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A Not for Profit Organization

This technical bulletin deals with the issue of compliantly settling donor donation debts. This
bulletin is supplementary to Bulletin T13-10 and adds additional clarification and documentation.
It deals specifically with the following Canadian RPGAs.
Canadian Organization for International Philanthropy (COIP)
Relief Lending Group (RLG)
Mission Life Financial (MLF)
PharmaGifts International (PGI)

TOPIC: Compliant Debt Settlement - Maintaining a Valid Tax Position

PGC advises its Members to make certain their donation debts are settled in a compliant manner
in order to establish a valid position with respect to their tax credits and the CRA. This bulletin is
intended to assist Members review the documentation necessary to establish such claims and to
see where incomplete or non-existent documentation can be problematic. The following is a
summary of the documentation required:
1.
2.
3.
4.
5.
6.
7.
8.

Contract from the original RPGA program.
Proof of your Independent, “Arms Length” Purchase of Settlement Pharmaceuticals
Proof of the Ownership Transfer to you of the Settlement Pharmaceuticals
Proof of the Quality of your Settlement Pharmaceuticals
Proof of Delivery of the Settlement Pharmaceuticals to the Original Vendor.
Proof of Invoicing for return of the Coupon at the original value.
Proof of Acceptance of the Settlement Pharmaceuticals by the Original Vendor
Proof of Return of Coupon in Satisfaction of the Original Debt.

Items 7 and 8 are desired but not necessary if steps 1 to 6 can be proven. On the following
pages you will see specific examples of the documents identified above for an already completed
process. A description of each document and its importance is also included.
Summary and PGC Member Recommendation.
This process can seem daunting to the average donor. It is very complex and confusing to the
ordinary person. Because of this, PGC strongly recommends the process be accomplished by
an independent professional organization that employs legal professionals, bound by
professional codes of practice to properly represent the donor’s rights and obligations.
The only organization that has met the PGC criteria to date is Justice Trading Ltd. , acting
through the Escrow agent Doris Law Office in Ottawa.
All and any other organizations are welcomed to submit their data to PGC for review, however,
none have done so to date.

1.

Contract and Instructions from the Original RPGA program.

Each donor will have a copy of his/her own original participation contract. That contract is the
most important document that describes the debt settlement options. Some of the original
RPGAs have provided additional instructions. Below are typical instructions supplied by Relief
Lending Group to donors regarding the debt settlement process. Note that the letter is typically
undated and unsigned, but can be traced as authentic. These instructions are in general
agreement with the donor contracts, however, they have imposed some additional noncontractual conditions. Although it is not necessary for donors to meet anything more than what
is in their original contract, it is preferable to cooperate if possible.

2. Proof of your Independent Purchase of Settlement Pharmaceuticals.
Each donor should receive a confirmation of their order for Settlement Pharmaceuticals in a
format similar to the example below. The most important and critical point here is that the
supplier be an independent “arms length” supplier. The supplier used cannot be related in any
way to the original RPGA or have any influence exerted by the original RPGA. This includes any
kind of restriction or “authorization” from the RPGA, which would be interpreted as non-arms
length. A non-arms length vendor of Settlement Pharmaceuticals will certainly strengthen the
CRA argument for disallowing the original tax credit.
Please refer to Appendix 1 for information regarding the CRA position on the original RPGA
organization and their relationships. PGC has several independent legal opinions on this factor
and agrees with the CRA position with respect to the original RPGA structure.

Example of Independent Purchase Receipt

3. Proof of your Ownership of the Settlement Pharmaceuticals.
Each donor must be able to prove they have ownership of the Settlement Pharmaceuticals in
order to be able to compliantly transfer that ownership for the purposes of debt settlement. It is
not necessary for donors to take possession of the products, but proof of ownership is critical.

Example of Title Transfer

4. Proof of the Quality of the Settlement Pharmaceuticals.
Each donor is contractually bound to provide Settlement Pharmaceuticals that meet the
requirements of the original contract. It is necessary to provide proof of this compliance,
including shelf life remaining, from and independent and certified laboratory. A certificate of
compliance example is below:

5. Proof of Delivery of the Settlement Pharmaceuticals to the original Vendor.
Each donor must be able to provide evidence in an acceptable manner that he/she has
attempted/achieved delivery to the original vendor. Below are typical documents that
demonstrate proof of delivery.

6. Proof of Invoicing for Return of Original Coupon from Vendor.
Each donor must provide evidence that he/she has requested the return of the original coupon
from the original vendor for the purposes of debt settlement. The value of the invoice should
match the original value of the pharmaceuticals purchased. Below is an example:

APPENDIX 1
The Canada Revenue Agency (CRA) has taken the position that the original RPGA structure was
a “non-arms length” structure. When this is coupled with their position that the loan is a sham
loan and the debt is a non-full recourse debt, it gives the CRA a strong legal argument. It is
therefore critical to prove these positions incorrect in order to protect the original tax credit
achieved. This is done by settling the debt according to the options in the original contract, thus
proving that the loan is not a sham loan and was in fact a bona fide full recourse debt.
Secondly, the debt must be settled without any involvement whatsoever from the original RPGA
other than accepting the settlement pharmaceuticals and providing evidence of the debt
settlement.

Below are excerpts from the CRA audit findings for the 2009 RLG program. Other years and
programs are similar. Please note the inter-relationships of the parties. This is not a significant
problem for the original donors, however, it is a major problem for debt settlement.
Major Parties Involved

PGC concurs with the CRA on some but not all of their
position. It is obvious that a non-arms length
arrangement is necessary and PGC agrees with this
position. It is also obvious that evidence is required. The
CRA frequently asserts “there is no evidence to.........”
PGC concurs that evidence is required not only for the
CRA, but for the tax court of Canada.

