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AMENDED REASONS FOR JUDGMENT 

Favreau J. 

[1] This is an appeal from a reassessment made under the Income Tax Act, 

R.S.C. 1985, c.1, (5
th
 supplement), as amended (the “Act”) by the Minister of 

National Revenue (the “Minister”) concerning the appellant’s 2015 taxation year. 

[2] By virtue of the reassessment dated October 31, 2016, the Minister included 

in the appellant’s income an amount of $26,361 as income from Canadian sources 

pursuant to paragraph 56(1)(j) of the Act. 

[3] In determining the appellant’s tax liability for his 2015 taxation year, the 

Minister made the following assumptions of fact: 

(a) the Appellant holds two life insurance policies number 4701179-6 and 

7435221-2, issued on November 1977 and November 1982 respectively with the 

London Life Insurance Company (hereinafter “London Life”);  

(b) during the 2015 taxation year, the appellant took personal loans against his 

life insurance policies from London Life;  

(c) the loans taken with London Life are deemed to be a disposition of the 

interests in the life insurance policies;  
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(d) the Adjusted Cost Base (ACB) of the life insurance policies represents 

mainly the sum of premiums paid by the Appellant minus dividends declared, if 

applicable, minus the Net Cost of Pure Insurance (NCPI);  

(e) the ACB calculated by the London Life is $ 6,337.80 for policy number 

4701179-6 and $11,077.72 for policy number 7435221-2;  

(f) the income in respect of the disposition of the appellant’s interest in his life 

insurance policies is $ 7,190 and $ 19,170.70 for a total amount of $26,361; 

(g) any repayment of the policy loans, if applicable, made in the taxation year 

2015 would have reduced the above mentioned income. 

[4] For the 2015 taxation year, the London Life Insurance Company issued to 

the appellant, two T5 slips in the amounts of $7,190 and $19,170 respectively, as 

“other source of income.” In the appellant’s opinion, both amounts are non-taxable 

in nature because they arose from personal loans taken from two personal whole 

life insurance policies under his name. In his opinion, this is analogous and similar 

to having taken out personal loans with a financial institution, such as a chartered 

bank. Monies received from a personal loan from a chartered bank are non-taxable 

in nature. 

[5] With respect, I do not agree with the appellant that life insurance policy 

loans should be treated like personal loans from a financial institution because life 

insurance policy loans are governed by specific provisions of the Act.  

[6] Paragraph 56(1)(j) of the Act provides that there shall be included in 

computing the income of a taxpayer for a taxation year any amount required to be 

so included by subsections 148(1) or (1.1) of the Act. 

[7] Subsection 148(1) of the Act provides for the inclusion in income of the 

amount by which the proceeds of disposition of a policyholder’s interest in a life 

insurance policy to which he became entitled to receive in the year exceeds the 

adjusted cost base to the policyholder of that interest immediately before the 

disposition. The exceptions to this rule that are listed in paragraphs 148(1)(a) to (e) 

are not applicable in this appeal. 

[8] The terms and expressions that are relevant for the purposes of 

subsection 148 of the Act are defined in subsection 148(9) of the Act. 
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[9] The term “disposition” in relation to an interest in a life insurance policy 

includes a policy loan made after March 31, 1978. 

[10] The term “policy loan” means “an amount advanced by an insurer to a 

policyholder in accordance with the terms and conditions of the life insurance 

policy.”  

[11] The expression “proceeds of disposition of an interest in a life insurance 

policy” means: 

the amount of the proceeds that the policyholder … is entitled to receive on a 

disposition of an interest in the policy and for greater certainty, … in respect of a 

policy loan made after March 31, 1978, means the lesser of: 

(i) the amount of the loan, other than the part thereof applied, immediately 

after the loan, to pay a premium under the policy, as provided for under 

the terms and conditions of the policy, and 

(ii) the amount, if any, by which the cash surrender value of the policy 

immediately before the loan was made exceeds the total of the balances 

outstanding at the time of any policy loans in respect of the policy. 

[12] The “cash surrender value” at a particular time of a life insurance policy 

means “its cash surrender value at that time computed without regard to any policy 

loans made under the policy, any policy dividends (other than paid-up additions) 

payable under the policy or any interest payable on those dividends.”  

[13] The “adjusted cost basis,” at any time to a particular policyholder of the 

policyholder’s interest in a life insurance policy is determined by a very complex 

formula which essentially includes the policy premiums with adjustments for the 

net cost of pure insurance and the amounts of policy loans which reduces the 

adjusted cost basis of the policy. 

[14] Basically, the purpose of these complex rules is to ensure that a policyholder 

will include in his income any policy loan amount that is greater than the adjusted 

cost basis of his interest in the policy. 

[15] It may be worthwhile here to mention that when a policy loan is repaid, the 

policyholder is entitled to claim a deduction for the total of all repayments made in 

the year in respect of the policy loan (section 60(s) of the Act). If the amount of the 

repayments is greater than the amounts that were included in his income for the 
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year or a preceding taxation year from a disposition of an interest in a life 

insurance policy, the excess will be added to the adjusted cost base of the policy. 

[16] Section 217 of the Income Tax Regulations provides that when an amount is 

required to be included in computing the income of a taxpayer pursuant to 

paragraph 56(1)(j) of the Act, the insurer shall make an information return in the 

prescribed form in respect of that amount. The prescribed form is a T5 form. This 

is precisely what the London Life Insurance Company did in respect of the loans 

made by the appellant in 2015 against his two life insurance policies. 

[17] There is no evidence that the amounts indicated on the two T5 slips issued 

by the London Life Insurance Company were incorrectly computed. The appellant 

has requested from the Ombudsman’s Office of the London Life Insurance 

Company, the issuance of revised T5 slips for income tax purposes but his request 

has been dismissed because the amounts reported on the T5 slips were correctly 

calculated. 

[18] For all these reasons, the appeal is dismissed. 

These Amended Reasons for Judgment are issued in substitution for the 

Reasons for Judgment signed June 27, 2019. 

Signed at Mont St-Hilaire, Québec, this 11th day of July 2019. 

“Réal Favreau” 

Favreau J. 
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