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First, because they offer the option of naming 
a beneficiary, segregated funds offer a 
number of advantages, including potential 
creditor protection, maturity and death benefit 
guarantees, and probate bypass opportunities1.
For these reasons, an increasing number of 
individuals are acquiring segregated funds that 
are registered as TFSAs. 

Spouse as successor planholder

Only a spouse can be a successor planholder. 
Where there is a successor planholder, the 
contract does not terminate when the planholder 
dies. This means that a death guarantee will not 
be paid when the original planholder dies. The 
payment of any death guarantee is deferred to 
the second death.

When the original planholder dies, the successor 
planholder essentially steps into the shoes of 
the original planholder. They assume ownership 
of the contract and become the annuitant under 
a segregated fund contract.

Care needs to be taken to understand the 
contract provisions for a TFSA. It may not be 
appropriate to name the spouse as both the 
successor planholder and the beneficiary. In 
fact, the contract provisions may provide that at 
the death of the planholder there is no choice – 
the spouse becomes the planholder.

Spouse as beneficiary

If the spouse is the beneficiary, the TFSA 
contract terminates when the original planholder 
dies. This means that a death benefit guarantee 
is payable.

Death benefit guarantee

Segregated funds must provide a guarantee 
upon death of at least 75%. Generally speaking, 
segregrated funds provide a death benefit 
guarantee that allows for 100% of deposits or 
market value, whichever is greater. However, 
there may be age limits for the purchase of 
segregated funds and for making new deposits. 

For example, an annuitant may be required to be 
less than age 80 at the time of the first premium 
payment to purchase a new contract or they may 
be offered reduced death benefit guarantees . 
If you and your spouse are in this age range, ask 
your advisor about planning opportunities, such 
as each of you opening a new segregated fund 
contract and making your first premium payment 
before age 80, or ensuring that each individual’s 
TFSA room is utilized prior to death.

Tax Implications at Death

If the planholder dies and the spouse is the 
successor planholder, the surviving spouse 
becomes the planholder. There are no tax 
implications at that time (except if the deceased 
had made excess contributions into the TFSA). 
The new planholder’s own TFSA room is 
unaffected and is thus in addition to the value 
of the plan acquired in the year of death.

A more cumbersome process comes into play 
where the surviving spouse is the beneficiary. 
In this case, the tax rules dealing with “exempt 
contributions” come into effect. Specific forms 
will need to be filed with the tax authorities 
within specific deadlines. Unless the “exempt 
contribution” election has been made, it will 
not be possible for the surviving spouse 
to contribute the full amount to their own 
TFSA (unless they have unused TFSA room 
from previous years) as illustrated by the 
following case study.

Should your spouse be the beneficiary or successor planholder?†

A segregated fund contract can be registered as a Tax-Free Savings Account 
(“TFSA”). Couples ask whether it is best to designate their spouse as the 
beneficiary or as the successor planholder. A number of factors need to be 
considered when deciding whether to name a spouse the beneficiary or 
the successor planholder. Let’s look at the considerations that enter into 
this decision.

† For tax purposes, 
all references to 
spouse include a 
common-law partner

TFSAs – Segregated Funds 
registered as TFSAs 
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Case Study – Surviving spouse or common-law partner named as the beneficiary

John died on October 1, 2011 and on that date the fair market value (FMV) of his TFSA was $17,000. (He had 
contributed $15,000 to his TFSA, so the segregated fund contract had grown by $2,000.) There were delays 
in notifying the insurer of John’s death. The account continued to grow and $18,000 was paid to his surviving 
spouse, Susan, on December 28, 2011. She has other savings, so she wants to know if she can contribute this 
amount to her own TFSA.

For Susan to contribute the amount to her own TFSA, she needs to do the following:

1. She needs to determine the amount of the “exempt contribution”. 

 ¬ It cannot exceed the FMV of the TFSA as at the date of death. In this case, the “exempt contribution” is 
limited to $17,000. (This means that the growth of $1,000 that occurred after the date of her husband’s 
death is taxable to Susan.)

 ¬ The amount paid from the TFSA cannot be treated as an “exempt contribution” if:

 – The TFSA has excess contributions in it, or

 – More than one spouse has been named as the beneficiary for the TFSA2

2. Tax form RC240 – Designation of an Exempt Contribution – Tax Free Savings Account (TFSA) needs to be 
completed and filed with CRA within 30 days of making the contribution. (This is the only way to advise 
CRA that what is being contributed is not an excess contribution, subject to penalties.)

3. The contribution generally needs to be made no later than December 31st of the year following the death, 
that is, by December 31, 2012 in this case.

Where a spouse is the beneficiary and needs 
the funds from the deceased spouse’s TFSA, 
consideration should be given to contributing 
the amount to their own TFSA and then 
withdrawing the funds. Since the withdrawal 
creates TFSA room in the following calendar year, 
the spouse will be able to make a contribution in 
a later year when funds are available.

Remember that TFSA room expires upon death. 
(This is different from the rule for RRSPs, which 
allows contributions to be made to a Spousal 
RRSP after death, provided that the surviving 
spouse is no older than age 71 at the end 
of the year.)

As may be seen from the above, the 
consequences are different, depending 
upon whether the spouse was named as 
the beneficiary or a successor planholder. 
Appropriate care must be taken when setting up 
the contract. Designating children as contingent 
beneficiaries is another consideration.
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1 In Quebec, notarial wills don’t need to be probated. Probate 
fees are minimal for both holograph wills and wills made in the 
presence of witnesses.

2 Permission will need to be obtained from CRA.
3 According to the Civil Code of Québec a spouse is defined as 

an individual to whom you are legally married or with whom 
you have entered into a civil union. Common-law partners are 
not included in the definition. Also, designation of a spouse 
as beneficiary is irrevocable unless otherwise indicated on 
the application.

4 Since there are some situations where creditor protection may 
not apply, it is recommended that contract holders consult 
a legal advisor to find out if they are eligible for this type 
of protection.

Consider Standard Life’s Ideal Segregated Funds – Signature Series
Series-Based Guarantees

Maturity Benefit Guarantee Death Benefit Guarantee

Base capital protection with Ideal 75/100 Series

Full capital protection with Ideal 100/100 Series

100% if the first premium is deposited before age 80 
(75% at age 80 and over when the first premium is 
allocated to the series)

Resets to lock in your market gains

Benefits only segregated funds can provide

Potential creditor protection (with proper beneficiary designation in the contract), in addition to estate 
planning and probate bypass3-4

Investment choices

Ideal 75/100 Series, Ideal 100/100 Series and Ideal Income 
Series are offered on our Ideal Segregated Funds – Signature 
Series contract, which is an insurance product.

A description of the key features and the terms and conditions 
of Standard Life’s Ideal Segregated Funds – Signature Series 
is contained in the Information Folder and Contract. Please 
refer to the section on Resets for more information on the 
rules governing this feature. The information has been 
simplified for the purposes of this document and, if there are 
any inconsistencies between the information presented in 
this document and the Information Folder and Contract, the 
Information Folder and Contract will prevail.

Subject to any applicable guarantees, any part of the premium or 
other amount allocated to an Ideal Segregated Fund is invested 
at the risk of the contractholder and may increase or decrease in 
value according to fluctuations in the market value of the assets 
of the Ideal Segregated Fund.
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