This booklet is designed to help you

understand life insurance and to

become an informed consumer.
Additional information—and help—is

available from your life insurance

Canadian Life Association canadienne
agent and company as well as from and Health Insurance des compagnies d'assurances
Association Inc. de personnes inc.

the Consumer Assistance Centre.
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years. But it does mean you won’t
have to forfeit your policy immedi-
ately if you are unable to meet a
premium. It gives you breathing
space to decide what to do about
maintaining your coverage.

B Reduced paid-up permanent
policy: Your cash value is used to
buy a lesser amount of permanent
insurance. No further premium
payments are required.

B Extended term insurance: Your
cash value is used to buy the same
amount of insurance that you
currently have, but as term insur-
ance. No further premiums are
required. As the new policy is term,
it expires at some point. How long it
continues depends on how much
cash value is available. Obviously,
the higher the cash value, the
longer the extended term that can
be bought.

Policy Loans

The build-up of cash values in a
permanent life insurance policy can
be substantial the longer you hold
the policy. It's a fund that can be
used, as just mentioned, to keep
your policy in force if you miss a
premium. It’s also available to you
directly as a loan:

B You may borrow any amount up
to or close to the total cash value in
your policy, according to your
contract. It can be repaid in a lump
sum or in installments. Any unpaid
balance plus interest is deducted
from the proceeds of the policy at
the time of your death.

B |nterest is charged because the
pricing of your policy assumes the
company will invest those funds and
earn interest.

B One major advantage is the ease
with which you can take out a policy
loan. No credit checks, none of

the usual hassle. Just request it
through your agent or the branch
office of your life insurance com-
pany. (If you have an irrevocable
beneficiary, you'll also need his or
her signature.)

B The loan may be fully or partially
taxable. Check with your insurer
about the tax consequences.
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Policy Dividends: How
To Make the Best Use
of Them

Dividends occur in participating life
insurance policies. How you make
use of them is vital to getting the

best value from your life insurance.

These are the most common
dividend options:

B /ncrease your coverage: Use
your annual dividends to add extra
amounts of coverage to your policy,
at no cost to you. The most popular
use of dividends, this option is
called paid-up additions or bonus
additions. This option also increas-
es future cash values. Alternatively,
dividends could be used to pur-
chase one-year term insurance.

B Enhanced protection: You can
combine the two options mentioned
above by using dividends to
purchase a combination of paid-up
insurance and one-year term
insurance to provide additional
protection equal to a pre-deter-
mined amount. As dividends
increase over time, they are used to
replace the term insurance with
paid-up insurance so the additional
protection becomes permanent.
This can be a cost-effective way of
purchasing whole life insurance.

B Reduce the cost of your
insurance: Use your dividends to
reduce your premiums on the policy
every year.

B Take as cash:You can, of

course, take policy dividends in cash.

B | eave to accumulate: Leave
dividends on deposit with the
insurance company to earn interest
or to be invested in an equity growth
(segregated) fund. Returns on the
latter are not guaranteed. Dividends
left in the policy to accumulate can
be withdrawn at any time and, on
your death, accumulated dividends,
unlike cash values, are added to the
face amount payable to your
beneficiary or estate. Interest
earned on dividends left on deposit
is subject to income tax.

B Premium offset: This concept,
also called premium offset, is a
combination of the premium
reduction and the paid-up additions
options. Typically, after premiums
have been paid for a number of
years, say, 10-15 years, future
dividends are used to pay part of
the premiums and the balance of
the premiums is paid by surrender-
ing some of the paid-up additions.
Remember that policy dividends are
not guaranteed and that projections
about when your premium offset
date will take effect may have to be
adjusted if dividends are lower (or
higher) than anticipated. This
option could result in tax reporting
to you as the policyholder, if cumu-
lative dividends exceed cumulative
premiums paid. Be sure to get a full
explanation from your agent.
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THE IMPORTANCE OF YOUR AGENT

Life insurance is a major financial
commitment.

Just as you seek out expert advi-
sors for other financial needs —
bankers, stockbrokers, and the like
— your choice of a life insurance
agent is a key decision.

Your life insurance agent plays an
important role in the financial
planning process. He or she:

B Helps you assess your life insur-
ance needs through a financial
needs analysis.

B Arranges for the purchase of
a policy.

B Provides on-going service, such
as beneficiary changes, review and
updating of life insurance policies.

B Assists the beneficiary in making
the claim.

B Assists you with other financial
planning needs (disability insur-
ance, retirement planning, estate
planning).

Agents are licensed and regulated
by the provincial government to sell
and service life insurance. They
may also sell disability insurance,
RRSPs, group insurance and
segregated funds. Those who also
sell mutual funds or other financial
services like stocks or property and
casualty insurance require a
separate license. Not all agents
handle every product.

Most agents are paid a commission
by the insurance company issuing
the product.

