BMO Nesbitt Burns

New rules put the squeeze on the CDA

With upcoming 2017 legislative changes potentially increasing the tax burden of business
owners, your window for taking action is closing.
For business owners, there are many reasons why
the corporation might own life insurance, including:
• funding a buy-sell shareholders’ agreement
• to help offset the economic loss the company
may incur on the death of a key employee
• to provide funds for the owner’s family to pay
any estate debts or taxes owing
• to provide funds as a death benefit for the
insured’s widow(er)
• to help secure any loans or lines of credit with the bank
While some of these benefits are available through personallyowned life insurance, there can be significant savings when
the premiums are paid by a corporation. This is because the
corporation might be eligible for a tax rate that is dramatically
lower than the corporation owner’s personal marginal tax rate.

Let’s take a look
A business owner in the highest marginal tax bracket in
Ontario, 53.3% for 2016, would need to earn $2.14 for every
$1.00 of insurance premium. His/her corporation, which is
eligible for the small business tax rate (in Ontario) of 15%,
would only need $1.18 for each $1.00 of premium. This
additional $1.04 can be retained in the business as working
capital or even invested wherever the business owner
determines he/she can achieve the best return.

The Capital Dividend Account advantage
One significant benefit enjoyed by the owners of a CanadianControlled Private Corporation (CCPC) is the Capital Dividend
Account (CDA), a notional account that appears on the
company’s financial statements. Any balance in the CDA can be
paid out to shareholders as a capital dividend, and therefore be
exempt from tax. Items that can be credited to the CDA include
the tax-free amounts from the sale of eligible capital property,
the non-taxable portion of capital gains, any capital dividends
received from other CCPCs or trusts resident in Canada, and any
life insurance death benefit, subject to a specific calculation.

Impact of upcoming legistative changes
on the CDA
The upcoming legislative changes that come into effect on
January 1, 2017 will impact that calculation. The amount that
can be credited to the CDA is the death benefit received less
the Adjusted Cost Basis (ACB) of the policy. Any remaining
balance, if paid out, would be a taxable dividend. Currently,
the formula for the calculation of the ACB is partially based on
an older mortality table – the calculation results in a decrease
in the ACB over time, thereby increasing the amount of the
death benefit that can be credited to the CDA. With the new
legislation, the insurance companies will be using a more
recent mortality table, which results in the decrease in the ACB
over a longer time period. This can mean that a smaller portion
of the death benefit proceeds can be credited to the CDA and
paid out as a tax-free dividend. A larger amount, if paid out,
would be a taxable dividend, when compared to the same
policy if issued prior to January 1, 2017.
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How the Capital Dividend Account balance is calculated
Tax-free amounts from sale of
eligible capital property

Net non-taxable portion of
capital gains

Capital
Dividend
Account

Life insurance death benefit
less ACB of the policy

Capital dividend
to surviving shareholders
or the estate

Capital dividends received
from other CCPC or trusts

Example of the impact of the changes on the
Adjusted Cost Basis (ACB)
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The bottom line
Policies that are issued on or after January 1, 2017 will be
subject to these new rules. Policies issued before then will be
considered “grandfathered” and can still enjoy the maximum
CDA benefit under the “old” rules. However, even policies that
are issued prior to this date can lose their “grandfathered”
status under certain conditions.
For more information on the Capital Dividend Account or
on how the upcoming legislative changes may impact your
exisiting insurance policies, please talk to your BMO Nesbitt
Burns Investment Advisor, who will refer you to an Estate and
Insurance Advisor (Financial Security Advisor in Quebec) from
BMO Nesbitt Burns Financial Services Inc.

Post ‘16 ACB

*BMO Life, Life Dimensions LCOI, male 45, non-smoker
All insurance products are offered through BMO Nesbitt Burns Financial Services Inc. (“BMO NBFSI”) by licensed life insurance agents, and, in Quebec, by financial security advisors.
The comments included in the publication are not intended to be a definitive analysis of tax law: The comments contained herein are general in nature and professional advice regarding
an individual’s particular tax position should be obtained in respect of any person’s specific circumstances. The information contained herein is based on sources that we believe to be
reliable, but is not guaranteed by us, may be incomplete or may change without notice. The comments included in this document are general in nature, and professional advice regarding
an individual’s particular position should be obtained. BMO Wealth Management is the brand name for a business group consisting of Bank of Montreal and certain of its affiliates,
including BMO Nesbitt Burns Inc., in providing wealth management products and services. ® “BMO (M-bar roundel symbol)” is a registered trade-mark of Bank of Montreal, used under
licence. ® “Nesbitt Burns” is a registered trade-mark of BMO Nesbitt Burns Inc. BMO Nesbitt Burns Inc. is a wholly-owned subsidiary of Bank of Montreal. If you are already a client of
BMO Nesbitt Burns, please contact your Investment Advisor for more information.
BMO Nesbitt Burns is a Member–Canadian Investor Protection Fund and Member of the Investment Industry Regulatory Organization of Canada.
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$1,000,000 Level COI UL policy, male age 45*.

