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Important Information

This presentation is provided to insurance professionals to provide information 
about insurance products, distribution or concepts.  This presentation is of a 
technical nature and assumes that the audience has a fundamental 
understanding of insurance and financial planning.  As such, this presentation is 
not intended for distribution to the public and is inappropriate for use with 
clients.

Client friendly presentations about the products or concepts described herein 
are available.

While every attempt has been made to ensure that the products and concepts 
described are current please be advised that this presentation is provided for 
information purposes only.  Manulife and it’s affiliates will not be bound to offer 
any product described herein.  You should not rely on the accuracy of any 
statement made in this presentation.  Manulife reserves the right to change or 
withdraw products and may also change administrative procedures including 
those related to underwriting, policy issue, policy administration or claims 
payment.
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Business Insurance Needs…straight forward

Simply … it’s a continuation of RISK MANAGEMENT
Business insurance needs are … straight forward

Buy-sell
Key person
Collateral



Collateral Insurance
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Collateral Insurance

Most business have financing
Operating line of credit
Business loan (equipment, building, inventory, materials)
Partner buy-out

Often need life insurance
Purchased through lender?
Consider independent insurance … here’s why



Business
Owned

Lending 
Institution

Death benefit Constant Usually decreasing

Who controls/owns the 
death benefit? Your business Lending Institution

What if you move or change 
lenders?

Insurance stays the 
same Insurance is cancelled

Can it be cancelled? Only by you Yes.  The bank or insurer 
can cancel at any time

What happens when your 
loan is paid off?

Coverage continues for 
other financial 

obligations
Insurance is cancelled

Can it be converted to other 
plans?

Yes.  If you want to 
change there is a wide 

variety of options 
available to you

No

Are you insuring your business loan for your lending 
institution… or for your business?



Collateral insurance

There’s another big reason to buy 
collateral insurance direct from an 
insurance company rather than 
through the lender…

TAX!



Deductibility of insurance premiums

Generally not deductible … except for collateral insurance
Conditions:

Collaterally assigned 
Lender is a ‘restricted financial institution’ (RFI)
Interest on loan deductible (income producing purposes, etc.)
Insurance condition of loan … required

Borrower and policy owner same
Premium/NCPI, whichever less (Proportional – death benefit 
to loan outstanding)



Capital Dividend Account (CDA)

Notional account for private 
corporations in Canada (CCPCs)
Allows for tax integration

Tax free amounts received by 
corporation flow tax-free to 
shareholder

Credit to CDA equals proceeds of life 
insurance minus policy’s adjusted 
cost basis



Capital Dividend Account

CRA’s Practice:
Credit to the Capital Dividend Account is dependent upon 
the corporation being the beneficiary under the insurance 
policy.
This is not the case for creditor life insurance offered 
through financial institutions.

Note that in a 2008 out of court settlement (Motivel), the CRA allowed creditor 
insurance to result in a credit to the CDA.  At the APFF Conference (October 
2008), CRA indicated that the settlement in Motivel was case specific and 
would not change its practice.

A recent Tax Court decision (Innovative Installation) allowed a capital 
dividend account credit to a debtor corporation for creditor insurance under 
which the debtor paid premiums to a lender and the lender was the owner 
and beneficiary of a policy issued by Sun Life. CRA is attempting an appeal.



Creditor InsuranceCreditor Insurance

Shareholders

Premiums

CRA

Bank
Life Insurance 

Policy (from lender)

Business  Loan

Stage 1: During LifeStage 1: During Life

Stage 2: Death of a ShareholderStage 2: Death of a Shareholder

Remaining 
Shareholder CRA

Bank

Life Insurance 
Policy (from lender)

Business Loan 
Repaid

Life Insurance 
Proceeds

OPCO

OPCO

CDA 
Credit?

?

Tax Savings on  
Dividends??



Business Owned InsuranceBusiness Owned Insurance

Shareholders

Annual Tax Savings 
from deduction

CRA

Bank

Life Insurance Policy
(from a life insurance co.)

Business  Loan

Collateral 

Assignment 
(required)

Stage 1: During LifeStage 1: During Life

Stage 2: Death of a ShareholderStage 2: Death of a Shareholder

Remaining 
Shareholder

CRA

Bank

Life Insurance Policy Business Loan 
Repaid

Life Insurance Proceeds

Tax Savings on  
Dividends

CDA Credit

OPCO

OPCO



Case study

John owns a manufacturing business
He borrows $500,000 to fund a 

building purchase
Loan is to be repaid over 15 years
He has two options for insuring his 

loan:
Purchase creditor insurance through 
the bank, or
Purchase corporate owned Term

Male, age 45, non-smoker (HS3)



Most creditor life policies decline with the 
loan balance

Based on a loan at 7% with monthly payments and a 15 year amortization
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Insurance through an 
insurance company

Insurance through a 
bank

Initial Loan amount $500,000 $500,000

Approximate outstanding 
loan balance at year 9 $300,000 $300,000

Death benefit $500,000 $300,000

Loan outstanding after 
death $0 $0

Cash available for other uses $200,000 $0

Credit to CDA* $500,000 $300,000?

TAX SAVINGS (@31%) $155,000 $93,000?

Collateral insurance and the CDA

Assumes that insurance policy’s ACB is zero.  Based on CRA’s current practice.



And… BusinessTerm is often less expensive initially… 
and about the same over time…

Bank insurance rates for demonstration purposes only.  Refer to contract for detials, limitations, etc. As at October, 2008.

