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Life Insurance

Canadians generally agree that life
insurance should be part of a sound
financial security plan; however, many
people aren’t sure how much they need
what type to buy or where to purchase
it. Having the right life insurance
protection can have an enormous
impact on your life and the lives of those
you love. A proper financial security
plan can mean the difference between
leaving your loved ones being well
positioned financially, and leaving
behind debts and an inadequate income
and for some, a significant erosion of
their estate due to tax liabilities.

How much life insurance do | need?
This really depends on the purpose of
the insurance and what you want it to
do for you. Is the insurance needed to
protect your income to the family, pay
off a loan, or provide funds for taxes on
death or perhaps to buy out a business
partners shares? To put this all in to
perspective lets take a look at a few
common examples.

Protecting family income — if you
died prematurely how much income
loss would there be to your family in
the next 5-10 years or more?
Although it’s difficult to put a dollar
amount on a person’s “human life
value”, by looking at income loss
over a period of time it gives you
some ideas on the amount of
coverage required. Remember life
insurance really provides time for
the family to reorganize and adjust
without being forced into making
rash decisions due to financial
problems.

Funding to pay off loans — this
would include mortgages, -credit

lines, car loans/leases, student
loans, credit cards, etc.

Taxes and costs at death — capital
gains taxes, income tax, probate
fees, lawyer's  fees, burial
expenses, and taxes on RRSP or
RIF funds are common items.

If you are a business owner there
are additional needs. What will the
taxes be on the value of your
business in the event of a forced
sale or transfer to your children?
Although you may qualify for the
Enhanced Capital Gains
Exemption there may be tax costs
above and beyond this exemption.
Perhaps the value of your business
really depends on “your
contribution”. When you die,
depending on the type of business
there may be a limited saleable
value. This is considered a
financial loss particularly for those
who depend on the income from
the business (i.e. other family
members). Other  issues  may
include funding to buy out the
shares of a business partner or
shareholder, collateral insurance
protection which may be required
by your lender for business loans
or lines of credit. As well perhaps
there is a need for a business
owner to provide for estate
equalization to a child who will not
inherit the business, the goal is to
be fair and equitable....again life
insurance can play a role in
providing for the funding in these
scenarios.

What's the best
insurance to buy?
To simplify the issue there are really
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only two types of life insurance; term
and permanent. Let's take a look at
the differences.

Term Insurance - the least
expensive initially however the cost
increases as you get older.
Examples are 10 year term where
the premium increases every 10
years or another popular plan is 20
year term. These plans may be well
suited for short term needs such as
covering a loan or mortgage,
providing family protection for a
limited period of time, etc.

The main disadvantage of term is
that the premiums become very
expensive as you get older and the
coverage actually expires when you
may need it the most. Often term
insurance plans expire somewhere
between ages 65 - 75. Although
most term insurance plans are
convertible to a permanent plan
(lifetime plan), the cost to convert is
more expensive as you get older.
You can therefore see the trap that
people can face with term if they
want to keep the coverage — they
face increased premiums which
become very costly and it may
become difficult, if not impossible, for
some to convert to permanent
insurance due to the cost at later
ages.

The best action is really to decide as
soon as possible if you want lifetime
or temporary coverage. Often people
choose a combination of both, so
that they have the best of both
worlds.

Permanent Insurance — more
expensive initially but the cost can
remain the same for life if structured
properly. The two most common
plans are Universal Life and Whole
Life insurance. These plans have
benefits of providing tax advantaged
growth in the form of cash values
which can be used as collateral,
borrowed against directly, provide
funds for an emergency and can
supplement retirement income as

well as providing lifetime protection.

Permanent insurance is suited for
people who have an ongoing need
through their lifetime for insurance
protection — perhaps they have been
successful in building assets through
their lifetime and want to preserve
their estate — life insurance is a tax
free death benefit which can cover
estate costs. Also if structured
properly the cash values within a life
insurance policy grow tax
advantaged and are not subject to
taxes, unless withdrawn while the
policy owner is alive. At death the
funds are paid completely tax free.

Also many folks are comfortable
knowing that their insurance will not
expire — rather it will be paid out to
their loved ones. This becomes
more reassuring particularly as we
become older and perhaps are
uninsurable due to poor health. It's
comforting to know that our
permanent insurance will be paid to
those we care about most.

Where to purchase my insurance?
Its best to discuss your unique
needs with a qualified financial
advisor to properly assess your
situation. As you can appreciate, no
two people’s needs are alike, so
make sure your advisor is open
minded when discussing your
situation. Steer clear of anyone who
has a “one plan fits all” type of
solution. The advisor you work with
should be unbiased and have access
to many different insurances
companies to do business with in
order to set up the best plan to suit
your needs. If you are not already
working with an advisor who you feel
comfortable with perhaps ask for a
referral from others.

As well to do the proper job the
advisor may need to discuss your
situation with other professionals
such as your lawyer and accountant
particularly if your estate planning
needs are somewhat complex.
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