The Basics of
Life
Insurance



Life insurance is a contract between an insured individual and a life insurance
company in which the insurer guarantees payment of a death benefit to named
beneficiaries upon the death of the insured individual. The death benefit is typi-
cally a lump sum payment that is made to the beneficiaries tax-free. The insured
individual pays premiums to the insurer on a regular basis, and in return, the
insurer agrees to pay the death benefit to the named beneficiaries upon the

death of the insured individual.

Life insurance is an important financial tool that can provide financial security for
your loved ones in the event of your unexpected death. It can help to cover funer-
al and burial expenses, pay off outstanding debts and mortgages, and provide
ongoing financial support for dependents. For example, if you are the primary
breadwinner for your family and you pass away unexpectedly, your life insurance
policy can provide your loved ones with the financial means to continue paying

bills, maintaining their standard of living, and planning for their future.

Life insurance can also be used as a tool to help ensure that your loved ones are
provided for in the event that you become unable to provide for them due to a
serious illness or injury. Some life insurance policies include riders that provide
coverage for long-term care expenses or income replacement in the event that

the policyholder becomes disabled.

It is important to consider your own financial situation and the financial needs of
your loved ones when determining the appropriate amount of life insurance
coverage. Some factors to consider when determining your coverage needs
include your income, debts, outstanding mortgages, and the future financial
needs of your dependents. It is also important to review and update your life
insurance coverage as your financial situation and family circumstances change

over time.
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INSURANCE

Types of Life
Insurance

@ Term life insurance:

: Term life insurance is a type of life insurance that provides coverage for a
specific period of time, typically 10, 20, or 30 years. It is the most affordable type
of life insurance and is best for temporary needs, such as covering a mortgage
or providing income for dependents. Term life insurance policies do not accrue

cash value and do not provide ongoing coverage beyond the term period.

@ Whole life insurance:

: Whole life insurance, also known as permanent life insurance, provides
coverage for the entirety of the insured individual's life. It includes a savings
component, known as the cash value, which accumulates over time and can be
accessed by the policyholder. Whole life insurance is generally more expensive
than term life insurance due to the inclusion of the cash value component and

the lifelong coverage.

@ Universal life insurance:
Universal life insurance is a type of permanent life insurance that offers
flexibility in terms of premium payments and death benefit amounts. It also

includes a cash value component that can be accessed by the policyholder.
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Universal life insurance policies offer the policyholder the ability to adjust the
death benefit and premium payments within certain limits, allowing the

policyholder to customize the policy to meet their changing financial needs.

@ Variable life insurance:

: Variable life insurance is a type of permanent life insurance that offers the
policyholder the ability to invest the cash value component in a variety of
investment options. The death benefit and cash value of a variable life
insurance policy will fluctuate based on the performance of the chosen
investments. This type of life insurance is suitable for policyholders who have a
high risk tolerance and are comfortable with the potential for fluctuations in

the value of their policy.

@ Group life insurance:

: Group life insurance is a type of life insurance that is provided as a benefit to
employees of a company or members of an organization. It is typically offered in
a term life insurance format and the coverage amount may be based on the
employee's salary or a fixed amount. Group life insurance is often provided at a
discounted rate due to the insurer's ability to spread the risk among a large

group of individuals.
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How Life
Insurance
Works

@® Payment of premiums:

: Life insurance premiums are the periodic payments made by the policyholder
to the insurer in exchange for the death benefit. Premiums can be paid month-
ly, quarterly, or annually and are typically based on the age and health of the
insured individual, as well as the coverage amount and type of policy. Premi-
uMs may increase over time due to factors such as the policyholder's age and

the increasing cost of insurance.

@ Determination of coverage amount:

' The coverage amount, also known as the death benefit, is the amount of
money that will be paid to the named beneficiaries upon the death of the
insured individual. The coverage amount should be sufficient to meet the
financial needs of the policyholder's dependents and should take into account
any outstanding debts, future expenses, and the cost of living. The coverage
amount can be determined through a needs analysis, which takes into account
the policyholder's financial situation and the financial needs of their depen-

dents.

05 | How Life Insurance Works safewealthplan.com



@ Payment of death benefit:

. Upon the death of the insured individual, the life insurance company will pay
the death benefit to the named beneficiaries as stated in the policy. The pay-
ment of the death benefit is tax-free and can be used by the beneficiaries to
cover funeral and burial expenses, pay off debts, and provide ongoing finan-
cial support. The payment of the death benefit is typically made within a few
weeks of the insurer receiving proof of death and all necessary documenta-

tion.

In order to receive the death benefit, the named beneficiaries must provide
the insurer with proof of the policyholder's death, such as a death certificate.
The insurer will also typically require the beneficiaries to provide proof of their
identity and relationship to the policyholder. It is important for the policyhold-
er to keep their loved ones informed about their life insurance policy and to
ensure that all necessary documentation is easily accessible in the event of

their death.
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Factors

That Affect
the Cost of

A Life Insurance

s
-

Age

Life insurance premiums generally increase as the policyholder gets
older, as the risk of death increases with age. This means that
younger policyholders will typically pay lower premiums than older
policyholders. It is generally more cost-effective to purchase life
insurance at a younger age, as the premiums will be lower and the
policyholder will have a longer period of time to pay premiums and

potentially build up cash value in a permanent life insurance policy.

