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One of the main tenets of investing is not putting all 
of your eggs in one basket. Diversifying asset holdings 
reduces the overall risk of a portfolio and can help 
provide better risk-adjusted returns. In fact, when it 
comes to diversifying, it’s typically believed that the 
more diversification, the better.

There’s been a good deal of research on the subject and 
it’s been found¹ to be largely true –up to a point. The 
benefits of diversification in reducing stock-specific 
risks to a portfolio only go so far and tend to reach 
maximum once a portfolio holds as few as 20 securities. 
Additions beyond this threshold play only a marginal 
role in risk reduction and there is no way to diversify 
away the market or reduce so-called “systemic” risk. 

Moreover, simply adding more and more securities to a 
portfolio also has the effect of watering down the level 
of overall returns. This is because the benefit derived 
from holding winners is muted by their relatively 
lower weight in the portfolio – the greater number of 
securities in a portfolio typically means the lower share 
of funds for each stock – as well as the drag from those 
securities that perform at, or below, the market average.

In other words, as portfolio managers add securities 
to their core of “high conviction” selections only for 
the sake of diversification, the portfolio increasingly 
comes to resemble its benchmark. The closer a portfolio 

is to its benchmark –these portfolios can be referred 
to as “closet indexers” –the lower the prospect of 
outperforming that benchmark. And this objective is 
further impeded by the fund’s management fees and 
expenses that further erode net returns and  
compromise performance.

These types of strategies, however, represent a 
significant proportion of the fund universe and not 
without reason. The Investment Company Institute² 
estimates that straight passive index funds account for 
9% of equity mutual funds and represent 25% of total 
net assets, while according to other studies³, “closet 
indexers” represent another 10% of funds and 20%  
of assets. 

The efficient markets hypothesis puts forward the idea 
that financial markets behave rationally and that asset 
prices fully reflect all the information that’s available. 
Therefore, the theory implies that it is impossible to 
beat the market on average, since any price movements 
are strictly based on new information that would be 
inherently unpredictable. 

Accordingly, this theory advances the notion that the 
best strategy for investors with a long-term time horizon 
would be to simply invest passively in the market index, 
as active management cannot consistently add value 
over time. Buying the market index, however, tends 

“ Portfolio concentration may well decrease risk if it raises, as 

it should, both the intensity with which an investor thinks 

about a business and the comfort level they must feel with 

its economic characteristics.” - Warren Buffett

The Power of Concentration

David Onyett-Jeffries, CFA, MA
Vice President, Multi Asset Class 
Solutions – Guardian Capital 
Advisors LP

1  The pioneering analysis on this topic is the 1968 paper by Evans & Archer entitled Diversification and the Reduction of Dispersion: An Empirical Analysis, but other seminal research includes Fisher 
& Lorie’s Some Studies of Variability of Returns on Investments in Common Stocks from 1970.

2 ICI 2017 Investment Company Fact Book
3 Such as the work by Antti Petajisto; see Active Share and Mutual Fund Performance (2013).
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to be impractical and/or impossible, and investors – 
institutional investors in particular –have traditionally 
preferred to be associated with funds that track the 
benchmark as closely as possible and which can be 
measured by a fund’s “tracking error.” Since these funds 
have limited deviation from the benchmark, it follows 
that there is limited scope for significant deviation  
from benchmark returns.

In a market that is saturated by funds tracking it, there 
is ample incentive for portfolio managers to skilfully 
attempt to rise above the competition by creating even 
minimal incremental value. One of the most widely 
adopted strategies in active management is effectively 
holding the benchmark index as the portfolio’s core 
and adding allocations to the “best idea” investments or 
subtracting the “worst idea” ones.  There is good reason 
for this.  This popular strategy seeks to boost overall 
performance above the benchmark without taking on 
risk that is materially different to that of the index  
that the fund is tracking.

Increasingly, however, current investor focus is less on 
maintaining consistency of returns with the market 
index than on generating returns materially in excess of 
that benchmark. In this context, it is likely that a skilled 
portfolio manager holding assets that are differentiated 
from the index has the best opportunity to achieve 
above average performance. 

This is where the concept of active share — a measure 
of the degree to which a portfolio differs from its 
benchmark — warrants attention. Initial research4 
indicates that funds with higher active shares tend to 
outperform both their benchmarks and lower active 
share peers, such as “closet indexers” over time.

