Insured Annuity
Solutions

Increase your after-tax
retirement income...
...and preserve your investment!

BMO M »Insurance



Despite the low interest rate environment In
Canada over the last 15 years, currently over
$800 Million of wealth in Canada is still placed In
GICs earning low after-tax returns.

The problem with this investment strategy Is:
e Low rates of return for many years
 Interest income is 100% taxable
 Increasing your income decreases your capital
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More people are looking for better ways to
Increase their income using their assets without
risk to their capital investment or being exposed
to fluctuating equity markets.

GIC investors are looking for:
e a higher yield
e no risk to the capital
e reduced taxable income

Introducing the Insured Annuity Solution...
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This solution combines two financial
Instruments:

= Prescribed Life Annuity

. Annuity

= Life Insurance policy

This combination creates an extraordinary
opportunity to increase income, lower
taxation and guarantee the investment
capital Is returned at death to the
beneficiaries.
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How It works...

Annuity
Step 1.
Purchase the Income from
Annuity the annuity
Investor’s Fs
Capital £ - e
Invested e Investor’s

. ‘Reerem'
Death Benefit iRt

replaces Investor’s .
Capital Step 2:
Purchase a'Life
Insurance Partial income
Policy used to pay

premiums
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The Investor’s Capital is used to purchase a
prescribed zero life annuity which provides income
for life. This type of annuity is a blend of capital and
Interest and is extremely tax-efficient with non-
registered funds.

The “prescribed” component levels the taxable
portion to be the same each year. It is this blend which
makes the income very tax efficient.

Fact: The older the annuitant, the more annual
income an annuity will provide.
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The “life annuity” provides an income only during
the life of the annuitant. The older the annuitant,
the higher the annuity income.

The ‘zero’ denotes that there will be no iIncome
paid after the annuitant dies.
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A life insurance policy is purchased using a portion of the
Income provided by the annuity. The policy death benefit
ensures that the original capital is returned for the benefit
of the annuitant’s beneficiaries.

The life insurance contract must provide coverage for “life”.
Cost of the insurance plays an important role as it directly
Impacts how much after-tax income will be generated from
an insured annuity.

The most cost effective plans to do this is usually the Term
to 100 plans, paid-up at age 100 or a Universal Life plan
with guaranteed level cost of insurance.

Fact:  The older the applicant, the higher the life
insurance premium will be.
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A Life Annuity backed by a Life Insurance
policy

 No risk to investment income regardless of
market conditions

 The annuity guarantees the income for life

* Provides a higher income over traditional GIC
Income

* The life insurance guarantees the preservation
of invested capital, completely tax-free!
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A typical GIC scenario

John (67) considered investing a $150,000 death benefit he
received in a GIC. He would draw an income from the interest.
Current 5 year GIC rates were offering 3.00% annually.

Gross annual income generated from the GIC =$ 4,500
less taxes paid on income (assuming 45% tax rate) Sk, 143
Total net annual income from GIC =3 2475

Fact: The interest earned on a GIC is fully taxable.
Any amount withdrawn over the interest will
not be taxed, but will reduce the estate value.
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A typical insured annuity scenario:

Instead, John chose to purchase a prescribed zero life annuity
from BMO Insurance. At the same time he purchased a Term to
100 insurance plan from another company.

Gross annual income generated from Annuity =$ 12,268
less taxes paid on income (assuming 45% tax rate) = Syl
less premiums for Term to 100 insurance plan =% 5,085
Total net annual income from Annuity =% 5992

Fact: A prescribed Zero Life Annuity will yield higher
annual after-tax income.
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Insured Annuity vs. GIC:

Gross annual income generated from Annuity =$ 12,268
less taxes paid on income (assuming 45% tax rate) =$ 1,191
less premiums for Term to 100 insurance plan =$ 5,085
Total net annual income from Annuity =% 5,992
Gross annual income generated from the GIC =$ 4,500
less taxes paid on income (assuming 45% tax rate) =$ 2,025
Total net annual income from GIC =3$/247H

That's a difference of $3,517 per year!

