Lesson 8: Home and Automobile Insurance
Insurance and Risk Management: An Introduction

What is Insurance?

Insurance is protection against possible financial loss.
An insurance company, or insurer, is a firm that assumes financial responsibility for losses that arise from an insured risk.
A person joins the risk-sharing group by purchasing a policy (a written contract of insurance).
Under the policy, the insurance company agrees to assume the risk for a fee called the premium.
The insured is a person covered by an insurance policy.
A person who owns an insurance policy is the policyholder.
Types of Risk:

Risk is the chance that something will be lost. By buying insurance, individuals minimize the potential financial impact of the risk.

Risks are classified as Pure (if the event occurs only a loss can result) or Speculative (a risk that results in either loss or gain).
Pure Risk includes:

· Personal risk (loss of income or life).

· Property risk (direct or indirect damage to one’s property).

· Liability risk (injury or harm to others or their property).

Peril is the cause of possible loss, such as fire, windstorms, robbery, disease, or death.

Hazard is something that increases the likelihood of a loss, such as driving drunk, smoking in bed, or defective house wiring.

Risk Management Methods:

Risk management is an organized strategy to protect assets and people.

· It is a long-range planning process.

· It can reduce financial loss and thus improve your chances for economic, social, physical, and emotional well-being.

Risk Avoidance:

Means avoiding the chance of loss altogether, e.g. not smoking, not driving a car.

Risk Reduction:

Means reducing the chance of a loss occurring or reducing the adverse effects of losses that do occur, such as installing smoke alarms or fire extinguishers.
Risk Assumption:

Means taking on the responsibility for the loss or injury. This process, called self-insuring, involves establishing a monetary fund to cover the cost of a loss.
Risk Shifting:

Means transferring the cost of the loss to an insurance company.
Planning an Insurance Program:

Step 1: Set your Insurance Goals and Prioritize them:

Aim to reduce the impact of the:

· Loss of income due to death, illness, accident or unemployment.

· Loss of income and extra expenses due to injury, illness or death of a family member.

· Potentially loss of real or personal property due to fire, theft, or other hazards.

· Potentially loss of income, savings and property due to personal liability.

Step 2: Develop a Plan to reach your Goals:

This requires a clear picture of insurance products, the reliability of different insurers and comparative costs.
Step 3: Put your Plan into Action:
Seek insurance protection that has flexibility to respond to changing life situations. To put your risk management plan to work, ask yourself…
· What should be insured? For how much?

· What kind of insurance? From whom?

Step 4: Review your Results:

Evaluate your insurance plan periodically, at least every 2 or 3 years, or whenever your personal circumstances change.
Property and Liability Insurance

Property and liability insurance offer protection from financial losses that may arise from a wide variety of situations. Property owners face two basic risks – physical damage to assets and loss of use.
Liability is legal responsibility for the financial cost of another person’s losses or injury.
· Negligence is the failure to do what a reasonable and prudent person would do in a given situation.

· Strict liability is present when a person is held responsible for intentional or unintentional actions.

· Vicarious liability is when a person is held responsible for the actions of another person.

Principles of Home and Property Insurance
Homeowner’s Insurance Coverage:

· Property.

· Liability.

Tenant’s Insurance

Home Insurance Types:

· Standard Form.

· Broad Form.

· Comprehensive Form.

Homeowner’s Insurance Coverage:

Property – A Homeowner’s Policy Covers:
1. Damage and destruction to a house or other structures or property:

· Coverage for replacement value covers the cost of rebuilding or otherwise replacing this structure.

· Coverage for the depreciated value takes into consideration the reduction in the value of an object over time.

2. Additional living expenses to cover the cost of living in a temporary location while your home is being repaired. Limitations may apply.

3. Coverage for personal property in the home or while away:
· Coverage can be calculated as a percentage of the total coverage of the dwelling, with a limit of 70% to 80%.

· Coverage can also be calculated on an itemized basis.

· Limits exist for certain classes of assets, ex: jewellery. A personal property endorsement can be added to cover damage to a specific item of high value.

· A household inventory (photographic and written) indicating purchase dates and cost information is helpful in making claims.

· Certain conditions must be met if you are absent from your home for a period of time.

Liability – A Homeowner’s Policy Covers:

1. Personal liability coverage to protect you from legal action or claims arising from damage to the health or property of others:

· Most policies offer some level of basic coverage.

