
TABLE OF CONTENTS
Foreword ..................................................................................................................................... 	 iii

List of diagrams and tables ......................................................................................................... 	 x

List of abbreviations .................................................................................................................... 	 xi

CHAPTER 1

TAXATION FRAMEWORK

1.1	 Taxation and the practice of life insurance agents .............................................................. 	 2

1.2	 Canadian tax system ........................................................................................................... 	 2
1.2.1	 Personal income tax ................................................................................................. 	 2
1.2.2	 Federal income taxes ............................................................................................... 	 3
1.2.3	 Provincial income taxes ............................................................................................ 	 5
1.2.4	 Commodity taxes ...................................................................................................... 	 8

1.2.4.1	 Exemptions ................................................................................................. 	 8
1.2.5	 Withholding taxes ..................................................................................................... 	 8

1.2.5.1	 Domestic withholding taxes ........................................................................ 	 9
1.2.5.2	 Foreign withholding tax ............................................................................... 	 10
1.2.5.3	 Withholding taxes on assets owned by non-residents ................................ 	 10

1.3	 Definition of a self-assessed tax system ............................................................................. 	 10
1.3.1	 Canada Revenue Agency (CRA) audits ................................................................... 	 11

1.3.1.1	 Types of Canada Revenue Agency (CRA) audits ....................................... 	 12
1.3.1.2	 Statutory limits on audits ............................................................................. 	 12

1.3.2	 Retention of records ................................................................................................. 	 13

1.4	 General Anti-Avoidance Rule (GAAR) ................................................................................. 	 13
1.4.1	 Nature of the General Anti-Avoidance Rule (GAAR) ................................................ 	 13

1.5	 Filing tax returns .................................................................................................................. 	 14
1.5.1	 Fiscal year and tax reporting year-end ..................................................................... 	 14
1.5.2	 Canada and the United States (U.S.) ....................................................................... 	 15

1.6	 Types of income .................................................................................................................. 	 16
1.6.1	 Total income ............................................................................................................. 	 16

Life insurance taxation principles iv



1.6.2	 Net income ............................................................................................................... 	 17
1.6.3	 Taxable income ......................................................................................................... 	 18

1.7	 Marginal and average tax rates ........................................................................................... 	 18

1.8	 Deductions and credits ........................................................................................................ 	 19
1.8.1	 Difference between a deduction and a credit ........................................................... 	 19
1.8.2	 Refundable and non-refundable credits ................................................................... 	 20
1.8.3	 Widely used credits .................................................................................................. 	 20

1.8.3.1	 Labour-sponsored funds tax credit ............................................................. 	 20
1.8.3.2	 Canada Pension Plan (CPP) or Québec Pension Plan (QPP)  

base contributions ....................................................................................... 	 20
1.8.3.3	 Employment Insurance (EI) contributions ................................................... 	 20
1.8.3.4	 Pension income amount ............................................................................. 	 21

1.9	 Tax reporting in the year of death of a person ..................................................................... 	 21
1.9.1	 Rules that a legal representative must comply with following the death  

of a person ................................................................................................................ 	 21
1.9.2	 Definition of probate ................................................................................................. 	 22

1.9.2.1	 Exemption from probate of life insurance policies ...................................... 	 22
1.9.3	 Estate taxation .......................................................................................................... 	 22

1.9.3.1	 Spousal deferrals ........................................................................................ 	 23
1.9.3.2	 Rollover to dependent children or grandchildren ........................................ 	 23

1.10	Understand how individuals are taxed ................................................................................ 	 24
1.10.1	Telework ................................................................................................................... 	 24
1.10.2	Working on commission (employment Commissions) .............................................. 	 25
1.10.3	Self-employed ........................................................................................................... 	 25
1.10.4	Business owners ...................................................................................................... 	 26
1.10.5	Trusts ........................................................................................................................ 	 27