Table of
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DIFFERENT NAMES

Some agents place business only
with a single company; others (often
called brokers) spread it around to
other companies. One category is
not necessarily better than the other.

Life insurance is sold by agents or
brokers, and appropriately licensed
financial planners and stock
brokers. Here, we will simply use
the term agent.

CHECK OUT PROFESSIONAL
QUALIFICATIONS

Ask about professional qualifications
and training the agent has had.
Agents with a CLU (Chartered Life
Underwriter) or CH.F.C. (Chartered
Financial Consultant) demonstrate
commitment to their professional

‘
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development. These programs
require several years of study and
examinations.

Selecting a Life
Insurance Agent

As with seeking out any kind of
professional advisor, ask for
recommendations from someone
you trust. If that's not possible, try
the Yellow Pages. Phone two or
three agents for a preliminary
interview.

Don’t be shy about shopping
around for the best mix of advice
and premium rates. Bear in mind
that the lowest premium may not
necessarily be the best buy for you;
a policy that does not meet your
needs is no bargain, no matter how
low the cost.

-
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Let each agent know your priorities.
You are the buyer and the agent
you choose will be working for you.

WHAT TO FIND OUT ABOUT
AN AGENT

® How long has the agent been in
business and what company or
companies does he/she represent?

B Does the agent belong to a
professional association? (See
page 29.) Has the agent qualified
for professional accreditations?

B |s the agent licensed in your
province?

B Will the agent provide
references from other clients?
I
N p What you’re looking for in
an agent is someone who
is knowledgeable; understands
your insurance needs and what
you can afford; can explain your
insurance options in plain lan-
guage; and will continue to
be a trusted advisor.

The Sales Interview

Once selected, an agent will sit down
with you to discuss your financial
goals. This is when frankness and
trust must be established.

B Be prepared to answer personal
questions about your finances and
family. Tell the agent what you need
and what you can afford. What you
tell the agent is kept confidential.

B Don’t accept only one solution to
your life insurance needs. Avoid
anyone who tries to sell you a
particular plan and won’t suggest
alternatives.

B Ask for proposals in writing
(policy illustrations).

B Watch out for any suggestion that
you surrender your present policies.
(See pages 23-24 for more about
‘replacements”.,)

B Ask questions. This booklet
helps you to frame questions,
such as:

* What exactly is guaranteed in the
policy and what is not — includ-
ing premiums and benefits?

¢ Are any benefits from the policy
subject to income tax?

* What post-sale service does the
agent provide?

B Once you've decided to purchase
a policy, read the application form
thoroughly before signing. Your
signature authorizes the insurance
company to confirm your medical
history on a confidential basis.

(See pages 20-21 for more about
safeguarding the privacy of
personal information.)

B Tell the agent you expect delivery
of the policy, usually within 30 days,
at which time he/she should fully
review the policy with you. If the
policy is not what you thought you
had bought, you can change your
mind. (See page 23.)
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possible for the terminally ill to
receive a partial pre-payment
(called living benefits or acceler-
ated benefits) of the death benefit
from their existing life insurance
policies.

Guidelines vary from company to
company, but, typically, a percent-
age of the death benefit up to a
certain limit is allowed.

A claim must be accompanied by
medical documentation that the life
insured is terminally ill. Sometimes
a release from the beneficiary
acknowledging the pre-payment is
also required since it will reduce the
amount he or she gets.

Tip

Information about living
benefits may be obtained
from your agent or insurance
company.

Life Insurance
on Children

The primary reason for life insur-
ance is to provide income to those
who would suffer financially from
the life insured’s death. That means
having insurance on the bread-
winner(s) is the priority. It is unusual
for a child to be an important source
of family income.

Table of
Contents



Some parents arrange to have a
small amount (e.g., $5,000) of in-
surance on each child through a rider
on their personal insurance or by
taking dependent insurance through
their group insurance at work.

Other parents choose to take out a
separate policy insuring the child.

It gives the child a head start, at low
premiums, on what will be one of the
cornerstones of his or her financial
portfolio as an adult.

And if the policy has a guaranteed
insurability rider, the child will be
able to purchase additional insur-
ance in the future, regardless of
disability or illness.

WHAT IT'S ALL ABOUT: PAYMENT OF THE CLAIM

It is the responsibility of the benefi-
ciary or his/her representative to set
the wheels in motion to file a claim.

L
_zp If the policy is individu-

ally owned, contact the
agent, who can assist you with
the claim. The company branch
office or head office can also
help.

If the insurance is through a
group, such as an employer or
union, contact the group benefits
administrator.

What Documentation
Is Needed?

In most cases, a claimant’s state-
ment on a form provided by the
insurance company, and proof of
death, doctor’s statement or death
certificate are all that’s required.

How Long Does It Take?

Life insurance companies are
dedicated to considerate and prompt
payment of death claims. Efforts are
continually made to speed up the
process. Payment can usually be
expected within a week to 10 days

Table of
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