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by Andrew van der Woerd

Once an individual decides to
purchase life insurance and de-
termines how much is needed,
then he/she must grapple with
what type of life insurance to
purchase. Therearebasically two
types of life insurance: term and
permanent (wholelife) insurance.

Although both types are com-
monly purchased, many consum-
ers and life insurance agents ve-
hemently favour one over the
other. The question is not which
one is better than the other, but
which oneis best suited for indi-
viduals.

Term insurance is often used to
cover atemporary need. It covers
the financial risk associated with
an insured@ death within a spe-
cific period of time. It is priced
like general insurancesinceit of-
fers no other benefits other than
coverageif theinsured dieswithin
a specified time frame.

Becauseitispriced based upon
the likelihood of death at a par-
ticular age, it is generally much
cheaper for young adults because
their probability of survival is
higher. As the insured ages, the
cost escalates to the point where
term insurance becomes cost pro-
hibitive.
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Permanent insurance is designed
to be in force for an individual &
wholelife. Inaddition, the premi-
ums charged generally remain
level from beginning to end. The
reason permanent insurance is
moreexpensiveintheearly years
is that portions of the premiums
are paid directly towards a re-
serve within the permanent

Term and
permanent
coverages provide
unigue benefits to
different situations.

policy. This policy reserve (cash
value) is designed to grow over
timeto the point where it eventu-
ally fundsthe cost of insurancein
excess of the premiums being
chargedinlater years. Some peo-
ple eventually use these reserves
topurchaseannuitiestofundtheir
retirement when their need for
life insurance protection dimin-
ishes.

The policy reserves also pro-
videthefollowing additional ben-
efits: they can beapotential source
of funding if the insured needsto
borrow money; they can prevent
thepolicy fromterminatingif, for
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any reason, an insured stops paying
premiums; and most importantly,
they ensure that the policy is in
forcein later years when life insur-
ance is hard to qualify for and pro-
hibitively expensive. Thus, the stay-
ing power of a permanent policy
providessignificant estate planning
benefitsfor those who want to mini-
mize the corrosive effects of taxa-
tion upon their estate.
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I n determining which type of insur-
anceN term or permanentN is most
advisable for you, a number of fac-
tors should be considered: Firstly,
how long will the insurance be
needed? Secondly, what is your
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budget for insurance? Thirdly, once
the two concepts are understood,
do you have a preference for one
type over the other?

Term and permanent coverages
provide unique benefitsto different
situations. They can be used exclu-
sively or in tandem with each other
tomanagefinancial risksassociated
withuncontrollablelifeevents. Nei-
ther type is always better or worse.
A careful examination of your goals
and objectives should help you to
choose the must suitable type of
insurance for your needs.

Four Corners is an informative newsletter addressing issues in accounting and tax, financial planning,
law, and real estate. This newsletter is distributed to our valued existing and prospective clients. We
welcome comments and will try to use your ideas in future issues. Information is general and should not
be acted upon without professional advice. Information is current to December 2002.
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by Judy Schenk

Many people buy residential real es-
tate based purely on emotion, with-
out thinking rationally about why they
are doing what they®e doing.

Themost val uablething about real
estate is its location. Yes, the old
adage of Qocation, location, loca-
tionObeing the three cardinal rules of
housingisstill truetoday. Real estate
is worth what it& worth because of
where it is and real estate doesn't
move.

Thefirst ruleof intelligent real estate
buying is buy the worst house on the
best street. If you can afford that
well-maintained, upgraded two-sto-
rey in an area with smaller homes,
try checking out an area where a
similar house might need somework
and is the Qpoor kidOon the block.
Whatever iswrong with the house

&

Buying ahomewith asmall down
payment just became easier in 11
Canadian cities thanks to higher
home price limits for mortgage
insurance. GE Mortgage Insur-
ance Canada offersthe new limits
under its 95% default mortgage
insurance program. Thisisin re-
sponse to an increase in home
prices in many areas of the coun-
try.

The 95% mortgage insurance
program accounted for approxi-
mately onein every six mortgages
originated in Canadain 2002. Itis
popular for first time homebuyers
who have not been able to save a
large down payment or for those
who choose to invest their sav-
ings elsewhere.

Making a five per cent down
payment allows the borrower to
take advantage of today® very
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-
affordable rates to purchase a
home.

Theincrease of the home price
limitswill enable more Canadians
to buy a home. Under the pro-
gram, maximum housepricesvary
depending on the location of the
property.