 

 
As a corollary to this, their performance records echo 
those of the higher active share funds as well. 

Perhaps most notably, however, is the incidence of the 
most significant outperformance of more concentrated 
and actively managed portfolios.  These portfolios tend 
to thrive in more volatile market conditions, where 
choppier waters can cause some stocks to sink while 
others are better positioned to successfully navigate  
the high seas, rather than simply having a rising tide  
that lifts all boats. 

It is in this type of market environment that skill in 
stock selection matters the most. True active portfolio 
management is all about focus. Focusing on “best idea” 
stocks with the greatest prospects, while eschewing those 
that offer less upside in an effort to generate returns in 
excess of the broad market5. 

4 See How Active is Your Fund Manager? A New Measure That Predicts Performance (2006) by Martijn Cremers and Antti Petajisto
5  For additional support to this, Randolph Cohen, Christopher Polk and Bernhard SIlli’s 2010 paper Best Ideas found that “nest ideas not only generate statistically and economically significant 

risk-adjusted returns over time but they also systematically outperform the rest of the positions in managers’ portfolios.”
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By zeroing in on a concentrated number of stocks, 
skilled portfolio managers gain a deeper understanding 
of each company they own and better appreciate the 
underlying drivers of the businesses. These managers 
approach their holdings from the perspective of long-
term business owners, rather than short-term investors. 
And as such, they are not prone to panic and sell in 
times of broad-based market turbulence like a correction 
or even bear markets. Instead, they view these periods 
as opportunities to build their positions at even better 
prices, effectively setting themselves up well to be more 
decisive at the time when markets recover.

Furthermore, the data indicate that while concentrated 
portfolios have kept pace with their peers in periods of 
rising markets over the last decade, they have captured 
materially less of the downside performance of the 
market in these same periods.  This was most evident 
in the early stages of the current bull market, with 
particularly strong relative outperformance in the tough 
markets in the aftermath of the financial crisis.

Put more succinctly, concentrated and more actively 
managed portfolios rise with the market when 
performance has been positive but tend to fall less than 
the market when performance has been negative. The 
downside protection phenomenon that occurs means 
that capital tends to deteriorate to a lesser degree than 
the market in the downswings. And in turn, given the 
compound nature of returns, that means the impact of 
subsequent recoveries are amplified within the portfolio 
–a 10% return on $100 is larger in dollar terms than 
a 10% return on $95–which will lead to a general 
outperformance over time.

In other words, more is not necessarily better with 
respect to portfolio holdings; however, there are clear 
and attractive benefits for portfolio managers choosing 
to focus on a small number of “best idea” stocks.  
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ESG/Impact 
Investing  

More than ever, charities are feeling the pressure to deal 
with urgent social and environmental issues including 
hunger, homelessness, housing, employment, and 
climate change. Many struggle with how to address such 
significant issues using just the ~3.5% of their asset 
base they grant each year. At the same time, growing 
media attention is being directed to solutions driven by 
investors – commonly referred to as impact investing, 
responsible investing, or sustainable investing. 

As a result of these shifts, forward-looking charities are 
exploring how such approaches  can help them  apply 
the remaining ~96.5% of their asset base to amplify 
their impact while creating greater alignment with their 
mission. However, our clients tell us on a regular basis 
that it can be challenging to figure out what impact 
investing really is and where it is relevant, due to the 
confusing terminology and varying perceptions that exist. 

In this article we’ll explain what these terms mean and 
outline some important factors for your organization to 
consider in embarking on an impact investing journey.  

What is impact investing?

Impact investing generally refers to investment 
products or strategies used by asset owners to create 
impact, generate returns, and align their investments 
with their values. In Canada, the most common term 
used to express this is “responsible investing”, while 
in the US it is “impact investing”, and in Europe it is 
“sustainable investing”. For Karen Shelstad of the Lawson 
Foundation, the impetus for impact investing came 
from the Foundation’s members, who felt they should 
be intentional about how they harness the endowment 
assets for social and environmental good in addition to 
generating financial return.1 

Impact investments are defined by the US based Global 
Impact Investing Network (GIIN) as investments 
made into companies, organizations, and funds 
with the intention to generate measurable social and 
environmental impact alongside a financial return.2 

Responsible investment (RI) is defined by the  
UN Principles for Responsible Investment (UNPRI)  
as an approach to investing that aims to incorporate 
environmental, social and governance (ESG) factors into 
investment decisions, to better manage risk and generate 
sustainable, long-term returns.3 

At Rally Assets, we think of impact investing as a 
continuum of investment approaches that include 
traditional, responsible, and sustainable investing. Impact 
investing can be applied across asset classes (e.g. private 
and public markets), sectors, and geographies. Impact 
investing does not necessarily mean a compromise in 
returns. Impact investments exist along a continuum of 
returns from above-market to below-market, as with any 
style of investing. 

