
The individual investment shelter
Overview
Effective integration of estate and retirement planning is essential for individuals whose primary objectives are to live well during their 
retirement years and maximize the net value of the remaining assets in their estate. Unfortunately, these goals face significant obstacles. During 
a lifetime, taxes eat away income generated by investments. After death, there is additional tax on the deemed disposition of many of the 
remaining investments, and estate settlement costs. Is there a better way?

When a need for insurance has been established, an exempt life insurance policy offers a powerful tool to achieve these goals and, in addition, 
provide some attractive living benefits when the circumstances are favourable. The individual investment shelter (IIS) strategy uses an exempt 
life insurance policy to increase the after-tax estate value of a non-registered investment portfolio. It is simple, relatively low cost and effective. 
Here’s why it is needed and how it works.
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Taxable investments 
Individuals who are disciplined savers often meet their retirement objectives through the money invested in their pension programs, rrSPs and TfSAs. 
However, many people also accumulate funds in a non-registered investment portfolio. Although these extra assets often provide financial security and 
peace of mind, they may not be effective vehicles to transfer wealth to beneficiaries after death.

Investment income is subject to income tax during accumulation and at death. During retirement, even if clients reinvest the income from their non-
registered investment portfolios, that investment income is taxed and can trigger a full or partial clawback of old Age Security (oAS) benefits. As a 
result, because they were successful at saving, clients send more money to the tax authorities during retirement. At the same time, this process slows the 
growth of their investments and deprives their estate of significant value. 

finally, as this money is usually invested in mutual funds, bonds, guaranteed investment certificates (GIcs), stocks and other securities, there is no 
protection against seizure by any present or future creditors. 

The taxation challenge 
During a lifetime, except for unrealized capital gains, there is no tax deferral on income generated by most investments. Thus, interest payments and 
accruals on bonds and GIcs are fully taxable annually, at the owner’s marginal tax rate. Income-splitting opportunities between spouses are limited, and 
restricted to qualifying pension income. The same is true for dividend income, although more advantageous tax rates are available on dividends that take 
into account the tax that the issuing corporation is assumed to have paid.

capital gains are taxed when there is a real or deemed disposition of capital property, such as the sale of company shares. but only half of the capital 
gain is brought into income; the other half is tax-free. Tax is deferred on unrealized capital gains. but tax deferral is not assured since most investors will 
experience some degree of portfolio turnover and occasional dispositions to maintain their portfolio’s particular asset allocation.

mutual funds are also subject to taxation. The taxation of a mutual fund depends on the type of investment income generated by the fund, the structure 
of the fund as a mutual fund corporation or a mutual fund trust, and the distributions that occur during the 
investor’s taxation year. 

As a result, during his or her lifetime, the investor bears a growing tax burden as non-registered assets accumulate 
with little or no tax deferral. This annual tax burden limits the growth of the assets and therefore the estate value. 
Ultimately, half of any deferred capital gains will finally be taxed at the death of the owner or his or her spouse.

August, 2011



Estate settlement costs 
In addition to the deceased’s final tax bill, miscellaneous professional and government fees related to the estate settlement and the payment of the 
debts and other liabilities of the deceased will reduce the residual value of the estate.

Depending on the province, many estates must be probated. In ontario, the estate administration tax is 0.5 per cent on the first $50,000 of the pre-
tax estate value and 1.5 per cent on every dollar of value in excess. for estates over $50,000, british columbia charges probate fees of $385 on the first 
$50,000 and 1.4 per cent on the excess1. A $500,000 portfolio is subject to probate fees of $7,000 in ontario and $6,685 in british columbia. Though the 
cost is not a large percentage of assets, there is a delay before the assets can be distributed to the heirs. All the while, the assets are exposed to the 
claims of creditors of the deceased.

The life insurance advantage
The IIS strategy offers many significant advantages over taxable investments for creating an estate. In this strategy, the individual uses excess cash flow, 
or excess assets to fund premiums for a participating life insurance policy or to fund deposits to a maximum funded universal life insurance policy. 

Depending on a client’s investment objectives, comfort with managing investment funds and risk tolerance, either participating or universal life insurance 
policies can be used with this strategy. In either case, there is no tax payable on the growth of the policy’s cash value as long as it remains in the policy. 

on death, the estate or the beneficiary receives the entire death benefit tax-free. Any amounts payable directly to the beneficiary do not pass through 
the estate and therefore do not trigger settlement costs or delays. The result: a much larger amount can be passed to beneficiaries, and with a shorter 
delay, as compared to using taxable investments.

Examples:
louis and marie are 63 and 60 years old. They are fortunate to have saved enough money to finance their income requirements during retirement and are 
now focusing on creating an estate that they can leave to their children. They propose contributing $46,423 a year for 12 years for this purpose.