The new limit of $250,000 in
the St. Catharines/Niagara area
bringsthesecitiesinlinewiththe
current limit in the Hamilton re-
gion. Toronto and surrounding
areas now carry a new limit of
$300,000.

GE Mortgage Insurance
Canadais the only private sector
supplier of default mortgage in-
surance in Canada.

This said, new home buyers
should bewarned that acquiring a
large mortgage is generally not
the wisest course to follow.
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can invariably befixed, repaired, re-
built, restored or replaced. A ques-
tionable location can never be
changed, unless, of course, you buy
the entire neighbourhood and fix it

up.
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Buy what you can afford. That sounds
like common sense, but it amazi ng
how many people these days are not
heeding this simple rule because of

the low cost of borrowing money.
There are so many lenders offering
variable and below prime products,
that borrowing money to purchase
homes has rarely been easier.

You can borrow $300,000 today
for under $1,500 per month. Incred-
ible! To qualify for that, your annual
family income needs to be approxi-
mately $50,000 which happensto be
justalittlebel ow the average Canadi-
ans annual income.
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by David van der Woerd

At somepoint, every successful small
businesswill consider incorporation.
Theform of the business isn@etched
in stone and you can changethelegal
structure of your businessasit grows.
1t& not uncommon for a business to
evolve from a sole proprietorship or
partnership into a corporation. Pro-
fessionals have long envied business
ownerswith this option.

On November 1, 2001 the Ontario
| egi slature passed amendmentsto the
Ontario Business Corporations Act
that permitted professions such as
chartered accountants, certified gen-
eral accountants, lawyers, veterinar-
ies, dentists, social workers, social
serviceworkers, and regulated health
professionals to incorporate their
professional practices. As a result,
most professions can now take ad-
vantage of the benefits of incorpora-
tion.

Professionals that want to incor-
porate must wait until their govern-
ing bodies are on stream. When they
are, small business tax deductions
are open to their members. Corpora-
tions that qualify for the small busi-
ness deduction pay an income tax
rate of 19% on the first $200,000 of
taxable income they earn, arate that
isconsiderably lower than the corre-
sponding personal tax rates that
would otherwise apply.

Having aprofessional corporation
can also be advantageous when a

businessis sold. When non-incorpo-
rated businesses are sold, sellers can
be shocked to find that the increase
inthe value of the businessistaxable
tothem asacapital gain. Thiscan be
a huge burden, that could Greak the
deal Cor |leave peoplefeeling trapped
intheir businesses or disillusioned at
netting | ess then anticipated.

Some scramble for legal or ac-
counting assistance to deflect the tax
blow. When this occurs without the
benefit of proper planning, the effec-
tiveness of planning strategiescan be
undermined and the resultant costs
exaggerated. Ontheother hand, when
sharesin a corporation are sold, they
may qualify for the$500,000lifetime
capital gainsexemption. Thiscancre-
ate asignificant tax advantage, espe-
cially when coupled with thereduced
capital gainsinclusion rate from re-
cent budgets.

Professionals operating through
corporationswill alsohave moreflex-
ibility managing income streams. In-
stead of getting income when it is
received, assoleproprietorsdo, own-
ers of corporations can leave their
income inside the corporation until
needed. Insidethe corporationthein-
come is taxed at the favourable tax
ratesinstead of at personal rates. Even
though personal tax rates are applied
totheincomeasit iswithdrawn from
thecorporation, tax liability will have
been deferred.

With professional corporations, a
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professional can go back to a non-
calendar year-end (a benefit stripped
from professionalsinthemid 19903).
This could mean no tax instalments
in the first year of incorporation and
apotential tax deferral gained if bo-
nuses are accrued.

Professional corporations have
somedifferencesfromordinary busi-
ness corporations. For most busi-
nesses, the main advantage of incor-
porating is that liability islimited to
the amount invested in the company.
Shareholders are not responsible for
the debts of the corporation. But pro-
fessional corporationswill not shield
professionals from personal respon-
sibility for their professional errors
becausethecorporateveil getspierced
for malpractice suits.

There are many factors (beyond
those listed in this article) to be con-
sidered before deciding to incorpo-
rate. But now, fortunately, unlike in
the past, professionalshaveachoice.
Contact usto seeif the corporationis
the vehicleto drive your business.