· An umbrella policy extends the breadth of coverage at higher amounts and is recommended for high net worth individuals.
· Voluntary medical payments coverage pays the cost of minor accidental injuries on your property. These are settled without determining fault to speed up settlement for small claims.
· Voluntary property damage coverage will pay for minor damage to other’s property.
2. Specialized coverage must be sought for area-specific risks (e.g. earthquakes) via a rider.
3. Improved coverage results in a higher premium – a cost-benefit analysis is important.
Tenant’s Insurance:

Tenant’s Insurance covers:

· Loss or damage to the tenant’s personal property.

· Third party and tenant’s legal liability.

· Additional living expenses.

The landlord’s policy won’t cover the tenant’s personal belongings or liability unless the building owner can be proven liable.
Home Insurance Types:

Named perils covers only those perils specifically listed in the policy.
All risk covers any event that causes loss or damage unless it is specifically excluded. The onus is on the insurer to prove that the cause of the loss or damage is not covered.
Different coverage types are combined in package form – standard, broad or comprehensive.
Home Insurance Cost Factors

1. Deductibles

2. Determining your Coverage

3. Settlement Claims:

· Actual Cash Value (ACV).

· Replacement Value.

4. Factors that Affect Home Insurance Costs

· Tips to Reduce Home Insurance Costs.

Deductibles:

A deductible is the fixed amount stipulated in your policy that you must pay as your share of any claim.
The higher the deductible, the lower the premium since the insurance company is responsible for less of the loss.
People are generally more careful if the cost of being careless is higher.
Fewer small claims lead to lower administrative costs for the insurer.
Determining your Coverage:

Four Factors determine how much Coverage you Need:

1. The cost to replace or rebuild your home. The co-insurance clause is a policy provision that requires a homeowner to pay for part of the loss if the property is not insured for a specified percentage of the replacement value.
2. The value of the contents.

3. Protection for specific items such as collections, cameras, and jewellery.

4. The level of liability coverage desired. Business activities are not covered.

Settlement Claims:

The Settlement of Claims is made on the Basis of:

· Actual Cash Value (ACV) – the settlement is based on the current replacement cost less depreciation.

· Replacement Value – you receive the full cost of repairing or replacing a damaged or lost asset. The item must be replaced (i.e. the settlement is not in cash). Certain items, such as antiques, do not qualify for replacement coverage.

Factors that Affect Home Insurance Costs:

Location of home (e.g. with respect to fire station or frequency of thefts in area).
Replacement costs (e.g. type of home and construction materials required).
Electricity (e.g. presence of breakers, sufficient amp and modern wiring).
Heating (e.g. source of heat, presence of wood stove).
Pipes (e.g. older piping system and materials).
Other (e.g. security system, fire alarms).

Tips to Reduce Home Insurance Costs:

Look for discounts – for example, for installing a fire alarm or smoke detector.
Consolidate your coverage with one insurer (e.g. home and car).
Shop and compare, but consider more than just price – look at the service and extent of coverage.
Automobile Insurance Coverages

1. Minimum Provincial Requirements.

2. Insuranced Coverage per Province.

3. Tort versus No-Fault Insurance.
4. Categories of Automobile Insurance.

-    Bodily Injury Liability.

-    Property Damage Liability.

5. Other Automobile Insurance Coverages.

Minimum Provincial Requirements:

All provinces and territories require a minimum level of automobile insurance coverage for owners or drivers of an automobile.
Policies cover Three Major Financial Risks:

1. Injury to or death of yourself or your passengers.

    Insurance Coverage: Accident benefits.

2. Damage to your vehicle.

    Insurance Coverage: Physical damage insurance, such as comprehensive or collision coverage.

3. Liability to others for injury, death, or property damage.

    Insurance Coverage: Third-party liability coverage.

Insurance Coverage per Province:

Provinces                             Public Plans                          Private Plans
British Columbia                 Basic coverage         Additional coverage, if desired

Manitoba

Saskatchewan

Quebec                                 Split                          Split

Alberta                                  None                        All coverage is private

Ontario

New Brunswick

Nova Scotia

Prince Edward Island

Newfoundland and Labrador

Public Plans:

Public coverage is offered at a standard rate via government agency.

Private Pans:

Private coverage is offered by competing insurance companies at varying rates.

Tort versus No-Fault Insurance:

Tort-Based System:
Injured parties may sue the at-fault party.

No-Fault System:

Fault is determined in every incident for the purpose of the premium calculation.
Each driver collects from his/her own insurance company for:
· Medical expenses, lost wages and related injury costs.

· Damage to his/her vehicle to the extent that he/she was not at fault.

The system intended to provide faster settlement and reduce legal costs.