Historically, private investments have provided less 
liquidity, but more opportunity for deeper, direct 
impact to a targeted group or region. In contrast, public 
investments have provided greater liquidity, but more 
broad-based impact. 

Responsible investing Strategies?4:  
What you need to know

Responsible Investing strategies encompass a range of 
approaches to investing:   

•  ESG integration – Embed ESG factors into traditional 
financial analysis

•  Shareholder engagement – Use shareholder power to 
influence corporate behaviour directly

•  Positive screening – Inclusion of certain companies 
into a portfolio based on positive ESG performance 
compared to industry peers. 

•  Negative screening – Exclusion of certain industries or 
companies from a portfolio, typically based on ethical 
or moral criteria. (e.g. guns or tobacco)

•  Thematic investing – Investments in ESG themes such 
as women in leadership, clean technology, alternative 
energy, cybersecurity, etc.

Of course, what strategies you employ will depend on 
your mission, objectives, and circumstances. 

1 http://foundations.impactinvesting.ca/portfolio/download-guidebook/
2 https://thegiin.org/impact-investing/need-to-know/#what-is-impact-investing
3 https://www.unpri.org/pri/what-is-responsible-investment 
4 RIA. 2018 Canadian RIA Trends Report. 2018.

Rally Assets is an independent, 
full-service, impact investment firm 
committed to using capital as a tool for 
social and environmental progress

https://thegiin.org/
https://thegiin.org/
https://www.unpri.org/
http://foundations.impactinvesting.ca/portfolio/download-guidebook/
https://thegiin.org/impact-investing/need-to-know/#what-is-impact-investing
https://www.unpri.org/pri/what-is-responsible-investment
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Why investors integrate ESG factors in their 
investment process5:

•  Manage risk – considering ESG factors helps investors 
understand and minimize the underlying risk of each 
investment which could affect returns

•  Improve returns over time - investors that integrate ESG 
typically have stronger financial performance compared 
with benchmarks,6 as confirmed by a 2015 study 
examining ESG and corporate financial performance 
across 2,250 academic studies.7

•  Meet client demands - investors, especially women and 
millennials, are demanding that investments be made  
in companies that do better for people and planet

•  Fiduciary duty – considering material non-financial 
factors (ESG) helps meet fiduciary obligations

Granting vs. Impact investing:  
how are they different?

While impact investing uses many of the same principles 
as traditional investing, it should not be confused with 
granting. Both are designed to improve people’s lives. 
However, with impact investing, there is an expectation 
of a return of capital and a return on capital. The same 
is not true of granting. We consider impact investing 
to be complementary to and supportive of granting or 
philanthropy.  Impact investing is often used with a 
longer-term orientation to address systems issues whereas 
granting is often used to deal with the symptoms being  
experienced in the short term from those systems failures. 

Is this just a fad?  

We firmly believe impact investing is here to stay – and in 
fact, will continue to grow. The research speaks for itself. 
The dollar value of global assets allocated to Responsible 
Investing has grown significantly - by almost four times 
– over the last ten years and now represents a significant 
share of total public equities.  

Global Impact Investment assets under management 
(AUM), although much smaller in size than Responsible 
Investments, have grown at a much faster pace. 

