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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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Andrew van der Woerd,
Certified Financial
Planner, is an inde-
pendent agent of
investment products
(including stocks,
bonds, mutual funds,
GICs and term depos-
its) and life and disabil-
ity insurance.

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 l i fe insurance to
purchase. There are basically two
types of l i fe insurance: term and
permanent (whole life) 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 one is best suited for indi-
viduals.
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Term insurance is often used to
cover a temporary need. It covers
the financial risk associated with
an insuredÕs death within a spe-
cific period of time. It is priced
like general insurance since it of-
fers no other benefits other than
coverage if the insured dies within
a specified time frame.

Because it is priced based upon
the l ikelihood of death at a par-
ticular age, it is generally much
cheaper for young adults because
their probabil ity 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 individualÕs
whole l ife. In addition, the premi-
ums charged general ly remain
level from beginning to end. The
reason permanent insurance is
more expensive in the early years
is that portions of the premiums
are paid directly towards a re-
serve wi thi n the permanent

any reason, an insured stops paying
premiums; and most importantly,
they ensure that the policy is in
force in later years when life insur-
ance is hard to qualify for and pro-
hibitively expensive. Thus, the stay-
ing power of a permanent policy
provides significant estate planning
benefits for those who want to mini-
mize the corrosive effects of taxa-
tion upon their estate.

� � �� � �� � � �
In determining which type of insur-
anceÑ term or permanentÑ is most
advisable for you, a number of fac-
tors should be considered: Firstly,
how long wi l l  the insurance be
needed? Secondly, what is your
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 benefits to different
situations. They can be used exclu-
sively or in tandem with each other
to manage financial risks associated
with uncontrollable l ife events. 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.
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policy. This policy reserve (cash
value) is designed to grow over
time to the point where it eventu-
ally funds the cost of insurance in
excess of the premiums being
charged in later years. Some peo-
ple eventually use these reserves
to purchase annuities to fund their
retirement when their need for
l ife insurance protection dimin-
ishes.

The policy reserves also pro-
vide the following additional ben-
efits: they can be a potential source
of funding if the insured needs to
borrow money; they can prevent
the policy from terminating if, for

Term and
permanent

coverages provide
unique benefits to
different situations.
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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 theyÕre doing.

The most valuable thing about real
estate is its location. Yes, the old
adage of Òlocation, location, loca-
tionÓ being the three cardinal rules of
housing is sti l l  true today. Real estate
is worth what itÕs worth because of
where it is and real estate doesn't
move.
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The first rule of intell igent 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 some work
and is the Òpoor kidÓ on the block.

Whatever is wrong with the house
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Accounting, Auditing,
Consulting and Taxation Services

for Small Businesses and Nonprofit Organizations
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Judy Schenk
has been a
licensed realtor
for over 25
years and
affiliated with
Re/Max since
1986. She
enjoys leading
clients to the
perfect house.
You will be

able to contact her at (905)333-3500.
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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 happens to be
just a l ittle below the average Canadi-
ans annual income.

Buying a home with a small down
payment just became easier in 11
Canadian cities thanks to higher
home price l imits for mortgage
insurance. GE Mortgage Insur-
ance Canada offers the new limits
under its 95% default mortgage
insurance program. This is in re-
sponse to an increase in home
prices in many areas of the coun-
try.

The 95% mortgage insurance
program accounted for approxi-
mately one in every six mortgages
originated in Canada in 2002.  It is
popular for f irst time home buyers
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 todayÕs very

affordable rates to purchase a
home.

The increase of the home price
limits will enable more Canadians
to buy a home. Under the pro-
gram, maximum house prices vary
depending on the location of the
property.

The new limit of $250,000 in
the St. Catharines/Niagara area
brings these cities in l ine with the
current l imit in the Hamilton re-
gion. Toronto and surrounding
areas now carry a new limit of
$300,000.

GE M ortgage I nsurance
Canada is the only private sector
supplier of default mortgage in-
surance in Canada.

This said, new home buyers
should be warned that acquiring a
large mortgage is generally not
the wisest course to follow.

can invariably be fixed, repaired, re-
built, restored or replaced.  A ques-
ti onable l ocati on 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 itÕs amazing
how many people these days are not
heeding this simple rule because of
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At some point, every successful small
business wil l consider incorporation.
The form of the business  isnÕt etched
in stone and you can change the legal
structure of your business as it grows.
ItÕs not uncommon for a business to
evolve from a sole proprietorship or
partnership into a corporation. Pro-
fessionals have long envied business
owners with this option.

On November 1, 2001 the Ontario
legislature passed amendments to the
Ontario Business Corporations Act
that permitted professions such as
chartered accountants, certif ied gen-
eral accountants, lawyers, veterinar-
ies, dentists, social workers, social
service workers, 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 unti l 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, a rate that
is considerably lower than the corre-
sponding personal  tax rates that
would otherwise apply.

Having a professional corporation
can also be advantageous when a

business is sold. When non-incorpo-
rated businesses are sold, sellers can
be shocked to find that the increase
in the value of the business is taxable
to them as a capital gain. This can be
a huge burden, that could Ôbreak the
dealÕ or leave people feeling trapped
in their businesses or disil lusioned at
netting less 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 strategies can be
undermined and the resultant costs
exaggerated. On the other hand, when
shares in a corporation are sold, they
may qualify for the $500,000 lifetime
capital gains exemption. This can cre-
ate a significant tax advantage, espe-
cially when coupled with the reduced
capital gains inclusion rate from re-
cent budgets.

