
Your Insurance Analysis and Recommendation
Why we’re recommending universal life insurance 

Universal life insurance is a type of permanent insurance. Another type of permanent insurance is whole life insurance. The main difference between the two is that when you buy universal life, you, the policy owner, control the assets. With a whole life policy, the insurance company looks after managing any assets that belong to the policy.  

A whole life policy that is also “participating” offers you the potential to earn extra cash value through dividends the policy may receive. With a universal life policy, how you manage your assets and investments within the policy will determine the growth in your policy’s cash value.

It’s an age-old question whether a client is better off with a participating policy where the company manages the assets or a universal life policy where the policy owner controls the assets. We believe that over the long-term there will be very little difference in the performance of the investments that back both types of policies, if the investments are well managed. 

Based on our discussions and our review of your situation, we are recommending a universal life insurance policy.

What’s an illustration and is it important?

When you are considering purchasing life insurance, you are given an “illustration” that shows how your policy would perform in the future based on certain assumptions. The illustration is an important document because it shows you how your policy could perform in the future. However, it’s very important to note that an illustration is not a contract and isn’t guaranteed.

Each insurance company develops its own type of illustration and each company can choose how its products will be illustrated. While in many cases, the product that “illustrates” best is the product we’re recommending, in some cases it is not. 

Outlined below are the key factors clients should take into consideration when purchasing life insurance – factors, in fact, that sometimes aren’t part of the illustration. Basing an insurance recommendation solely on one factor, such as price or the one with the “best” future illustrated values is, in our opinion, unprofessional and not necessarily in the best interest of our valued clients.

Key factors when choosing a life insurance policy

1. Financial stability of the insurance company

2. Cost of insurance

3. How the “bonus” within the policy works

4. Investment choices within the policy  

5. The insurance company’s other resources

Financial stability of the insurance company

There are a number of ways you can measure the financial stability of an insurance company. Certainly its size, assets under management and return on shareholder equity are key measures. However, we also look at how independent rating organizations measure the company. Here are the ratings for some of the companies we considered.

	
	A.M. Best
	Standard & Poor’s

	Manulife Financial
	
	

	Company B
	
	

	Highest Rating
	
	


We also looked into whether or not the company is Canadian or foreign-owned and whether or not it has the commitment to be a long-term player in the Canadian market. A life insurance policy is a long-term commitment and you want to be sure the insurance company you choose is committed to your policy and its long-term success.

Cost of insurance

With a universal life policy, you can structure the amount you pay for insurance in one of two ways: Level cost of insurance or Yearly renewable term insurance.

Level cost of insurance spreads the cost of the coverage evenly over the life of the policy – you pay the same amount each year. Yearly renewable term (YRT), on the other hand, is lower initially and increases over time to equal the actual cost of insuring you.

It’s not as simple as just picking one – each performs different functions and each allows you to tailor your policy to suit your specific needs. With the level structure, higher insurance costs are deducted in the early years of your policy. This means that your cash value will not grow as quickly; however, you will see higher growth in cash value in later years when the rates are lower. 

With the Yearly renewable structure, you’ll see higher cash value early in the life of your policy and slower growth in later years when the actual costs to insure you are higher. 

Some universal life policies are designed with low insurance costs relative to other companies or with very low YRT rates that rise quickly, but the true cost of this is often paid for by other components within the policy, such as increased management fees.

While having the lowest cost of insurance can seem attractive, it’s important to know how the company achieves this low cost. For this reason, we don’t just look at the cost of insurance as the main reason to recommend a particular company. Rather, we make sure the costs are competitive and then confirm that there are no hidden costs within the policy.

The companies we analyzed for this recommendation all offer a very competitive cost of insurance.

How the “bonus” within the policy works

Many universal life policies offer you a “bonus” within your policy. There are three types of bonuses and many companies offer a mix of some or all of them:

1. Guaranteed bonus

2. Non-guaranteed bonus

· those within the client’s control

· those not within the client’s control

3. No bonus but the opportunity for increased investment crediting

An example of a guaranteed bonus is one that pays a fixed percentage of your policy’s account value, regardless of the amount of your deposits or how your investments performed.

A non-guaranteed bonus within the client’s control is one that is paid annually if you deposit a certain amount of money each year into the policy’s investment accounts – usually 1.5 times the premium that is required. Since you control how much money you put into the policy’s investment accounts, you control how much bonus you will receive.

