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Leveraged Insurance
Annuities and the CRA

W

hen the Canada Revenue Agency (CRA)
is concerned about the promotion of
particular arrangements as having tax
benefits, they may issue a warning to the public.
That is what the CRA did with respect to leveraged
insurance annuity (LIA) products on August 26,
2020. However, this is not the first time concerns
regarding LIAs have come to light. Indeed, the
CRA has been concerned about LIAs for 25 years.1
Previous concerns led to legislative changes in
2013, and by 2016 there were indications that new
structures of concern were being developed.2 While
the amendments were intended to restrict the tax
benefits from these products, the CRA remains
concerned that structures that may escape the rules in
a technical sense are still being promoted, especially
by offshore entities.
Characteristics of LIA Plans of Concern
The basic structure of a leveraged insurance annuity
is a loan that is secured by a life insurance policy and
annuity. One of the legislative changes made in 2013
involved adding a definition of a “LIA policy” to the
Income Tax Act (ITA).3 That definition is written in
relation to the life insurance policy component but
refers to the loan and annuity elements as well. It
requires that a person or partnership become obligated
to repay an amount at a time based on the death
of a person whose life is insured under the policy. It
also requires that the lender is assigned an interest
in the policy and an annuity that provides payments
during the life of the person whose life is insured. The
definition applies to situations where the obligation to
repay arose after March 20, 2013.
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The other elements of the legislative amendments
from 2013 are framed with reference to this definition
of an LIA. Those provisions will be discussed further
in this article. While it is not explicitly stated, the
implication of the warning given in the CRA’s 2020
notice is that they are actively reviewing situations
where the LIA does not technically fit within the
definition in the ITA.
The CRA’s 2020 notice describes the “schemes” of
concern. The description is in some ways more specific
than the legislative definition of an LIA policy. In
the schemes of concern, the loan would typically be
limited recourse or no risk and from an offshore lender.
The loan would also be conditional on acquiring the
life insurance and an annuity to pay the premiums
on the life insurance contract. In the scenarios of
particular concern, the “so-called insurer” would likely
be offshore as well. The principal and interest would
also be capitalized and paid out of the death benefit.
Another characteristic the CRA identified is that the
life insurance contract and annuity would actually be
assigned to the offshore lender to repay the limited
recourse loan on death. The CRA emphasized that
“the life insurance policy, the annuity and the loan are
heavily interdependent, would not have been issued on
a stand-alone basis and do not make commercial sense
from the perspective of the purchaser, the provider or
the individual being insured if the intent of the policy
is in-fact insurance.”
Previous CRA comments from 2016 also refer to the
idea of the terms of the various products, such as the
price being manipulated, and that the life insurance
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policy portion of the arrangement may even be on a
non-insurable life.4 Those concerns likely remain valid.
CRA Warning
The CRA’s 2020 notice is strongly worded and
indicates significant concern in this area. A portion
under the heading “Your actions may have serious
consequences” reads as follows:
Through increased audits of promoters, improved intelligence
gathering and strengthened communication with taxpayers, the
CRA continues to identify and shut down tax schemes.
The CRA reviews leveraged insurance products, including
LIAs, to determine whether they are valid insurance products or
just vehicles for a tax advantage. The CRA has also identified
LIAs where the general anti-avoidance rule (GAAR) will be
used to deny the tax benefit sought.
In the event the CRA finds these purported insurance products
to be invalid, participants, and those who promote and sell
them, face serious consequences. The Canada Revenue Agency
(CRA) is warning Canadians about getting involved in tax
schemes involving leveraged insured annuity plans. Promoters,
including tax representatives and tax preparers, are claiming
that taxpayers can extract tax-free earnings from corporations
or claim large insurance expenses using a leveraged insured
annuity provided by supposed offshore insurers.
The CRA is clear that they are challenging the
validity of arrangements that they consider schemes
in order to deny the purported tax benefits. The
reference to serious consequences for promoters
suggests this includes imposing third-party penalties.5

