Life Insurance to Cover a Loan:
Frequently Asked Questions

Q: Who should own the policy?

A: Typically, the insured will own the policy, but key person insurance
owned by the employer can also be used to help collateralize a loan.

Q: Who should be designated as the beneficiary?

A: If the policy is owned by the insured, make the personal beneficiary of
the insured the primary beneficiary. If the policy is owned by the
employer, make the employer the primary beneficiary. When the policy is
in-force, a Collateral Assignment can be completed for the policy.

Q: What is a collateral assignment?

A: A collateral assignment on a life insurance policy assigns a portion of
the death benefit of the policy “as the assignees financial interest may
appear” at the time of the death of the insured. For example, if the life
insurance death benefit was $500,000, but the outstanding loan at the
time of death was only $100,000, the lender would only receive $100,000
of the death benefit. The remainder would go to the primary beneficiary.
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Q: What should be listed as the purpose of insurance on the application?

A: If the insured has a need and the capacity for personal life insurance,
we suggest that it be applied for as such. If the policy is owned by the
employer as key person insurance, the purpose is “key person insurance.”
An Employer Owned Life Insurance authorization needs to be signed by

the insured and the employer when a policy is owned by the employer.

If there is no other need for life insurance, then the purpose of the
insurance should be listed as Collateral for a Loan. If this is the case, the
insurance company will request specific information about the loan
including the amount, terms, and purpose. In some situations, the
coverage can be denied based upon the adequacy of other collateral
and an apparent financial gain to the survivors - even if the insured is in
perfect health. The purpose of life insurance is to indemnify loss to the
beneficiary --- not create gain.

Q: How much insurance can we apply for when a loan is involved?

A: This will vary by carrier, but typically they will accept up to 60-75% of
the loan amount. They also want the loan term to be a minimum number
of years such as 10. Most SBA loans are limited to 5 years.

Q: Why are the insurance companies so difficult in underwriting when a
loan is involved?

A: If a policy is purchased exclusively to collateralize a loan, the policy
may be terminated when the loan is paid off and before the policy is
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profitable to the insurance company. For example, if someone is taking
out a policy exclusively to cover a business loan that is scheduled to be
paid off in 5 years, it is very likely that they will lapse the policy in 5 years
when the loan is paid off. If it will typically take an insurance company 7-
10 years before a 10 year term policy is profitable, they may not issue the

policy.

Q: My client needs the insurance for the loan to close. What company will
get this done the most quickly?

A: It depends. If the face amount is small, such as below $350,000, there
may be an insurance company that will write a policy within 1 to 2 weeks
without an exam or medical records. An unexpected delay could be the
agent’s appointment to do business with the insurance company. If you
know you are going to write business that needs to be done very quickly,
be sure to let us know ASAP so that we can attempt to rush the
appointment process at the carrier level.

For larger policies, if the application and physical exam are done quickly,
the underwriting can be done as soon as records are received from the
insured’s attending physician.

There are a few things that you and the client can do to expedite the
process:

1: Be sure that the application is “In Good Order”. This means that
you don't leave anything blank and that you answer questions correctly
and thoroughly. Any ambiguity will delay the process.

2: Have the client complete the paramed exam ASAP. It typically
takes 5 business days for the insurance company to receive lab results.
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Oftentimes, the requirement of medical records is a result of abnormal lab
findings or from information found on the exam. The more quickly the
underwriter can review the labs and exam, the more quickly they can
determine if they will need to order medical records.

3. If medical records are required, have your client call their
doctor’s office to ask them to rush the fulfilment of the records request.

H Have a question? Call us!

1-800-492-9190 www.bordenhamman.com
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