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The primary reason for life 
insurance is to protect your 
client’s family or business. 
When the insured person dies, 
their family or business receives 

With permanent life insurance, 
your client’s policy can build 
up assets within the policy 
that may be used during their 

 
The life insurance policy can 
grow tax-free, subject to 

 

About 
This guide summarizes the most common ways clients access built-up cash value in individual or corporately 

Examples in this guide relating to corporately owned policies

A policyowner has three options for accessing their policy’s cash value:¹

1 Partial surrender/withdrawal 

2 Policy loan

3 

Note:  

Creditor protection
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insurance may want to access 
their policy’s cash value for 
business expansion, retirement, 

within a life insurance policy  
up to the maximum limit set  

Three ways policyowners can access cash value within  
a life insurance policy: 

1 Partial surrender/withdrawal 
  •  
  •  
  •  A portion of amount received could be taxable

2 Policy loan
  •  
  •  Doesn’t impact policy growth (impacts cash value available on surrender)
  •  Loan amount greater than adjusted cost basis is taxable

  •   
not added to corporation’s capital dividend account

3 ²

  •  
  •  Only sophisticated policyowners with high risk tolerance should  

consider this option
  •  

  •   
calculating the capital dividend account credit 

  •  Loan proceeds are received tax-free by the policyowner
  •  Personal borrowing using corporately owned policy may create a  

 

only be considered by sophisticated investors with high risk tolerance and access to professional advice from a lawyer 
 
 

Accessing 
cash: 
Methods and 
considerations  
at a glance  



5

Accessing 
considerations

  Partial surrender  
(participating life insurance)

  Withdrawal  
(universal life insurance)

 Policy loan  Collateral loan

Contractually 
guaranteed
(No credit checks)

Access cash Amount available depends on:
  •
   •   How much the policyowner has  

already borrowed 
   •   Built up interest on previous borrowing

 •   Must have cash value available to use  

   •   Policyowner(s) need to meet lender’s 

Taxation of amount 
accessed

   Tax-free if adjusted cost basis is higher 

  A taxable policy gain generally arises if 
the cash withdrawn from a policy exceeds 

attributed to the withdrawal (prorated 

value in relation to the amount of cash 

 

Maintain full control 
of policy

Repayment
   •   Repayment isn’t an option  
   •

to policy’s cash value

   •   Repayment isn’t an option 
  •   Policyowner may be able to contribute 

to the account value (within limits)

   Repayment can be made to the insurer  

  While the insured is alive, loan repayment:
  •  

  •   May increase adjusted cost basis

in force if policy loan plus built up interest 

  At death, the outstanding loan and built 
up interest are repaid from the death 

  Lender typically reserves the right  
to demand loan repayment in full  

  While the insured is alive loan repayment:
   •   Release the policy as collateral for  

the loan 

outstanding loan and the remaining 

1 2 3
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Accessing 
considerations

  Partial surrender  
(participating life insurance)

  Withdrawal  
(universal life insurance)

 Policy loan  Collateral loan

Tax deductions Policy loan interest may be deductible 
if the loan proceeds are used for the 
purpose of earning income from a 

on form T2210 that it was paid in the year 
and the amount of the interest wasn’t 

  On loan repayment, a tax deduction  
 

the lesser of: 
  •  The amount repaid 
  •   The amount included in income when 

the loan was taken, less the deductible 
repayments in previous years

Bank loan interest may be deductible 
if the loan proceeds are used for the 
purpose of earning income from a 

  The collateral life insurance deduction 
may be available where certain conditions 

lesser of premium paid and net cost of 

Credit to the capital 
dividend account³ lower amount credited to the capital lower amount credited to the capital 

 

1 2 3
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Withdrawing  
cash value 
Policyowners can withdraw 
some or all of their policy’s cash 
surrender value pursuant to the 

Withdrawing cash value reduces 
insurance coverage and may  

Partial 
surrender /
withdrawals

Partial surrenders/withdrawals:
•  

or through periodic amounts over time (partial surrender)

•

Example:

• Policy has $100,000 cash surrender value and an adjusted cost basis of $20,000  

Total policy 
surrendered

Partial surrender  
cash withdrawn

Cash value 
surrendered

$100,000 $30,000

Adjusted cost basis $20,000 - $6,000 
(Adjusted cost basis is 
reduced to $14,000)

Taxable amount $80,000 $24,000

Percentage taxable 80% 80%

1
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Individually owned policy Corporately owned policy

Life insurance policy

No tax 
on growth1

You access
the cash

Potential tax on partial
withdrawal and reduction 
of the death benefit

Your payment
88

-2
40

3

When you die

Tax-free death
benefit and potential
creditor protectionYour policy beneficiary gets

the remaining death benefit

Life insurance policy

No tax 
on growth1

Corporation 
accesses the cash

Potential corporate 
tax on withdrawal

Shareholder pays tax
on dividends

Corporation makes a payment

88
-2

13
6

When you die
Corporation receives death
benefit and a credit to the
capital dividend account

