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In the section entitled BE PREPARED
FOR EMERGENCIES, we stressed the
importance of having adequate
insurance against a wide range of
risks. Most of the insurance we
mentioned in that section comes
in one “flavour” – there is just one
type. however, Life insurance is
different.

There are several types of life insurance designed to meet different needs. This section summarizes
them. 

To select the right type of life insurance, first consider for how long you will need the coverage and its
purpose. Be aware that one policy can insure more than one person:

> A “joint and first to die” policy would pay the life insurance benefit when the first insured person
dies. Two business partners might use this to ensure that the surviving partner can buy out the
other’s interest. That way, the deceased partner’s spouse isn’t stuck with a business he or she may not
want, and the surviving business partner isn’t stuck with a co-owner he or she may not want.

> A “joint and last” policy would pay the life insurance benefit after both individuals insured die. This
arrangement is often used by couples in their estate planning to cover taxes due at death and ensure
a fair distribution of their wealth.

A joint policy usually costs less than two individual ones, but does not offer the same degree of
flexibility.

Life insurance
basics
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There are four main types of life insurance: term, term to 100, whole life and universal life. But they
are not mutually exclusive. Each type offers advantages in meeting a particular set of needs. So, your
insurance specialist might suggest purchasing more than one type to serve more than one purpose.

Term Insurance 
Term insurance is the most straightforward form of life insurance. It is purchased for a set period. That
is typically one year, five years, ten years, twenty years, or to age 65. The policy provides pure insurance;
there is no savings component and thus normally no cash surrender value if the policy is cancelled.

Suppose you have two young children, a home mortgage and car loan. In other words, you want to
provide for your kids but are tight on cash. Term insurance would be a logical choice as it offers the
greatest amount of coverage per dollar of premium. 

Common features include guaranteed renewal without evidence of medical insurability and guaranteed
renewal rates. 

Term to 100

T100 is pure protection – with no savings component – that runs until you reach age 100. So, it provides
lifetime coverage for most people. While the premium for term insurance goes up at each renewal,
T100 premiums are level. Basically, you pay more than the pure cost of insurance in the early years to
subsidize that cost later on. In some cases T100 premiums may be payable for life while in others the
payment period might run for 20 years or to age 65. T100 costs more than term insurance, but less than
other “permanent” policies. 

Suppose your adult children are emotionally attached to the family cottage whose value has soared and
you fear they might be forced to sell it to pay the capital gains tax due when you and your spouse both
die. You might consider buying joint and last T100 insurance to cover that projected expense.

Common features include guaranteed rates and disability waiver of premium.

Whole Life

Whole Life is the most traditional form of permanent insurance. There are many variations. This
vehicle offers insurance protection with a savings element. As with T100, there is a level premium. In
addition to covering the pure cost of insurance, this premium includes money that the life insurer can
invest. Within limits, those funds can accumulate inside the policy without facing tax. With a
“participating” policy, the policyholder is also entitled to dividends that are paid when the insurer does
better than it expected in terms of claims, operating expenses and investment performance. These
dividends can be taken as cash or left in the policy to increase the death benefit and/or cash value. The
accumulation inside the policy forms a “cash value” that the policyholder can borrow against or even
remove as a taxable withdrawal. 

Whole life offers an alternative way to cover the tax bill on the cottage mentioned in our summary of
Term to 100. But here there is a cash value that can be accessed as a loan or taxable withdrawal. The
cash value could also be used to secure a bank loan arranged outside the policy.

There are hybrid policies that combine whole life and term insurance. The aim is to provide permanent
coverage at reduced cost. For example, $50,000 in whole life coverage might be matched with $100,000
of term insurance. Dividends received on the whole life coverage are used to increase the amount of
that permanent insurance. Ideally, the whole life component would increase enough to cover the full
insurance need by the time the term insurance coverage expires.
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Universal Life

Universal Life was developed during the 1970s as a more flexible alternative to whole life. It unbundles
the insurance and savings components. As with whole life, the premium is set to cover the pure cost of
insurance with money left over for investment. But, within limits, the universal life policyholder can
vary the amount and timing of those payments. Also, while the insurer manages the investment of a
whole life policy’s cash value, the universal life policyholder gets to deploy that money among a range of
options offered by the insurer. Universal life is often suggested as an additional tax shelter for those who
have no non-deductible debt and have already maximized their RRSPs. 

While universal life is much more flexible than whole life, it is generally less cost-effective than whole
life for someone over 50. 

Recent years have seen insurers offering universal life as a retirement funding vehicle to supplement
RRSP and pension income. The cash value is used to secure a line of credit on which the bank agrees to
defer any principal and interest repayment until the insured person dies. The outstanding loan balance
and accumulated interest are then repaid from the policy’s tax-free death benefit. This strategy requires
careful management since the cash value’s investment earnings must be kept in line with the interest
rate accruing on the outstanding loan. 

For tax planning as well as more flexibility in terms of premium payments, those considering T100
might also consider a universal life policy that uses T100 for its insurance component. 

> Look beyond price when selecting an insurer. The
insurer’s long-term financial stability is critical, and
it is easy for your insurance specialist to assess that
through ratings from independent services. Also
look for contract flexibility, the insurer’s long-term
dividend track record if you’re purchasing whole
life, and the scope and performance record of the

available investment options if purchasing
universal life.

> Consider purchasing an optional “disability waiver
of premium.” This would allow you to stop paying
premiums but keep the coverage should you
become disabled.

WE SUGGEST…
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The particulars contained herein were obtained from sources which we believe reliable but are not guaranteed by us and may be incomplete. The opinions expressed are based upon 
our analysis and interpretation of these particulars and are not to be construed as a solicitation or offer to buy or sell the securities mentioned herein. The Firm may act as financial
advisor, fiscal agent or underwriter for certain of the companies mentioned herein and may receive a remuneration for its services. The Firm and/or its officers, directors, representatives,
associates, may have a position in the securities mentioned herein and may make purchases and/or sales of these securities from time to time in the open market or otherwise.
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