Manitoba, Saskatchewan, Quebec, Ontario have all implemented variations of the no-fault system.

Categories of Automobile Insurance:

The two major categories of automobile insurance are bodily injury coverages and property damage coverages.
Bodily Injury Liability:

Covers the risks associated with injuries caused by an automobile accident for which you were responsible.
It pays for the costs of injuries to persons not in your automobile.
The automobile owner’s policy covers both the owner and anyone driving the vehicle with the owner’s permission.
Accident benefits cover costs for people injured in your automobile, including yourself.
These benefits are available regardless of fault.
Uninsured motorist’s protection protects the insured and his/her family for injuries caused by an unidentified or uninsured person.
Property Damage Liability:

Covers damage to another’s property arising from an automobile accident.
Collision insurance pays for damage to your automobile arising from an automobile accident. The amount collected is limited to the actual cash value of the car at the time of the loss.
Comprehensive physical damage covers damage to your vehicle that is not caused by a collision, such as fire, theft, vandalism, glass breakage, hail or wind storm.
Other Automobile Insurance Coverages:

Towing and Emergency Road Service Coverage:

· Pays for the cost of breakdowns and mechanical assistance.

· Not required if you are a member of an automobile club.

Waiver of Depreciation Coverage:

Calculates the value of the loss based on the vehicle’s retail value (not depreciated value) and is in effect for a pre-determined period of time.
Automobile Insurance Costs

Automobile Insurance Premium Factors

· Factors that affect the amount of premium you pay.

· High-risk driver insurance.

Reducing Automobile Insurance Premiums

· Tips to lower automobile insurance.

Automobile Insurance Premium Factors:

Factors that affect the Amount of Premium you Pay:

Where you live - higher in urban areas.
The make and style of car - vehicles are rated according to their safety record with respect to theft, likelihood of damage and cost of repairs.
The use of the vehicle - either for pleasure, business or farming, the distances driven and use for deliveries or for carrying passengers.
The rating territory – geographic locations have differences in the type and number of claims.
Driver classification – age, gender, marital status, driving record and driving habits.
High-Risk Driver Insurance:

Some form of coverage must be made available to all drivers, regardless of their risk if they are required by law to be insured.
High-risk driver insurance assigns high-risk cases to companies in proportion to their share of automobile insurance in each province.
Being assigned to the high-risk pool does not change the type of coverage, but premiums will be higher.
Reducing Automobile Insurance Premiums:

Find out how much it will cost to insure a car before you buy it.
Tips to Lower Automobile Insurance:

Compare company rates and services.
Look for premium discounts:
· Establish and maintain a good driving record.

· Install security devices such as a car alarm.

· Insure more than one vehicle with the insurer.

Increase deductibles.

Re-assess collision and comprehensive coverage on old vehicles.

Avoid making small claims.
Lesson 15: Estate Planning

Why Estate Planning?

Your estate consists of everything you own.
While you work, your objective is to accumulate funds for your future and your dependents. As you age, your perspective will shift from accumulating assets to distributing them wisely.

Planning for your family’s financial security in the event of your death is not easy. The question of whether your family can cope financially without your income is a difficult one.
What is Estate Planning?

An estate plan is a plan for the administration and disposition of your property during your lifetime and at death.
Estate planning has two components:
1. The first consists of building your estate through savings, investments and insurance.
2. The second involves transferring your estate at death in the manner you have specified.
Provincial Family Law:

Family law can have a significant impact on your estate planning. For example, getting married may void all or part of your will, as may divorce or separation.
Family law might also impact how you dispose your estate. You must provide for your dependents upon your death. A dependent is a spouse and child or other family members whose financial needs have normally been met by you. If your provision is inadequate, your will may be contested and declared invalid. Family law also stipulates similar support and distribution of assets in the event of marital breakdown.
The principal aim of family law, which can vary by province, is to protect those who depend upon you and to ensure a just distribution of your estate.

Most legislation provides for the equal division between spouses of family assets acquired during marriage, with some exceptions, such as inheritances and property brought into the marriage. The definition of family assets can differ by province.
While partners in common-law relationships have traditionally not been protected by family law, there has been a move across Canada to recognize common-law spouses for estate planning purposes after a specified number of years of cohabitation.
Legal Aspects of Estate Planning

When death occurs, proof of claims must be produced or the claims will not be processed. If documentation cannot be located, delays will result. At worst, loss of assets may occur.
Important Documentation Includes:

· Birth, marriage, or divorce certificates.

