Using life insurance to unlock trapped assets

If you’ve worked hard to build up a successful business, you certainly don’t want to lose the company’s
assets to corporate and estate taxes, but without adequate planning that is what may happen. However,
there is a powerful financial strategy available that can help you maximize the value of your company’s
assets, and transfer them to the next generation with a minimum of taxation.

The tax trap

Here’s the situation: you have investment assets inside a holding company that you do not anticipate
needing during your lifetime. These assets are simply being invested, and will eventually be funneled out
of the corporation and passed on to your heirs.

However, there’s a “tax trap” to consider. The growth of your corporately-owned investments is taxed at
an even higher rate than if you owned the investments personally. However, if you take the money out of
the corporation, it will be taxed again, most likely as a personal dividend. Finally, your company’s
investment assets could be taxable in the hands of your heirs, significantly diminishing the value of your
estate.

Fortunately, there is a way to unlock these trapped assets and minimize the tax liability, all through the
use of life insurance.

Here’s how it works

This strategy begins by using the assets in your holding company to purchase a tax-exempt life insurance
policy in the name of the holding company. Your life is insured by the policy, and your holding company
is the beneficiary that will receive a tax-free death benefit when you pass away.

There are several benefits to this strategy. First, in addition to the life insurance premiums your holding
company pays into the policy, you can deposit excess funds which may be invested either by you in a
variety of investment options — ranging from guaranteed deposits to equity-based funds and complete
asset allocation portfolios — or by professional money managers, much like within a mutual fund. These
investments are allowed to grow on a tax-deferred basis, which can maximize the growth of the assets.

When you pass away, the holding company receives the tax-free death benefit, and some or all of it may
be passed to your heirs as a tax-free capital dividend.

The bottom line

In the end, this strategy can maximize the growth of your company’s assets, and help you pass them to the
next generation with as little tax as possible. In fact, the net value of your estate could more than double
compared to simply continuing to own taxable investments within your holding company.
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A ScotiaMcLeod advisor has the knowledge, resources, and team of experts to help you structure an

insurance-based strategy that efficiently builds, preserves, and transfers your hard-earned wealth to your
loved ones.

All insurance products are sold through ScotiaMcLeod Financial Services* companies. ScotiaMcLeod Financial Services companies are the insurance subsidiaries of
Scotia Capital Inc., a member of the Scotiabank Group. When discussing life insurance products, ScotiaMcLeod advisors are acting as Life Underwriters (Financial
Security Advisors in Quebec) representing ScotiaMcLeod Financial Services.

*ScotiaMcLeod Financial Services includes: ScotiaMcLeod Financial Services (Ontario) Inc., ScotiaMcLeod Financial Services (Quebec) Inc.,

This publication has been prepared by ScotiaMcLeod, a division of Scotia Capital Inc.(SCI), a member of CIPF. This publication is intended as a general source of
information and should not be considered as personal investment, tax or pension advice. We are not tax advisors and we recommend that individuals consult with their
professional tax advisor before taking any action based upon the information found in this publication. This publication and all the information, opinions and
conclusions contained in it are protected by copyright. This report may not be reproduced in whole or in part, or referred to in any manner whatsoever, nor may the
information, opinions, and conclusions contained in it be referred to without in each case the prior express consent of SCI. Scotiabank Group refers to The Bank of
Nova Scotia and its domestic subsidiaries. ™ Trademarks of The Bank of Nova Scotia.
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