
 
 
Script: Transferring a life insurance policy from an individual shareholder to a corporation 
 
Insurance policies are valuable and useful assets. We’re often asked about the financial 
consequences – particularly around taxation – of transferring a policy from an existing owner to 
a new one. 
 
 
We’ve identified the most common transfer scenarios and answered your questions about the 
financial implications.    
 
A shareholder of a corporation owns a life insurance policy. For business and estate planning 
reasons, the shareholder wants to transfer the life insurance policy to their wholly owned 
corporation. 
 
When a shareholder transfers ownership of a life insurance policy to a corporation, there is a 
disposition for tax purposes.  
 
Transfers like this are considered to be non-arm’s length. The deemed proceeds to the 
shareholder would be the greatest of the cash surrender value, the fair market value of the 
consideration received for the interest in the policy, and the ACB of the policy at the time of 
transfer..  
 
The corporation’s new ACB is the proceeds of disposition.  
 
Let’s assume the life insurance policy has a CSV of $125,000 and an ACB of $86,000. The FMV of 
the policy is determined to be $150,000.  
  
Here’s what happens if the shareholder transfers the life insurance policy to the corporation for 
no consideration.  
The shareholder should consider taking a payment for the transferred policy that’s at least 
equal to the greater of the CSV or the ACB. This approach won’t change the tax outcome. 
  
The shareholder could take a payment of $125,000. Doing that will not affect the policy gain 
and the shareholder receives the $125,000 without any additional tax cost.  
 
Before proceeding with transferring a life insurance policy into a corporation, you and your 
client should consider the longer-term implications of the strategy. Here are factors to consider 
when transferring an individually owned policy to a corporation: 
 

• A corporate-owned policy is exposed to the corporation’s creditors. 
 



• To avoid shareholder-benefit tax issues, generally the corporation should be the 
beneficiary of the policy. It’s important to ensure that there is an appropriate and tax-
efficient method of getting the death benefit to the intended beneficiary.  
 
 

• There can be undesirable tax consequences such as shareholder benefits or taxable 
policy gain, if the policy is transferred out of the corporation before the insured dies (for 
example, if the corporation is sold).   

• There may be tax consequences if a shareholder of the corporation becomes a non-
resident. A capital dividend paid to a non-resident is subject to non-resident withholding 
taxes. 
 

• The policy’s CSV is a passive asset to the corporation and will affect the value of the 
corporation’s shares when the shareholder dies or emigrates.  
 
 

• The CSV could also affect the eligibility of the shares for the enhanced capital gains 
deduction.  
 

• The potential effect of the stop-loss rules on post-mortem planning. 


