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Credit card balance insurance

From: Financial Consumer Agency of Canada
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What to know about credit card balance insurance

Credit card balance insurance, sometimes known as balance protection insurance, is a type of

credit and loan insurance which pays out your outstanding balance (subject to any limits in the

policy) or makes monthly payments on your behalf to your credit card issuer if your income is
interrupted by unforeseen events.

|f you already have enough term life insurance, disability insurance, job loss insurance, critical

illness insurance, and rainy-dayrainy-day funds in place, you may not need credit card balance

insurance. However, if you wouldn’t have enough money to continue making your minimum

monthly payments on your credit card if your income was reduced or interrupted by
unforeseen circumstances, balance protection insurance is an option to consider.

Credit card balance insurance is not sold by a licensed insurance representative; therefore it
does not include a full analysis of your financial circumstances and insurance protection needs
as financial institutions are not legally permitted to offer consumers advice when offering credit

card balance-ef insurance-erothertypes-ofcreditandloaninsurance. As with the purchase of

any type of insurance coverage, you should consider whether it is appropriate insurance
coverage for you.
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You may be offered credit card balance insurance when you apply for a credit card, or are

activating a credit card. Fhisisalso-called-balanceinsurance—Balancensuranceisa-typeof

Credit card balance insurance can reduce the burden of making payments to your credit card

M&nd—he#p—p#et—eet—ve&*geed—emdmﬁmﬁg should your income be interrupted by

unplanned circumstances such as job loss, disability, critical illness, or death.

Credit card bBalance insurance commonly includes the following types of coveragemay-heh
makecreditcard-paymentsifyou:
e job loss insurancelese-yourjob

o disability insurancebeceme-injured-er-disabled
o beceme-critically illness insurance

e dielife insurance

The amount and the duration of benefits vary depending on the credit card issuer. For example,
if you lose your job or become injured or disabled, credit card balance insurance may pays a set
percentage of your credit card balance per month (for example 5% to 220% of your balance)
ay-pay-5%-to-10%-of yourcredit-card-batanee-up to a maximum_amount-ameunteverymonth
foraperied-ef10-te-24-menths. Or, if you become critically ill or die, balance insurance wilmay

pay off your balance in full or up to a maximum amount.

Like with all types of insurance, it is important that you read theyeur certificate of insurance for
the credit card balance insurance to ensure that you fully understand the coverage provided,
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EorsSome people; -- depending upon how much coverage they have in place for life insurance,

disability, job loss and critical illness; - they-may-rotfeel may determine that they do not need

credit card balance insurance. This is a personal decision as everybody's needs and

circumstances are unique.bFed#ea%d—ba%aﬂeemﬂ%aﬂe&nmgh%ne%b&mﬁabk&%neee&sawﬁgh%

lRead the terms and conditions of the credit card balance insurance certificate. If you do not

understand what is or isn't covered, ask questions. -ard-ask-guestions-to-understand-whatis

]Understand the terms and conditions-efcredit-andloaninsurance before buyinrg-agreeing to be
enrolled in credit card balance insurance.\

Understand your rights and responsibilities before you buy-agree to be enrolled in credit card
balance insurance.

Find out if you have credit card balance insurance

To find out if you have credit card balance insurance you can:

e check your credit card statement for balance insurance listed under optional products

o check your credit agreement for any optional products

o apdthelresst
e contact the financial institution that provides your credit card to ask if you have balance
insurance

Find out more about how to check for credit and loan insurancel
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Buying credit card balance insurance

You can sign up for credit card balance protection insurance in person, over the phone or online
through:

e banks
e credit unions
e caisses populaires

e stores and other companies that offer credit cards

You can sign up for credit card balance insurance when you are activating a new credit card. Or;
you can add it at any time after you’ve received your card.

If you have more than one credit card, you must enrol in credit card balance insurance

separately buy-a-separate-insurancepoliey-for each card.

When you get credit card balance insurance, federally regulated financial institutions, such as
banks, must give you certain information beth-befereyouagreetopurchase the coverageand
afteryou-have been-enrolledinthecoveragetheboth before and after you have been enrolled

in the coverage.poliey-takes-effect.

]Learn more about eligibility and applying for credit card balance insurance, a type of credit and
loan insurance.\

Understand your rights and responsibilities when you buy credit card balance insurance.

Cost of credit card balance insurance

Credit card balance insurance may be more expensive than other insurance options. However
fEor other insurance options such as term life insurance, the cost willpricirgrmay depend But
thatwilldepend upon your\age, gender, and lifestyle habits such as whether you are a smoker

or not.

