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► The Situation 
► You have an “interest” in a 2 private U.S. corporations that have retained 

earnings that are not needed to run either business 
► You have an “interest” in a Canadian Holding company, KTO, which owns 

~ 73 % of the two U.S. corporations 
► You are comfortable with using OPM (Other People’s Money) 
► Your Wife is 75 % shareholder of the Holding company, KTO and your 

son is 25 % shareholder 

► Potential Problems  

► If your wife passes on before your son and her shares are to go to 
your son then tax implications will apply.  

► If you are to receive her shares then that is money in your hands and 
any money coming into your hands is not ideal 



U
nl

oc
ki

ng
 C

or
po

ra
te

 S
ur

pl
us

 

► Your Concerns 
1. Tax on investment income 

► Canada Revenue Agency (CRA) taxes corporate investments which are not used 
to produce business income heavily (49.79%) 

2. Tax on removal of retained earnings 

► CRA taxes the dividends (31.34%) and salary (46.41%) you receive 

3. Tax on sale of shares 

► CRA deems one to have sold their shares at fair market value just before your 
death 

► CRA taxes the capital gains before your shares pass to your heirs (23.20%) 

► Your Goal: 

 You want to access “surplus” assets while minimizing taxes 
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“Trapped” 
Surplus 

Collateral 
Assignment 

Holding Company IRIS contract Insurance 
Company 

Qualified 
Investments 

The Steps 

1.  Op-Co pays dividend to Hold-Co., subject to a 5 % withholding tax. 

2.  Hold-Co. invests “trapped” proceeds into an IRIS universal life 
insurance contract 
•  pays the cost of the insurance 
•  makes additional deposits up to the limits the tax regulations allow, 

which creates collateral to secure an investment loan 

3.  Hold-Co. takes a corporate commercial loan of up to 96 % from the 
Insurance company using the insurance contract as the sole 
collateral 

4.  Hold-Co. reinvests the borrowed funds into investments that 
generate taxable income, which could include rent from your new 
office  

5.  Hold-Co. deducts the loan interest from its taxable income, rent 

6.  At death, the tax-free insurance proceeds repay the loan 

“Your” Company 



U
nl

oc
ki

ng
 C

or
po

ra
te

 S
ur

pl
us

 

9.0% 

11.0% 
leveraging increases 

investment returns 

by 3.0% after tax 

tax-deferred growth on 

loan collateral inside 

universal life contract 

cost of investment 

loan after tax savings 

► IRIS leveraging gives company positive 
cash flow from two tax benefits 

1.  Interest on loans for investment 
purposes is tax-deductible according to 
line 221 of one’s tax return 

2.  Loan collateral (IRIS Account) inside an 
IRIS universal life contract grows at 9% 
tax-free 

► Growth on IRIS Account creates 
collateral for additional loans 

loan spread is 
guaranteed at 2% 
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Investment Loan of up to 90 % 

► 10-year renewable 

► At 11% guaranteed for 10 
years 
►  tax deductible if reinvested in 

qualified investments including 
your business 

► 2% loan interest must be paid 
at beginning of contract year 
►  Remaining 9% may be refinanced  

with new loans at end of year 
or capitalized  increasing tax 
deductions 

► Loan advances at any time 
(up to four per year) 

► Repayable any time without 
penalty 

IRIS Account = to loan amount 

► 10-year renewable 

► Earns 9% guaranteed for 10 
years 
►  creates collateral for additional 

loans each year 

► 2% spread between IRIS 
Account rate and loan rate 
guaranteed for life 

► Payable tax-free at death 

► Always equal to the 
outstanding loan balance 
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1.  At death, the insurance company pays tax-free insurance proceeds 
(including the IRIS Account) to Holding company 
► Holding company’s Capital Dividend Account (CDA) is credited with the 

total death proceeds less the Adjusted Cost Basis of the insurance 
contract 

► The CDA allows the tax-free distribution of dividends which would 
otherwise be taxable 

2.  Holding company uses the tax-free insurance proceeds to 
i.  repay the Investment Loan 

►  equals the IRIS Account, which is part of the insurance proceeds 

iii.  distribute the remainder to your heirs through the CDA 

►  Repayment of the loan creates a residual CDA credit which allows 
Holding company to distribute other assets, or income tax-free 
► additional tax savings of 31.34% 
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► Enhance investment returns with the tax savings created by deductible 
loan interest 

► Directly own and control the investments made with the borrowed 
money 

► Loan fully secured at all times: IRIS Account = Investment Loan 

► Immune from interest rate fluctuations: 2% spread guaranteed for life 
► 9% growth in the IRIS Account allows additional loans 
► Exit strategies 

►  repay the investment loan at any time from 
►  the external investment or other investments (tax consequences) 
►  the IRIS Account (tax consequences) 

► pay the full 11% loan interest each year to stabilize the loan and match 
your income for interest deduction purposes 

►  **use the tax-free insurance death benefit to repay the loan** 

► Residual CDA credit for future tax-free distributions 
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Tax Deductibility 

► Hold-Co. requires sufficient ongoing 
taxable income to use the tax 
deductions, ie. rental income from 
investment property. 

► For tax deductibility of loan interest, 
invest the borrowed funds in 
investments which generate taxable 
income, including your business, 
rental income, etc. 

Approval of the Investment Loan 

► The investment loan has a 
separate approval process and 
financial criteria independent of 
the insurance contract 

► Hold-Co. assigns the insurance 
contract to the lender (the insurance 
company) as collateral security 

Investment Loan Mechanics 

► Pay 2% loan interest at the 
beginning of each year 

► Must pay the loan interest  

► The full amount of the loan and 
unpaid accrued interest must be 
repaid at death or default 

Insurance Coverage 

► Since the funds deposited are 
loaned back to Hold-Co., insurance 
charges must be paid to keep the 
insurance coverage in force, this 
generates the tax shelter ability 


