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Life insurance can serve many valuable purposes. However, later in life — when your children
have grown, you've retired, or you've paid off your mortgage — you may think you no longer
need to keep your coverage, or perhaps your coverage has become too expensive. You might
be tempted to abandon the policy or surrender your life insurance coverage, but there are other
alternatives to consider.

Term vs. Perm

If you have term life insurance, you generally will receive nothing if you surrender the policy or
let it lapse by not paying the premiums. However, depending on your age, your health status,
and the time left in the term, you may be able to extend the coverage or convert the policy to a
permanent policy. The rules for extension and conversion vary by policy and company.

On the other hand, if you own permanent life insurance, the policy may have a cash surrender
value (CSV), which you can receive upon surrendering the insurance. If you surrender your
cash value life insurance policy, any gain resulting from the surrender (generally, the excess of
your CSV over the cumulative amount of premiums paid) will be subject to federal and possibly
state income tax. Also, surrendering your policy prematurely may result in surrender charges,
which can reduce your CSV.

Exchange the Old Policy

Another option is to exchange your existing permanent life insurance policy for either a new life
insurance policy or another type of insurance product. Under the federal tax code, this is known
as an IRC Section 1035 exchange.

The exchange must be made directly between the insurance company that issued the old policy
and the company issuing the new policy or contract. The rules governing 1035 exchanges are
complex, and you may incur surrender charges from your current life insurance policy. In
addition, you may be subject to new sales, mortality, expense, and surrender charges for the
new policy.



Here are some options for a 1035 exchange.

Lower the premium. If the premium cost of your current life insurance policy is an issue, you
may be able to lower the premium by reducing the death benefit, which would not require an
exchange. Or you can try to exchange your current policy for a policy with a lower premium
cost. However, it's possible that you may not qualify for a new policy because of your age,
health problems, or other reasons.

Create an income stream. You may be able to exchange the CSV of a permanent life
insurance policy for an immediate annuity, which can provide a stream of income for a specific
period of time or for the rest of your life. Each annuity payment will be apportioned between
taxable gain and nontaxable return of capital. You should be aware that by exchanging the CSV
for an annuity, you will be giving up the death benefit, and annuity contracts generally have fees
and expenses, limitations, exclusions, and termination provisions. Also, any annuity guarantees
are contingent on the financial strength and claims-paying ability of the issuing insurance
company.

Provide for long-term care. Another option is to exchange your life insurance policy for a tax-
gualified long-term care insurance (LTCI) policy. Any taxable gain in the CSV is deferred in the
long-term care policy, and benefits paid from the tax-qualified LTCI policy are received tax-free.
Keep in mind that if an LTCI policy does not accept lump-sum premium payments, you would
have to make several partial exchanges from the CSV of your existing life insurance policy to
the LTCI policy provider to cover the annual premium cost. A complete statement of coverage,
including exclusions, exceptions, and limitations, is found only in the policy. Carriers have the
discretion to raise their rates and remove their products from the marketplace.

Whatever option you choose, it may be wise to leverage any cash value in your unwanted life
insurance policy to meet other financial needs.

Why Buy Life Insurance? Although life insurance has traditionally been viewed as a way to
replace income after death of a wage earner, consumers are more likely to give other reasons
for purchasing coverage.
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Pay final expenses Leave an inheritance
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Cover large debts Replace income for beneficiaries

Questions? Contact First Financial’s Investment & Retirement Center by calling 732.312.1534.
You can also email mary.laferriere@Ipl.com or maureen.mcgreevy @Ipl.com
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Securities and advisory services are offered through LPL Financial (LPL), a registered investment
advisor and broker/dealer (member EINRA/SIPC). Insurance products are offered through LPL or its
licensed affiliates. First Financial Federal Credit Union (FFFCU) and First Financial Investment &
Retirement Center are not registered as a broker/dealer or investment advisor. Registered
representatives of LPL offer products and services using First Financial Investment & Retirement Center,
and may also be employees of FFFCU. These products and services are being offered through LPL or its
affiliates, which are separate entities from and not affiliates of FFFCU or First Financial Investment &
Retirement Center.

Securities and insurance offered through LPL or its affiliates are:

Not Insured by NCUA or Not Credit Not Credit Union May Lose
Any Other Government Union Deposits or Value
Agency Guaranteed Obligations

The information provided is not intended to be a substitute for specific individualized tax planning or legal
advice. We suggest that you consult with a qualified tax or legal professional. LPL Financial
Representatives offer access to Trust Services through The Private Trust Company N.A., an affiliate of
LPL Financial. Content in this material is for general information only and not intended to provide specific
advice or recommendations for any individual. All performance referenced is historical and is no
guarantee of future results. All indices are unmanaged and may not be invested into directly. This
communication is strictly intended for individuals residing in the state(s) of CT, DE, FL, GA, MA, NJ, NY,
NC, OR, PA, SC, TN and VA. No offers may be made or accepted from any resident outside the specific
states referenced.
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