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(To be used with 2003 edition of text) 

 

Study 1, page 8-9, replace the three paragraphs dealing with Interest, Simple interest, and Compound interest in 

the Time value of money section, with the following: 

Interest is money paid by one party (the borrower) in exchange for the use of another party’s (the lender) money. 

When an individual obtains a loan the lender will normally require that the borrower pay interest at a fair market 

rate. Similarly, when an individual invests in a fixed income security, such as a term deposit, GIC or bond, the 

purchaser of the security is effectively loaning the sum invested to the organization issuing the security. The 

“borrowing” organization pays interest to the investor in exchange for the use of the investor’s money. The borrower 

might use the money to reinvest at a higher rate, to expend its business operations, or any other business use. Such 

interest is usually calculated as a percentage of the money loaned (or invested) and is typically paid annually or 

semi-annually. The interest may, however, be allowed to accrue and only be paid out when the loan is paid off for 

example, when a bond matures. A typical interest situation is found where an individual invests in a $10,000 bond at 

4.00 percent, requiring the investor to provide $10,000 to the lender (the issuer of the bond) and in return the 

borrower would typically be required to pay the investor $200 twice a year, on fixed dates, until such time as the 

bond (the loan) matures. Unlike the situation with dividend income or capital gains, both of which are taxed under 

preferential rules, interest income is 100 percent includable in the hands of the recipient for tax purposes. 

 

Simple interest is calculated and paid only on the original amount invested, not also on any re-investment of the 

interest earned. For example, if an investment of $1,000 pays 4.00 percent simple interest annually, each year the 

investor will earn $40. If the investment is for a five-year term, over the five years the investor will earn $200 

([$1,000 x .04] x 5 = $200). The $40 of interest earned each year, if it is to be reinvested, would be invested at the 

then-current interest rate. 

 

Compound interest is calculated on the amount originally invested plus any interest accrued. Rather than paying 

out the interest to the investor annually (or semi-annually) the interest earned accrues as part of the investment, itself 

earning interest at the same percentage rate as the original investment. For example, $1,000 invested at 4.00 percent 

earns $40 of interest the first year. When that interest is added to the principal of a compound investment the whole 

$1,040 is invested at a guaranteed 4.00 percent for the second year. This would generate an additional interest of 

$41.60 the second year ($40 of interest on the original $1,000 and $1.60 of interest on the re-invested $40). If the 

term of the investment is for five years, the total paid out at the end of the term will be $1,216.65, the $1,000 of 

original capital plus $216.65 of interest (not merely the $200 of interest paid out in the simple interest example, 

above). A sum of $1,000 invested at 4.00 percent on a compound basis would double every 18 years. Compound 

interest allows investments to grow exponentially over the long term. 

 

Because of the impact of interest, money can be said to have a “time value.” That is, a sum of money received today 

is worth more than if that same sum of money was received in the future, because of the earning power of interest. 

One dollar invested today at 4.00 percent would have a future value in one year of $1.04. The $1,000 invested in the 

previous examples at 4.00 percent has a future value of $1,040 in one year and, if the interest is compounded, of 

$1,216.65 in five years. Conversely, a dollar received one year in the future would have a lesser value today, its 

present value, allowing for the interest that could have been earned on it had it been received today, rather than in 

the future. At an annual interest rate of 4.00 percent, $961.54 has a future value in one year of $1,000. Therefore, the 

present value of $1,000 received one year from today, at a 4.00percent interest rate, would be $961.54. 
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Actuaries use present value in calculating insurance premiums, to decide how much must be invested now in order 

to grow to meet the death benefit expected to be required at a future date. 

 

Inflation has an impact on investments and their earning power converse to that of interest and compound interest. 

