
L
ife insurance 
is the Rodney
Dangerfield of
financial ser-

vices– it gets no respect.
It’s the butt of many
jokes, some of which
can be very funny, in-
cluding the hysterical
depiction of a persistent life in-
surance salesman in the 1993
movie Groundhog Day.

Jokes aside, much of that scorn
and derision stems from lack of
knowledge. No one has properly
explained to most people exactly
what this multi-function financial
instrument can do for them.

And that’s really a shame be-
cause life insurance is one of the
most important, versatile, secure
and tax-friendly financial invest-
ments you can find. 

The importance of life insur-
ance became apparent to my
family in 1974, when my late fa-
ther died of a massive heart at-
tack at the age of 50. He was a
busy engineer who didn’t leave a
will, let alone insurance. As a re-
sult, my late mother, who was 48
at the time, had to go back to
work to support me and my three
older brothers.

I used to think that wealthy
people had it all together, assisted
by the best accountants and
smartest estate planning profes-
sionals who kept their financial af-
fairs up to date and well-organized.

I was wrong. We fre-
quently meet with very
successful people who
aren’t properly organized.
Despite a battalion of
available financial advi-
sors and resources, their
wills are outdated or non-
existent, their protection

portfolios contain a mishmash of
insurance policies, and their fi-
nancial architecture has changed
markedly over the years.

They’ve been so busy looking
after everyone else (customers,
shareholders, bankers, employ-
ees, etc.) that they haven’t spent
the time required to take care of
what truly matters most – protect-
ing their family and loved ones.

Our clients generally use life
insurance to achieve one or more
of the following objectives:

-Create liquidity at the time
estate taxes are due to avoid the
forced sale of assets;

-Fund specific inheritances for
heirs or as charitable bequests;

-Protect a business against the
sudden catastrophic loss of a key
person;

-Secure the maximum value of
their business for succession plan-
ning, and pay minimum tax; and, 

-Establish a guaranteed, fixed-
income investment within a fam-
ily's intergenerational asset allo-
cation.

Life insurance enjoys unique
treatment under Canada’s In-

come Tax Act. All benefits are
paid to beneficiaries tax-free, in-
dependent of the will and bypass-
ing the probate process.

According to the Canadian
Life and Health Insurance Associ-
ation, about 22 million Canadians
(60 per cent of our population)
owned $4.7 trillion in life insur-
ance coverage last year. That
amount includes term, whole life
and universal life plans. The re-
maining 40 per cent of Canadians
had some insurance coverage
through a group benefits plan at
work, or no coverage at all.

Having group insurance is ba-
sically just "borrowing" life insur-
ance, because when people leave
their jobs - by their own choice or
otherwise - that insurance is no
longer available.  In that case,
who will pay the mortgage, credit
card bills or lines of credit if they
die? There are very few sure things
in life, and nowadays when it
comes to a job, there’s no assur-
ance of a lifetime career topped
off with a gold watch. 

Term or permanent?

There are two types of individ-
ual life insurance policies, term or
permanent.  Getting term insur-
ance is like "renting" it – it comes
with specific terms that usually
range from 10 years to 20 years or
even longer. 

Much like renting a house or

apartment, when the lease period
ends, the renter leaves with no eq-
uity. Renewals come at a much
higher cost and, depending on the
policy, may not be available if the
insured no longer qualifies due to
poor health or other circum-
stances, like a bad driving record.

Many people tend to overlook
the financial value of their exist-
ing insurance policies, including
term. In fact, some $7 billion of
life insurance falls off the books
every year in Canada – from peo-
ple who don’t renew their term
insurance or let their policies
lapse because they can’t afford it. 

Those policies can have
tremendous value to the policy
holder. A reduced life expectancy
caused by an illness such as cancer
or heart disease adds to the value
of these policies, which can often
be converted without no medical
qualifications, valued by an actu-
ary and then donated to charity. 

We recently helped a woman
in her 60s convert her term policy
with no medical requirements
and donate it to her alma mater.
She received a $170,000 charita-
ble receipt for her generosity and
saved $85,000 in income taxes.

Then there’s permanent life
insurance that you "own". Like
owning a home, you can take ad-
vantage of using the equity, or in
this case – the cash value – of the
policy in a tax-effective manner. If
you decide to terminate your in-
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surance contract, you can receive
the cash surrender value (CSV)
that has built up over time.

Permanent insurance is
favoured by business owners
who use the CSV in tax-effective
strategies that allow them to pro-
tect and grow wealth while
shielding it from taxes.

Bankers prefer lending against
CSV over other assets such as
stocks, bonds, mortgages, real es-
tate, precious metals, etc. when it
comes to serving as security for
loans.

The immediate financing ar-
rangement (IFA) strategy allows
you to use your insurance policy
as collateral for a line of credit
with a Canadian chartered bank.
The money from this loan can
then be invested back into your
business, property or investment
portfolio to produce income.  

