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DISABILITY - PENSION TRANSFERS TO ADULT CHILDREN  
 

Individuals are accustomed to leaving assets in their wills to various family beneficiaries. An 

important part of this is leaving a personal pension plan such as a RRSP or a RRIF to 

beneficiaries. This is done by making a beneficiary designation within the plan itself or in 

other ways such as by a designation in your will. There is more flexibility in making the 

beneficiary designation outside the plan than within it. What you don’t want to do is to have 

beneficiary designations in more than one place leaving executors uncertain about which one 

applies. 

 

Broadly speaking, the Income Tax Act contains three provisions which allow you to transfer 

your RRSP or RRIF to an adult family member with a disability on a tax-free basis. A 

number of situations are allowed each with different qualifications depending on the age of 

the recipient, family relationship and the level of disability. To avoid confusion, in this 

article, we will only deal with transfers to an adult child or grandchild (hereinafter referred to 

as child) with a physical or intellectual infirmity or qualifying for the disability tax credit. 

References to social assistance are to ODSP rules in Ontario so rules in other provinces may 

be different. 

 

Given that, here are the three tax free pension transfers available. 

 

• Transfers to your child’s RRSP. 

• Transfers to your child’s Registered Disability Savings Plan (RDSP). 

• Transfers to a Lifetime Benefit trust (LBT) for your child. 

 
Transfer Limitations 

 

Transfers to a child’s RRSP or RDSP are allowed where the disability is either physical or 

intellectual whereas a transfer to a LBT is only allowed for a child having an intellectual 

infirmity making him or her financially dependent. In the case of the RDSP, the child must be 

eligible for the Disability Tax Credit which is a higher test than the infirmity test. The 

transfer amount is unlimited in the case of transfer to a RRSP or LBT but the transfer to a 

RDSP is limited to the available contribution room in the RDSP (maximum $200,000). 

DISABILITY ALERT is a commentary on topics of current interest – usually topics relating to planning 

for individuals with disabilities and changes to current tax and social assistance legislation.  Professional 

advice should be obtained before acting on any of this information.  
  

 



 

 

 
Tax Free Growth 

 

Transfers to RRSPs or RDSPs allow the funds in these plans to grow tax free until paid out of 

the plan to the beneficiary. In the case of a LBT, the trust must purchase a life annuity for the 

disabled individual which will be taxable each year and may reduce social assistance. The 

LBT is designed to qualify as a Henson trust so the existence of the trust itself should not 

disqualify social assistance because of its value. 

 
Transfer to your Child’s RRSP 

 

The problem with a transfer to a RRSP is that the child’s RRSP will more than likely 

disqualify him or her from social assistance because of the existence of the RRSP itself and 

possibly because of income from the RRSP at some future time. Also, if the child is 

intellectually challenged, the office of the public trustee could take over control of the plan. 

 
Transfer to your Child’s RDSP 

 

The RDSP is probably the best choice for most pension transfers assuming that there is 

contribution room in the RDSP and the plan holder will accept the transfer. The receipt of 

pension funds by the RDSP does not qualify for RDSP grants. 

 
Transfer to LBT 

 

In almost all cases, the LBT is a Henson trust and consequently the trust assets should not 

affect social assistance but income from the trust could reduce or eliminate social assistance. 

The trust type of arrangement should keep the inheritance of the pension by the LBT out of 

the hands of the public trustee. As indicated earlier, the Income Tax Act requires the LBT to 

purchase a life annuity for the beneficiary but many hope that this narrow use of a LBT will 

be liberalized in the Income Tax Act in the future. Even if LBT income is not distributed, it is 

still taxable to the disabled beneficiary but this probably does not result in disqualifying 

income for social assistance purposes since there is no actual receipt of funds. 

 
Summary 

 

This is a short overview of the most important issue covering pension transfer rules to 

individuals with disabilities. It is complicated, so you should get professional guidance and 

build pension transfer planning into a master financial plan for you disabled loved one.  
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