For credit card balance insurance, you usuaIIv pay a monthlv fee called a premium. Yeu-usuaty
7 } iA—Premiums
vary from one financial institution to another. The amount of the premium depends upon your
credit card balance. The higher your balance, the higher your premium. Your premium will
change each month depending on the amount you owe. Your premium will be charged to your
credit card and will appear on your monthly credit card statement.
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Premiums are-either calculated either based upon your monthly balance or as an average of
your daily balances. This means that even if you pay off your credit card in full every month, you
may still be charged a premium if your card had a balance on it at the end of any day during the
previous month.

Example:

Say you have signed up for credit card balance insurance and your monthly premium is $0.95
per $100 you owe. This example shows how your premium would be calculated for the month
of December, which has 31 days, using the average daily balance method.

Step 1: Find out the total amount of[dai/y balances]

Number of days

Balance amount for
that number of days

Interim AverageSum
of Ddaily Bkalances

Commented [KS11]: These balances are high. It
would be more appropriate to use a more average
credit card usage

An average daily balance is likely $2000-2500

5 $1000 $5,000

5 $2000 $10,000

21 $4000 $84,000
Total of Interim Average Ddaily Bbalances $99,000

Step 2: Find out the average daily balance

Take the Ttotal of Interim Average Deaily Bbalances and divide it by the number of days in the

month to get the average daily balance:

$99,000/ 31 days in December = $3193.54 is the average daily balance.



Step 3: Find the cost of credit card balance insurance for the month of December:
Next, you multiply the average daily balance by the premium rate: $3193.54 x 0.0095 = $30.33.

In this example, you’d pay $30.33 for your monthly premium. If your average daily balance
amount stays the same for the year, you’d pay more than $360 in insurance premiums for the
year.

Example of benefits you may get from credit card balance insurance

Here are examples of benefits that may be included in a credit card balance insurance policy.
The examples assume you are eligible to make aferthe claim. Keep in mind there’s usually a
maximum amount of benefit that you’ll be able to claim.

Example 1: Credit card balance insurance benefits if you lose your job
Suppose you have a credit card balance of $1,000. You pay 19% annual interest on your

balance, which means you'll be charged about $165-83 per month in interest.

If you lose your job:

e yourinsurance company pays gs%\ of your outstanding credit card balance, or $1050 a
month, for up to 10Mmonths (until your entire insurance balance is paid in full)

. Nour balance ‘at the end of the first month after the claim would be $900.0065-83 [c°mme"ted (CESUETE Wit vt (2 0 s i 407 }
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e your balance at the end of M@months, if you make no additional purchases, would be
$348.70658.91

5 months if 20%

{Commented [KS15]: 10 months if 10%
Example 2: Credit card balance insurance benefits if you become critically ill

Suppose you have a credit card balance of $1,000. You pay 19% annual interest on your

balance, which means you’ll be charged about $165-82 per month in interest.

If you become critically ill:

e yourinsurance company pays an amount equivalent to the outstanding balance, on the

date of loss, orf $1,000yeurentire-outstandingcreditcard-balanceof-$1,000

+—your credit card balance, if you make no additional purchases, would be zero
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Cancelling credit card balance insurance

You can cancel credit card balance insurance at any time. Check your certificate of insurance
peliey for the steps to take.

Some financial institutions offer ”Hree Iook}” periods for balance insurance. There’s often a 30-
day “free look” period after your coverage starts. Since you did not receive a financial needs

analysis at the time you agreed to be enrolled in the credit card balance insurance, this period

provides you with the opportunity to consider the purchase in light of your financial needs and

circumstances.

During this time, you can cancel the policy and get a refund for any premiums you’ve paid. After

30 days, your financial institution will start charging you the premiums every month.

It’s best to understand credit card balance insurance and whether it’s right for you before
agreeing to be enrolled in purehase-it, even for a “free look”triat-period.

Find out more about cancelling your insurance.

Making a complaint about credit card balance insurance

Federally regulated financial institutions, such as banks, can’t charge you for credit card balance
insurance if you don’t agree to it.

If you notice a credit card balance insurance charge on your credit card statement, but you
didn’t sign up for it, contact the insurance company at the phone number provided in your

certificate of insurance.finaneiakinstitution-thatissuedyyourereditcard-

Find out the steps to take to make a complaint.

Make a complaint about your insurance provider.
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e Determining your insurance needs

e (Credit and loan insurance
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