Professionals operating through
corporations will also have more flex-
ibil i ty managing income streams. In-
stead of getting income when it is
received, as sole proprietors do, own-
ers of corporations can leave their
income inside the corporation unti l
needed. Inside the corporation the in-
come is taxed at the favourable tax
rates instead of at personal rates. Even
though personal tax rates are applied
to the income as it is withdrawn from
the corporation, tax liability will have
been deferred.

With professional corporations, a

professional can go back to a non-
calendar year-end (a benefit stripped
from professionals in the mid 1990Õs).
This could mean no tax instalments
in the first year of incorporation and
a potential tax deferral gained if bo-
nuses are accrued.

Professional  corporations have
some differences from ordinary busi-
ness corporations. For most busi-
nesses, the main advantage of incor-
porating is that l iabil i ty is l imited to
the amount invested in the company.
Shareholders are not responsible for
the debts of the corporation. But pro-
fessional corporations wil l not shield
professionals from personal respon-
sibil i ty for their professional errors
because the corporate veil gets pierced
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, professionals have a choice.
Contact us to see if the corporation is
the vehicle to drive your business.
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by David van der Woerd

David A. van
der Woerd is
a barrister
and solicitor
at the firm of
Ross &
McBride
practising in
Estate,
Corporate,
Commercial,
and Real
Estate. Mr. van der Woerd was
appointed Deputy Small Claims
Court Judge in Hamilton in 1994 and
has been on the wills and estates
section of the Hamilton Law
Association. He is also a registered
trademark agent.
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Dave den
Boer is a
chartered
accountant
who has been
operating his
own
accounting
office since
1994. He
enjoys
providing personal tax, accounting,
and consulting service to small
businesses and charities.
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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 a factor in
determining the amount to give and in
what form the donation wil l be made.
An individual is currently allowed a
tax credit for charitable gifts up to
75% of their income for the year.
This is increased to 100% in the year
of death and any excess can be car-
ried back one year. There are various
planned giving options.

+� 
 � �
 
  �� � ' � , 	 � � 

A charitable bequest, the most com-
mon method of planned giving, is a
gift made through a personÕs last wil l
and testament. It could involve gifts
of cash, real estate, investments or
other capital property. A bequest is
usually a percentage of the donorÕs
estate but could also be a specific
dollar amount.
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An individual can donate appreciated
capital property to a charity. Capital
property would include a personal
residence, securities, cottage, land,
buildings or equipment. When an in-
dividual donates capital property, he
is normally considered to have received
proceeds equal to the fair market value.
This could result in a large tax 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 l isted securities directly to
a charity, donors can reduce income
taxes they may be facing on appreci-
ated investments. Eligible investments
include stocks, bonds and mutual funds
which are publicly traded. The donor
receives an income tax receipt for the
fair market value at the time of the gift

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

� �� � � � � � 	 � 
 � � �
Life insurance can be used as a planned
giving tool. Donors may name a char-
ity as beneficiary of a l ife policy and
have their estate receive an income
tax receipt for the gift at death.

A taxpayer could also name the
charity as both 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
the future benefit of your favourite char-
ity while still providing you with a
source of income. You make an irrevo-
cable gift which is invested by the char-
ity. You receive a regular fixed in-
come based on your age. This income
ends at death and the remaining por-
tion of the investment is given to the
charity.  A large portion of the annual
payments you receive are tax exempt.
You wil l also receive an income tax
receipt for any difference between
your original gift annuity and the total
anticipated income payments over
your l ifetime. A charitable gift annu-
ity can also be designed for couples.
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Under this plan you make a revocable
gift to a charity which can be used
exclusively by them for a period of
time. The charity wil l pay interest on
your investment. This gives more flex-
ibil i ty since you may recall all or part
of the gift or you could donate the
interest back to the charity. Upon your
death, the balance of the capital is
paid to the charity and the estate re-
ceives an income tax receipt.
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Upon your death, if a surviving 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. You can use your RRSP
or RRIF to make a charitable gift and
receive a tax credit. You can make

your estate the beneficiary of the
RRSP or RRIF and have the estate
donate the same amount. The other
option is to make the charity the alter-
nate beneficiary in which case the
charity receives the 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,
bonds and other investments. The do-
nor will receive an immediate income
tax receipt for the present value of the
assets but the appreciated value would
be taxed as a capital gain. Upon death
the capital in the trust is paid to the
charity.

Similar to a charitable remainder
trust, a residual interest in property
gives the charity a future interest while
the donor retains a present interest.
The donor receives a donation receipt
for the present value of the residual
property and only pays income tax on
the capital gain. Only 50% of capital
gains are normally taxable.

In deciding whether to give a cash
donation or use one of the above strat-
egies, tax is an important issue but
there are other considerations. These
include probate fees, the abil ity to
change your mind, possible challenges
to the will, age factors, valuation com-
plications and unexpected expenses.
In all cases, your professional advis-
ers should be consulted.