· Military service records and veteran documents.
· Legal change of name.
· Government benefits documents.
· Insurance policies.

· Title to stock and bond certificates, joint blank accounts and other assets.

· Registration of automobiles and other major assets.

Wills:

A will is the legal declaration of a person’s mind as to the disposition of his or her property after death.
The Formula adopted by Ontario is as follows:
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Distribution of property when a person die intestate (without a will) in Ontario.
If you die intestate (without a will) the province in which you reside controls the distribution of your estate without regard for your wishes. Generally, a spouse is entitled to a “preferential share” and the balance of the estate is distributed according to a pre-set formula. (See formula adopted by Ontario on this page).

Changes to your marital status can affect the validity of your will. Marriage revokes all or part of a will (except in Quebec) unless the will expressly indicates that it will not be revolved by a subsequent marriage or indicates that it was drafted in contemplation of marriage.

Legal fees for drafting a will vary with the type of will and the complexities involved. You can write your own will (consultwww.legalwills.ca), although this is not recommended.

Types and Format of Wills

There are three types of legal wills. Ensure that the type you choose is accepted in your province of residence.
A Holographic Will:

Is a handwritten will that is written, dated and signed entirely in your handwriting. No printed or typed information should appear on its pages and no one else should sign (e.g. witnesses). Holographic wills are not recognized in some provinces.
A Formal Will:

Is prepared with an attorney’s assistance and can be typed or pre-printed. You must sign the will and acknowledge it as your will in the presence of two witnesses, neither of whom is a beneficiary or the spouse of a beneficiary. The witnesses must sign in your presence.
A Notarial Will:

Is available only in Quebec. It is typed and signed in the presence of the notary and one witness. The notary keeps the original and issues a certified copy to the heirs once proof of death is established. Notarial wills do not need to be probated, unlike the other two forms.
Writing your Will:

To transfer your property according to your wishes, you must write a will specifying those wishes. Select a person who will follow your instructions and administer the distribution of your estate.

By naming an executor (liquidator in Quebec, trustee in Ontario), you eliminate the need for a court-appointed administrator, prevent unnecessary delays and minimize settlement costs.

Select an Executor:

Select an executor who is willing and able to carry out the complicated tasks associated with executing a will. These tasks include:

· Preparing an inventory of assets.

· Collecting money due and paying debts.

· Preparing and filing income and estate tax returns.

· Distributing the estate.

· Making a final accounting to beneficiaries.

· Liquidating and reinvesting assets to pay debts and provide income for beneficiaries.

You should also name a guardian and/or a trustee for minor children in the event both parents die at the same time. A guardian assumes the responsibility of providing personal care. The guardian may also be the trustee of assets left to the children, although the latter can be another individual or a corporate trustee.

Specific Requirements of a Will:

Any person over the age of majority an sod sound mind can draft a will. Most jurisdictions require (or highly recommend) that your will includes:

· Your full name and place of residence,

· A declaration that you are of sound mind.

· A dated declaration that this is your last will and testament.

· A revocation all other wills and testaments.

· The appointment of an executor, and alternate executors.

· Your signature and that of witnesses, if required.

· A list of assets, their values and to whom you wish to leave each.

· The naming of your living relatives, naming of relatives who have predeceased you and naming of other unrelated beneficiaries.

Other Considerations:

Review and modify your will if you relocate, if the size or composition of your estate changes, if you martial status changes or if beneficiaries die.

A codicil is appropriate if required changes are minor. A codicil is a document that explains, adds, or deletes provisions in your existing will. It must conform to the legal requirements for a will.

A pre-nuptial agreement is a contractual agreement between spouses drawn up before marriage. A marriage (or cohabitation if common-law) contract can be drawn up before or during marriage. In such contracts, the spouses define guardianship, support and asset division issues that override family law.

Other Documents Essential to an Estate Plan:

A living will outlines your wishes if you become physically or mentally disabled and are unable to act on your own behalf. It enables you to express the intention that your life be allowed to end if you become terminally ill.
An ethical will dispenses emotional and spiritual wealth to heirs.
A power of attorney (POA) authorizes someone to act on your behalf to attend to your personal and/or financial needs if you are unable to do so.
The POA may be limited (e.g. arrange for the sale of your house while you are out of the country) or broad in scope (e.g. look after all your financial affairs). A POA is normally revoked in the case of legal incapacity. Therefore, it is important that the POA be termed “enduring” to ensure it applies should you become physically or mentally incapacitated so as to permit your named attorney to step in and take control.
A letter of last instruction, though not legally enforceable, outlines your desires with respect to your funeral and other final arrangements. It should provide a list of those to be contacted, as well as the location of important documents.
Types of Trusts and Estates

A trust is a property arrangement in which the settler gifts property (the subject of the trust) that is legally owned and managed by a trustee according to the terms of the trust deed for the benefit of the beneficiary(ies). Topics include:
-       Two types of personal trusts:

             1. A living or inter vivos trust.

             2. A testamentary trust.

· A spousal trust.