For example, the GIIN’s most recent Annual Impact 
Investor Survey indicates that over four years, impact 
investments have grown by 70% to $502B USD in 2019, 
more than doubling from the prior year.8

 

The fundamental shift in investing for impact is 
mirrored by the shift in companies themselves as they 
move away from the primary objective being short 
term maximization of profit for shareholders, to long 
term benefit to multiple stakeholders. This was recently 
reinforced by the Business Roundtable in the US (which 
includes 181 CEOs of leading U.S. companies from  
Apple to Walmart): “Each of our stakeholders is essential. 
We commit to deliver value to all of them, for the future 
success of our companies, our communities and  
our country”.11

5 RIA. 2018 Canadian RIA Trends Report. 2018.Ibid.
6 Gunnar Friede, Timo Busch & Alexander Bassen (2015) ESG and financial performance: aggregated evidence from more than 2000 empirical studies, Journal of Sustainable Finance & Investment, 
5:4, 210-233
7 Deutsche Bank Asset and Wealth Management (2015) ESG & Corporate Financial Performance: Mapping the global landscape. Accessed here:
8 GIIN. 2019 Annual Impact Investor Survey. 2019.
9 Data aggregated from UNPRI annual reports. Data accessed July 2019.
10 Data aggregated from GIIN Annual Impact Investor Surveys. Data accessed July 2019.
11 https://www.businessroundtable.org/business-roundtable-redefines-the-purpose-of-a-corporation-to-promote-an-economy-that-serves-all-americans

Global Responsible Investing AUM ($T)9

Global Impact Investing AUM ($T)10 
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How does Impact Investing relate to the UN 
Sustainable Development goals (SDG’s)? 

In 2015, the 193 countries that form the United Nations 
General Assembly adopted 17 SDGs to mobilize players 
to address the world’s most pressing needs, including “to 
end poverty, protect the planet and ensure prosperity for 
all by 2030”. 

The SDG’s have become a commonly accepted framework 
through which we measure impact. Collectively, it is 
estimated that over US$5 trillion of annual capital will be 
needed to meet the SDG’s, which equates to roughly 7 – 
10% of annual global GDP, and a $2.5T financing gap in 
developing countries alone.12 A significant portion of this 
capital must come from the private sector as government 
spending and philanthropy alone are insufficient. This 
creates an opportunity for both companies and investors.  
Companies can take advantage of the market opportunity 
to deliver products and services that are needed to 
contribute to achieving the SDGs. And through effective 
allocation of capital and direct engagement, investors can 
push corporations to generate impact aligned with the 
SDG’s through those businesses.

In Conclusion and Next Steps 

The world is becoming more complex and moving at a 
faster pace.  Expectations are changing for corporations, 
asset owners and investment managers. The social and 
environmental issues that charities need to deal with 
are also becoming more significant. At Rally Assets, we 
are seeing more interest and more movement of capital 
to impact, than we have seen in our ten-year history . 
We expect this interest to deepen and accelerate in the 
years ahead which will move impact investing from the 
periphery to the mainstream.

There is a growing body of resources on this topic. 
Becoming more familiar with these is a good first step 
to learn about impact investing strategies that may be 
relevant for your organization. Brad Offman, CEO of 
Spire Philanthropy proffered, in the previous issue of 
Amplify, “adding astute investment management can help 
support your charity’s mission.” The same is true here. 
Engaging astute expertise on impact investing can help 
ensure mission alignment, stakeholder engagement and 
long-term success for your organization. And that means 
delivering more impact, to more people in need, more 
effectively  - which is at the heart of a charity’s mandate. 

A great deal has been written about legal compliance 
surrounding charities in Canada. Much of that material 
however, is highly specialized, hard to understand, and 
sometimes esoteric. As a result, it can be difficult for 
charities, employees and volunteers to focus in on the 
compliance issues that are generally most important for 
Canadian registered charities.

1.  CORRECT FILING OF THE T3010 REGISTERED CHARITY 
INFORMATION RETURN FORM

The T3010 is due six months after the charity’s year-end. 
Failure to file the T3010 within a few months of that 
date will result in a charity being deregistered and losing 
its charitable status, and consequently also losing its 
receipting privileges. It is important that Directors record 
the date on which their returns are due and ensure that 
the address the CRA has on file is current. Otherwise, CRA 

reminder notices may never arrive and a charity may be 
deregistered without any notification.

Charities must also make sure that they file the correct 
form and all necessary schedules and financial statements 
must be also be filed. For further information on the 
T3010 see CRA’s website or our directory on transparency. 
The 2012 Federal Budget gave CRA the power to suspend 
a charity’s ability to issue receipts if the charity files an 
incomplete or inaccurate T3010 form.

In June 2019, charities will be able to submit their 
T3010 filings online through CRA’s new CHAMP system. 
Charities will need to sign up for a CRA MyBA business 
account before they can use this system. Charities will 
still be able to submit a paper T3010. You can also search 
and filter the T3010s in over 25 ways using our website 
Charitydata.ca.