Inflation erodes the “real value” of an investment, its relative buying power. For example, if an investor receives 

4.00 percent interest on an investment, and the inflation rate is 1.5 percent, the nominal rate of return on the 

investment is 4.00 percent, but the real rate of return, allowing for inflation, is only about 2.50 percent (4.00 – 1.50 

= 2.50). When taxes are factored into the equation, the real after-tax rate of return would be even lower. The 4.00 

percent interest rate in the above example would be only 0.9 percent if the investor was in a 40 percent marginal tax 

bracket ([4.00 x {1.00 - .40} = .6] x 4.00 percent, or 2.4 percent). Allowing for inflation of 1.5 percent, the net after-

tax, inflation-adjusted return becomes only 0.9 percent. In the case of very low interest rate investment, like T-bills, 

the net after tax real rate of return on an investment could actually be negative. 

 

Inflation is cyclical meaning, the rate of inflation rises and falls according to a number of economic factors. When 

inflation rates rise, so too do interest rates. If interest rates climb too high, eventually a recession can result. Inflation 

tends to result in higher interest rates and lower corporate profits, two factors that can affect the market price of 

investments. 

 

General Economic Factors:  Investments are also affected by a variety of international and national factors. The 

international business environment, stock markets, international monetary rates and general world conditions all 

play a big role in the investment environment. Canadian government fiscal and monetary practices also have a big 

influence on interest rates and investment values. Fiscal policies determine how the government will raise income 

through taxation and how the government spends that income. T rates can greatly impact business growth. Monetary 

policy is how the government manages the money supply. Changes in either fiscal or monetary policies impact 

interest rates and the rate of economic and corporate growth within Canada. 

 

♦ ♦ ♦ ♦ ♦ 

Many of the following items relate to the name change of the Canadian Life and Health Insurance Compensation 

Corporation (CompCorp) to Assuris. 

 

Study 1, page 21, question 3, replace (D) with Present value 

 

Study 2, page 12, replace the sentence before the subtitle Defining Relationships in Law with the following: 

 
In the other common law provinces, however, insurable interest is only relevant at the time the application 

is made. 

 
Study 2, page 13, insert the following before the last paragraph: 

 

Fiduciary 

responsibilities 

Financial advisers and intermediaries must place the interests of their clients ahead of their own. 

For example, intermediaries must not recommend replacement of any insurance policy unless 

they believe that such replacement would be in the best interests of the client. This is part of the 

fiduciary responsibilities of financial advisers and intermediaries. One owing a fiduciary duty is 

held to the highest standard of care. The standard of behaviour is stricter than the duty of care in a 

tort situation at common law. The fiduciary relationship is highlighted by good faith, loyalty, and 

trust. 

 

Disclosure of 

conflict 

To enhance consumer protection and transparency, many insurers and associates provide a 

template conflict of interest disclosure letter for agents and brokers to use. Any form letter should 

be reviewed and amended to ensure that it is appropriate for the potential conflict of interest 

situation being addressed. In some provinces, legislation prohibits an agent or broker from acting 

for a client in situations where a conflict of interest exists. (Conflicts of interest are examined 

more closely elsewhere in this text.) In other provinces, intermediaries are required to fulfill 

disclosure requirements but it is left to the client to decide whether to retain the intermediary. 
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Disclosure of 

limitations 

If an intermediary is limited as to insurers he or she can represent then this limitation should be 

disclosed to the consumer. For example, an insurer who employs a “captive” sales force should 

disclose this limitation to potential clients. An intermediary may not be able to offer the right 

product to a particular client. 

 

An intermediary must ensure that the product a client purchases is suitable for his or her needs. 

To this end, an initial assessment of a client’s insurance needs is performed to reveal the client’s 

personal and financial situation. The product recommended to the client must fulfill the needs 

identified by the assessment. 

 

Study 3, page 21, replace the second sentence on the page with the following: 

Assuris is a federally incorporated, non-profit company owned and funded by its member life and health 

insurance companies to protect policyholders and beneficiaries should a member company become 

insolvent. 

Replace the first sentence of the second paragraph with the following: 

A more comprehensive explanation of current benefits and levels of coverage are available from the 

Assuris website at www.assuris.ca, however, a basic outline is provided here. 