· Estate assets not distributed by a will.

· Planned giving.

· The cost of settling your estate.

A Living or Inter Vivos Trust:

An inter vivos trust is set up during the settlor’s lifetime. Assets are deemed to be transferred at their fair market value unless the trust is for the sole benefit of a spouse, in which case they are deemed to be transferred at their adjusted cost base. In the latter case, no capital gains are triggered.
Advantages of Inter Vivos Trusts include:

The settlor determines how assets transferred are to be managed via the trust deed.
Assets transferred no longer form part of the settlor’s estate. Thus they are not subject to probate and cannot be claimed by creditors (if the trust is irrevocable).
Unlike wills, trust documents are private.
If the trust is established for a close relative who is disabled, the preferred beneficiary rule may permit the income from the trust to be retained in the trust, but taxed as though received by the beneficiary. This is advantageous if the beneficiary has a lower tax bracket.
Disadvantages of Inter Vivos Trusts include:

The transfer of assets to the trust at their fair market value may trigger taxable capital gains.
Income not distributed to beneficiaries is taxed at the highest marginal tax bracket.
Income distributed to a spouse or related minor is subject to the attribution rules.
Capital losses earned inside the trust cannot be distributed to a beneficiary.
Assets of non-spousal trusts are deemed to be sold every 21 years, potentially triggering taxable capital gains.
A Testamentary Trust:
A testamentary trust is established by your will and comes into effect on your death. Such a trust is valuable if your beneficiaries are young or ill equipped to manage their inheritance.
Other Advantages of Testamentary Trusts include:

Assets are protected from the beneficiary’s creditors.
A trust can prevent commingling of an inheritance by your beneficiary.
Income earned by the trust is taxed at progressive marginal tax rates. If income is payable to the beneficiaries, it can be taxed in the hands of the trust, even if it is not paid out. This would be advantageous if the beneficiary is in a high marginal tax bracket.
A Spousal Trust:

Either trust (inter vivos or testamentary) established solely for the benefit of a spouse is termed a spousal trust and receives certain tax advantages. All of the income of the trust must be paid or payable to the spouse and none of the capital can be distributed to anyone else during his or her lifetime. A spousal trust is desirable to provide guidance should the surviving spouse not be capable of managing the assets, or for the maintenance of the surviving spouse in a second marriage, while leaving the ultimate ownership of assets to children of the first marriage.
Other Advantages of a Spousal Trust are:

Assets can be transferred to the trust at their adjusted cost base, avoiding capital gains.
Spousal trusts are not subject to the 21-year deemed disposition rule.
Assets held in a trust are not subject to probate when the second spouse dies.

However, upon the death of the remaining spouse, assets are deemed to have been sold at their fair market value. This is unlike other trusts that may transfer assets to their beneficiaries at their adjusted cost base, thus deferring the eventual capital gain.
Estate Assets not Distributed by a Will:

In two situations, your assets will go directly to a beneficiary and bypass your will, thus avoiding probate.
The first situation involves naming a beneficiary for life insurance policies and registered assets, such as an RPP or RRSP.
The second involves owning assets joint tenancy with right of survivorship (not possible in Quebec). Upon death, ownership of the entire asset passes to the surviving owner directly.
Planned Giving:

Planned giving involves structuring your charitable donations to achieve the maximum benefit during your lifetime or at the time of death.
Charitable donations made via your will can by used on your terminal income tax return to offset capital gains that arise from the deemed disposition of all your capital assets at death.
The gift can be up to 100% of your net income in the year of death, or carried back to the prior year. The cap applied to donations made during your lifetime is 75% of net income. Excess amounts must be carried forward for a maximum period of 5 years.
The Cost of Settling your Estate:

Your named executor or an administrator appointed by the courts will carry out your final wishes as outlined in your will.
Your estate administration costs will include fees for professionals, court costs and compensation for the executor.
Probate fees are payable to the province and, in theory, are to compensate the courts for the validation of the will. However, in most provinces they relate to the size of the estate and not to the actual administrative costs involved. Therefore, some regard them as hidden “estate taxes”.
