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Life insurance basics everyone should know

Term. Permanent. Whole. Universal. Indexed. The life insurance landscape can be tricky to
understand and navigate. Here’s a primer to get you on your way.
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Elite wealth management

Life insurance basics everyone should know

Key takeaways

e There are two main types of life insurance — but lots of permutations.

¢« When looking for life insurance, consider what you want it to accomplish.
e A high-quality professional may be helpful in navigating the world of life insurance.

Life can be complicated. So can life insurance. But while we can’t tell you the meaning of existence, we can help
shed some light on the basics of life insurance.

Two main types
Despite its many permutations, life insurance at its core can be a versatile financial product that can be used to

protect the wealth of heirs, ensure the continuity of a business, facilitate charitable giving, and even generate a
financial return for policyholders.

Exhibit 1: Life Insurance Types

Life insurance

What is often useful is understanding the principal differences among the types of life insurance. As seen in
Exhibit 1, the two main types are term insurance and permanent insurance — and there are various iterations in
the “permanent” category.
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Key characteristics

The various types of life insurance have different characteristics (see Exhibit 2). A key defining difference
between the two core types of life insurance — term and permanent — is that the premiums paid for permanent
life insurance are for the death benefit (i.e., the amount your family receives when you die) as well as for a type of
savings account. The money in the savings account grows tax deferred — that is, you don’t pay taxes on the
growth of the money in the savings account while those funds are in the account.*

Exhibit 2: Life Insurance Characteristics

Exhibit 2
Life Insurance Characteristics
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Since this is a lot to take in, let’s explore each type of policy more closely.

Term life insurance

Indexed
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With a term life insurance policy, you are buying a specified death benefit, known as the face amount, for a
defined period of time. How long the term life insurance policy will stay in effect is decided by you and is usually
specified in terms of the number of years. For example, the term life insurance policy might be for ten or 20 years
(or even longer). But it could also be set up to stay in effect until a particular date, such as to age 70 or 80.

In most cases, the cost of the term life insurance is set when you buy the policy. The premium payments are fixed
and guaranteed for the duration. The premiums stay the same throughout the initial term, as does the death

benefit.

Note. Some term life insurance policies allow you to increase or decrease the size of the death benefit. If you do
so, the cost of the term life insurance policy will change.

* Disclosure: Tax laws are subject to change, which may affect how any given strategy may perform. Always consult with a tax advisor.
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When the policy duration ends, you can renew without having to demonstrate whether you're still healthy enough
to be insurable. When you renew, however, the cost of the policy rises.

Important. Unlike permanent life insurance policies, term life insurance policies are purchased strictly to provide
a death benefit — they don’t have any cash value savings account, as do permanent life insurance policies. That
said, term life insurance policies may include a convertibility provision that allows you to switch to a permanent
policy without having to show insurability.

Whole life insurance

Whole life insurance is, as the name suggests, for the whole life of the insured. You pay premiums that have been
determined to keep the policy in force for your lifetime. These premium payments stay the same each year, with
some of the payments put into a savings account. The insurance company manages the money in the savings
account and might guarantee a minimum interest rate.

You can borrow money from the savings account (you have to pay interest, of course) and can add optional riders
and benefits to your policy. One example is a rider that can provide money to you to use during treatment you
receive if you become critically ill.

Bonus. Some whole life insurance policies let you share in any distributions of surplus funds the insurer decides
to make.

Traditional universal life insurance

Traditional universal life insurance policies have many of the same characteristics as whole life insurance policies,
but they are more adjustable — you can change the amount and duration of your premiums and still ensure
coverage for your entire life. (However, there must be money in the saving account to do this.)

Each month, the money in your savings account is credited with interest. The insurance company decides on the
interest rate, but there can be a guaranteed minimum interest rate.

The death benefit can either be set in advance or increase annually based on the amount of money in the savings
account or on the paid premiums. In addition, loans can be taken out of the savings account, and riders can be
attached to the policy.

Indexed universal life insurance policy

This is a variation on traditional universal life insurance. It works largely the same way as traditional universal life,
but the interest rate is determined by an equity index (the S&P 500, for example). Because it’s tied to the
performance of a stock market index that will fluctuate in value, an indexed policy may potentially generate
greater returns than a traditional universal life insurance policy that is assigned a fixed interest rate by the
insurance company, but of course comes with increased risk for a return.

Variable universal life insurance policy

Variable universal life insurance is yet another variation on traditional universal life insurance. Instead of the
insurance company or an index being used to determine the performance of your savings account, you can
choose from a list of investments in which the money in your savings account will be allocated.*
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Working with a high-quality professional

We believe this very simplified overview shows the importance of working with a high-quality professional when it
comes to purchasing the life insurance that would likely best meet your needs and wants. Actual policy
documents tend to be obscure and opaque to most people, and they can become even more so when riders and
other add-ons are considered.

Even when working with a talented life insurance professional, you always need to concentrate on what you are
aiming to accomplish by purchasing life insurance. Because of its versatility, life insurance can be beneficial —

that is, as long as your choice aligns with your agenda.

Next step. Please feel free to reach out to us, to discuss any insurance questions or needs and which type or
types of policies might be best for you.

*Disclosure: Investments carry risk of loss and returns and are subject to the performance of the investment vehicles.
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Please feel free to contact us

At Richardson Wealth, we understand your needs and are dedicated to serving them with distinction. In all we do,
we strive to reward our clients for placing their trust in us.

Falkenberg-Poetz & Pidhirniak Wealth

Eric Falkenberg-Poetz B.Comm, CIM®, FCSI®
Wealth Advisor, Investment Advisor
Eric.Falkenberg-Poetz@RichardsonWealth.com

Michael Pidhirniak cFp®, cim®
Wealth Advisor, Investment Advisor
Michael.Pidhirniak@Richardson\Wealth.com

Anne Marie Jess BA (Hons), CIM®
Associate Investment Advisor
Anne-Marie.Jess@RichardsonWealth.com

Mikayla Penner BBA
Associate
Mikayla.Penner@RichardsonWealth.com

Carly Kalynchuk B.Comm
Assistant
Carly.Kalynchuk@RichardsonWealth.com

www.FPPW.ca

To setup an appointment, please contact Carly Kalynchuk at Carly.Kalynchuk@RichardsonWealth.com or
toll-free at 1.866.205.3550 or locally at 780.409.7764.
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