1.10.5.1	Testamentary trust ...................................................................................... 	 27
1.10.5.2	Inter vivos trusts .......................................................................................... 	 28
1.10.5.3	Registered retirement savings plan (RRSP) ............................................... 	 28
1.10.5.4	Segregated funds ....................................................................................... 	 29
1.10.5.5	Real estate investment trusts (REIT) and mutual fund trusts ..................... 	 29

1.10.6	Understand how income taxes can be deferred or avoided ..................................... 	 29
1.10.6.1	Tax planning ................................................................................................ 	 30

Life insurance taxation principles v



1.10.6.2	Government programs ................................................................................ 	 30
1.10.6.3	Investments ................................................................................................ 	 31
1.10.6.4	Home Buyers’ Plan (HBP) .......................................................................... 	 32
1.10.6.5	First Home Savings Account (FHSA) .......................................................... 	 33

1.11	When to refer to a tax expert ............................................................................................... 	 34
1.11.1	Tax accountant ......................................................................................................... 	 35
1.11.2	Tax lawyer ................................................................................................................. 	 35

CHAPTER 2

INVESTMENT INCOME

2.1	 Taxation of investment income ............................................................................................ 	 37
2.1.1	 Accrued interest ........................................................................................................ 	 38
2.1.2	 Dividend income from Canadian corporations .......................................................... 	 38

2.1.2.1	 Other types of dividends ............................................................................. 	 39
2.1.3	 Dividend income from foreign sources ..................................................................... 	 40
2.1.4	 Withholding taxes on foreign income ........................................................................ 	 40
2.1.5	 Capital gains – Disposition of capital assets ............................................................ 	 40
2.1.6	 Rules pertaining to capital losses ............................................................................. 	 42

2.1.6.1	 Offsets, carry forwards and carry backs ..................................................... 	 42
2.1.6.2	 Superficial losses ........................................................................................ 	 43

2.1.7	 Tax deferral ............................................................................................................... 	 44
2.1.8	 Tax-free capital gains ................................................................................................ 	 44

2.1.8.1	 Tax-free gains on principal residence ......................................................... 	 44
2.1.9	 Valuation Day rules, 1982 changes and 1994 capital gains elections  

and implications ........................................................................................................ 	 45
2.1.10	Small business exemption and farm exemption ....................................................... 	 45
2.1.11	Taxation of rental income .......................................................................................... 	 46
2.1.12	Exceptions (an adventure or concern in the nature of trade) ................................... 	 46

2.2	 Corporate structure and taxation ......................................................................................... 	 47
2.2.1	 Flat tax rate ............................................................................................................... 	 47
2.2.2	 Using a corporation to meet income splitting demands ............................................ 	 48
2.2.3	 Holding companies ................................................................................................... 	 48

Life insurance taxation principles vi



2.3	 Taxation of trusts ................................................................................................................. 	 48

2.4	 Arm’s length and non-arm’s length transactions ................................................................. 	 48

2.5	 Spousal and common-law relations .................................................................................... 	 49
2.5.1	 Rights on relationship breakdown ............................................................................ 	 50
2.5.2	 Tax implications on relationship breakdown ............................................................. 	 50
2.5.3	 Tax implications on death ......................................................................................... 	 50

2.6	 Income attribution rules ....................................................................................................... 	 50
2.6.1	 Between spouses ..................................................................................................... 	 51
2.6.2	 Between parents and minor children or grandchildren ............................................. 	 51
2.6.3	 Between parents and adult children or grandchildren .............................................. 	 52
2.6.4	 Tax treatment of income stemming from below-market loans to spouses ................ 	 52

CHAPTER 3

TAXATION AND INSURANCE

3.1	 Death benefits ..................................................................................................................... 	 54

3.2	 Named beneficiary .............................................................................................................. 	 55

3.3	 Premiums ............................................................................................................................ 	 55
3.3.1	 Individual life insurance ............................................................................................ 	 56
3.3.2	 Group life insurance ................................................................................................. 	 56
3.3.3	 Group health insurance ............................................................................................ 	 57
3.3.4	 Individual health insurance ....................................................................................... 	 57
3.3.5	 Individual disability insurance ................................................................................... 	 57
3.3.6	 Group disability insurance ........................................................................................ 	 58