Health

b

|
¢ ¢

Policyholders who are in good health will typically pay lower
premiums than those who have pre-existing health conditions or
engage in risky behaviors. Insurers use medical underwriting to
assess the policyholder's health and determine the risk of death.
Policyholders who have certain health conditions, such as diabetes or
heart disease, may be required to pay higher premiums or may be

denied coverage altogether.
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Occupation

Policyholders who have dangerous occupations, such as those in the
military or law enforcement, may pay higher premiums due to the
increased risk of death. Policyholders who have safer occupations,

such as office workers, may pay lower premiums.

Lifestyle habits

Policyholders who engage in risky behaviors, such as smoking or
extreme sports, may pay higher premiums due to the increased risk
of death. Policyholders who have healthier lifestyles, such as those
who do not smoke and engage in regular exercise, may pay lower

premiums.

Family medical history

Policyholders with a family medical history of certain conditions, such
as heart disease or cancer, may be required to pay higher premiums
or may be denied coverage altogether due to the increased risk of

developing the condition.

It is important for policyholders to be honest and forthcoming about

their health and lifestyle habits when applying for life insurance, as

failure to disclose this information could result in the denial of a claim in

the event of the policyholder's death.
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INSURANCE \

Choosing

the Right Life
Insurance
VB Policy

The first step in choosing a life insurance policy is to determine how much
coverage you need. Consider your income, debts, outstanding mortgages, and the
future financial needs of your dependents. A financial advisor or an online life

insurance calculator can help you determine the appropriate amount of coverage.

@® Compare quotes from multiple companies

s important to shop around and compare quotes from multiple life
insurance companies to ensure that you are getting the best rate. Keep in mind
that the lowest price may not always be the best value, as the policy may have

exclusions or limitations that make it less suitable for your needs.

@ Consider riders and additional coverage options

: Riders are additional coverage options that can be added to a life insurance
policy for an additional cost. Some common riders include long-term care
coverage, accidental death coverage, and coverage for specific conditions, such
as cancer or heart disease. Consider whether any of these riders would be

beneficial for your situation.
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@ Read and understand the policy before signing:

: It is important to thoroughly read and understand the terms of a life insurance
policy before signing. Make sure you understand what is covered and what is
excluded, as well as any restrictions or limitations on the policy. Consider speak-
ing with a financial advisor or insurance agent if you have any questions or

concerns about the policy.

By following these tips, you can help ensure that you choose a life

insurance policy that meets your needs and provides the necessary

financial protection for your loved ones.
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Maintaining a
Life Insurance
Policy

@ Pay premiums on time

: It is important to pay your life insurance premiums on time to ensure that your
policy remains in force. If you miss a premium payment, your policy may lapse,
which means that it will no longer provide coverage. If your policy lapses, you
may have to reapply for coverage, which could result in higher premiums or

the denial of coverage due to changes in your health or other factors.

@ Review and update policy as needed

: It is important to review and update your life insurance policy as your financial
situation and family circumstances change over time. For example, if you have
a term life insurance policy and your coverage period is coming to an end, you
may need to consider purchasing a new policy or converting your policy to a
permanent life insurance policy. If you have a permanent life insurance policy,
you may heed to adjust the death benefit or premium payments to reflect

changes in your financial situation.
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@® Understand and be aware of policy exclusions
. It is important to understand and be aware of any exclusions or limitations in
your life insurance policy. Exclusions are specific circumstances or conditions
under which the policy will not provide coverage. For example, some policies
may exclude coverage for deaths caused by certain activities, such as
skydiving or bungee jumping. Make sure you understand what is and is not
covered by your policy so that you can be prepared in the event that a claim is

denied.

By maintaining your life insurance policy and keeping it up to date,

you can ensure that it provides the necessary financial protection for your

loved ones in the event of your unexpected death.
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Conclusion

- Life insurance is a contract between an insured individual and a life insurance company in
which the insurer guarantees payment of a death benefit to named beneficiaries upon the

death of the insured individual.

- Life insurance is an important financial tool that can provide financial security for your loved
ones in the event of your unexpected death. It can help to cover funeral and burial expenses,
pay off outstanding debts and mortgages, and provide ongoing financial support for

dependents.

- There are several types of life insurance, including term life insurance, whole life insurance,
universal life insurance, variable life insurance, and group life insurance. Each type of policy has
its own unique features and benefits, and it is important to choose the right policy for your

needs.

- Life insurance premiums are the periodic payments made by the policyholder to the insurer in
exchange for the death benefit. The coverage amount, or death benefit, is the amount of

money that will be paid to the named beneficiaries upon the death of the insured individual.

- The cost of life insurance can be affected by a variety of factors, including the policyholder's age,

health, occupation, lifestyle habits, and family medical history.

- To choose the right life insurance policy, it is important to determine your coverage needs,
compare quotes from multiple companies, consider riders and additional coverage options,

and read and understand the policy before signing.

- To maintain a life insurance policy, it is important to pay premiums on time, review and update

the policy as needed, and understand and be aware of any exclusions or limitations in the

policy.

S s By following these tips, you can help ensure that you have the right life insurance
@ policy in place to provide financial protection for your loved ones in the event of your

w unexpected death.
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