No personal tax on
capital dividends Shareholders gets the remaining

death benefit as dividends
1 

 
1  
2
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Borrowing from  
the policy 
A permanent life insurance 
policy contract guarantees that 
policyowners can receive a policy 

received from the insurer that’s 

The loan’s tax-free, up to the 

loan doesn’t reduce the client’s 

isn’t repaid, then its balance, 
including interest, is deducted 

Policy loan

Policy loans:
•   If the adjusted cost basis is reduced to zero, every dollar borrowed against the policy is 

taxable unless repaid within that taxation year

•   If the total owed on your policy exceeds your policy’s cash value, your policy will lapse, 

Repaying the loan:
•

•
when they originally received the loan advances, less deductible repayments made in 
previous year(s)

•   Amounts repaid, excluding any amount that’s claimed as a tax deduction are added  
to the adjusted cost basis

Example:

• Policy has $100,000 cash surrender value and an adjusted cost basis of $20,000  

Second loan

Loan amount $20,000 $10,000

Adjusted cost basis $20,000 $0

Taxable amount $0 – Adjusted cost basis 
reduced to zero

$10,000

Amount repaid $15,000

Tax deduction $10,000

Adjusted cost basis 
increase on repayment $5,000

2
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Individually owned policy Corporately owned policy

Loan plus interest is repaid
to the insurance company
from the death benefit

Life insurance policy

No tax 
on growth1

Life insurance company
advances a loan to you

Your payment

When you die

Tax-free death
benefit and potential
creditor protection2 

88
-2

13
7Your policy beneficiary gets

the remaining death benefit

Loan is tax-free up 
to the adjusted cost
basis of the policy

Loan is tax-free up 
to the adjusted cost
basis of the policy

Life insurance policy

No tax 
on growth1

Shareholders receives
cash and pays tax

Corporation makes
a payment

88
-2

13
8

When you die

No personal 
tax on capital 
dividends Shareholders get remaining

death benefit as dividends

Corporation
requests a loan

Corporation
pays a salary or dividend

Canada Life
advances
the loan

Death benefit is reduced by the repaid loan
Corporation receives death benefit and
a credit to capital dividend account

•
•

1  
2

 1  
2
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Using the policy  
as collateral for a  
third-party loan
Policyowners may borrow from 
banks or other third-party lenders 
using the policy’s cash value as 

loan, it’s like a policy loan as it 

loans aren’t not taxable, but the 
policyowner pays interest to the 

the agreement with the bank will 

interest, to be deducted from the 
amount received by the policy’s 

Collateral 
loan

•  
life insurance 

•   May be up to 100 per cent for guaranteed investment accounts in universal life insurance  
and for participating life insurance policies  

 
 

clients shouldn’t consider a collateral loan unless they’re a sophisticated policyowner with  
 

Example:

• Interest is paid annual

Individually  
owned policy

 
owned policy

Max loan age 90 90

Loan to cash surrender value ratio 90 90

Loan rate 6% 6%

Loan amount (for 15 years) $30,000 $30,000

Total loan balance at death $450,000 $450,000

$2,000,000 $2,000,000

Adjusted cost basis $200,000 $200,000

$1,550,000 $1,550,000

Capital dividend account N/A $1,800,000

N/A $1,550,000

Residual capital dividend account N/A $250,000

3
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When you die

Life insurance policy

Loan plus interest is repaid
to the lending institution

Tax-free death
benefit and potential
creditor protection2 

No tax 
on growth1

Lending institution
advances a loan3 to you

Loan is tax-free

Your payment
88

-2
13

9Your policy beneficiary gets
the remaining death benefit

Individually owned policy

1  
2  
3
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Corporately owned policy

Loan is tax-free

Life insurance policy

No tax 
on growth1

Shareholders receives
cash and pays tax

Corporation makes
a payment

88
-2

14
0

When you die

No personal 
tax on capital 
dividends Shareholders get remaining

death benefit as dividends

Corporation
requests a loan

Corporation
pays a salary or dividend

Lending
institution

advances a loan2

Death benefit is reduced by the repaid loan
Corporation receives death benefit and
a credit to capital dividend account

•
•

1  
2  
3

•

•  
(not the lending institution)

•   When the insured person dies: 

     •  

     •

     •

     •   Amount of capital dividend account credit above the net death  
 

tax-free as a capital dividend

A shareholder obtaining a collateral loan from a bank personally  
using a corporate-owned life insurance policy as security may result 



More points to consider

Retirement compensation arrangements
If a corporation buys life insurance policies to fund formal retirement arrangements 
for the business owner or employee(s), they may be considered retirement 
compensation arrangements and tax implications would apply, including: 

•
dividends of participating policies)

•

Deductibility of payment from company to shareholders
The amount of the payment to the shareholder may be tax deductible if it is 

corporately owned policy, premiums paid by the corporation would be considered 

As noted, a corporation that assigns a life insurance policy to a bank as security for a 

Accessing 
cash from 
corporately 
owned policies 