A GIC pre-tax equivalent would have to be 7.3% per year
...every year!
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Insured Annuity Case Study

Insured Annuity vs. GIC

Comparing Net Cash Flows
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That's a difference of $3,517 per
year, an increase of 142%!
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Insured Annuity lllustrations

* BMO! Insurance - The Wawve Illustration System - Payout Annuity - SPIA ¥2.1/09-10
ile GoTo Report Marketing Language Help

Type of Annuity | Single Life -] Pravince : IDntario -] Aval I ab I e
Last DOB
Cliert Mame Log Age Sex b arginal tax rate % f W
[Jahn [23nzn342 . 67 [Mae | [50m0 rO m a.ve

IHlustration

Type of Funds INon-Hegistered LI Veelelus IPrescribed jv S Oftwa. re I
Purchase Date : |D1 /200 I First Payment Date |D1 /0172010 I Income Frequency | Annual hd

— Guaranteed Period rizured Annuity Concept—'7
IU years Ownership IF'elsonaI "I
Life Inswrance Coverage |1 50.000

Annual Premium 5,085

Taxable Imvestment rate |3_[|U % | A

' Single Premium  Amount $ |{150,000.00 SPIA Y2 1409104
 Income Amount $ |12 268 22
MM
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Available from Wave illustration software!




Personal Insured

Annuity Solution How to get more out of your investments!

Richard, 71, is really enjoying his This example shows the advantages of Richard inwvesting his money in a Personal Insured Annuity Solution
retirement after 45 years of working

compared to drawing an incorne from a more traditional retirement investment such as a GIC
and raising a family.

Avalilable

Guote based on a mae. 71, mon-smoker with 2 marghal tar rate of 45%; Personal Insured Investment
As a wise investor, Richard Presaibed We annuty quotation based on @tes & of May 21, 2009 Annuity Solution eaming 4%
wiorked hard to build a nest Principal Investrnent 500,000 500,000
eqq for the future and is Annual Incorne” 2O T 545,668 520,000
investment will be u u
ready to take advantage of Taxable Amount returned on death! $8940 520,000
these savings to supplement Tax Payable 54,023 59,000
his retirernent income. Cash Flow Before Life Insurance Premium 541,645 511,000
M A I Almost all of his funds are Life Insurance Premium’ $21,305 50
n nows invested in bonds and Annal Net Cash Flow 420,340 411,000
guaranteed investment Equivalent pre-tax GIC return 7.4 4.0%
certificates. Richard wants )
actal vty income wil cepend on yeur age, s insunkily kg, ot ansay e and he st e,
the best of bath warlds to
create the most income 525,000
assible. while ensurin The Fersonal Insured Annuity Solution
P © 9 significantly increases your lifetime
that his investments have saom0 [ income. Preferential tax treatment
little or no risk. Insured provides you a very low and level
Y 515,000 Annuity — amount o reportable income for tax
The adjacent charts show Income purposes.
how t_he Pcrstfnal Insured 10,000 B Typical GIC imvestments produce a
Annuity Solution would smaller payout and this income is
help Richard increase his 5,000 B fully taxable. You may be required to
retirement income using - cash-in sorme n.l Vour imvestments o
o draw a higher income.
a Single Premium

Immediate Annuity

from BMO® Insurance. Ask your Financial Advisor if the Personal Insured Annuity Solution is right foryou
... increase your after-tax retirement income and preserve your investment!
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The Insured Annuity concept allows investors to
earn a higher after-tax income using the annuity
payout and to ensure that the original capital used
to purchase the annuity will be returned to the
estate tax-free!

The safety of this type of concept protects
Investors against fluctuating interest rates, loss of
capital and at the same time earning a higher
Income and paying less taxes.

It's a win-win situation!
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There are some important factors to consider
when purchasing an Insured Annuity:

= The Life Insured must be in reasonably good health. This concept will
not work if the investor is uninsurable or the cost of insurance is
prohibitive.

= Look for the best annuity and permanent life insurance rates, taking
into consideration the strength of the company issuing each contract.

= Each contract is issued separate and independent;

= The Life Insured should be aware that the life annuity is not
cancellable... the decision is for life!

Information contained in this document is for illustrative purposes and is subject to change without notice. Refer to an up-to-
date policy illustration for this plan for a current statement of benefits.

Insurer: BMO Life Assurance Company.

® Registered trade-mark of Bank of Montreal, used under licence.
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