The examples assume an investment mix of 40 per cent bonds and 60 per cent equities, with an annual portfolio turnover of 25 per cent and a weighted 
return of 5 per cent.

The comparisons assume that the estate will be distributed after the death of the younger spouse, marie, at age 80, 85 or 90, and that the non-IIS value 
is reduced by estate settlement costs of 5 per cent of the first $50,000 plus 2 per cent of the remainder.2 

These are the results if louis and marie purchase a $750,000 joint last-to-die Sun Par Protector policy, paying a total premium of $46,423, which includes 
$28,183 for the base premium and $18,240 for the plus premium benefit. After 12 years, louis and marie may be able to elect premium offset3. 

Estate benefit at:
Age 80 Age 85 Age 90

IIS strategy  $1,977,526  $2,235,186  $2,498,860

Taxable investments  $964,685  $1,143,934  $1,356,440

IIS advantage ($)  $1,012,841  $1,091,252  $1,142,420

IIS advantage (%)  105.0%  95.4%  84.2%

Here are the results if the IIS strategy uses a joint-last-to-die SunUniversal life policy, also funding it with $46,423 a year for 12 years:

Estate benefit at:

Age 80 Age 85 Age 90

IIS strategy  $1,724,697  $1,955,257  $2,253,877

Taxable investments  $964,685  $1,143,934  $1,356,440

IIS advantage ($)  $760,012  $811,323  $897,437

IIS advantage (%)  78.8%  70.9%  66.2%

1 See our technical reference paper Probate minimization strategies by Glenn Davis at www.sunlife.ca/advisor.
2 The Sun Universal life policy uses the bonus option and assumes a 5 per cent rate of return. 
3 Premium offset is an administrative feature (not a contractual right under the policy) that may allow a policyholder to use dividends and accumulated value within the 

policy to help pay future premiums if certain conditions are met. The premium offset date is not guaranteed. It may occur sooner or later, or not at all, depending on 
future dividend scale changes. If and when the policy goes on premium offset, at some point the policyholder may have to resume out-of-pocket premium payments.



How the IIS strategy works
The IIS strategy is based on the opportunity for an individual to invest excess capital or income destined for his or her estate in a participating or 
universal life insurance policy. In either case, the growth of the policy’s cash value is sheltered from the annual tax that would otherwise be payable if it 
was included in the income of the individual.

Planning considerations
The IIS strategy is ideal for clients with extra investments that create an additional annual tax burden, or for clients with extra annual cash flow to invest. 
These clients are ready to shift their focus from retirement planning to estate planning. They realize they have saved enough to maintain a good income 
flow for their remaining lifetime, with some extra assets to leave to their beneficiaries. As well, they are often interested in maximizing the net value they 
will transfer to their children, grandchildren or other beneficiaries.

An ideal estate plan uses life insurance to pay for the miscellaneous debts that will occur at death, particularly taxes payable on the deemed disposition 
of the capital property, probate fees and estate settlement fees. This maintains the value of the family assets to be transferred to the next generation. 

The return generated from payment of the life insurance tax-free death benefit compared to the premium is normally attractive in this situation, and astute 
clients usually have such protection in their portfolio. The return can be even greater when the family situation allows buying a joint last-to-die life insurance 
policy on the lives of both spouses, to take advantage of the lower premiums and the tax-free rollover of assets to the surviving spouse at the first death.

Additional benefits
The IIS strategy is attractive even if there is no significant tax bill expected on the last death. Another possible advantage of the IIS strategy is its ability 
to decrease or prevent the clawback of the old Age Security benefit.

The oAS benefit is reduced as a couple’s annual taxable income increases. As this creates an additional indirect tax burden, it reduces the retirement 
income of the family and may erode the value of the family estate. The tax-preferred growth in a participating or universal life insurance policy does not 
count as income for purposes of the oAS benefit calculation. To the extent that the IIS strategy reduces the oAS clawback, its benefits may be greater 
than the direct value it creates in an estate that can pass to beneficiaries. 

In addition to being tax-wise, this strategy allows for some other interesting benefits, such as the potential protection of the accumulated cash value 
against creditors of the policy owner during his or her lifetime and after death. Thus, the designation of a family member as a beneficiary on the life 
insurance contract may help to obtain such protection if done correctly.4

When a beneficiary designation other than the estate is in place, the death benefit is paid directly to the beneficiaries and does not flow through the 
estate. As a result, the death benefit cash flow is protected against the creditors of the estate too. As the death benefit is not part of the estate, it is not 
subject to probate fees if applicable. 