3.4	 Life insurance policy dispositions ........................................................................................ 	 58
3.4.1	 Adjusted cost base ................................................................................................... 	 59

3.5	 Exempt or non-exempt life insurance policies ..................................................................... 	 59
3.5.1	 Exempt ..................................................................................................................... 	 59
3.5.2	 Non-exempt .............................................................................................................. 	 60
3.5.3	 Universal life insurance policies ............................................................................... 	 60

Life insurance taxation principles vii



3.6	 Policy loans ......................................................................................................................... 	 60

3.7	 Corporate ownership of life and disability insurance ........................................................... 	 61
3.7.1	 Tax implications of a person buying back a corporate policy .................................... 	 61
3.7.2	 Tax strategy based on the differential between corporate and personal tax rates ..... 	 62
3.7.3	 Capital Dividend Account (CDA) ............................................................................... 	 62
3.7.4	 Tax treatments of the benefit when the insured is an employee, a shareholder,  

or both ...................................................................................................................... 	 63

3.8	 Policy dividends ................................................................................................................... 	 63

3.9	 Annuities and segregated funds .......................................................................................... 	 64
3.9.1	 Non-registered annuities contracts ........................................................................... 	 64

3.9.1.1	 Accumulation annuities or guaranteed interest annuities ........................... 	 64
3.9.1.2	 Prescribed annuities ................................................................................... 	 64
3.9.1.3	 Structured settlement annuities .................................................................. 	 65

3.9.2	 Non-registered individual variable insurance contracts (IVIC)  
holding segregated funds ......................................................................................... 	 66
3.9.2.1	 Dividend, interest, and capital gains distributions ....................................... 	 66
3.9.2.2	 Treatment of capital losses ......................................................................... 	 67
3.9.2.3	 Tax treatment of death benefit or maturity guarantee ................................. 	 67

3.9.3	 Taxation of registered contracts ................................................................................ 	 67

CHAPTER 4

TAX STRATEGIES USING LIFE INSURANCE

4.1	 Estate planning .................................................................................................................... 	 69
4.1.1	 Capital gains ............................................................................................................. 	 69
4.1.2	 Income tax payable on the death of a registered plan owner ................................... 	 69
4.1.3	 Estate taxes and probate fees .................................................................................. 	 70

4.2	 Leveraging to make an investment ..................................................................................... 	 71
4.2.1	 Borrowing to contribute to a registered retirement savings plan (RRSP) ................. 	 71
4.2.2	 Borrowing to buy a non-registered investment ......................................................... 	 71

4.3	 Using insurance products for long-term income .................................................................. 	 74
4.3.1	 Insured annuity ......................................................................................................... 	 74

Life insurance taxation principles viii



4.4	 Charitable donations ........................................................................................................... 	 75
4.4.1	 Assigning a new insurance policy to a charity .......................................................... 	 75
4.4.2	 Assigning an existing policy to a charity ................................................................... 	 76
4.4.3	 Naming a charity as beneficiary ............................................................................... 	 76
4.4.4	 Donating a segregated fund contract ....................................................................... 	 77
4.4.5	 Donation program tax shelters ................................................................................. 	 77

CONCLUSION ............................................................................................................................ 	 79

APPENDIX A 

Provincial probate rules ............................................................................................................... 	 80

BIBLIOGRAPHY ......................................................................................................................... 	 84

Life insurance taxation principles ix



LIST OF DIAGRAMS AND TABLES 

CHAPTER 1

Table 1.1	 Federal tax rates (2025).............................................................................. 	 4

Table 1.2	 Provincial tax rates (applied to taxable income) for 2025............................ 	 6

Diagram 1.1	 Tax filing in Canada..................................................................................... 	 15

Table 1.3	 Comparison of FHSA and HBP................................................................... 	 34

CHAPTER 4

Diagram 4.1	 Cumulative return of the index over a 10-year period................................. 	 73

Life insurance taxation principles x


	List of diagrams and tables 

