The Role of Insurance in Tax Planning
Insurance has typically been used to protect against the risk of future financial loss. However, more and
more, innovative insurance solutions are being used to safeguard the value of investors’ assets in a taxefficient manner.

Creating a Tax-Free Wealth Transfer
Once you have a financial plan that ensures your capital will generate sufficient income and address your
needs, you may want to consider shifting a portion of your assets to a tax-exempt environment. With a
tax-exempt insurance policy, you can maximize the value of your estate and the value of your assets at
death since the assets accumulate within a contract, free of annual accrual taxation. Part of the policy
premium will pay for the cost of the insurance and the rest will be invested, allowing the policy’s ultimate
benefit to grow through the years. Tax-exempt life insurance shares certain characteristics with other
types of investments, however no other asset allows for all of the following:
• tax-deferred growth, much like within your registered pool of capital
• potential for tax-free income during retirement
• tax-free distribution on death

Protecting Assets Against Taxation
If you’ve worked hard to build your investment portfolio, it is worth protecting it from the eroding effects
of taxation. This is especially critical for registered investments like RRSPs and RRIFs that become fully
taxable on the death of a surviving spouse. Taxation concerns extend beyond your retirement assets to
other investments or valuables such as the family cottage that may be subject to capital gains tax.
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Generating Tax-Preferred Income
Creating an insured retirement strategy
An insured retirement strategy can help you meet the need for both supplemental retirement income and
estate liquidity in a tax effective way. By allocating excess capital or income into a tax-exempt insurance
structure a number of years ahead of retirement, you allow the investment component to grow over time
into a large pool of capital, better known as the policy’s cash value. At retirement, up to 90% of this cash
value can be pledged to a bank in exchange for a series of loans. As loans, the corresponding retirement
income created is not considered taxable income.
This approach is also a consideration for small corporations. Shareholders can use the tax-free loan
proceeds against the cash value of a corporate-owned policy to supplement their retirement income.

Securing a guaranteed income stream
Life annuities can be very useful in providing a guaranteed, lifetime, tax-preferred income. An annuity is
the opposite of life insurance: instead of paying an insurer small annual amounts in return for a large
amount on death, you give the insurer a large amount up front and receive small annual amounts every
year until death. Each payment is a blend of interest and a return of your original capital, of which only
the interest portion is taxable.
If guaranteed income is a requirement as well as maintaining your estate, this can be accomplished by
insuring your original annuity deposit. The net income from this strategy is often much higher than the
net income from a GIC or bond, even with the cost of the insurance.
This strategy can be considered if you own shares in a small corporation.
The concept is the same: a higher net income for the shareholder than a traditional fixed income
investment through the purchase of an annuity. However, an added benefit is derived from the corporation
receiving the insurance proceeds at death, which allows for a greater amount of corporate wealth to be
paid out of the corporation free of tax. Additionally, the corporation reduces the value of the shares,
thereby reducing or potentially eliminating capital gains tax that might otherwise be owing on the value of
the shares.

Minimizing Tax on Corporate Assets
A tax-exempt life insurance policy can be employed as a strategy to move surplus assets or retained
earnings out of a corporation on a tax-preferred basis, significantly enhancing the value of corporate
assets that are passed on to beneficiaries. This is well worth considering since annual growth on
investment income inside a corporation is taxable at a higher rate than if owned personally. And when
money is taken out of the corporation, it will be taxed again, most likely as a personal dividend, thereby
creating double taxation.
The strategy involves shifting redundant corporate assets from a taxable portfolio to a tax-exempt life
insurance policy. The proceeds of the combined death benefit and tax-deferred growth within the policy
are paid to the corporation at death. This creates the ability to channel funds from the company to the
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shareholder’s estate without tax; an opportunity not readily available with taxable investments. The
mechanism for this asset flow is an account that permits Canadian controlled private corporations to pay
out tax-free capital dividends.

Minimizing Tax through Charitable Giving
The gift of life insurance can be effective in providing a practical and affordable way to make sizeable
charitable gifts to your favorite charities or private foundation. Not only will life insurance help increase
the size of your gift, in most cases it will provide significant tax benefits.
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