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Part IV: Insurance: Protecting What You’ve Got
What you will get as a survivor benefit depends on many factors, including
whether your spouse was receiving a CPP retirement or disability pension,
how long and how much they had paid into the plan, and your spouse’s age
when they died.
Children of a contributor to the CPP may also be eligible for payments called
the CPP Children’s Benefit. If a child is under the age of 18, the benefit is normally paid to the parent. The monthly benefit is a flat amount, which in 2004
was around $192 a month. Children between the ages of 18 and 25 who are
attending school full-time are also eligible, as are part-time students in certain
cases.
Some couples choose to split one of their CPP payments as a way to balance
out their income and thus reduce their household’s overall tax bill. This has
no impact on the surviving spouse’s benefits. If one spouse dies, the survivor
benefits are calculated as if the splitting (officially called assigning) of benefits never took place.
Human Resources and Skills Development Canada (HRSDC) can tell you how
much your survivors will receive per month in the event of your death. You
can find this information online at www.hrsdc.gc.ca/en/isp/cpp/survivor.shtml, or you can request what you need by mail, by visiting a local
HRSDC office, or by calling 1-800-277-9914.
You should factor this benefit into the amount of life insurance that you calculate in Table 16-1. For example, suppose that your annual after-tax income is
$15,000, and HRSDC provides a survivor benefit of $8,000 annually. Therefore,
for the purposes of Table 16-1, you should determine the amount of life insurance needed to replace $7,000 annually ($15,000 – $8,000), not $15,000.

Comparing term life insurance to
cash value life insurance
We’re going to tell you how you can save hours of time and thousands of dollars. Ready? Buy term life insurance. (The only exception is if you have a high
net worth — several million bucks or more — in which case you may want to
consider other options. See the estate-planning section in Chapter 17.) If
you’ve already figured out how much life insurance to purchase, and this is
all the advice you need to go ahead, you can skip the rest of this section and
jump to the “Buying term insurance” section that follows.
If you want the details behind our recommendation for term insurance, the
following information is for you. Or maybe you heard (and have already fallen
prey to) the sales pitches from life insurance agents, most of whom love selling cash value life insurance because of its huge commissions.
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“Other” life insurance
Contemplating the possibility of your untimely
demise is surely depressing. You’ll likely feel
some peace of mind when purchasing a life
insurance policy to provide for your dependants.

You may also want to consider providing a list
of key contacts — such as whom you recommend calling (or what you recommend reading)
in the event of legal, financial, or tax quandaries.

However, let’s take things a step further.
Suppose that you (or your spouse) pass away.
Do you think that simply buying a life insurance
policy will be sufficient “help” for the loved
ones you leave behind? Probably not. Surely
your contribution to your household involves far
more than being a breadwinner.

So, in addition to trying to provide financially for
your dependants, you also need to take some
time to reflect on what else you can do to help
point them in the right direction on matters you
normally handle. With most couples, it’s natural
for one spouse to take more responsibility, say,
for money management. That’s fine; just make
sure to talk about what’s being done so that in
the event that the responsible spouse dies, the
surviving person knows how to jump into the
driver’s seat.

For starters, you should make sure that all of your
important financial documents — investment
account and RRSP/RRIF statements, insurance
policies, employee benefits materials, smallbusiness accounting records, and so on — are
kept in one place (such as a file drawer) that your
loved ones know about.
Do you have a will? See Chapter 17 for
more details on wills and other estate-planning
documents.

If you have kids (and even if you don’t), you may
want to give some thought to philosophical
leave-behinds for your loved ones. These leavebehinds can be something like a short note
telling them how much they meant to you and
what you’d like them to remember about you.

We’re going to start with some background. Despite the variety of names that
marketing departments have cooked up for policies, life insurance comes in
two basic flavours:
⻬ Term insurance. This insurance is pure life insurance. You pay an
annual premium for which you receive a predetermined amount of life
insurance protection. If the insured person passes away, the beneficiaries collect; otherwise, the premium is gone.
⻬ Cash value insurance. All other life insurance policies (whole, universal,
variable, and so on) combine life insurance with a supposed savings feature. Your premiums do not pay only for life insurance; some of your dollars are also credited to an account that grows in value over time,
assuming you keep paying your premiums. On the surface, this sounds
potentially attractive. People don’t like to believe that all their premium
dollars are being tossed away.
But cash value insurance has a big catch. For the same amount of coverage (for example, for $100,000 of life insurance benefits), cash value policies cost you anywhere from four to ten times (yes, 1,000 percent) more
than comparable term policies.
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Part IV: Insurance: Protecting What You’ve Got
Insurance salespeople know the buttons to push to get you interested in
buying the wrong kind of life insurance. In the following sections we give you
some of the typical arguments they make for purchasing cash value polices,
followed by our perspective on each one.