The language of “supposed offshore insurers” also
indicates there are schemes where the CRA has taken
the view that, in addition to not involving a valid life
insurance policy, the entity behind them is not even a
valid insurer.
Purported Benefits
The CRA pointed to several tax benefits that promoters
behind these schemes claim they will provide. The
specific examples of purported benefits that are
mentioned in the CRA notice are relevant in situations
where it is a private corporation that takes out the
loan and is the beneficiary under the life insurance
policy. These benefits are: a possible increase in the
capital dividend account (CDA) of a private Canadian
corporation and a deduction for the premiums and
interest. A key part of the CRA’s concern is these
plans are being used to distribute corporate earnings
without tax as loan repayments or capital dividends.
The increase to a capital dividend account is a concern
because the death benefit is used to repay the loan, so
no value is truly added to the capital dividend account.
Consequences of Being an LIA Policy
under the ITA
In addition to the definition of an LIA policy discussed
above, the 2013 amendments to the ITA added a
series of consequences for life insurance policies that
meet the definition. The ITA contains provisions that
typically allow for a deduction from business income
for the lesser of the premium or net cost of pure
insurance for life insurance that is used as collateral in
certain circumstances. LIA policies are excluded from
that deduction.6
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A life insurance policy that is an LIA policy is excluded
from being an “exempt policy.”7 This means that
LIA policyholders are required to report the accrued
income from the LIA annually.8
Another change was with respect to the annuity
portion of an LIA on death. Typically, the payments
under the annuity would stop on death.9 As such, the
annuity arguably had no value for the purposes of
the deemed disposition on death. That is no longer
the case. The ITA now provides that an annuity
meeting the definition of an LIA is valued at the
total of premiums paid for the purposes of the
deemed disposition.10
One of the CRA’s concerns is a CDA inclusion in
situations where the life insurance death benefit is used
to repay the loan. To address this, an LIA policy is
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excluded from the capital dividend account inclusion
for life insurance proceeds.11
Interaction between Legislative Provisions
and CRA Concerns
The 2013 legislative amendments address concerns
that are quite similar to the issues raised in the CRA’s
2020 notice. The fact that the warning was necessary
suggests that the schemes of concern are designed
to avoid the provisions of the ITA. For instance,
the CRA’s 2020 notice specifically mentions the
capital dividend account inclusion, which has been
disallowed for life insurance policies that fall within the
statutory definition of an ILA policy. It is possible that
further legislative amendments will be forthcoming
to close some of these apparent loopholes. In the
meantime, the CRA has indicated that it is applying
the General Anti-avoidance Rule (GAAR).12 That

Edition 322 - Jan/Feb 2021

provision allows the CRA to challenge situations that
technically comply with the provisions of the ITA
when there is a tax benefit resulting from a misuse or
abuse of the provisions of the ITA or its regulations.
Advisors should exercise extreme caution with any
arrangement that appears to be an LIA in light of the
CRA’s warning “about getting involved in tax schemes
involving leveraged insured annuity plans.” ©
Written by Brian Nichols and Kelsey Horning, lawyers at
Goldman Sloan Nash & Haber LLP in Toronto.
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CRA Views, Conference, 2016-0632601C6
– 2016 CALU CRA roundtable Q1—LIA policies
Section 163.2.
Paragraph 20(1)(e.2)
Regulation 306(1)
Subsection 12.2(1)
Peter Everett, “Life Insurance Planning After the
2013 Budget,” in Report of Proceedings of the Sixty-Fifth
Tax Conference, 2013 Conference Report (Toronto:
Canadian Tax Foundation, 2014), 32:1-23.
https://taxfind.ca/#/document/2013_cr_paper_32
Subsection 70(5.31)
Subparagraph 89(1)”capital dividend account”(d)(ii)
Section 245

CRA Views, Conference, 2016-0632601C6
– 2016 CALU CRA roundtable Q1—LIA policies
Ibid.
Subsection 248(1) “LIA Policy”
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