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New Life for Your Old Insurance
Policy
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 no longer think you
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
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cumulative amount of premium 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.

Why Buy Life Insurance?
Although life insurance has traditionally been viewed as a way to replace
income after the death of a wage earner, consumers are more likely to give
other reasons for purchasing coverage.

Top reasons Americans buy life insurance (multiple responses allowed)

Source: NerdWallet, 2022

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
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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-qualified 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.

This information is not intended as tax, legal, investment, or retirement advice or recommendations,
and it may not be relied on for the purpose of avoiding any federal tax penalties. You are
encouraged to seek guidance from an independent tax or legal professional. The content is derived
from sources believed to be accurate. Neither the information presented nor any opinion expressed
constitutes a solicitation for the purchase or sale of any security. This material was written and
prepared by Broadridge Advisor Solutions. © 2022 Broadridge Financial Solutions, Inc.

Advisory Services offered through Blackridge Asset Management, LLC, a Registered Investment Adviser. Securities
are offered through Peak Brokerage Services, LLC, Member FINRA/SIPC. Blackridge Asset Management, LLC and
Gateway Strategies, Inc are separate and independent entities from Peak Brokerage Services, LLC.

Gateway Strategies is not an affilate of Peak Brokerage Services, LLC or Blackridge Asset Management, LLC.
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To view the firm’s Regulation Best Interest (“Reg B.I.”) disclosure and Customer Relationship Summary “Form

C.R.S.” please use the provided links.

Financial professionals associated with this site are registered to conduct securities business and licensed to
conduct insurance business in certain states. Response to, or contact with, residents of other states will be made
only upon compliance with applicable licensing and registration requirements. The information in this website is for
U.S. residents only and does not constitute an offer to sell, or a solicitation of an offer to purchase brokerage
services to persons outside of the United States.
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