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Recession-inspired fru-
gality among consumers might 
lead you away from restaurant 
stocks, but certain quick-service 
restaurants and other food stocks 
are doing well.

Consumers aren’t spend-
ing freely on dining out and are 
more concerned with cutting 
costs. However, in these tough 
and stressful times, if you have to 
sacrifice a gourmet meal, the least 
you can do is enjoy a burger, 

  

strategic intelligence for advisors

www.advisor.ca December 2011
vol.7

no.11REPORT

▼
6

news as dramatic. They may have expe-
rienced no increases, or nominal 
increases.

Term insurance is a more 
cost-efficient option for younger  
clients. But as age increases, so 
does the cost of insurance. People 
trying to wait out this period of 
rock-bottom interest rates need to 
be equally concerned about pro-
tecting their insurability. 

Insurance isn’t a commodity  
clients can get in and out of at will. 
Clients must qualify medically to 
be insured. In most cases, the cost 

moderated by kanupriya vashisht 

FaceoFF: is costlier insurance cost-effective?
Canadian insurers have gone through two rounds of price increases since December 2010.  
Does pricier insurance still make sense for clients who want to leave legacies?

of waiting — even two or three 
years — might prove pricier than 
the price increase. Besides, even 
if interest rates start trending up, 
there’ll be a lag before current 
fixed-income investments mature 
and can be reinvested at higher 
interest rates.

Mortality trumps markets
If insurance is a suitable tool for 
a client, I wouldn’t recommend 
waiting for the market to turn. A 
greater risk than uncertain markets 
is a client experiencing poor 

Rob salvucci, 
clu, rhu, flmi, director, 

insurance and estate 

planning, the Williamson 

group

stance being  
uninsurable is  
a bigger problem 
than pricier  
insurance 

The age factor
Declining interest rates are the fun-
damental reason insurance compa-

nies have raised premiums on 
Term-to-100 products. It’s 
a balancing act for insur-
ance companies; they need 

to remain competitive yet finan-
cially viable.

The average increase in pricing 
is 10%, but that fluctuates based 
on age demographics. Over the 
last two years, younger age bands 
may have experienced up to a 20% 
increase in premiums, while for  
clients fifty and older — who make 
the bulk of estate planning pur-
chases — the impact hasn’t been ▼
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tasty profits
The restaurant sector 
offers some satisfying 
stocks

news

part 
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by scot blythe

leaving home in a global world
Studies consistently show if investors stay in their comfort zones — 
their home countries — they’re sacrificing returns. In this  
second part of our global report, we delve deeper  
into the investment landscape

Canadian investors have had 
it lucky staying at home. 

They’ve watched com-
modity prices leap forward as 
the developing world deepens its 
industrialization, buoying Cana-
dian stocks. But they’ve also been 
punished in their international 
investments as currency traders 
have pushed up the value of the 
Canadian dollar. 

That’s different from the ’90s, 
when Canadians were so anxious 
to reap the benefits of global 
investing that fund companies 
created clone funds. Investors 
could see returns being net-
ted elsewhere — anywhere, it 
seemed, but Canada. They were 
also spurred by the falling for-
tunes of the Canadian dollar, 
which went into a tailspin as the 

decade closed and touched 
$0.63 in the early 2000s.

Compared to then, Can-
ada has fared extremely 

well among developed markets. 

Its banks didn’t drive over the 
cliff with subprime mortgages. 
Oil, which was dipped to the 
single digits at one point in the 
late 1990s, is now well over $70. 

Similarly, gold was range-bound 
at about $250 an ounce. Now it’s 
north of US$1,650.

“Canadian market equities 
have done very well compared 
to most developed markets, so the 
question comes back, why should 
they want to underweight Cana-
dian equities?” says Raman Aylur 
Subramanian, executive director 
of MSCI  in New York. 

But two-thirds of the Cana-
dian market is made up of just 
three out of the 10 globally rec-
ognized sectors: financials, energy 
and materials. And few Canadian 
companies command instant 
recognition. 

There’s Research in Motion, 
but singling it out only points to 
the hollowness of Canada’s tech 
sector. Our consumer brands are 
largely American or global. 