Commerce Place, 1 King St. West
Mail: P.O. Box 907, Hamilton, Ontario L8N 3P6
Phone: 905-526-9800 ¥ Fax: 905-526-0732
Email: dvanderwoerd@rossmcbride.com
Direct Dial 905-572-5803
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by Dave den Boer

Although the main purpose of giving
to charity is to assist the charity,
income tax incentives are afactor in
determiningtheamounttogiveandin
what form the donation will bemade.
Anindividual is currently allowed a
tax credit for charitable gifts up to
75% of their income for the year.
Thisisincreased to 100% in the year
of death and any excess can be car-
ried back oneyear. Thereare various
planned giving options.
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A charitable bequest, the most com-
mon method of planned giving, is a
gift made through apersonGlast will
and testament. It could involve gifts
of cash, real estate, investments or
other capital property. A bequest is
usually a percentage of the donor@
estate but could also be a specific
dollar amount.
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Anindividual can donateappreciated
capital property to a charity. Capital
property would include a personal
residence, securities, cottage, land,
buildings or equipment. When anin-
dividual donates capital property, he
isnormally consideredtohavereceived
proceedsequal tothefair market value.
Thiscould result in alargetax burden.
Due to recent changes to the Income
Tax Act, you can now choose to
allow a value between the adjusted
cost base and the fair market value.
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By gifting listed securitiesdirectly to
a charity, donors can reduce income
taxes they may be facing on appreci-
atedinvestments. Eligibleinvestments
includestocks, bondsand mutual funds
which are publicly traded. The donor
receivesanincometax receipt for the

| fair market valueat thetimeof thegift

and only 25% of the capital gain is
taxable. The normal rate is 50%.

Lifeinsurancecanbeused asaplanned
givingtool. Donorsmay nameachar-
ity as beneficiary of alife policy and
have their estate receive an income
tax receipt for the gift at death.

A taxpayer could also name the
charity asboth owner and beneficiary
and receive income tax receipts for
the annual premiums paid and the
cash surrender value. The charity re-
ceives the proceeds upon death of
the donor.
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A charitable annuity can be used for
thefuturebenefit of your favouritechar-
ity while still providing you with a
sourceof income. Y oumakeanirrevo-
cablegiftwhichisinvestedby thechar-
ity. You receive a regular fixed in-
comebased onyour age. Thisincome
ends at death and the remaining por-
tion of the investment is given to the
charity. A large portion of theannual
paymentsyoureceivearetax exempt.
You will also receive an income tax
receipt for any difference between
your original gift annuity andthetotal
anticipated income payments over
your lifetime. A charitable gift annu-
ity can also be designed for couples.
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Under thisplanyoumakearevocable
gift to a charity which can be used
exclusively by them for a period of
time. The charity will pay interest on
your investment. Thisgivesmoreflex-
ibility sinceyou may recall all or part
of the gift or you could donate the
interest back tothecharity. Uponyour
death, the balance of the capital is
paid to the charity and the estate re-
ceives an income tax receipt.

Uponyour death, if asurviving spouse
is not the beneficiary, your entire
RRSP or RRIF is added to your in-
come, resulting in a significant in-
come tax burden to your estate in
many cases. Y ou can use your RRSP
or RRIFto makeacharitablegift and
receive a tax credit. You can make
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your estate the beneficiary of the
RRSP or RRIF and have the estate
donate the same amount. The other
optionistomakethecharity thealter-
nate beneficiary in which case the
charity receivesthe balance directly.
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Charitable remainder trusts are be-
coming more popular as a way for
donors to make a deferred gift to a
charity while maintaining the use of
their assets. An individual gives an
asset to the charity but continues to
receive the income it generates. As-
sets gifted may include cash, stocks,
bondsand other investments. Thedo-
nor will receiveanimmediateincome
tax receipt for the present value of the
assetsbut theappreciated valuewould
betaxed asacapital gain. Upondeath
the capital in the trust is paid to the
charity.

Similar to a charitable remainder
trust, a residual interest in property
givesthecharity afutureinterest while
the donor retains a present interest.
Thedonor receivesadonation recei pt
for the present value of the residual
property and only paysincometax on
the capital gain. Only 50% of capital
gains are normally taxable.

In deciding whether to give acash
donation or useoneof theabovestrat-
egies, tax is an important issue but
there are other considerations. These
include probate fees, the ability to
changeyour mind, possiblechallenges
tothewill, agefactors, valuation com-
plications and unexpected expenses.
Inall cases, your professional advis-

ers should be consulted. l