“Cash value policies are all paid up after x years. You don’t want to
be paying life insurance premiums for the rest of your life, do you?”
Agents who pitch cash value life insurance present projections that imply
that after the first ten or so years of paying your premiums, you don’t need to
pay more premiums to keep the life insurance in force. The only reason you
may be able to stop paying premiums is if you pour so much extra money
into the policy in the early years of payment. Remember that cash value life
insurance costs four to ten times as much as term insurance.
Imagine that you’re currently paying $500 a year for auto insurance, and an
insurance company comes along and offers you a policy for $4,000 per year.
The representative tells you that after 10 years, you can stop paying and still
keep your same coverage. We’re sure that you wouldn’t fall for this sales
tactic, but many people do when they buy cash value life insurance.
You also need to be wary of the projections, because they often include unrealistic and lofty assumptions about the investment return that your cash balance can earn. When you stop paying into a cash value policy, the cost of
each year’s life insurance is deducted from the remaining cash value. If the
rate of return on the cash balance is not sufficient to pay the insurance cost,
the cash balance declines, and eventually you receive notices saying that
your policy needs more funding to keep the life insurance in force.

“You won’t be able to afford term insurance when you’re older.”
As you get older, the cost of term insurance increases because the risk of dying
rises. But life insurance is not something you need all your life! It’s typically
bought in a person’s younger years when financial commitments and obligations outweigh financial assets. Twenty or thirty years later, the reverse should
be true.
When you retire years from now, you won’t need life insurance to protect
your employment income, because there won’t be any to protect! You may
need life insurance when you’re raising a family and/or you have a substantial mortgage to pay off, but by the time you retire, the kids should be out on
their own (you hope!), and the mortgage should be paid down.
In the meantime, term insurance saves you a tremendous amount of money.
For most people, it takes 20 to 30 years for the premium they’re paying on a
term insurance policy to finally catch up to (equal) the premium they’ve been
paying all along on a comparable amount of cash value life insurance.
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“You can borrow against the cash value at a low rate of interest.”
Such a deal! It’s your money in the policy, remember? If you deposited money
in a savings or money market account, how would you like to pay for the
privilege of borrowing your own money back? Borrowing on your cash value
policy is potentially dangerous: You increase the chances of the policy
exploding on you — leaving you with nothing to show for your premiums.

“Your cash value grows tax-deferred.”
Ah, a glimmer of truth at last. The cash value portion of your policy grows
without taxation until you withdraw it, but if you want tax deferral of your
investment balances, you should first take advantage of your RRSP. An RRSP
gives you an immediate tax deduction for your current contributions in addition to growth without taxation until withdrawal. The money you pay into a
cash value life policy gives you no upfront tax deductions. (See Chapter 7 for
details on retirement plans.)
Life insurance tends to be a mediocre investment. The insurance company
quotes you an interest rate for the first year only; after that, most companies
pay you what they want. If you don’t like the future interest rates, you can be
penalized for quitting the policy. Would you ever invest your money in a bank
account that quoted an interest rate for the first year only and then penalized
you for moving your money within the next seven to ten years?

“Cash value policies are forced savings.”
Many agents argue that a cash value plan is better than nothing — at least it’s
forcing you to save. This line of thinking is silly, because so many people
drop cash value life insurance policies after just a few years of paying into
them because of their high cost.
You can accomplish “forced savings” without using life insurance. You can
arrange to have money automatically transferred from your chequing
account into your RRSP, for example. Your employer may also offer the
option of having contributions to an RRSP or company pension plan come
from your paycheque — and it doesn’t take a commission! You can also set
up monthly electronic transfers from your bank chequing account to automatically invest in mutual funds (see Chapters 7 and 9).

Making your decision
Insurance salespeople aggressively push cash value policies because of the
high commissions that insurance companies pay them. Commissions on cash
value life insurance range from 50 to 100 percent of your first year’s premium.
An insurance salesperson, therefore, can make four to ten times more money
(yes, you read that right) selling you a cash value policy than he can selling
you term insurance.
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Ultimately, when you purchase cash value life insurance, you pay the high
commissions that are built into these policies. As you can see in the policy’s
cash value table, you don’t get back any of the money that you dump into the
policy if you quit the policy in the first two to three years. The insurance
company can’t afford to give you any of your money back in those first few
years because so much of it has been paid to the selling agent as commission. That’s why these policies explicitly penalize you for withdrawing your
cash balance within the first seven to ten years.
Because of the high cost of cash value policies relative to the cost of term,
you’re more likely to buy less life insurance coverage than you need — that’s
the sad part of the insurance industry’s pushing of this stuff. The vast majority of life insurance buyers need more protection than they can afford to buy
with cash value coverage.
Cash value life insurance is the most oversold insurance and financial product
in the history of the financial services industry. Cash value life insurance makes
sense for a small percentage of people, such as small-business owners who
own a business worth more than several million dollars and don’t want their
heirs to be forced to sell their business to pay estate taxes in the event of
their death. (See “Considering the purchase of cash value life insurance,”
later in this chapter.)
Purchase low-cost term insurance and do your investing separately. Life
insurance is rarely a permanent need; over time, you can reduce the amount
of term insurance you carry as your financial obligations lessen and you
accumulate more assets.

Buying term insurance
Term insurance policies have several features to choose from. We cover the
important elements of term insurance in this section so that you can make an
informed decision about purchasing it.

Choosing how often your premium adjusts
As you get older, the risk of dying increases, so the cost of your insurance
goes up. Term insurance can be purchased so that your premium adjusts
(increases) annually or every 5, 10, 15, or 20 years. The less frequently your
premium adjusts, the higher the initial premium and its incremental increases
will be.
The advantage of a premium that locks in for, say, 15 years is that you have
the security of knowing how much you’ll be paying each year for the next 15
years. You also don’t need to go through medical evaluations as frequently to
qualify for the lowest rate possible.