Balance of respondents expecting global business conditions 

to improve, 2011, percentage points

Source: The Economist / FT survey
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health that makes him or 
her uninsurable. Worse still 
would be unexpected death 
or unforeseen critical illness 
or disability and no insur-
ance proceeds or payments 
for dependants. 

Many financial planners 
tend to focus too much on the 
accumulation side. They come 
up with great offensive strategies 
but don’t temper them with proper 
defence. Life can throw curves at 
us, in the form of critical illness, 
disability or premature death. It’s 
important to understand what the 
impact could be to your long-term 
plans. 

Evolutionary insurance
I try to educate younger clients 
about the evolution in their needs 
— from temporary to permanent. 
In most cases, it might not be 
appropriate to jump into perma-
nent options for clients who have 
competing interests and a tough 
time balancing budgets. 

I’d advise them to start with 
short-term solutions that can 
ease into long-term estate needs. 
Term insurance could do the job of 
providing less expensive coverage 
and, most importantly, guarantee-
ing future insurability. 

It’s important to confirm the 
term insurance product selected is 
convertible to permanent options 
without having to re-qualify medi-
cally. To get the best value on the 
client’s conversion privilege, you 
also need to determine whether 
the provider offers strong perma-
nent solutions in addition to com-
petitive term products. 

Opportunities galore
Life insurance provides a whole 
realm of possibilities in estate plan-
ning. The basic approach is to pro-
vide liquidity at the time of death 
to pay debt, replace family income 
or provide cash to pay taxes that 
are triggered by death. 

Even if you have the net worth 
to pay estate and probate taxes, it 
can still make sense to buy insur-
ance. In a joint last-to-die policy, 
the death benefit can be delivered 

a 50% discount from your insur-
ance provider if you insure two 
lives under one plan. That’s why 
insurance still works well for estate 
planning.

Let’s say you and your spouse 
are in your 50s and know that at 
85 you’ll have an estate tax liabil-
ity of $500,000. At the current 
rate insurance companies charge 
on a joint last-to-die basis for a 
$500,000 insurance plan, your 
estate will likely get almost twice as 
much back on the premium, than 
if you put $500,000 in a GIC with 
a 4% interest rate. 

When buying insurance on 
an individual life, however, there 
comes a point where it can get too 
expensive. 

Readjusting assumptions
In an economic environment 
where bond yields have plummeted 
and interest rates hit rock-bottom, 
insurance companies are struggling 
to fund guaranteed payouts prom-
ised in universal life policies. The 
first round of rate hikes in Decem-
ber 2010 responded to lowered 
revenues as a result of assump-
tions embedded in much higher 
rates of return. 

While the spike in premium 
rates seems like fair pricing today, 
as interest rates recover, it might 
become a disincentive to buy 
insurance if insurance companies 
don’t reward clients for changes in 
interest rates. 

To avoid that situation, some 
companies are considering building 
in clauses into the client contract 
that allow for the level guaranteed 
price to go down and adjust for 
increasing rates of return. 
 
Greed or survival? 
It’s important for consumers to 
understand the recent price hikes 
aren’t an attempt by insurance 
companies to gouge them and line 
their own pockets. 

Before December’s rate hike, 
Canadian insurance companies 
were surveyed by Munich Re. The 
wholesale reinsurer asked retail 
companies two key questions: 
1.  Of the products you have, do 

you feel you are priced for  

for pennies on the dollar.  
Let’s assume a husband and wife 

are both 65, and have a tax liabil-
ity of $1 million, which they 
want to pay in the most cost-
efficient manner. For about 
$18,000 a year (on a joint 
life expectancy of 25 years), 
they can buy $1 million of 
joint last-to-die coverage. 
For a total projected outlay 

of $450,000, (25 years x $18,000) 
the couple’s estate will receive  
$1 million tax-free.

From an investment perspective, 
at life expectancy of 25 years, the 
internal rate of return on the pre-
miums paid is 5.7%. Because it’s 
received tax-free, that’s the equiva-
lent of earning 10% to 11% pre-
tax in an outside investment, on 
a guaranteed basis (assuming the 
client is at the highest marginal 
tax rate). Compare that to today’s 
fixed-income markets, where it’s 
impossible to secure 9% or 10% 
rates of return on a guaranteed 
basis without taking on signifi-
cant risks. 

