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he interest in whole life
insurance plans has been
steady in the last few years
and should be on any advi-
sor’s radar when a client

wants to consider a permanent life insur-
ance solution.

For young children, the 20-year pay
option is popular as it offers a lifetime cov-
erage, providing a death benefit that is typ-
ically more than most people will need in
their senior years. They would also have
the opportunity to access the cash value for
education, starting a small business, or any
other expense.

For young adults, whole life offers an
increasing death benefit life insurance
component plus cash value for future
opportunities, or as part of a multi-source
retirement plan, to augment company pen-
sion plans, registered retirement income
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funds, Canada Pension Plan, and Old Age
Security, with the possibility of providing
a tax-free income in their senior years.

High-net-worth individuals who are
maximizing their registered retirement
savings plans and tax free saving accounts
may be looking for additional tax sheltered
investment options.

Seniors may want to convert some or
all of a term plan to a permanent plan,
want a lifetime insurance plan, and like the
idea of low maintenance and increasing
death benefits to keep up with inflation.

Whole life’s benefit over universal life
(UL) is the insurance company manages
the investment piece, and once the divi-
dend is declared, it is vested with the policy
and cannot be taken away, so short major
market downturns have minimal effect
compared to their impact on UL policies.
For the investment component, I position

it as a conservative part of their overall
investment portfolio, and should be con-
sidered first and foremost for its prime
purpose, i.e., life insurance, with the invest-
ment piece as secondary. If the client’s
focus is the investment only, perhaps
whole life is not the best solution.

Permanent insurance can generally be
categorized into four distinct categories. 

Term 100 or minimum funded uni-
versal life (UL): This policy is character-
ized by paying premiums for a lifetime or
until age 100, whichever comes first. There’s
no cash value, and the monthly or annual
premium never changes for the life of the
policy.

Overfunded UL: Typically unless one
has already maximized their RRSP and
TFSA contributions, overfunding UL is
not as common these days. 

Non-participating (PAR) whole life:
Non-PAR whole life is characterized as
having a level premium for life, or in many
cases, the payment period can be reduced
to 20, 15, or 10 years, company dependent.
The death benefit is level it typically never
increases. The cash value is generally not
available for a loan, with some exceptions,
and typically is not added to the death
benefit on death. In other words, the cash
value on death is lost, so with most of these
policies, you either buy it for the death
benefit, paid up death benefit, or the cash
value, if you plan to surrender the policy
in the future. So, it is either a death benefit,
a lesser paid up death benefit, or the cash
value.

Participating whole life: These plans
are considered the best option for whole
life, because of the options for the distri-
bution of the dividend, and over time, the
death benefit typically increases, and the
cash value can be borrowed from, or used
as collateral at a bank for a loan. Larger
policies with cash value of more than
$100,000 in your late 60s can be used for
a collateralized loan, providing tax-free
income in retirement.

PARTICIPATING WHOLE
LIFE POLICIES
Most PAR whole life policies are designed
to pay a dividend each year on the anniver-
sary of the policy. These policies pay an
annual dividend, which is based on con-
siderations such as:
• investment performance of the partici-
pating account

Richard Parkinson examines whole life policies
and whether they make sense for your clients
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• percentage of policy loans, which are charged
in the six to eight per cent rate range, and
can represent 10 per cent to 15 per cent of
the PAR fund total investment
• mortality and lapse experience
• taxes and expenses to administer the par-
ticipating block of policies

Equitable Life states they have credited
dividends (not guaranteed) every year since
the product was first launched in 1936.
Other well-known insurance providers of
whole life participating plans (e.g. Canada
Life, London Life, Great-West Life, Sun
Life) make similar claims.

Most companies offer two flavours of
their whole life plans, with the words
“Estate” or “Wealth” in the title of the pol-
icy type. The wealth plans are optimized to
generate maximum cash values in the first
20 years, so are ideal for people who want
to access the cash for such things as chil-
dren’s education, funding retirement, or
immediate financing arrangements (IFA). 

For long-term (30 years or longer), the
estate plan provides better long-term death
benefit and cash value versus the wealth
plan, and given more clients are estate plan
candidates, the remaining comments will
be based on the estate plan.

