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EXAMPlElWO 

Continuing from Example One, assume Jack had $35,000 worth of capilal loss carryforwards and a 
$15,000 EGGS. Nancy is the beneficiary. 

If no election is made to tligger a capital gain, the units are transferred to Nancy's name at an ACB of 

$150,000. On Nancy's death, assuming the fair market value of the mutual fund investment remains 
constant at $250,000, Nancy's estate will realize the capital gain of $100,000 and will be liable fOf taxes 

of up to $25,000. 

On the other hano, if the executor of Jack's estate had elected to report $50,000 01 capital yains on 
Jack's terminal return, this $50,000 can tie reduced to zero by applying both the capital loss 01 $35,000 
and the remaining ECGS of $15,000 against the elected gain. Because Nancy is the beneficiary of the 
mutual fund investment, she will acquire the units with a total ACe of $200,000. On Nancy's death, the 

resulting gain would be only $50,000, attracting taxes of up to $12,500. If Jack's executor 
elected to trigger the appropriate amount of caprtal gains, the savings to the final estates of both Jack 
and Nancy would be up to $12,500. 

The general rules for Registered Retirement Savings Plans (RRSPs) 

For many Canadians, the largest tax liabilil:y their estate will face is the potential tax on 

RRSPs. The Income Ta.x Act states that unless certa in conditions are met, the deceased's 

terminal {ilX retum must report as income the fair market value or her RRSP on death. 

Tax will be payable at the deceased annuitant's marginal rate for the year of death unless this 

___ income inclusion can be avoided (by using one of the strategies discwsed nextl_,_ 

SPOUSE OR COMMON-LAW PARTNER AS BENEACIARY 

When an RRSP account is set up, the annuitant may deSignate a beneficiary of the RRSP. 

If a spouse or common·law partner is the named beneficiary, the value of the RRSP at death 

qualifies as a refund of premiums. This refund of premiums is not taxable to the deceased 

annuitant; rather, it is taxable to the surviving spouse or common-law partner, who could 

choose to transfer the amount directly to his ot her RRSP or RRIF and claim a deduction equal 

to the amount of the refund of premiums. The amount would continue to grow tax deferred. 

If the beneficiary of the RRSP is a financially dependent child or grandchild, the proceeds 

of the RRSP still qualify as a refund of premiums. The Income Tax Act considers a ch ild 

not to be financially dependent on the deceased annuitant if that child's income for the 

year preceding the annuitant 's death was more than about $7,400. This refund of premiums 

--- would be-taxable-in-the-hands-of the-child-and Tl Ol the·deeeased-annuitant. The proceeds-of 

the RRSP could be used to purchase an annuity that must cnd by the time the child reaches 

the age of 18. 
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EXAMPLE ll1REE 

Say Jack set up his RRSP with a 
mutual fund company in 1982, naming 
his estate as the benefiCiary. When 
Jack passed away on January 15, 2001, 
the RRSP account had grown to a value of 

$300,000. Because Jack's estate was 
named as the lJeneficiary, the entire value 
01 the RRSP would be irlCluded as income 
in Jack's terminal tax return. Taxes 01 up 
to $150,000 would be owing. 

EXAMPLE FOUR 

Instead of naming his estate as beneficiary 
01 hiS RRSP, Jack named his wife, Nancy, 
as the beneficiary._The $300,000 value of __ 

the RRSP would then be taxable as a 
refund of premiums on her 2001 tax 
return. She could choose to transfer this 
amount to an RRSP in her name and 
would receive an RRSP contribution 
receipt for $300,000, which would be 
used to offset the income inclusion 01 the 
refund of premiums. The net effect of this 
is to ensure that tax continues to be 
deferred after Jack's death. 
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This altemative has the effect of spreading the tax on the RRSP proceeds over several years, 

allowing the child to take advantage of personal tax credits, as well as graduated marginal 

tax rates each year until he or she reaches the age of 18. 

There is one situation in which RRSP money can be transferred to a ch ild's or gr.;mdchilJ '~ 

own RRSP or RRIF. If the financia!ly dependent child or grandchild was dependent on che 

deceased annuitant by reason of physical or mental infirmity, then the amount chat qualifies 

as a refund of premiums may be rolled over iora the child's or grandchild's RRSP or RRIF. 

In all other situations, if the children were not financially dependent on the deceased, the 

entire value of the RRSP would be taxable in the deceased annuitant's terminal return. 

ESTATE AS BENEACIARY 

Sometimes an RRSP annuitant will name his or her estate as the beneficiary of the plan. 

In this case, where an amount is paid from an RRSP to the estate for the benefit of cithcr 

the spouse or common-law partner o r a financially dependent child or gmndchild (assuming 

they were beneficiaries under the will), the legal representative of the estate, along with the 

beneficiary, can file an election with the Canada Customs and Revenue Agency (CCRA) 

[Q neat the amount as though it was transferred direcdy [Q the spouse or common-law partner 

or child from the RRSP. In this case, the same refund of premiums treatment can be obtained. 

Registered Retirement Income Funds (RRIFs) 

The rules concerning the taxation of RRIF accounts on death essentially mirror those for 

RRSPs, with some minor variations. Generally, an annuitant of a RRIF must include in 

income the fair market value of his or her RRIF on the date of death. This amount must be 

reponed on the terminal return, and tax will be payable at the deceased annuitant's marginal 

rate (or the year of death. 

RRIFs share RRSPs' potential for [ax deferral on the income inclusion in the terminal 

return. When a RRIF is established, the annuitant may designate a successor annuitant 

and/or a beneficiary of the RRIF. 

A successor annuitant is the surviving spouse or common-law panner of the original 

annuitant who, if designated by the original annuitant, continues to re<;eive RRIF 

payments after the death 'of the original annuitant. 

EAAMPLE FIVE 

Nancy has received Jack's RRSP as a 
retund of premiums and transferred the 
$300,000 to an RRSP account in her 
own name. As outlined-in example-lour, 
this defers the tax otherwise due upon 
Jack's death. She names her 35-year­
old daughter, Judy, as the beneficiary of 
her RRSP. Judy has a great job and 
isn't mentally or physically challenged. 
When Nancy passed away in February 
2001, the fair market value of the 
mutual lund investment had grown to 
$310,000. The entire amount is laxable 
00 Nancy's 2001 terminal tax return; no 
further relief. rollovers or planning to 
postpone the tax liability is possible. 

EXAMPLE SIX 

Nancy is the beneficiary of the entire 
estate, as specified in Jack's will. 

Jack has named his estate as the 
beneficiary of his RRSP. Upon Jack's 
death, Nancy and the executor 
of Jack's estate could liIe a joint 
election to deem the $300,000 to be a 
refund 01 premiums. When transferring 
this amount to her RASP, Nancy will 
receive an offsetting contributioo 
receipt as though she'd received the 
money directly as a named beneficiary 
of the RflSP. 

---Altcmatively;-if-a-spouse-or-common-.-law-parrner-inhe-namcd-beneficiary-of the-RRIF,-the--­

value of the RRIF at death qualifies as a de~ignated benefit. This designated benefit is not 

taxable to the deceased annuitant; rather, it's taxable to the surviving spouse or common-law 

partner, who can transfer this amount directly to his or her RRSP or RRIF and can claim a 

deduction equal to the amount of the designated benefit. By doing so, the value of the RRIF 

is ~imply transferred into the surviving spouse's or common-law panner's RRSP or RRIF and 

can continue to grow tax deferred (less the required minimum annual withdrawals). 
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