Delete the section that begins Guaranteed Policy Benefits and replace with the following: 

 Covered Benefits 

 The following benefits are covered by Assuris: 

  
Monthly income       $ 2,000/month 

 Health expense       $          60,000 

 Death benefit       $        200,000 

Cash value       $          60,000 

 
If the total benefits exceed the amounts, 85percent of the promised benefits will be covered but not less 

than the preceding amounts stated. 

 
Accumulated value benefits are fully covered up to $100,000. If accumulated value benefits are over 

$100,000, then $100,000 will be paid.  

 
Assuris coverage applies to benefits under a variety of products such as life insurance, long-term care 

insurance, critical illness, RRIFs, health expense insurance, RRSPs, disability income insurance, 

accumulation annuities, payout annuities, and segregated funds. Coverage also applies to group insurance 

and group retirement plans. 

 
Study 3, page 22, replace CompCorp with Assuris each time it appears on this page. 

 

Study 3, page 23, replace CompCorp with Assuris each time it appears on this page. Also, replace the first 

paragraph after the example box with the following: 

 

If you are uncertain about whether coverage applies to a product or the benefit limit you can contact 

Assuris directly for clarification. 

 

♦ ♦ ♦ ♦ ♦ 

 

http://www.assuris.ca/
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Study 11, pages 4-9, replace old CPP material with the following updated CPP information. 

Canada Pension Plan/Quebec Pension Plan 

Administration and Source of Funding 

The Canada Pension Plan (CPP) and Quebec Pension Plan (QPP) have virtually the same requirements and benefits 

and for this reason are frequently discussed as if they are one plan. The distinction is that the CPP applies to all 

Canadians outside the province of Quebec; the QPP is for Quebec residents only. 

The Canada Pension Plan is available as a retirement pension, a disability pension, and survivor benefits. This study 

focuses primarily on the CPP as a retirement pension. 

The following concepts are fundamental to understanding the CPP retirement pension: 
 

 Contributions 

 The year’s basic exemption (YBE) 

 The year’s maximum pensionable earnings (YMPE) 

 Pensionable earnings (PE) 

 Average monthly pensionable earnings (AMPE) 

 

Contributions 

Contributions to the CPP are made 50/50 by the employee and employer, except in the case of self-employed 

individuals, who must pay 100 percent of the contribution. Employment earnings between the YBE and the YMPE 

are contributed at a rate of 4.95 percent by each of the employee and employer to a total of 9.9 percent in 2012. It is 

not permitted for either the employer or the employee to make additional voluntary contributions. 

 

Self-employed versus Employees 

If a person is self-employed, he or she is responsible for the entire contribution (9.9 percent). However, the portion 

of the contribution that represents the employer’s share (4.95 percent) can be deducted from taxable income and a 15 

percent federal tax credit can be claimed for the employee’s share (4.95 percent) of the contribution. 

 

 
 
Contributions are made by those who work, including part-time employees, beginning at age 18. Contributions 

currently end when CPP starts, at age 70, or at death, whichever comes first. 

The year’s basic exemption is the amount of income below which CPP contributions are not made. It is currently 

pegged at $3,500. 

 
Pensionable earnings are the amount of income on which the pension contribution is based. 

The year’s maximum pensionable earnings are the amount of income above which contributions are not made. This 

amount is pegged at $51,100 for 2013. 
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Amount of Retirement Benefits 

The average monthly pensionable earnings is used to determine the amount of the monthly retirement pension. It is 

determined as the total pensionable earnings divided by the number of months that contributions were made (or 120, 

whichever is greater). The monthly retirement pension at age 65 is 25 percent of the AMPE, to a prescribed 

maximum. In January of 2013 the maximum monthly CPP retirement benefit was $1,012.50. 

 

Early or Late CPP Retirement Options 

 
Current and Proposed Rules 

 

For 2012 a CPP member could elect to begin receiving his or her pension as early as age 60 if he or she has stopped 

working or earns less than the YBE and as late as age 70. For pensioners retiring at an age other than 65, the amount 

of pension otherwise payable at age 65 is decreased or increased, depending on whether the pension is started before 

or after age 65. 