For more information see also: The Impact Investing 
Guidebook for Foundations.

Top Canadian charity law compliance 
issues for Canadian registered charities

Mark Blumberg and Maddy Sawyer
Blumberg Segal LLP

12 https://unctad.org/en/pages/PressRelease.aspx?OriginalVersionID=194

https://www.canada.ca/en/revenue-agency/services/forms-publications/forms/t3010.html
https://www.canadiancharitylaw.ca/blog/category/transparency
https://www.canada.ca/en/revenue-agency/services/charities-giving/charities/guidance-videos-forms/champ.html
http://www.charitydata.ca/
http://foundations.impactinvesting.ca/download-guidebook/
http://foundations.impactinvesting.ca/download-guidebook/
https://unctad.org/en/pages/PressRelease.aspx?OriginalVersionID=194
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2. COMPLIANCE WITH THE FUNDRAISING GUIDANCE

Fundraising is very important for some registered 
charities. Canadian charities must be careful to abide by 
their legal and ethical obligations when they conduct 
any fundraising activities. In 2012, CRA released a revised 
Guidance on Fundraising by Registered Charities.

Some of the limits on fundraising activities include any 
activities that are considered illegal, deceptive, or provide 
too much private benefit. The CRA will look at many 
factors including but not limited to resources devoted to 
fundraising relative to charitable programs; fundraising 
without an identifiable use or need; the charity’s 
fundraising expenses to fundraising revenue ratio; 
inappropriate purchasing or staffing practices; activities 
where most of the gross revenues go to contracted 
non-charitable parties; commission-based fundraiser 
remuneration; misrepresentations in fundraising 
solicitations or in disclosure of fundraising costs, revenues 
or practices; and fundraising initiatives or arrangements 
that are not well documented. CRA understands that all 
charities are different and when reviewing the fundraising 
activities of a charity, they will consider the size of the 
charity, causes with limited appeal, long-term donor 
development programs and whether a charity is involved 
with gaming activities. It is important that a charity’s 
fundraising program and its costs are transparent, 
accountable and properly disclosed to CRA  
and the public.

If fundraising is conducted by third parties, charities 
should not fall into the trap of entering what are 
claimed to be ‘standard form’ or ‘boilerplate’ fundraising 
agreements. CRA’s Fundraising Guidance sets out the 
necessary requirements for an appropriate written 
agreement and these guidelines should be followed.

3. PROPER ISSUANCE OF OFFICIAL DONATION RECEIPTS

Registered charities are not required to issue receipts. 
However, if charities decide to issue charitable receipts 
then they will need to ensure that every receipt issued 
is accurate and compliant with the requirements of the 
CRA. According to the CRA, when CRA audits registered 
charities it is finding that approximately 89% of registered 
charities are currently issuing receipts improperly. Many 
charities do not have all of the required elements on their 
receipts, or they are issuing receipts for services donated 
to a charity, which is inappropriate since ‘services’ are not 
considered property. Some charities make the mistake of 

“lending their registration” to other organizations, which 
is also prohibited. Even small mistakes in the form and 
content of a charitable tax receipt issued by a charity will 
be taken very seriously by the CRA. There are substantial 
penalties for inappropriate receipting. Here is information 
from CRA on“what is a gift” and receipting issues. Also, 
here are some CRA sample receipts. I have a section at my 
website on receipting which includes a Receipting Kit.

4.  AVOIDANCE OF ABUSIVE TAX SHELTER SCHEMES, 
FRAUDULENT RECEIPTING AND CHARITY SCAMS

According to the CRA, over the last 10-15 years there 
have been over $7 billion dollars in donation receipts 
issued as part of “abusive charity gifting tax schemes”. 
Approximately 1% of this amount was spent by these 
few registered charities on charitable activities and over 
200,000 tax returns have also been filed as part of these 
schemes. Many of these gifting schemes involve a taxpayer 
receiving a higher tax receipt than the actual amount of 
their donation. For example, the ‘donor’ ‘invests’ $1000, 
but receives a $5000 donation receipt. Over 100,000 
Canadians have also filed tax returns with what CRA  
refers to as ‘fraudulent receipting’. In addition, there  
have been several other elaborate schemes used to  
abuse receipting privileges.

