
Advisor Notes
Information from Sun Life Financial to help you advise your clients

In Brief
Recent Court rulings and legislative changes have put non-insurance RRSPs in direct competition with
insurance RRSPs when it comes to creditor protection issues.

Creditor Protection and Life Products  

Provincial legislation generally provides that creditors of a policyholder may not seize the life insurance
proceeds on the death of the life insured, so long as a designated beneficiary is in place. When the
beneficiary is made irrevocably or is an eligible family member, then the policy itself including any cash
value is also protected during the lifetime of the insured. 

The definition of “life insurance” in these provincial statutes includes annuity contracts.    

Creditor Protection and Non-insurance RRSPs  

Recent Ontario decisions have confirmed the traditional view that life insurance policies with a protected
class beneficiary are exempt from seizure.  

It has also recently been ruled in an Ontario case (Amherts Crane Rentals v. Perring) that the proceeds of
non-insurance RRSPs payable to a designated beneficiary, while not themselves creditor exempt, do not
form part of the estate of the deceased. Rather, the proceeds vest directly in the beneficiary and are not
subject to the claims of the creditors of the deceased.  Previously it had been understood that if the
estate's assets were insufficient to cover the estate's debts, then non-insurance RRSP proceeds payable to a
specified beneficiary, while not part of the estate, could still be accessible to creditors.  The Amherst
decision is currently being appealed. 

The issue seldom arises in cases involving RRSPs classed as insurance since the various provincial
Insurance Acts clearly identify that the proceeds are payable directly to the beneficiary on the death of the
insured free of any claims of the policyholder’s creditors.  
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Legislation Levels the Playing Field  

On March 4, 2003, Saskatchewan enacted legislation that expands creditor protection to non-life insurance
RRSPs with designated beneficiaries. The Registered Plan (Retirement Income) Exemption Act
(Saskatchewan) exempts certain RRSPs, DPSPs and RRIFs from seizure by creditors.

This new legislation has levelled the playing field in Saskatchewan between life insurance products and
similar products available from competing financial services companies.   

Provincial Distinctions

Saskatchewan joins Prince Edward Island as the first provinces to implement such specific legislation.  In
addition, British Columbia, Manitoba and Ontario each have similar, but less specific legislative
provisions that may offer some measure of protection to non-insurance RRSP beneficiaries. Other
provinces may be considering their own legislative changes as well.  Because the legislation and case law
varies by province and is constantly changing, you should check your jurisdiction for the rules that apply
and the potential impact on your clients’ financial affairs.

Federal Law Contemplated
Consultations are also under way concerning possible changes to the Federal Bankruptcy and Insolvency Act
that could, if enacted, provide creditor protection to all registered products throughout Canada.  

The Value of Creditor Protection 

Although creditor protection should never be the primary reason for a sale, it continues to be a legitimate
and a significant selling feature of life insurance products and advisors need to be aware of the renewed
interest in this feature.

It is important to know if your province protects non-insurance RRSPs with a designated beneficiary from seizure.

You can continue to emphasize creditor protection as a feature of the insurance products you offer.
However, be careful not to imply that creditor protection only applies to life insurance products since this
may not be the case in your province.

For Advice and Support

• Call 1-800-800-4SUN (1-800-800-4786), then choose option 5 (for Regional Distribution Offices),
and then:
1     Vancouver (BC)
2     Calgary (AB, MB, SK)
3     Waterloo (ON)
4     Toronto (ON)
5     Montreal (QC, NB, NS, PE, NL)

• Access Advisor and client information on our Advisor Web site by clicking on the following link
http://www.sunlife.ca/advisor/pchmpg1.html?rolldown=2&rollitem=1. 

The information presented here is for your information only. Sun Life Assurance Company of Canada does not
provide legal, accounting, taxation or other professional advice to advisors or their clients.  Before you act on any of
this information on behalf of a client, always have your client seek advice from a qualified professional including a
thorough examination of your client's specific legal/tax situation.

http://www.sunlife.ca/advisor/pchmpg1.html?rolldown=2&rollitem=1

