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Dealing with retained earnings

• Shareholders elect to retain earnings within corporation

• Surplus retained earnings = passive assets, moved to 
holding companies (Holco) to:

• preserve Qualified Eligible Small Business (QESB) 
status of Opco

• protect retained earnings of operating company 
(Opco) from potential liabilities

• have monies variously invested

Typical Scenario
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The Opportunity

• Large amounts of investable assets within corporations

• Life insurance provides viable opportunity to:

• convert assets to tax-free corporate estate benefits

• Provide tax-sheltering on surplus retained earnings

• Strategy provides advisor with opportunity to:

• Build on framework / familiarity with individual legacy 
builder strategies

• enter / better penetrate business market

• develop relationships with client’s other professional 
advisors (comptrollers, accountants and lawyers)
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Corporately-Owned
Cash-Value Life Insurance

• Provides an immediate and higher estate value than other 
investments

• Shelters growth from taxation on the funds invested

• Tax-free payout on death to the corporate owner

• Takes advantage of Capital Dividend Account for reduced 
taxation to the estate

• Enables access to cash for emergencies, business needs

• Helps alleviate increased active business taxation from 
small business limit clawback resulting from the new passive 
income tax rules

Corporate Legacy Builder

• Enable business owners to grow passive assets 
from corporate surplus on a tax-deferred basis

• Create a higher after-tax value of business for 
the estate or surviving shareholders

• Provide access to cash during lifetime for 
business needs

The Strategy
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How It Works

• Re-allocate or invest portion of retained 
earnings from passive assets into life insurance 
contract  

• Take advantage of tax-sheltered growth inside 
specially designed life insurance policy

• Tax-free payout on death to corporation 

• Take advantage of Capital Dividend Account

• Enhance value to heirs or favourite cause
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Target Market

• Client ages 50+

• Corporations with large 
retained earnings

• Holding companies

• Investment or 
Management companies

Dammed Up Corporate Surplus

Shareholder

Corporation

$500,000 “Trapped” Surplus

Taxable
DividendsDividend     $ 500,000

Tax @ 43%   215,000

Net                285,000

Shareholder

Case Study: Brad & Janet

• Brad and Janet, a healthy couple aged 60, non-
smokers

• Have $500,000 in their holding company in a fixed  
income portfolio with a forecast return of 3% 

• Want capital preservation for Next Generation

• Have various retirement income sources

• Therefore, do not need the income and wish to leave 
this investment to heirs of estate
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Recommendation

Set up a JLTD Estatemax policy on shareholders

• $1,000,000 initial face amount needed for estate liquidity,      
legacy and optimizing tax sheltering

• Look at two deposit streams for insurance premiums:

• 20-pay ($500,000/20 = $25,000 per year)

• 8-pay ($500,000/8 = $62,500 per year)

• Rate of return in illustration = current dividend scale of      
6.25%*

* As of July 1, 2018
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Corporate Legacy Builder Results

Client Ages/ Payment Initial CLB Benefit Equivalent
Life Expectancy Period Insurance $ Amount  % Pre-tax ROR

M&F 60 JLTD 20-pay 1,098,378 838,700 186% 11.21%
In: 30 Yrs 8-pay 1,239,815 1,281,537 253% 11.29%

 Results for $500,000 deposits into a Corporate Legacy Builder vs. 3% interest
 Assumes healthy non-smokers using Estatemax with enhanced dividend option
 Average top marginal tax rates across Canada
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Corporate Legacy Builder Results

Client Ages/ Payment Initial CLB Benefit Equivalent
Life Expectancy Period Insurance $ Amount  % Pre-tax ROR

M&F 60 JLTD 20-pay 1,098,378 838,700 186% 11.21%
In: 30 Yrs 8-pay 1,239,815 1,281,537 253% 11.29%

M&F 70 JLTD 20-pay 744,224 247,531 68% 9.82%
In: 20 Yrs 8-pay 835,309 511,787 124% 10.84%

M65 single 20-pay 626,526 191,121 52% 8.50%
In: 20 Yrs 8-pay 742,134 454,303 110% 10.15%

F71 single 20-pay 536,898 156,825 56% 10.22%
In: 16 Yrs 8-pay 781,295 255,233 67% 9.22%

 Results for $500,000 deposits into a Corporate Legacy Builder vs. 3% interest
 Assumes healthy non-smokers using Estatemax with enhanced dividend option
 Average top marginal tax rates across Canada
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Corporate Legacy Builder Results
(At Current minus 1%)

Client Ages/ Payment Initial CLB Benefit Equivalent
Life Expectancy Period Insurance $ Amount  % Pre-tax ROR

M&F 60 JLTD 20-pay 1,098,378 632,737 141% 9.76%
In: 30 Yrs 8-pay 1,239,815 938,524 185% 9.76%

M&F 70 JLTD 20-pay 744,224 248,137 68% 9.83%
In: 20 Yrs 8-pay 835,309 397,419 96% 9.45%

M65 single 20-pay 626,526 149,462 41% 7.46%
In: 20 Yrs 8-pay 742,134 345,866 84% 8.77%

F71 single 20-pay 536,898 158,962 57% 10.30%
In: 16 Yrs 8-pay 781,295 262,553 69% 9.37%

 Results for $500,000 deposits into a Corporate Legacy Builder vs. 3% interest
 Assumes healthy non-smokers using Estatemax with enhanced dividend option
 Average top marginal tax rates across Canada

Benefits of the Strategy

• Tax sheltered growth on corporate assets

• Tax effective mechanism to remove funds from company

• takes advantage of the Corporate Capital Dividend 
Account to pay tax-free capital dividends to 
shareholders

• use tax-free proceeds at death to replace assets 
donated to charity or leave a legacy for heirs and 
favourite causes

• Access to cash for emergencies

• Policy loans, (partial) surrender, collateral loans

Questions?
CORPORATE LEGACY BUILDER

•Past performance is no guarantee of future performance.

•

This presentation reflects the views of Empire Life as of the date presented. The information in this presentation is for 
general information purposes only and is not to be construed as providing legal, tax, financial or professional advice. 
The Empire Life Insurance Company assumes no responsibility for any reliance made on or misuse or omissions of 
the information contained in this presentation. Please seek professional advice before making any decision.

A description of the key features of the individual variable insurance contract is contained in the Information Folder for 
the product being considered. Any amount that is allocated to a Segregated Fund is invested at the risk of the 
contract owner and may increase or decrease in value.

Commissions, trailing commissions, management fees and expenses all may be associated with mutual fund 
investments. Please read the prospectus before investing. Mutual funds are not guaranteed, their values change 
frequently and past performance may not be repeated.

®/TM Registered trademark and trademark of The Empire Life Insurance Company.
Policies are issued by The Empire Life Insurance Company.

FOR ADVISOR USE ONLY.