There are numerous types of inappropriate schemes  
that charities must avoid involvement with. They not  
only may be illegal, but also unethical, they undermine 
the confidence of the public in the charitable sector  
as a whole.

5. NON-QUALIFIED DONEES

In 2010, CRA released its Guidance Canadian Registered 
Charities Carrying out Activities Outside Canada and 
in 2011, released its guidance on Using an Intermediary 
to Carry out a Charity’s Activities within Canada. If 
a Canadian charity is transferring resources (money, 
equipment, etc.) to a group that is a non-qualified donee 
(i.e. it cannot issue official donation receipts) such as a 
foreign charity, or a Canadian non-for-profit in Canada 
that is not a registered charity, then the registered charity 
must be able to show that it has direction and control 
over the use of its resources.

Failure to maintain direction and control can result 
in a 105% penalty of the amount transferred and/or 
revocation of charitable status. More information about 
foreign activities is available at www.globalphilanthropy.ca. 

https://www.canada.ca/en/revenue-agency/services/charities-giving/charities/policies-guidance/fundraising-registered-charities-guidance.html
https://www.canada.ca/en/revenue-agency/services/charities-giving/charities/operating-a-registered-charity/issuing-receipts.html
https://www.canada.ca/en/revenue-agency/services/charities-giving/charities/sample-official-donation-receipts.html
http://www.canadiancharitylaw.ca/index.php/blog/category/blog/category/receipting_by_charities/
https://www.globalphilanthropy.ca/blog/blumbergs_receipting_kit_for_canadian_registered_charities_by_mark_blumberg
https://www.canada.ca/en/revenue-agency/services/charities-giving/charities/policies-guidance/guidance-002-canadian-registered-charities-carrying-activities-outside-canada.html
https://www.canada.ca/en/revenue-agency/services/charities-giving/charities/policies-guidance/guidance-002-canadian-registered-charities-carrying-activities-outside-canada.html
https://www.canada.ca/en/revenue-agency/services/charities-giving/charities/policies-guidance/using-intermediary-carry-a-charitys-activities-within-canada.html
https://www.canada.ca/en/revenue-agency/services/charities-giving/charities/policies-guidance/using-intermediary-carry-a-charitys-activities-within-canada.html
http://www.globalphilanthropy.ca/
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For charities conducting foreign activities or working with 
intermediaries in Canada, such charities should review 
the sufficiency of their direction and control. Here is an 
article Canadian Charities and Foreign Activities: Conduit 
versus Structured Arrangement and our Canadian Charity 
Foreign Activity Legal Checklist - Working with Foreign 
Charities or Intermediaries.

6. NO COMPENSATION FOR DIRECTORS OF A CHARITIES

In Ontario, board members of charities generally are not 
entitled to compensation as either board members or 
when doing work for the charity. Directors of charities 
that operate in Ontario generally cannot receive salaries, 
stipends, grants, honorariums, or consulting fees from 
that charity, without a court order. In most cases, directors 
are only entitled to reimbursement of reasonable  
out-of-pocket expenses incurred to further the  
activities of the charity.

In April 2018, the Ontario government amended the 
Charities Accounting Act to allow for compensation 
of a director without court approval in very limited 
circumstances. A director of a registered charity in Ontario 
still cannot be paid for their service as director, but a 
director may be compensated for services provided to 
the charity, not in that individual’s capacity as director, 
but in another capacity (such as in his/her capacity as 
a professional accountant or lawyer). However, for a 
director to be eligible for compensation for services 
outside of his/her services as director, there are a number 
requirements that the charity needs to meet before the 
director can be paid. Despite the legal change there are 
numerous downsides of ever paying a director.

7. MAINTENANCE OF ADEQUATE BOOKS AND RECORDS

Canadian registered charities must keep adequate books 
and records at a Canadian office. The charity must also 
keep source documents that support the information in 
the books and records. The purpose of these requirements 
is so that the CRA can review the charity’s revenue and 
expenditures and verify any official donation receipts  
that it may have issued.

In terms of records retention, charities are required to 
keep duplicates of receipts for at least two years from the 
end of the calendar year in which the donations were 
made. Most other documents need to be kept for 6 years 
from the end of the fiscal year. Some other records must 

be retained in perpetuity or until two years after the 
charity has been dissolved. This includes such things as 
“ten-year gifts,” minutes of meetings and all governing 
documents such as articles of incorporation or letters 
patent. If in doubt, keep it!!

