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Shareholder borrowing

Life insurance that benefits you, your beneficiaries
— and your business.

You already know that life insurance can help protect your business. It can give you money to pay off debts, buy out a
partner’s share of the business, or help keep your business running. It can also help minimize taxes and maximize your
estate for your heirs compared to investing in taxable investments. But did you know that life insurance can also benefit
you and your business during your lifetime?

The Corporate Preferred Retirement Solution can help decrease your company’s taxes and increase your cash flow in
retirement. If you have a surplus, you may not want to put all of it into investments that are taxed. Instead, you could
put some of it into a permanent life insurance policy.

Put the Corporate Preferred Retirement Solution to work for you.

During your life:

e You take a personal loan as extra retirement
income which could be tax-free.!

O e A corporate-owned policy is used as
[] [] [l collateral to help you get the loan.
NO 3 == < Bank loan e You pay a guarantee fee to your company
M to reduce shareholder benefit issues.!
Taxable Tax-exempt life e You and your business take advantage
investments insurance policy v of tax-advantaged growth within the

corporate-owned policy.
Benefits

After your death:

e Your business benefits from the life
insurance protection.
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Help protect your business and maximize your wealth

e Determine how much insurance your company needs based on its goals.
e The company buys a permanent life insurance policy on your life. The company is the beneficiary.
e The company receives the insurance money when you pass away.

e Some or all of the insurance money can be paid to your estate tax-free.

Grow your assets

e If your company has extra business income, it can be put into a permanent life insurance policy rather than taxable
investments. This can help your company pay less tax over time.?

e The money within the insurance policy has tax-advantaged growth.

e Paying more than the required premium can grow the value within the policy faster.?

Add extra money to your retirement income

e You may be able to access the cash surrender value of your company-owned life insurance policy.* This money can
provide extra retirement income.

e One option is to get a personal bank loan using the policy as collateral.

e The cash surrender value of the policy must be large enough to meet the lender’s loan rules.’

e The bank loan can add to your retirement income with tax-free dollars.*¢

At death, the life insurance money is not directly used to repay the loan. Instead, it is paid tax-free to the company.”
Amounts of the life insurance money in excess of the policy’s adjusted cost basis (ACB)® are added to the capital
dividend account. From there, the amount is paid as tax-free capital dividends to shareholders, including the deceased
shareholder’s estate.” If the money from the death benefit is more than the capital dividend account credit, the excess

funds are paid as taxable dividends. The estate can use the money to pay off the shareholder’s personal loan and keep
what is left over.

[t could be the right solution for you if...

B You need life insurance to protect B You are looking for ways to reduce
your business. corporate taxes.

B You are the owner or majority shareholder B You want to add extra money to your
of a Canadian corporation (i.e. company). retirement income.

B The company has investments that are taxed. B You have an up-to-date Will.

Ask your advisor how the Corporate Preferred Retirement Solution
can benefit you and your business.

You should review the Corporate Preferred Retirement Solution Checklist - Shareholder borrowing (#1556) for details.
Talk with your tax advisor about the risks and benefits of this plan.
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https://advisor.equitable.ca/advisor/getattachment/5c813326-8071-46e9-bb46-e8ecc580aa32/1556.pdf

1 Using a corporately owned life insurance policy as security on a personal bank loan (“shareholder borrowing”) could result in a taxable benefit to
the borrower under the Income Tax Act (Canada). Clients should consult with their tax advisors prior to implementing this strategy. In many cases,
an annual guarantee fee paid by the borrower to the corporation based on the loan outstanding may reduce or eliminate the taxable benefit.
This guarantee fee will be considered taxable income to the corporation. Equitable does not and cannot provide guidance on the amount or rate
of a guarantee fee that would reduce or eliminate a taxable benefit to the borrower because that amount or rate is dependent upon the value
of the guarantee, which is dependent on facts specific to each corporation and borrower. Another option is to consider having the corporation
obtain the collateral loan and distributing the loan proceeds as taxable dividends to the shareholder (“corporate borrowing”). The corporation and
the borrower should obtain professional tax advice when implementing and carrying out the corporate Preferred Retirement Solution to ensure
compliance with tax legislation and to avoid adverse tax consequences.

2 The amount of any tax savings will depend on the nature of your taxable investment and assumes no taxes are triggered if investments are sold to
fund premiums.

3 An exempt test is processed annually to determine the maximum premium that you can pay into your policy while maintaining its tax-exempt
status as per the Income Tax Act (Canada). For universal life insurance, the policy may be credited with positive or negative returns depending on
the investment accounts selected. Past performance does not guarantee future results. For whole life insurance, the option to make additional
deposits is not always available and an administration fee may apply. See the policy contract for more details.

4 Options include but may not be limited to partial surrenders of the policy, policy loans, and collateral bank loans. The tax implications of each
option vary and need to be considered before selecting an option. For universal life, surrender charges may apply.

5 With a collateral bank loan, the lender will be a third-party lending institution. Equitable does not guarantee availability of a loan from the third-
party lending institution, loan minimums, qualification requirements, or other fees, terms, and conditions of the loan. These are determined solely
by the lending institution and are subject to change. A collateral bank loan is not part of the life insurance contract.

¢ Based on current tax legislation that could change.

7 To avoid a shareholder benefit to the deceased shareholder’s estate, arrangements will be required between the lender, corporation, and estate
to ensure that the life insurance proceeds do not directly repay the loan. In some instances, the estate may be required to provide alternative
collateral to the lender to secure the loan, and have the lender release its assignment on the policy. Alternatively, the guarantee agreement
between the borrowing shareholder and the corporation could include an indemnity provision that provides that if the life insurance policy’s
CSV or death benefit proceeds are used to repay the shareholder’s loan, the insured shareholder (or their estate) will have a debt owing to the
corporation. This can enable the life insurance proceeds to directly repay the loan and enable the shareholder’s estate to receive a distribution
from the corporation as a combination of a promissory note and a tax-free capital dividend. This distribution can offset the debt owing to the
corporation from the shareholder’s estate. This strategy may reduce or eliminate the taxable benefit to the shareholder’s estate. Always consult
your accountant or tax professional when dealing with capital dividend calculations and payments.

8 ACB is the premiums paid less the net cost of pure insurance calculated in accordance with the Regulations under the Income Tax Act, subject to
certain adjustments. Always consult your accountant or tax professional when dealing with capital dividend calculations and payments.

The corporate Preferred Retirement Solution is a concept. It is not a product or a contract.

The information in this document is based on current tax legislation which may change without notice.

This information is not legal, tax, investment, or other professional advice. Readers are advised to seek professional advice prior to adopting any
insurance or investment strategy.

® or ™ denotes a trademark of The Equitable Life Insurance Company of Canada. 1563_EN (2026/04/08)
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