
What is the Federal Excise Tax?

The Canadian federal excise tax imposes a
10 percent premium tax on entities resident
in Canada, including international
corporations, that place insurance against
risk in Canada with insurers not authorized
by federal or provincial insurance authorities.
(Please note that provincial and federal tax
rates are subject to change.) The tax is also
applicable when coverage is placed by a
non-resident broker or agent – even if the
insurer is authorized in Canada.

The tax furthermore applies to master
controlled programs where a non-Canadian

parent company purchases insurance for a
Canadian subsidiary. The involvement of a
Canadian broker or the Canadian branch of
a global broker or underwriter may or may
not change the situation. For the Canadian
government, the primary source of coverage
takes precedence. The local buyer must be
able to prove that the Canadian
agent/broker was not merely processing the
document(s). The specifics for making this
case are available from the Canadian
government. On admitted master controlled
programs, the primary non-resident broker is
typically considered the original point of
contact and therefore the Canadian
government considers the tax applicable.
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Many insurance buyers are unpleasantly surprised when they receive an excise
form from the Canadian government. Canada imposes a tax on insurance
premiums in certain situations. A recent statement released by Canadian tax
authorities highlights one common misconception: that involvement of a local
Canadian broker provides an automatic exemption. This may not be the case.
Any organization, Canadian or otherwise, should understand the premium tax
rules, in light of this recent statement, when seeking coverage for its Canadian
risks. In this Alert we provide generalized answers to some basic questions on
this complex and potentially troublesome topic. The answer may differ
depending upon the facts and circumstances of each situation, hence readers
are advised to consult a tax expert for guidance on their situation.
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What’s New?
Canadian tax authorities recently changed the way the federal excise
tax on insurance premiums is collected. The tax authorities will no
longer forward tax notices to insurance buyers but instead the
insurance buyer must file an excise tax return (form B243E) and remit
the federal excise tax by April 30 of each year. Previously, the tax
authorities invoiced insurance buyers by forwarding to them a Notice
of Excise Tax. These notices were derived from the excise tax returns
submitted by brokers or insurers.
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What Happens if the Tax is Unpaid?

If the Canadian federal government discovers unpaid premium
taxes, they will likely charge the 10 percent tax, plus interest, for
current and prior years. They may also disallow the insurance
premium (current and prior years) as a legitimate business
expense for other tax purposes. Sorting out such problems can
be time-consuming and costly.

Are There Other Taxes on Insurance
Premiums in Canada?

In addition to the federal excise tax, there are provincial taxes on
unlicensed coverage. The tax rates range from two percent to 50
percent. The latter is imposed by the province of Alberta. Ontario,
Quebec and Newfoundland have an additional provincial sales
tax on insurance premiums. Ontario charges eight percent on all
lines except Auto, for which there is no tax in respect of any
premium payment due after March 31, 2004. Quebec levies nine
percent for all lines except Auto (for which the rate is five
percent). Newfoundland charges 15 percent on all lines. Some
lines are exempt in some provinces – automobile, surety,
agriculture and reinsurance contracts to name a few.

Can Insurers or Brokers Handle These Taxes
for You?

Foreign and Canadian insurers and brokers generally do not
collect or remit federal excise taxes. (Lloyd’s is an exception, but
only on some programs.) Insurance buyers are responsible for
filing an Excise Tax Return and remitting any applicable taxes.
Foreign insurers such as Lloyd’s can, however, file for premium

taxes on non-admitted coverage, but their involvement does not
include collection or payment. Local direct bill insurance
companies who do not use a broker can collect some of these
taxes and do remit on their clients’ behalf.

Are There Exemptions from Premium Taxes?

Exemptions may be granted by the Canadian government in
cases where coverage cannot be placed locally in Canada,
usually because a particular class of insurance or the amount of
coverage required is not available. Examples of coverages not
always available in the Canadian market include Railroad
Protective Liability, Manufacturers’ Errors & Omissions and
Punitive Wrap-Around Aviation. Exemptions may also be granted
if a buyer is unable to obtain local coverage due to loss history
or the nature of their risk.

Generally, a Canadian broker can canvas the market to obtain
declination letters on a client’s behalf. Applications for
exemptions must be accompanied by written letters of
declination from at least five Canadian insurers. The application
form, E638, is available from the Canadian government web site
(http://www.cra-arc.gc.ca).

Some classes of insurance are exempt entirely under the Federal
Excise Tax Act. These include Personal Accident, Life, Sickness and
Marine. For more information, refer to the Act itself, which can be
found on the government web site.

This Alert is designed to provide you with general information in regard to the subject
matter only. It does not constitute advice, and is distributed with the caveat that Willis
does not engage in rendering legal, accounting or tax advice. If legal, accounting or tax
advice is required, please consult a competent professional in the relevant discipline.
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