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A SOLID INVESTMENT FOR THE ELDERLY 
 

I recently reviewed a situation using a combination of life insurance and a life annuity to generate a 

high return and low rate taxable income.   These plans are commonly referred to as Insured Annuities 

or Guaranteed Retirement Income Plans and can be an excellent investment for high net worth 

elderly people.  When the annuity and insurance policy are combined they provide a fixed annual 

return and a virtual guarantee that capital will be repaid.  They work well for individuals age 70 to 75 

and older if they can pass the insurance medical.  Let’s look at a real example that I recently 

encountered.   

 

In this case the individual was 81 years old.  She passed her medical with flying colours and agreed 

to purchase a life insurance policy with $500,000 of coverage at monthly premiums of $3,176 which 

are payable for the rest of her life.   

 

The Annuity she purchased cost $500,000 and pays her $5,421 monthly.  Because, there are special 

rules for the taxation of annuities, the taxable part is very low for elderly people.  In this case, the 

monthly taxable income is only $360 resulting in a tax of $167 assuming the highest rate.  After the 

insurance cost and income tax on the annuity, the net monthly payment is $2,078 or almost $25,000 

annually. 

 

Return Compared with GICs 
 

Because the annual payment of $25,000 is after income tax, the equivalent before tax amount (using 

the highest tax rate) is about $46,000.  It is fairly easy to determine that a return of $46,000 on a 

$500,000 investment is over 9% annually and guaranteed for life.   

 

The closest investment in terms of certainty of principal and a guaranteed return is probably a bond 

or GIC.  Depending upon the maturity date, the rate available on these investments is probably 

between 3.5% and 5.5% or roughly 2% and 3% after taxes.  This is a far cry from the 9% pre tax 

return on an Insured Annuity.  Combining the purchase of a life annuity with term life insurance is a 

heck of a deal – in this case yielding three to four times the return on fixed income securities.  

 

TAX ALERT is a commentary on topics of current interest – usually topics relating to recent 

changes in tax law, new CRA administrative practices or current interpretations arising from tax 

cases.  Professional advice should be obtained before acting on any of this information.  
  

 



 

Users 
 

As indicated earlier, this type of investment is suited to high wealth elderly individuals who want to 

be certain they can preserve part of their capital for their children and still receive a fixed income 

stream to support their retirement cost of living needs. An ideal application of this plan is to pay all 

or at least part of retirement and nursing home fees so elderly people have peace of mind that they 

will always live in comfort which cannot be taken away.  No one should put all of their investment 

assets in an Insured Annuity but depending on total wealth, it is probably suitable for up to 20% to 

25% of total investments.   

 

Once you go down this path the original capital cannot be returned until the time of death so it is 

important to have significant other liquid assets such as cash and marketable securities.  Another 

interesting aspect of an Insured Annuity is that it completely avoids probate and income tax on death.  

The beneficiary of the insurance policy can be changed at any time so it is flexible for estate planning 

and balancing inheritances amongst beneficiaries.   

 

Insured annuities are a good investment for those who can qualify for the insurance.  When interest 

rates move up, they will be even better.   
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