Cindy David, vice President, 

estate Planning division,  

duPuis langen Financial 

management ltd.

Stance coStlier 
inSurance Still 
cheaper than tax

To buy or not to buy?
When it comes to estate plan-
ning, quite often insurance is a 
choose-to-have, not have-to-have 
tool. Most people buy it to pay 
back tax liability so more of their 
estate gets into the hands of their  
beneficiaries. 

In recent months, there has been 
a spike in level-cost permanent life 
insurance, but it remains a sound 
investment. The cost of life insur-
ance is still lower than the cost of 
settling probate and paying taxes 
in cases where the insured shares a 
common liability that arises upon 
the death of the survivor. 

It’s much cheaper to insure 
spouses or common-law partners 
under a joint last-to-die policy. 
Depending on age, you can get 

profitability? 
2.  Do you feel your competitors 

are priced for profitability?

Most companies responded they 
were profitable on Term 10, Term 
20, and yearly renewable term 
insurance plans. However, they 
unanimously agreed level-guar-
anteed universal life plans had zero 
profitability. 

For most companies, level-cost 
universal life plans represent a 
majority of their market share, 
and they aren’t making any money 
on it. These companies hadn’t 
adjusted for fluctuating interest 
rates in decades, and it was time 
they adjusted to the current low-
rate environment. 

Given that we’re at a 50-year 
historical low for bonds and GICs, 
I’d be very surprised if prices went 
up by much more after this lat-
est round of increases. If they do, 
it may remove the advantage that 
insurance has over paying taxes.

Not just for millionaires
Some people still believe estate 
planning is for millionaires. That 
notion is flawed. Estate planning is 
not just for the super wealthy. Nor 
is the purchase of insurance. Let’s 
say you’re a couple with a com-
bined RRSP value of $500,000. 

In B.C., 43.7% of that will go 
to the government — the primary 
beneficiary of all your savings. 
When people are told how much 
of their estate will go to the gov-
ernment, they are often shocked. 

The fact that you have estate tax 
liability means you have assets. In 
fact, if you have fewer assets, you 
need to make your dollar stretch 
farther, and it’s even more impor-
tant to establish a plan for paying 
the taxes. aer

KanuPriya vashisht is a Toronto-

based finance writer.
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update on
Segregated fundS
“Segregated fund assets de-
creased by 3.9% in September 
to finish the month at $83 billion. 
September was the fourth con-
secutive month in which assets 
declined, and the contraction was 
also the largest relative monthly 
decrease since October 2008. 
estimated market effect was -4% 
during the month. This accounted 
for well over 100% of the monthly 
change in assets, since net flows 
were positive. 

“Overall, segregated fund 
assets have shrunk by 5.5% 
since the beginning of the year.

“Segregated fund net flows 
reached $140 million during 
September, bringing the year-
to-date net flow total to $1.3 
billion. The net flow figure for 
the first three quarters of 2011 
is 18% lower than the same 
period last year. long-term fund 
net flows totalled $146 mil-
lion, while money market funds 
finished the month in red with 
outflows of $7 million.”

Source: Investor economics Insight,  

October 2011

Term insurance 
could do the job 
of providing less 
expensive coverage 
and, most impor-
tantly, guaranteeing 
future insurability.

rob salvucci

Given that we’re at 
a 50-year histori-
cal low for bonds 
and GICs, I’d be 
very surprised if 
prices went up by 
much more after 
this latest round of 
increases.

cindy david

5 wayS for clientS to Save money  
on inSurance
1. Quit smoking 
2. lose weight 
3. Improve diet
4. Visit your doctor regularly (Insurance companies don’t like it when 

you haven’t seen your doctor for many years).
5. Shop around (Prices and products change frequently. Clients 

should speak to an insurance specialist when buying an insurance 
plan, and ensure they’re buying level guaranteed cost. Products 
with embedded increasing costs are not a good choice). 

Source: Cindy David
For more on using life insurance  
to minimize estate taxes, go to 
www.advisor.ca/faceoff-insurance
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