With an IFA, you pay interest
on the line of credit every year
and use the collateral insurance
deduction and the interest ex-
pense as tax deductions.

As you pay the ongoing pre-
miums for the life insurance pol-
icy, you are eligible to borrow
back as much as 100 per cent of
the CSV. 

The loan is typically paid off at
death with the life insurance pro-
ceeds. The balance goes to fami-
ly and charity, tax-effectively. 

A 65-year-old business owner
needed permanent life insurance
but wasn’t prepared to pay the
premiums. He was earning more
than 20 per cent annually on
business investments and reluc-
tant to reduce his returns to buy
life insurance. 

We structured an IFA to re-
cover 100 per cent of his insur-
ance premiums. He continues to
invest his money in his business. 

The IFA can be an ideal solu-
tion for some, but it needs to be
developed ahead of time by ex-
perienced professionals who can
help determine which financial
institution is best for you. Some
lenders have set minimum loan
amounts, while others may stip-
ulate how the IFA proceeds
should be invested. 

Business owners over the
age of 60 should consider a cor-
porate-insured annuity, a strat-
egy aimed at reducing final tax-
es. The annuity is ideal for those
who are major shareholders in a
private corporation and have
surplus capital that is not re-
quired to operate the business.

Corporate 
annuity

In the right situation, it will
maximize your after-tax retire-
ment income on a guaranteed
basis and enhance your estate
value in favour of your heirs.

This strategy has two steps:
buying a corporate-owned life
insurance policy and buying a
corporate-owned life annuity.
With this plan, a minimum-fund-
ed universal life policy will list
you as the life insured and the
corporation as the beneficiary.
The corporation then liquidates
interest-earning investments to
buy the life annuity contract. 

The cash flow from the annu-
ity pays the life insurance premi-
ums and the tax payable on the
annuity income. Any remaining
funds can help supplement your
income on a higher, guaranteed,
after-tax basis as opposed to a
traditional investment. 

On death, your company re-

ceives the death benefit from the
life insurance policy. The excess
of the death benefit over the ad-
justed cost base of the policy will
then be credited to the corpora-
tion’s capital dividend account. 

The proceeds are then used by
your corporation to pay a divi-
dend to your estate, which can
then gift the funds as directed in
your will to your heirs or charities.

The result is that your corpo-
ration will enjoy substantial tax
savings.

Life insurance can also earn
much respect in your commu-
nity and family if you buy, say, a
$1-million life insurance policy
and designate a charitable foun-
dation as the beneficiary. The
annual premiums would be
considered a charitable dona-
tion and reduce a person’s cur-
rent taxes. That person will also
be recognized for his generosity
by each charity now, while the
person is alive, if they so wish. 

There are many ways to fund
this, especially for affluent Cana-
dians, who can use their month-
ly CPP benefits to pay for the in-
surance with their favourite char-
ity named as beneficiary. 

The CPP Philanthropy™
strategy was the subject of my
November 2017 Investor’s Di-
gest column, "Give to charity
with government funds".

People often have a high re-
gard for teachers, physicians
and successful entrepreneurs,
not only for their achievements
but for the inspiration they
provide to others.

Taking advantage of the ben-
efits of life insurance, whether for
the short or long term, can well
bring you too into that special
circle and ensure that, unlike
Rodney Dangerfield, you will get

all the respect you can handle. 
Don’t do it yourself. Seek

professional help. The best way
to get financial peace of mind
starts with advice from an im-
partial and experienced team
that includes your accountant,
lawyer and a Certified Finan-
cial Planner or Trust & Estate
Practitioner.

Our team of experienced ad-
visors is available to help you
across the country. Contact us for
your no-obligation consultation.

I’ll close by telling you about a
couple of other sources for infor-
mation I have provided online.
Please visit our new website,
WEALTHinsurance.com. You
can also watch "The New Philan-
thropy", my recent "Ted Talk" at
Moses Znaimer’s ideacity confer-
ence at http://bit.ly/2xc8Kdq.

Mark Halpern is a Certified Fi-
nancial Planner (CFP), Trust
and Estate Practitioner (TEP)
and one of Canada’s top life in-
surance advisors. He is CEO of
WEALTHinsurance.com® and
illnessPROTECTION.com®,
with special expertise for busi-
ness owners, entrepreneurs,
medical professionals, high-net
worth individuals and their
families. He can be reached at
416-364-2929, toll-free at 1-866-
566-2001 or by email at
mark@WEALTHinsurance.com.
Visit WEALTHinsurance.com.
Get your FREE Estate Planning
Toolkit at www.WEALTHinsur-
ance.com/toolkits.html. The ex-
panded toolkit now includes an
Estate Directory, Estate Plan-
ning Checklist, Executor Duties
Checklist, and Business Owners
Planning Guide. Visit
www.MarkHalpernBlog.com
and sign up for free updates.
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