How does the strategy work best?
The IIS strategy can contribute to an effective estate plan if properly implemented. A participating life insurance policy with a plus premium benefit is 
a powerful planning tool. Here’s why. A participating policy takes maximum advantage of tax deferral on cash value growth. This provides a long-term 
advantage, especially over fixed income investments where interest is taxed every year at the top rate.

However, it could be less of an advantage if the comparison is against equities, which may qualify for tax advantages such as the dividend tax credit, 
deferred recognition of a capital gain until it is realized, and inclusion of only 50 per cent of the gain in taxable income. 

Additional premiums paid under the plus premium benefit increase the amount of paid-up additional insurance purchased, resulting in a more rapid 
accumulation of paid-up additional insurance and the cash value associated with it.

by adding the long-term advantage of maximum plus premium benefit payments and increasing the death benefit that becomes payable, the overall 
policy can extend the benefits of the IIS strategy over taxable investments in virtually any imaginable scenario.

The IIS strategy is equally advantageous when implemented with a maximum funded universal life policy, which also takes maximum advantage of tax 
deferral on cash value growth. maximum funding also realizes the full benefits of the policy itself, such as the investment bonus and cost of insurance 
discount option in SunUniversallife. 

of course, the effectiveness of the strategy depends upon many variables, starting with the client’s investor profile. At a younger age, the strategy may 
be more effective against bonds and less effective against stocks unless a high portfolio turnover reduces the tax deferral on unrealized capital gains. If 
the client has a balanced portfolio of both stocks and fixed income products, it may be best to keep the stocks, and consider only the bonds or GIcs as 
surplus assets that may be redeemed to fund an IIS strategy.

The choice of insurance contract may also provide a better rate of return, for example, in situations where a joint last-to-die contract could be put in 
place to reduce premiums.

4 In the common law provinces, the beneficiary has to be a spouse, child, grandchild or parent of the life insured or an irrevocable beneficiary. In Quebec, the required 
family relationship is with the policyholder, not the life insured, and is extended to include all “descendants” or “ascendants”, e.g., grandparents. Protection is not absolute. 
In particular attempts to defeat the claims of existing creditors by moving assets into a life insurance policy may not succeed.



What if the client needs the money in the insurance?
Although the IIS strategy primarily uses surplus income or assets to fund the insurance policy deposits, circumstances may change and the client may 
need access to the money after all.

It’s always possible for the policy owner to access the savings in their insurance during their lifetime, if cash value has accumulated in the policy. This 
could be done through a policy withdrawal or a policy loan or by using life insurance leveraging techniques5. While leveraging life insurance could 
provide non-taxable access to the policy’s fund value, the two other methods - withdrawal and policy loan - could trigger taxation on the policy gain6. 
In some cases, the tax burden on such withdrawals may outweigh the advantages of the tax-deferred accumulation within the policy. The net amount 
available to the policy owner could therefore be less than if they had kept their money in taxable investments.

To avoid this outcome, the IIS strategy should be funded only with non-registered money the client is quite sure they will not need during their lifetime. 
And this can only be determined through careful retirement planning.

Conclusion
Is the IIS strategy a better way to invest non-registered income or assets destined for the estate? It could be. Effective planning requires the combination 
of a reliable retirement plan, a thorough estate plan and the IIS. The result of this combination can be an effective use of surplus income or investable 
assets available during the client’s lifetime in a way that maximizes the estate value. 

furthermore, it allows the client to reduce the tax payable during his or her lifetime while maximizing pension benefits and decreasing the tax payable by 
the estate. In addition, it helps to reduce estate settlement costs and potentially provides protection against the seizure of assets by creditors, when this 
issue is of concern. The individual investment shelter strategy may be the solution to improve your client’s estate plan and leave a significant legacy. 

Every effort has been made to ensure the accuracy and currency of the information provided, but any examples presented in this article are for 
illustration purposes only. 

No one should act upon these examples or information without a thorough examination of the tax and legal situation with their own professional 
advisors, after the facts of the specific case are considered.
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5 for more details on the effectiveness of IIS compared to taxable investments, refer to the individual investment shelter case study brochure at www.sunlife.ca/advisor or 
the individual investment shelter advisor education seminar, which is available from your Sun life financial regional Sales Director.

5 on the various ways to access cash value during lifetime, see our Advisor’s guide to leveraging a life insurance policy, or our reference paper Leveraging life insurance: 
Key elements and risks. you can see both at our advisor website at www.sunlife.ca/advisor.

6 The amount of a policy withdrawal that is taxable would be proportional to the ratio at which the total cash surrender value would be taxable on surrender. Policy loans 
can be taken for amounts up to the policy’s adjusted cost basis (Acb) without tax consequences. 


