July 30, 2003

SUBJECT: Executive Health Savings Plan (EHSP)

Dear Sir or Madam:

We are pleased to inform you about the Executive Health Savings Plan (EHSP) concept developed by Desjardins Financial Security (DFS). This concept, unique in the life and health insurance industry, originated with the premise of maximizing the tax advantages within critical illness insurance for the business market.  

Our internal tax consultants approved the EHSP concept; nevertheless, DFS still had the tax opinion validated by a recognized firm of attorneys in order to safeguard our customers from the potential financial impacts associated with such unprecedented opinions. In brief, the EHSP would have the following results, provided all the necessary conditions were met: 

1) Group health insurance plan for employees*

· For the company, the premiums paid for all the benefits would be tax deductible.

· For the individual, the premiums paid by the company would not be considered a taxable benefit.

· The benefits received by the designated beneficiaries would not be taxable.

* Note: This benefit must be granted on the basis of employee status and not shareholder status.

2) Joint ownership (company and shareholder):

· For the company, the premiums paid for critical illness insurance and the death benefits would not be tax deductible.

· The beneficiary of the benefit in question would pay the premiums for each benefit. Therefore, the benefit is not taxable.

· Benefits received by designated beneficiaries would not be taxable, whether they were received upon diagnosis of one of the illnesses covered, upon death or at maturity. Any amount received by the company and subsequently paid to an individual would be considered taxable to that individual.

This DFS opinion deals solely with the tax effects pursuant to the Income Tax Act (Canada) at the time of its analysis, May 2003. It only reflects the administrative practices of the Canada Customs and Revenue Agency (CCRA) in the public domain and in place at the time the opinion was issued, and proposed legislative amendments made public by Canada's Department of Finance prior to that date. Furthermore, our comments do not have any bearing on the tax rules for any critical illness insurance other than the Harmony+ Executive Series.

DFS reserves the right to alter its interpretation should any amendments be made to the Income Tax Act, without further notification. This opinion does not constitute a guarantee by DFS to its customers and should not be interpreted as such. It does not cover all possible situations and therefore, may not be shared by the CCRA. In light of all the information expressed above as well as the importance of the resulting legal commitments, it is very important that any customers interested in setting up an EHSP consult with their own legal and tax advisors.

Yours truly,
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Taylor D. Train

Vice-President, Marketing







