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Let’s examine the recent Canada Revenue 
Agency (CRA) technical interpretations 
involving life insurance and valuation.

Charitable Gift of a Permanent Life Insurance 
Policy Arising from a Term Conversion
A charity may provide a receipt for a gift of  a life 
insurance policy for its fair market value (FMV).1 
In general FMV is a question of  fact. The CRA has 
provided guidance regarding the factors to consider in 
determining the FMV of  a life insurance policy and 
these would include: CSV, policy loan value, face value, 
state of  health and life expectancy of  the life insured, 
conversion privileges, other policy terms such as 
riders, double indemnity provisions, and replacement 
value.2 Notwithstanding this general rule, where the 
policy that is the subject of  a gift was acquired within 
three years of  the donation, the FMV is deemed to 
be the policy’s adjusted cost basis (ACB).3 And if  it is 
reasonable to conclude that a policy was intended to 
be the subject of  a gift to charity within 10 years of  it 
being acquired, this rule also deems the FMV to be at 
the policy’s ACB.4

A common feature of  term insurance policies is a 
contractual right to convert into a permanent policy 
without new evidence of  insurability (medical and 
financial underwriting) at the time of  conversion. The 
premiums for the permanent plan may be based on 
the age of  the individual at the time of  conversion 

and the current costs charged under newly issued 
permanent insurance available at the time. Some term 
contracts may contain a right to convert to permanent 
insurance at original age rates. In general, a conversion 
allows for a continuation of  coverage so that there is 
no gap in coverage, but this also means that certain 
rights of  brand-new insurance policies do not apply. 
For example, there is no 10-day contract rescission 
right5 allowing a customer to cancel without penalty. 
Also, contestability and suicide provisions do not newly 
apply on the issuance of  the permanent policy since 
these would apply if  underwriting occurs. A term 
insurance contract that has a conversion right is more 
valuable than one that does not contain such a right.  

What is the FMV of  a permanent policy that arose 
from a term conversion for purposes of  a charitable 
gift? When is the permanent plan considered to be 
“acquired” — at the time of  the conversion, or at 
the time the original term policy was purchased for 
purposes of  the deemed FMV rules in the Act? This 
was the subject of  a CRA technical interpretation.6 

The CRA responded:

…whether the conversion of  a term life insurance policy to a 
permanent life insurance policy results in a new policy acquired 
by the policyholder at the time of  the conversion for purposes of  
paragraph 248(35)(b) of  the Act is a mixed question of  fact 
and law and can only be determined on a case-by-case basis. 
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All the provisions of  an insurance policy should be reviewed to 
determine whether the changes are so fundamental as to go to the 
root of  the policy. In your submission, you refer to paragraph 
148(10)(d) and subsection 148(11) of  the Act. It is our view, 
that neither paragraph 148(10)(d) nor subsection 148(11) of  
the Act have any bearing in determining the time that a gifted 
life insurance policy was acquired for purposes of  paragraph 
248(35)(b) of  the Act.7

This response may mean that charities may be hesitant 
to issue receipts for anything more than the ACB of  
policies arising from recent term conversions. Donors 
may consider donating the unconverted term policy to 
a charity instead of  converting and then donating the 
permanent plan. If  this occurs, at least the value of  
the conversion right would contribute to its FMV, and 
FMV may not be deemed to be the ACB, subject to 
the timing and intention of  the acquisition of  the term 
policy itself. An independent professional actuarial 
valuation is recommended to establish the value of  a 
term policy containing a conversion right.

Valuation of Corporate-owned Life Insurance  
on Immigration/Emigration
The FMV of  certain life insurance policies is deemed 
to be their cash surrender (CSV) when valuing 
property on certain deemed dispositions.8 For 
example, this deeming rule applies when the shares 
of  a corporation are deemed to be disposed of  on 
the death9 of  an individual shareholder, and that 

individual or persons not dealing at arm’s length with 
that individual are insured under a corporate-owned 
life insurance policy. 

Another deemed disposition under the Act occurs 
when an individual ceases to be or becomes a resident 
of  Canada.10 A taxpayer is deemed to have disposed 
of  and reacquired each property governed by the 
rule at the property’s FMV. A life insurance policy 
held directly by an individual will not be deemed to 
be disposed of  under this rule if  it is “a life insurance 
policy in Canada,”11 which is defined as a life 
insurance policy issued or effected by an insurer on 
the life of  a person resident in Canada at the time the 
policy was issued or effected. 
 
If  an individual moves to Canada holding a policy 
on their life issued in another jurisdiction while they 
were not a resident of  Canada, there would be a 
deemed disposition and reacquisition of  that policy 
at the policy’s FMV and this FMV will be deemed 
to be CSV. This deemed disposition will not bring 
about Canadian tax consequences to the individual at 
the time of  arrival. The policy’s ACB would be set at 
this value at the time. Once in Canada, however, the 
policyholder would have to determine if  the foreign 
policy meets Canada’s exempt test12 and if  not, the 
policy could be subject to annual taxation.13 Also, the 
Canadian resident owner of  the foreign life insurance 
policy would be required to report ownership interests 
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in all foreign property where the total cost amount of  
all such property exceeds $100,000.14

Where an individual moves to Canada holding shares of  
a foreign corporation and that corporation holds a life 
insurance policy under which the individual is insured, 
the CRA confirmed that the deeming rule would apply 
to deem the FMV of  the life insurance to be its CSV.15 It 
stated that the shares of  the foreign corporation would 
be deemed disposed of  upon the individual becoming 
a resident of  Canada16 and the FMV of  shares of  
that corporation owned by the individual would be 
determined as though the FMV of  the corporate-owned 
foreign life insurance policy were the policy’s CSV. 
This would also be the result if  the policy were a life 
insurance policy in Canada held by a corporation upon 
the individual immigrating to Canada.

The CRA response also addressed the question 
of  whether the same deeming rule would apply to 
determine the FMV of  foreign life insurance held by a 
corporation where that corporation becomes a resident 
of  Canada. The CRA’s view is that the scope of  the 
deemed FMV rule is limited to situations involving 
a disposition of  property by an individual. The 
foreign life insurance policy owned by a corporation 
that immigrates to Canada would be valued in 
accordance with normal valuation principles. Similar 
to the individual situation above, afterwards, the 
now Canadian resident corporation would need to 
determine if  the policy meets the Canadian exempt 
test, and if  not, it would be subject to annual taxation 
in respect of  the policy.

When advising clients who become residents of  
Canada, it is appropriate to review what insurance they 
hold personally or though entities they control. While 
they would not suffer Canadian taxation on entering 
Canada upon the deemed disposition and would 
receive a bumped-up ACB,17 whether they should 
retain their existing insurance may be contingent on 
their ability and willingness to perform continuing 
exempt testing that they would be responsible for. To 
do so they would require professional actuarial advice. 
Even if  it can be established that a policy is exempt, 
where the policy is held corporately, a bumped-up 
ACB could result in a lower capital dividend account18 
credit at the time of  death. 

In general, when it comes to foreign life insurance held 
by Canadians, independent actuarial advice would be 
required to determine if  the policy is exempt under 
Canadian rules. ©

Florence Marino, LLB, TEP, is the head of tax, 
retirement & estate planning, insurance, at Manulife Canada.
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