8. AVOIDANCE OF UNRELATED BUSINESSES

Under the Canadian Income Tax Act, charitable 
organizations and public foundations can carry on 
“related business” that promotes their charitable objects. 
For example, a hospital cafeteria that provides food  
to patients and visitors could be considered a  
related business.

Charitable organizations and public foundations can  
also carry on other business activities if “substantially  
all” (the CRA says at least 90%) of the people involved  
in these activities are volunteers.

Private foundations cannot carry on any business 
activities whatsoever. The CRA has a Guidance “What 
is a Related Business?” and also Community Economic 
Development Activities. Failure to follow these rules  
can result in penalties and deregistration.

9. AVOIDANCE OF PARTISAN POLITICAL ACTIVITIES

Under the Income Tax Act, a registered charity can now 
be involved in unlimited non-partisan political activities, 
which CRA is now calling public policy dialogue and 
development activities (“PPDDAs”), as long as those 
activities further the charity’s stated charitable purposes.  
It is not clear how much impact this Income Tax Act 
change will have on provincial definitions of charity.

However, a registered charity cannot be involved in 
any partisan political activities. A political activity is 
considered partisan if it involves direct or indirect support 
of, or opposition to, a political party or candidate for 
public office. See the CRA guidance Public policy dialogue 
and development activities by charities (CG-027) and  
our blog postings on political activities.

Don’t forget that registration of lobbyists (federally, 
provincially or otherwise) is a separate issue. You 
may wish to review the federal or provincial lobbyist 
registration laws to check whether you and your 
organization are compliant. As well at the Federal level 
and in many provinces there are special rules around 
election spending.

https://www.globalphilanthropy.ca/blog/with_foreign_activities_what_is_the_difference_between_a_conduit_and_a_stru
https://www.globalphilanthropy.ca/blog/with_foreign_activities_what_is_the_difference_between_a_conduit_and_a_stru
https://www.globalphilanthropy.ca/blog/canadian_charity_foreign_activity_legal_checklist_working_with_foreign_char
https://www.globalphilanthropy.ca/blog/canadian_charity_foreign_activity_legal_checklist_working_with_foreign_char
https://www.globalphilanthropy.ca/blog/canadian_charity_foreign_activity_legal_checklist_working_with_foreign_char
https://www.canada.ca/en/revenue-agency/services/charities-giving/charities/policies-guidance/policy-statement-019-what-a-related-business.html
https://www.canada.ca/en/revenue-agency/services/charities-giving/charities/policies-guidance/policy-statement-019-what-a-related-business.html
https://www.canada.ca/en/revenue-agency/services/charities-giving/charities/policies-guidance/community-economic-development-activities-charitable-registration-014.html
https://www.canada.ca/en/revenue-agency/services/charities-giving/charities/policies-guidance/community-economic-development-activities-charitable-registration-014.html
https://www.canada.ca/en/revenue-agency/services/charities-giving/charities/policies-guidance/public-policy-dialogue-development-activities.html
https://www.canada.ca/en/revenue-agency/services/charities-giving/charities/policies-guidance/public-policy-dialogue-development-activities.html
http://www.canadiancharitylaw.ca/index.php/blog/category/political_activities_and_canadian_charities/
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10. NO INVOLVEMENT IN TERRORIST ACTIVITIES

A charity cannot support terrorism either directly  
or indirectly. For more information, see my article  
Canadian Charities and Terrorism: Protecting the 
Resources of Your Favourite Charity as well as the CRA’s 
Checklist for Charities on Avoiding Terrorist Abuse.

Canadian charity law encompasses far more than the ten 
points discussed above. But there is little sense in focusing 
on obscure provincial statutes or interesting court cases 
at the expense of missing some of these important 
compliance issues.

Mark Blumberg and Maddy Sawyer are lawyers at Blumberg 
Segal LLP in Toronto, Ontario. To find out more about legal 
services that Blumbergs provides to Canadian charities and 
non-profits please visit www.canadiancharitylaw.ca,  
www.globalphilanthropy.ca, www.smartgiving.ca,or  
www.charitydata.ca

This article is for information purposes only. It is not intended 
to be legal advice. You should not act or abstain from acting 
based upon such information without first consulting a  
legal professional.
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