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Segregated Funds

Advantages

What is a Segregated Fund?

A segregated fund (seg fund) is an
investment contract through a life
insurance company which pools money
for thousands of investors. The term
“segregated” refers to the fact that your
investment is separated from the
general assets of the insurance
company.

Segregated funds are very similar to
mutual funds, in that they employ
professional investment managers who
have the expertise to invest in a wide
variety of individual securities (stocks,
bonds and cash) and effectively
manage your money. Segregated funds
provide additional features and benefits
which make them different from mutual
funds, which have led to an increase in
popularity in seg funds over the years.

Benefits beyond Mutual Funds:

Depending on the contract, an investor
can choose from a number of options;
one of which guarantees a minimum of
75% of deposits (or more — up to 100%)
less proportionate withdrawals at death
and contract maturity. (Note: The
maturity date varies between type of
contract and insurance company)

Estate bypass is achieved through
segregated funds when you designate a
named beneficiary. This will avoid
probate fees, legal costs, accounting
fees, executor costs as well as delays.
Particularly in the case with non -
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registered funds; segregated funds
offer an enormous amount of control
as an estate planning tool. By naming
a beneficiary directly, you can remain
in control of the assets, as there is no
need to set up a joint account to avoid
estate costs such as probate fees, etc
as the proceeds will flow directly to
the named beneficiary outside of the
estate. Probate is a public process
and information associated with it is
accessible to the public. By helping
your heirs bypass probate,
segregated funds can ensure that
your personal decisions  and
information remain private. In this
regard segregated funds are often
referred to as ‘“estate friendly”
investments.

Also potential creditor protection may
be achieved by naming a “preferred”
or ‘“irrevocable” beneficiary. It is
recommended that you obtain legal
counsel to ensure this protection
occurs. An example of a preferred
beneficiary — husband owns a policy
on his life and names his wife or
children as beneficiary.

Cost of Segregated Funds:

Segregated funds have slightly higher
costs in comparison to mutual funds
because of the additional benefits. If
an individual however, wants only
some of the benefits, such as a
guaranteed 100% death benefit, as
well as estate bypass; there are
segregated funds available which
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would cost approximately % % to
%% per year more in fees compared
to a mutual fund which does not
provide these estate advantages.

If you want all the bells and whistles
with a segregated fund, such as a
100% death and maturity
guarantees, automatic resets of
these guarantees, cloned directly to
an original mutual fund, etc; then the
cost can start to escalate in
comparison to mutual funds. An
individual should work with an
experienced financial advisor who is
well versed in segregated funds in
order to choose the appropriate seg
fund for their needs to avoid
potentially high associated costs.
Also, the advisor must hold a current
life insurance license; otherwise they
cannot offer segregated funds to
you.

Who are Segregated Funds best
suited for?

Segregated funds are most often
best suited for seniors who have
estate planning concerns and needs
and want some guarantees in the
event of death. They want a smooth
and worry free transition of assets
avoiding estate costs such as
probate, lawyer's fees, accounting
fees and delays. They may also
require a guarantee of capital at the
maturity date of the contract to
provide a somewhat safer type of
investment  choice  verses a
traditional mutual fund contract.

Also business owners are prime
candidates for segregated contracts
due to the potential creditor
protection provided in the event of
bankruptcy. A major concern for

many business owners or
professionals is that their assets may
be exposed in the event that they
need to declare bankruptcy.
Although the business has
incorporated and this may provide
potential personal protection, the
creditor often requires a “personal
guarantee” from the business owner
to secure a loan. In this regard,
segregated funds can provide the
potential safe haven from creditors
during difficult financial times for the
business owner.

Summary:

Segregated fund contracts can be a
great choice for many investors,
particularly seniors and business
owners. At Capital Wealth, our entire
team of financial advisor's can offer
Segregated Fund contracts as we
hold the appropriate license to allow
the investor this choice. For help
deciding if segregated funds are
appropriate for you, and advice on
which type of funds to own give us a
call at 905-682-5789 or send an
email to info@capital-wealth.ca.
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