Several options are available for the dis-
position of the annual dividend, including:
• Paid in cash: paid annually, and may
be subject to taxation when it exceeds
$50 annually

• Premium reduction: typically used after
a determined number of years, cash value
will be sufficient to pay the entire annual
premium, and continue to increase the
death benefit and cash value
• On deposit: kept with the insurance
company in a separate deposit account
until needed and can be withdrawn at any
time. Once it exceeds $50, you would

receive an annual tax slip for both the div-
idends, and the earned interest on these
dividends.
• Paid-up additions: Perhaps the most
popular option, the dividends are used to
purchase additional permanent participat-
ing whole life insurance, which over time
increases the cash value and the death
benefit on a close to exponential basis in
later years. 
• Enhanced protection: determines a mix
of base whole life and Yearly Renewable
Term (YRT), to provide a more cost effec-
tive whole life plan. Depending on age, it
may take between 10 years to 30 years (i.e.,
30 for a one-year-old child) for all of the
term to be converted to paid up additions.
On each policy anniversary, the dividend
converts a portion of the YRT term to paid
up additions, which in subsequent years
yields a higher dividend each year, until
eventually all of the term is converted to
paid up additions. The death benefit stays
level until all of the term is converted.
Enhanced protection typically has two
options, a 10-year guarantee, or a lifetime
guarantee. There is a possibility with the
10-year guarantee that if the dividends are
not sufficient to purchase the required
amount of one-year term insurance, it
could reduce the future death benefit and
cash value. The 10-year guarantee option
does reduce the premium versus the life-
time guarantee, so you will need to discuss

Enchanced Option - Based whole life, and term converted to paid up additions over time

Paid Up Additions (PUA) Option - Based whole life, and dividends but more PUAs annually

Base whole life
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this issue with your client. I generally rec-
ommend the lifetime guarantee so there
are no future issues, and when you com-
pare them using the same annual premi-
um, the lifetime guarantee plan provides a
marginally higher death benefit and cash
value in later years.

When you compare these two options
in terms of death benefit and cash value,
the benefit of the enhanced option is obvi-
ous. For the same annual premium, based on
a 35-year-old non-smoking male, deposit-

INSURANCE ing $2,400 annual premiums paid up after
20 years, the enhanced option offers a higher
death benefit in the early years. And once
all of the term is converted to PUA, no
significant sacrifice in either death benefit
nor cash values is evident. 

Note that not all participating plans
support the enhanced option, so check, as
if you are quoting PUA and competing
with a broker using enhanced option, your
plan will be more expensive.

When discussing these two dividend
options, some other advisors and whole-
salers have suggested two options they felt
were better. Always up for a challenge, I

considered these two other scenarios based
on a 35-year-old male, non-smoker paying
$2,400 annually paid up in 20 years.
The two scenarios are as follows:
• Use the excelerator deposit option
(EDO) to increase the cash value. 
However, in keeping with my philosophy
that when comparing one plan with
another they should be based on using the
same premium. With the EDO, Equitable
has a convenient option box to tick, called
“Max. EDO,” so it automatically calculates
the maximum EDO portion of the
monthly premium. The impact is this
option reduces the basic insurance por-
tion, so while it provides a higher cash value
in the short-term, 30 years plus in the
future, it falls a bit behind the Enhanced
or PUA options in the long-term, but not
by any significant amount.

• Use a 20- or 30-year term to make up
the difference between the enhanced
option and PUA options. 

For this analysis, the initial coverage dif-
ference is $80,000, but the same problem
exists, i.e., the cost of the term reduces the
basic whole life plan coverage amount, so
while it actually provides the most cover-
age in the first 20 to 30 years, in the long-
term it also falls a bit short. Also, this
option doesn’t work for children’s policies,
as the term rider is not available for under
18 years old. Finally, I didn’t consider a
decreasing term plan rather than a term
rider as I do not believe it will make a sig-
nificant difference.

So, depending on the client’s time
frame and focus, after the initial 30 years,
it doesn’t matter which option you choose,
as there is not a significant difference
between them. I have not done an exhaus-
tive analysis of all five scenarios for differ-
ent age groups, but given the analysis I
have done comparing enhanced versus
PUA with most of the whole life providers,
I believe these results will be similar for
any age and any company. Of course, you
are welcome to do your own analysis,
again just make sure you are using the
same annual premium for all scenarios.
For example, if the focus is on death ben-
efit, you may find a Term 100 to be the best
in terms of providing the highest death
benefit. �

RICHARD PARKINSON, CPCA, is an independent
insurance broker based in Vancouver. To receive a
PDF of this article, email dgageforum@gmail.com. 

Compare Equitable Life Death Benefit - Enhanced vs. PUA - 20-year pay

Compare Equitable Life Cash Surrender Value - Enchanced vs. PUA - 20-year pay