 

Given the aging population of Canada, starting in 2011, the federal government increased the incentive for 

pensioners to wait longer to begin their CPP retirement benefits. Similarly, starting in 2012, the amount by which 

the retirement pension is reduced for early retirement increased. Both measures are aimed at encouraging Canadians 

to work longer and delay drawing down their CPP retirement pension, thereby reducing the drain on the system. 

 

For an early entitlement, the member’s regular age-65 pension, as of 2011, was reduced by 0.5 percent for each 

month the recipient is younger than age 65, to a minimum of 70 percent. This translates to a reduction of a 

maximum of 30 percent of the age 65 pension, resulting in a pension of only 70 percent of the age 65 pension. 

Beginning in 2012, and over the course of the following four years, the amount of monthly pension reduction for 

early retirees will increase. 

 

Table 1  Early Entitlement Pension Adjustment 

 

Year Pension  

Started 

Monthly  

Reduction 

Annual  

Reduction 

Maximum  

Reduction 

2012 0.52% 6.24% 31.20% 
2014 0.54% 6.48% 32.40% 

2014 0.56% 6.72% 33.60% 

2015 0.58% 6.96% 34.80% 

2016 0.60% 7.20% 36.00% 

 
 
 

 

 

Example 

Donnatella is an employee who will earn $40,000 in 2013. Her pensionable earnings for the year 

will be $36,500 ($40,000 earnings - $3,500 year’s basic exemption = $36,500 of pensionable 

earnings). Donnatella and her employer will each be required to contribute $1,806.75 ($36,500 x 

.0495 = $1,806.75) to CPP on her behalf, for total contributions of $3,613.50 (9.9 percent of her 

$36,500 pensionable earnings = $3,613.50). 

Example 

Sumita will be entitled to a pension of $620 a month if she retires at the exact age of 65, which 

she will reach in late 2015. If she retires exactly 18 months early, in early 2014, her age 65 

pension will be reduced by 0.56 percent per month, for 18 months, or 10.08 percent. 

Consequently, her monthly pension would be reduced from $620 by $62.50, to $557.50 

($620.00 x .1008 = $62.50). 
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When the pension is delayed, it was increased by 0.5 percent (as of 2010) of the member’s regular age 65 

pension for each month the recipient is above the age of 65. For 2010 benefits were capped at 130 percent 

of the member’s regular age 65 pension, at age 70. Beginning in 2011, and over the course of the 

following two years, the amount of monthly pension enhancement for late retirees will increase. 

 

Table 2  Delayed Retirement Pension Adjustment 

 
Year Pension  

Started 

Monthly  

Increase 

Annual  

Increase 

Maximum  

Increase 

2010 0.50% 6.00% 30.00% 

2011 0.57% 6.84% 34.20% 

2012 0.64% 7.68% 38.40% 

2013 0.70% 8.40% 42.00% 

 

 

 

 

 

 
 
 
 
 
Other Proposed Changes 
Prior to 2012 a CPP member under the age of 65 (but over the age of 60) must have essentially ceased working in 

order to apply for pension benefits. This means that the applicant must either have not worked at all for at least two 

consecutive months or must have earnings less than the then-current maximum monthly CPP pension for each of 

those two months. Commencing in 2012 the rules regarding the need for cessation of work no longer apply. 

 
Also, prior to 2012 a CPP contributor who is under the age of 65, continuing to work and earn in excess of the YBE, 

and who is not in receipt of the CPP retirement pension must continue contributing to CPP. If such an individual 

commences CPP benefits he or she is precluded from making further contributions to the plan. Commencing in 

2012, working Canadians under age 65 and in receipt of the CPP retirement pension will still be required to make 

mandatory contributions to the plan, as will their employers. The contributions will be credited to a supplement to 

their CPP pension, called the Post-retirement Benefit. 

 

After attaining age 65 a working pensioner may choose to continue making contributions to CPP up until as late as 

age 70 and such voluntary contributions will also be credited to the pensioner’s Post-retirement Benefit. 

 

Ancillary Benefits 
 

CPP Death Benefit 

When a CPP contributor dies, a death benefit is payable to his or her estate. The benefit is equal to the total payment 

that would have been received by the contributor for six months at age 65, to a maximum death benefit of $2,500. 

