
Your business. Your clients.  
Real solutions.

Use tax-sheltered earnings to pay for your  
life insurance with the Insurance Funding Strategy
Your estate needs significantly more liquidity at your death and permanent life insurance  
has been selected as the best method to provide it.  

For select clients, the Insurance Funding Strategy can provide substantial cost savings versus the  
regular method of paying for the policy. This strategy will be of interest to individuals who have 
significant personal or business income that is taxed at the highest marginal rate and expect to  
maintain this level of taxable income for life.

How it works
When you purchase the policy, you over-fund it in the early years.

Growth on the over-funded amount in the policy (at 8 per cent) is exempt from accrual taxation. 

You immediately borrow from the policy (at 10 per cent) and invest it to earn income.

The interest costs for the loan are tax-deductible (at your marginal tax rate, e.g. 45 per cent),  
providing they meet the requirements of the Income Tax Act.

This results in a lower net out-of-pocket cost.
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Why it works

1 The “Tax recovery” amount assumes the full amount of the policy loan interest creates a tax deduction at a 45% marginal tax rate.

Loan collateral  
fund interest Loan Interest Tax recovery1 Net return added to return on funds 

invested in portfolio or business

8.0% less 10.0% plus 4.5% equals 2.5%

Your benefits
Reduced after tax  
insurance costs (see graph)

Increased estate  
value (through your  
insurance purchase) 

Solid long-term  
yield (8%) on funds in  
the loan collateral account

Key features
Control – You’re in charge of all borrowing decisions.

Risk management – The loan and deposit rate are guaranteed for the life of the policy.

It’s not subject to credit application or approval and is not callable.

Policy loans don’t affect ratios for any other bank financing.

Flexibility – The strategy may be settled at any time without penalty.

The result
You could save a significant amount on your insurance costs! 

Start today
Pre-tax interest earned inside an exempt life insurance policy can pay for your insurance instead of 
using after-tax income. You may also be able to recover most of the capital used to fund the insurance 
through a series of policy loans. Provided you meet all the requirements, you may be able to deduct the 
loan interest against your income, further lowering the out-of-pocket cost of the needed life insurance. 
Please consult your professional tax advisor to confirm how this funding strategy can benefit you.
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