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Mutual fund managers and dealers should review the CRA’s latest guidance, as they
continue to assess the CRA’s changed GST/HST position (new position) on mutual fund
trailing commissions. The CRA re-confirmed its view from its December 2025 letter where it
indicated that its position has changed with regards to the tax status on mutual fund trailing
commissions in light of modifications to industry regulations and practices in recent years. As
a result, mutual fund trailing commissions are considered payments that are now subject to
GST/HST. Many managers and dealers should consider how and when to adjust the
application of indirect taxes to their operations to reflect the CRA’s new position. The CRA
intends to enforce this tax treatment on services related to mutual fund trailing commissions
supplied on or after July 1, 2026, but encourages dealers to apply the new tax treatment as
soon as possible. The CRA confirmed this new position in GST/HST Notice 344 “Application
of the GST/HST to Mutual Fund Trailing Commissions” released on February 10, 2026.

Considering the CRA’s new position, mutual fund dealers who are currently not registered for
GST/HST purposes should consider registering soon to claim eligible input tax credits (ITCs)
as their advisors may start charging them GST/HST on their trailing commissions before July
1, 2026. Dealers should also determine if they must register for QST, as QST guidance has
generally consistently mirrored GST/HST guidance in the past, subject to provincial context
and rules. However, Quebec has not yet announced whether it will adopt a similar
interpretation for mutual fund trailing commissions for QST purposes.

KPMG observation
Although the CRA confirmed that its new position only applies to mutual fund trailing
commissions, it adds that trailing commissions paid for other types of financial products will
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be considered on a case-by-case basis. We assume that such consideration will be raised at
the time of individual audits or future policy reviews.

Background

The CRA announced that it was changing its longstanding view on the GST/HST status
of services related to mutual fund trailing commission in an interpretation letter issued in
December 2025. The CRA confirmed that mutual fund trailing commissions paid by
mutual fund managers to dealers will generally be considered as payments for GST/HST
taxable supplies effective July 1, 2026. The CRA had long considered these services to
be GST/HST exempt financial services. For more information, see TaxNewsFlash-
Canada 2026-06 “Mutual Fund Dealers — Trailing Commissions and GST/HST".

Mutual fund managers generally work with mutual fund dealers and advisors to sell
mutual funds to investors. Typically, mutual fund managers and dealers enter into
agreements where dealers are engaged to sell units of mutual funds to investors (either
directly via their employees or through independent contractors called “advisors”). In
return, dealers generally receive up-front trading fees (i.e., initial or one-time fees) for
these transactions, and/or trailing commissions that are paid periodically. Dealers using
advisors then pay a portion of the trailer commissions they receive to their advisors.

While managers are often engaged exclusively in commercial activities and can claim
ITCs for all or part of their GST/HST costs, mutual fund dealers were generally
considered to make exempt single supplies of “arranging for” the transfer of financial
instruments under the CRA’s previous position on the tax status of mutual fund trailing
commissions, with certain exceptions. Based on that position, a single supply could have
also included other services, such as certain investment advice and account statements,
provided by the dealer to the investor after the initial transfer. Accordingly, many dealers
could not claim ITCs for GST/HST paid on their operational expenses and capital
property related to these GST/HST exempt supplies. Many dealers were also considered
to be “financial institutions” under the GST/HST rules based on their activities and
revenues, and subject to specific related rules.

GST/HST tax treatment of mutual fund trailing commissions and initial fees

The CRA confirmed in GST/HST Notice 344 that one-time initial trading fees (i.e., initial fees)
for the sale of mutual funds to investors and mutual fund trailing commissions are now
considered to be two separate supplies for GST/HST purposes. While the initial fees continue
to be treated as consideration for GST/HST exempt financial services, the CRA confirmed
that mutual fund trailing commissions are now considered as payments for GST/HST taxable
ongoing advice and/or asset management services. Based on the notice, this new tax
treatment will be enforced effective July 1, 2026.

In its new notice, the CRA also clarified that where dealers collect only trailing commissions
(no initial fees) for their services of selling the mutual funds and providing ongoing services to
investors, these services are now considered to be a supply of predominantly advice and/or
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asset management services. As these types of services are generally excluded from the
definition of financial service, dealers must collect and remit the GST/HST on these trailing
commissions in CRA’s view.

Changes to industry regulations and mutual fund trailing commissions

Similar to in its December 2025 letter, the CRA highlights in GST/HST Notice 344 that its new
position on the tax treatment of mutual fund trailing commissions, and its understanding that
these commissions are generally received as payments for ongoing advice and/or asset
management services provided by the dealers to investors, is based on industry changes
over the past few years. The CRA highlights several factors that appear to have prompted
the review of the tax status of these services and its position, including:

e Trailing commissions may only be paid to dealers if dealers provide ongoing support
and advice to investors, as per industry regulatory changes introduced a few years
ago

e Some large dealers collect asset-based fees calculated on a percentage of the
assets under their management (less the assets/funds on which they already receive
trailing commissions), and treat these fees as payments for GST/HST taxable asset
management services (i.e., the same services are performed in exchange for trailing
commissions and for asset-based fees in the CRA’s view)

e Many industry members’ websites explain that trailing commissions are paid to
dealers for providing continued access to support, services and advice to investors.

Exempt and taxable activities — Adjust your systems, calculations and obligations

Mutual fund dealers may benefit from lower tax costs under the CRA’s new position by
claiming input tax credits (ITCs) for the GST/HST paid related to taxable GST/HST trailing
commissions. However, some dealers may face challenges in applying the new position to
their specific facts and adjusting their systems and processes. Here are a few items they may
need to consider, among others:

e Determine if they need to register for GST/HST

e Adjust all systems to charge, collect and remit GST/HST on their taxable trailing
commissions

o Determine if their filing reporting periods are affected

e Determine if they qualify as a “financial institution”, under the general definition and
the de minimis financial institution test

o Review their selected listed financial institution (SLFI) status and whether any related
obligations are affected
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e Review any current ITC allocation methodology (or formulate one) and determine if
any adjustments are needed

o Determine if they have any new filing obligations related to the GST/HST annual
information return for financial institutions

e Review any current closely related group elections and determine if steps must be
taken considering the new position for trailing commissions.

Managers and dealers must prepare now as they may require the assistance of several
members in their organizations to potentially adjust various parts of their operations, including
systems, processes, agreements, tax functions and billing systems. For more details on
these possible challenges, see TaxNewsFlash-Canada 2026-06 “Mutual Fund Dealers —
Trailing Commissions and GST/HST”.

We can help

Your KPMG adviser can help you determine and manage the impact of the CRA’s new
position on trailing commissions on your business. For details, contact your KPMG adviser.
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