 

Spouse or Common-law Partner 

The legal spouse or common-law partner of a deceased plan member may be entitled to survivor’s benefits, provided 

the deceased met minimum contribution levels. In order for survivor’s benefits to be payable the deceased plan 

member must have contributed to CPP for at least 10 years or, if less than 10 years, for at least one-third of their 

contributory period. 

 
The amount of the survivor benefit will depend on the amount of contributions to the credit of the deceased member 

and the age of the survivor. In the case of survivors aged 65 or older the benefit will be equal to 60 percent of the 

Example 

If, instead of retiring early, Sumita waits until she is exactly age 68, in 2018, to 

commence her pension payments her regular age 65 CPP retirement pension of 

$620 a month will be enhanced by 0.7 percent for each of the 36 months that she 

delays receiving the pension. Accordingly, her pension will be increased by 25.2 

percent, or $156.24 (.7% x 36 months x $620= $156.24), to $776.24. 
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deceased’s pension. However, if the survivor is also a CPP recipient, he or she cannot receive a combined pension 

greater than the monthly maximum for a plan member. Survivors under age 65 will receive lesser amounts. 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Children’s Benefit 

When a CPP contributor dies, his or her child can receive a monthly children’s benefit. This benefit is adjusted 

annually for inflation; in January 2013 it was $228.66 a month per child. This benefit is paid to age 18; to continue 

to receive the benefit thereafter a child must prove full-time attendance at a post-secondary institution. 

If both parents were CPP contributors and they both die, their children may receive two survivor’s benefits.  

 

Pension Sharing 
 

Spouses or common-law partners who have contributed to the CPP and are both at least 60 years old may share their 

retirement pensions. The sharing of a CPP pension is called an assignment. The portion of their pension that may be 

shared relates to that portion of their benefits which was earned while the couple was married or co-habiting. Each 
member of the couple must share their pension such that the shared portion paid to each will be equal. Pension 

sharing is generally only practical if the person whose benefits are in part being transferred to a spouse or partner is 

in the higher marginal tax bracket, in which case tax savings could be achieved through income splitting. 

 

 
 
 
 
 
 

 

 

 

 

The assignment of CPP redistributes income from a pension or pensions; the total amount of pension is not 

increased or decreased by assignment. An assignment will end on divorce, if a non-contributor spouse becomes a 

contributor; on death of either spouse; or one year after the spouses separate. 

 

In the case of marriage breakdown, whether legal or common-law, the spouses can divide pension credits earned 

during the marriage or relationship equally, such that the partner with the greater amount of pension credits must pay 

half the difference to the partner with the lesser amount of pension credits. The spouses must apply for the division 

within three years of the date of marriage breakdown. 

 

 

Example 

Tom died in January of 2011. At the time of his death Tom was in receipt of the maximum CPP 

retirement benefit of $960.00. Tom’s wife, Geri, was also receiving the CPP retirement pension, in 

the amount of $600.00 a month in January of 2011. 

Geri would normally be entitled to a CPP survivor’s pension equal to 60 percent of Tom’s pension, 

or $576. However, added to her own CPP retirement pension, such a survivor’s pension would bring 

her total CPP retirement benefits to $1,176.00 ($600.00 + $576.00 = $1,176.00). 

Since this amount is in excess of the maximum allowable pension of $960.00, Geri would only 

receive a survivor’s pension of $360, resulting in her receiving a total pension of $960.00 ($600.00 + 

$360.00 = $960.00). 