A non-guaranteed bonus that is not within the client’s control is an annual bonus that is based on some kind of qualification test – often whether or not you achieve a minimum rate of return. If the minimum rate of return is set at, say, 4.5%, if you exceed that rate, you get a bonus.  If you don’t exceed that rate, no bonus is paid.

This type of bonus will probably illustrate better than the other type of bonuses because it’s easy to run the illustration with a theoretical return of 4.5%; however, there’s a good chance that you won’t actually achieve the 4.5% every year and in some years, the bonus won’t be paid.

The third option is the no bonus option. Rather than receive a bonus payment, you have access to investment accounts with lower management fees and, in some cases, no universal life management fees at all.

Here’s our analysis of the bonuses offered:

	Type of Bonus

	Company
	Guaranteed bonus
	Non guaranteed in client’s control
	Non guaranteed without client control
	No bonus option available

	Manulife Financial
	Yes
	Yes
	No
	Yes

	Company B
	     
	     
	     
	     


Investment choices within the policy

With a universal life insurance policy, you are required to pay a certain amount – the cost of insurance – each year to keep the policy current. However, in any given year, you can choose to deposit more money into the policy than you’re required to pay. This is called “overfunding” and this money can be invested in one or more of the investment choices the policy offers.

The investments within the policy are considered tax-exempt as long as they do not exceed a certain amount (the insurance company will determine this amount for you). Proceeds and funds payable to your beneficiaries on death are also generally protected from certain creditors of the insured, if the appropriate beneficiary designations are in place.

Some companies team their universal life plans with a number of strategies to help you make the most of your policy and its investments. A very common strategy, the Insured Retirement Program®, allows you to access the money from your policy on a non-taxable basis.

So what kind of investment choices can you expect? The better policies have a wide variety of investment accounts to suit a wide variety of investment styles. They can range from Fixed Income Accounts, such as GICs and bond portfolios, to Index Accounts that offer the potential for increased growth. Many companies also now offer accounts that credit interest based on an underlying mutual fund. 

Having these investments within the tax-free comfort of a life insurance policy means that you will probably pay a higher fee for the accounts than if you were to purchase them on your own. This fee covers, among other things, the administration costs, the cost of the bonus and the tax the company pays on your behalf. 

® Registered Trademark of The Manufacturers Life Insurance Company
The best universal life policies also offer a minimum interest rate guarantee of at least 3% on one or more of their accounts. While you may typically prefer investments with the potential for a higher rate of return, given the market’s volatility, it’s nice to know you have the opportunity to get a guaranteed return if you so choose.

Here is our analysis of the investment accounts within the policies we considered for you:

	Type of Investment Account

	Company
	Accounts with 3% minimum interest rate guarantee
	Balanced Accounts
	Index Accounts
	Managed Accounts (mutual funds)

	Manulife Financial
	Yes
	Yes
	Yes
	Yes

	Company B
	     
	     
	     
	     


The insurance company’s other resources

This is a very important factor to consider when choosing a policy … and it definitely won’t show up on an illustration. How the company manages and maintains its policies is key to the policy’s – and your – long-term success.

Another factor is the range of services the company provides. Some companies provide professional “in-house” tax, legal and actuarial support through teams of accountants, lawyers and actuaries. 

Depending on the complexity of your insurance needs, this team of experts works with your own financial and legal advisors to develop a customized solution for you. In recommending that you choose a policy with Manulife Financial, we have taken into consideration the tax and legal support it offers.

An advantage to the type of policy we’re recommending is that it allows you to “borrow” money from the cash values or, alternatively, to use the policy as collateral for a line of credit. You may not be thinking of doing this at this time, but if the need ever arises, it’s important to know that the company you choose can offer this option.

Of the companies we reviewed as part of this recommendation, here is a table that shows whether or not the company owns its own bank. 

	
	Does the insurance company own its own bank?

	Manulife Financial
	Yes

	Company B
	     


In making our recommendation, we also considered the following:

1. Does the insurance company have a history of making retroactive enhancements to existing policies whenever possible?

2. How well does the company communicate with its policy owners?

3. How easy is it to do business with the company, both before and after the sale?

4. Is the company committed to continually developing the technology needed to keep you informed on how your policy is doing?

In closing

Comparing life insurance policies can seem a complicated and daunting process. We hope our analysis has helped you make a sound decision. You can rest assured that our analysis has been fair and thorough. 

We believe that Manulife Financial is a strong company with an unwavering commitment to its policy owners. We are confident they will remain strongly committed to you.  

If you have any questions or concerns, or if you require more information about Manulife Financial or this recommendation, please do not hesitate to ask.
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