MFCs unsuitable for non-equity type funds since any interest income could

potentially be taxed twice.

Distribution minimization in MFCs

Distributions can often be lower under an MFC than they would be in an MFT because
of the ability to share losses among the different classes of an MFC. In the corporate
structure, only one corporate tax return is filed for the entire MFC, notwithstanding
the fact that there may be multiple classes of shares representing multiple investment

strategies within the corporation (see scenario in the sidebar).

Foreign content planning

Although MFCs are mainly of interest to investors with taxable non-registered
accounts, investors who hold MFCs inside registered plans, such as RRSPs or RRIFs,
may also benefit. This is because switches between classes of shares of the same MFC
do not change the cost amount (or book value) for the purposes of calculating the

foreign content limitation of 30 per cent.

Capital tax planning

Provinces such as Ontario, Quebec, Manitoba, Saskatchewan and British Colombia
impose a capital tax on all corporations that have permanent establishments in the
provinces. This tax is subject to an exemption for paid-up capital under a certain amount
ranging from $1 million to $10 million. Capital tax is calculated on a certain percentage
of the capital tax base, which is generally the taxable paid-up capital. In computing taxable
paid-up capital, corporations may claim an investment allowance as a deduction from
paid-up capital. This deduction is granted to minimize double-taxation that can result
from including the qualified investments in the paid-up capital of the lending corporation

as well as the borrowing corporation.

Scenario

Assume there are two classes in
an MFC: Class A has $1,000 of
gains and Class B has $1,000 of
losses. Class B can loan its losses
to Class A to offset Class A’s
capital gains and eliminate its
distribution. The MFT structure is
a stand-alone fund, so there
would be a distribution by Class
A and no distribution by Class B.
This is why the MFC structure
may minimize the amount of
taxable distributions for investors.



Investments in shares of MFCs are generally considered to be eligible for the
investment allowance for federal and provincial capital taxes. However, MFT
investments are generally not eligible. Therefore, a corporate investor may pay less

federal and provincial capital tax if it invests its money in MFCs instead of MFTs.

Tax reporting

AIM Trimark Investments sends tax slips to all investors at year-end. Shareholders of
MFCs will receive a TS Slip, which records both taxable Canadian dividends and capital
gains dividends received by each investor. Unitholders of MFTs will receive a T3 Slip,
which records the amount of distributions including interest, foreign income, capital

gains and Canadian dividends received by each investor.

The information provided is general in nature and is provided with the understanding that it may
not be relied upon as, nor considered to be, the rendering of tax, legal, accounting or professional
advice. Readers should consult with their own accountants and/or lawyers for advice on the
specific circumstances before taking any action.

Commissions, trailing commissions, management fees and expenses may all be associated with
mutual fund investments. Mutual funds are not guaranteed, their values change frequently and past
performance may not be repeated. Please read the prospectus before investing. Copies are available
from your advisor or from AIM Funds Management Inc.
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For more information about
this topic, contact your advisor,
call us at 1.800.874.6275

or visit our website at
www.aimtrimark.com

AIM Trimark Investments is one of
Canada’s largest mutual fund companies
with over $33 billion” ™ in assets under
management. A subsidiary of U.K.-based
AMVESCAP PLC, one of the world's
largest  independent
managers, AIM Trimark employs more
than 900 people in its Calgary,
Montreal, Toronto and Vancouver offices.

investment

AMVESCAP is dedicated to helping
people worldwide build their financial
security, offering a broad array of
investment solutions and services to
individuals and institutional investors in
150 countries. Its securities trade on the
London, Frankfurt, New York, Paris and
Toronto stock exchanges. AIM Trimark
and its associated companies under
the AMVESCAP umbrella draw on
the talents and expertise of more
than 550 investment professionals
in more than 25 countries to manage
over $500 billion™ " in assets worldwide.

**As at December 31, 2002

5140 Yonge Street, Suite 900 Toronto, Ontario M2N 6X7

Tax & Estate InfoService
Telephone: 416.590.9855 or 1.800.874.6275
Facsimile: 416.590.9868 or 1.800.631.7008

inquiries@aimtrimark.com www.aimtrimark.com

AIM TRIMARK'