Example 

 

Donna and Phil, both 64, are both receiving the CPP retirement benefit. Donna receives 

$620 a month and Phil receives $480. They were married throughout the period that they 

earned all of their pension credits. If the couple implements pension sharing Donna will 

transfer $310 (50 percent) of her monthly pension to Phil and Phil will transfer $240 (50 

percent) of his monthly pension to Donna, such that each will then receive, and be taxed on, 

$550 a month. 
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Summary of the CPP Retirement Pension 
 
Benefit payment not automatic The recipient or a person acting in the capacity of his or her power of attorney 

must apply 

Clawback None: Pension is paid without consideration for other assets and income 

Contribution period Canadians aged 18 to 65, and optionally to age 70 if the 

person continues to work until that age 

Contributions 4.95% of employment earnings contributed by both 

employee and employer above the YBE up to the YMPE or a 

total of 9.9%; self-employed persons contribute the full 9.9% 

Contributors Employees and their employers; self-employed persons 

Death Benefit Yes, to a maximum $2,500 lump sum 

Exempted from plan Casual and migratory workers; those employed in 

agriculture, fishing and forestry; and those with annual 

income less than $250 

Inflation protection Pension and benefits are linked to the Consumer Price 

Index and are adjusted annually 

Participation Compulsory for Canadian employees, with exemptions as 

noted above, including those who are self-employed; 

program is portable and is not interrupted by changes in 

employment 

Tax Contributions are tax deductible and/or generate a tax 

credit; pensions and benefits are taxable to the recipient 

 
 

♦ ♦ ♦ ♦ ♦ 
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Study 11, page 20, add the following Test 3. 

Test 3 

(Covering studies 8, 9, 10, and 11) 

 

1. Hanif is a self-employed carpenter, earning about $45,000 most years, after expenses. He has skills to 

engage in a number of different occupations (both physical and mental) but has chosen carpentry because 

he likes working with wood. As a self-employed individual, Hanif has no group insurance benefits and is 

concerned about how he would get along financially if he were to become disabled for a long period of 

time (up to five years for example). He does get an additional $12,000 a year of dividend income from 

shares he holds in his parents’ family business, but this would not come close to covering his personal 

living expenses. Other than his condominium and his car, the only real asset that Hanif holds is $10,000 in 

Canada Savings Bonds. Hanif is open to the idea of personal disability income replacement insurance, but 

would like to keep his premiums as low as possible. 

 

Outline for Hanif the type of disability program you would recommend for him. Include a discussion of the 

following elements: amount of monthly benefit, definition of disability, appropriate waiting period, 

appropriate benefit period, and the role of government benefits under this program.   

           (20 marks) 

 

2. Explain the fundamental differences between Critical illness and Long-term Care insurance, with respect to 

underwriting, covered conditions, qualified claims, benefits, and taxation of premiums and benefits.  

 

(20 marks) 

 

3. The Connors are a married couple with two children. Mike, age 45, was born on March 3, 1958. Michelle, 

age 43, was born on February 4, 1960. Both of their children (a son and a daughter) are under the age 18, 

attending school full-time, and living with Mike and Michelle. 

 

Both Mike and Michelle are employees of large, international firms, providing group health benefits. 

Mike’s plan has an annual deductible of $100 per person and $200 per family for dental work, in addition 

to a 75percent co-insurance factor for restorative dental services. Michelle’s group insurance plan has only 

a $50 annual family deductible and an 80percent co-insurance factor. Mike filed a claim for $75 for teeth 

cleaning earlier this year. 

 

The Connor’s son has to have $500 of temporary crown work done next week. Explain how the group 

insurance carriers would provide benefits for this work. Show your rationale in detail. 

 

(20 marks) 

 

4. Outline five of the six fundamental characteristics of a group insurance plan and explain, in your own 

words, the rationale behind each of the characteristics which you identified. 

(20 marks) 

 

5. Alicia (age 59) and Judy (age 57) have lived together as a common-law couple for the past 18 years. They 

both worked full-time throughout their relationship, although both started work when they were in their 

early 20s, after coming out of university. According to the government benefit statements that they both 

received recently, Alicia would be entitled to CPP retirement benefits of $800 a month if she commences 

benefits at age 65 and Judy would be entitled to $600 a month. In fact, Alicia intends to retire when she is 

64, whereas Judy only plans to work to age 60. 

 

Calculate and explain the exact amount  of monthly retirement income each of the pair would receive from 

CPP upon retirement and explain in detail the income-splitting opportunity (if any) available to them in 

retirement. 

 

           (20 marks) 

♦ ♦ ♦ ♦ ♦ 
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