BusinessTerm level coverage compared to decreasing creditor coverage
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NPV @ 3%:  $18,186 vs. $19,823



If the creditor coverage is level death benefit, 
BusinessTerm is much less…

Bank insurance rates for demonstration purposes only.  Refer to contract for detials, limitations, etc. As at October, 2008.

BusinessTerm level coverage compared to level creditor coverage
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Key Person Insurance Needs



Key-person coverage

Who? 
Special skill/knowledge/contacts (could be an owner)
Absentee owner - key person operates business

Why?
Search and Hire a replacement
Meet payroll
Continue expenses
Cover temporary gap in sales
Float



Key-person coverage

Immediate consequences: 
Business disruption/competitor
Client reaction
Staff reaction
Creditor reaction



Key-person coverage

If people are one of a your greatest assets … protect 
your asset!!



Key-person coverage

How much is enough?

RULE OF THUMB
Key person coverage amount: 

5 – 10 times income



Buy-sell Funding or Business Succession



Who should think about it

Everyone in a business will eventually be taken out of 
that business

34% of independent business owners intend to exit 
ownership or transfer control of their business within 5 
years*

66% within the next 10 years*

Buy-sell provisions in shareholders’ agreements deal 
with the universal problem of extracting business 
owners from their businesses

* Source: Canadian Federation of Independent Business, October 2006



Who should think about it

Incorporated businesses or partnerships

Family business or one with unrelated shareholders/ 
partners



The Market

Many businesses do not have a plan or an agreement to 
implement it

Some have agreements that are never signed

Some have signed agreements that are unfunded or 
under-funded

Even fewer have a funded, signed agreement



The Market

Only 10% of small to medium sized enterprises have a 
formal plan to sell, transfer or wind down*

38% is informal (not in writing)*

52% have nothing*

* Source: Canadian Federation of Independent Business, October 2006



The Market

Males age 45
23% will die before age 70
14% will die before age 65

If we have 10 business owner’s …
2 will die before age 70
Which ones?
Are you willing to take that chance with your business, and 
your family?

Statistics Canada 1995-1997 Mortality Rates















The Needs, The Solutions

The needs:
Collateral
Key-person
Buy-sell

The solutions:
Term insurance
Term-to-100
Universal Life
Whole Life



Which solution is best?  Term or Permanent?

Term
Great for short term needs
Less expensive initially
Will expire at age 75 or age 80

Permanent (universal life or whole life)
Costs a bit more initially
Less expensive over the long term
Offers some unique tax sheltering opportunities



Corporate Taxation 101 – 
Good News and Bad News

Two types of income in a corporation
Active – income from what your corporation does or makes
Passive – income from investments

Corporation pays it’s own taxes
Preferred rate on active net income

— 16.5% up to $500,000 of net income 
— Good News!

Passive income is automatically taxed at the highest rate 
48.7%

— Bad News!



Is there a better way ?

What about a strategy that:
- offers tax deferred growth AND
- tax preferred access (maybe even tax free) AND
- tax free proceeds to Estate 

- Corporate Insured Retirement Program



Structure - Corporate Borrowing

I.  Accumulation Phase

Exempt
Life
Insurance

share
ownership

Corporation

Deposits $

CORPORATE
INSURED RETIREMENT PROGRAM



Structure - Corporate Borrowing

II.  Access Phase

Exempt
Life
Insurance

Corporation

1. Collateral
assignment

CORPORATE
INSURED RETIREMENT PROGRAM

2. Loan  $

3. Pay $



Structure - Corporate Borrowing
III.  Settlement Phase

Estate

2.  Death benefit

3.  Capital dividend
(tax-free) to    

Corporation

CORPORATE
INSURED RETIREMENT PROGRAM

1. Loan 
repayment

Surviving 
Shareholders

or



Meet Joe Builder

Joe Builder was 49 years old
He and wife established a Holding company that owned the shares 
of Buildco
Wanted 1 million of insurance coverage for key person / income 
replacement / collateral insurance coverage

Joe was the business
Needed capital on his death to pay off creditors, make sure his family’s 
standard of living did not suffer

Ran a very successful business
Had accumulated about $650,000 in his Holdco
Money was conservatively invested
Paying 48.7% on all the growth on those investments

Looking to reduce tax today, and for tax efficient way of getting 
money out of the company down the road.



How much is a dollar worth ?

“I have a successful business that has lots of cash 
inside it.  How do I get that money into my pocket ?”

If you have $1 in your corporation, what is it actually worth to you?

$0.69

You have to pay dividend tax (31%) to get it into your hands.



Joe Builder’s plan

Decided to transfer 650K into a tax exempt insurance 
policy owned by Holdco

65K per year for 10 years

Wanted income at age 65 to supplement retirement







Summary – Corporate IRP

Deposit $650,000

Net After Tax Income $787,101 (from ages 65 – 85)

Net Estate $1,248,900 Tax Free

Additional CDA credit available
Total death benefit $2,969,162
Total CDA credit $2,969,162
Outstanding Loan $1,720,262
CDA used for insurance proceeds $1,248,900
Remaining CDA $1,720,262



How does this compare ?

Taxable
Investment

Corporate Insured 
Retirement Program

After tax Income $787,101 $787,101

Net Estate $212,712 $1,248,900



Corporate Insured Retirement Program

This financial planning strategy is designed to meet your need 
for life insurance protection today and allow access to tax- 
advantaged cash in the future. 

Do you need insurance protection?
Do you have corporate funds to invest?
Are you looking for additional tax shelter strategies?
Are you looking for ways to extract cash out of your 
company?
Are you receptive to long term strategies?
Are you not averse to debt?

This strategy might work for you!



Questions ?
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