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to become an informed consumer.
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Life Insurance: What Is It?

The concept of insurance goes back
to the days of the Romans, but it
wasn't formalized until the 18th
century. Essentially, it’s a means of
spreading financial risk among a
large number of people who pay into
a fund or pool. In this way, the cost
is minimized for those who suffer an
unexpected misfortune.

Life insurance is a way to protect
your survivors and dependents
against financial hardship. A life
insurance contract or policy is a
legal agreement between you and
an insurance company that guaran-
tees payment of the face value of
the policy, upon death.

A valuable feature of life
insurance is that the benefit
paid to your beneficiary is
almost always tax free.

How Much Is Enough?

How do you figure out how much

life insurance you need? A ballpark
measure sometimes used is
between five and seven times
current net income. But to work out
the specifics of your own situation,
you'll want a financial needs
analysis. It gives you a picture of
the capital your survivors need
when you die. It looks at assets that
would be available to them, liabilities
they would have to deal with, and
continuing family needs for income.
(See the worksheet on page 31 to
work out an estimate of your needs.)

A qualified life insurance agent
can help you work out a more
comprehensive financial needs

analysis.

I

_lp It's important to review

your insurance needs

regularly. As your family or
business situation changes,
S0 may your insurance needs.
Beware, too, of future inflation
and the way it could erode
your insurance.

Do You Need Life
Insurance? Thoughts To
Mull over...

B [f you are in a personal partner-
ship (usually marriage), how
much do you contribute to the
family budget? If you were to die
prematurely, how would your
survivor(s) get by, especially
dependent children?

B Does anyone else depend on you
financially, such as a parent,
grandparent, brother or sister?

B |f you are a single parent, what
level of support payments are you
making or getting? How would
these be kept up in the event of
the contributor’s death?

B |f you have a mortgage on your
home, do you want it paid off in
the event of your death?

B |f you have children, do you want
to put aside money to complete
their education in the event of
your death?

B Are there any other family
members or organizations to












A SHORT VERSION OF A FINANCIAL NEEDS ANALYSIS

This work sheet will help you to estimate how much your estate would be worth if you
were to die today, what income flow it can generate and what other sources of income
are available to your survivors.

(A) Estimating the Income-Producing Assets of Your
Estate

ASSETS
Add

Life insurance
(including employer-provided)

Savings, cash
Investments
RRSPs
Other
Total —_— (1)

LIABILITIES
Add
Final expenses

Outstanding uninsured debts
(mortgages if not insured, credit
card balances, income taxes, etc.)

Total —_—(2)
Subtract Liabilities from Assets A
(B) Determining Income Needs
Monthly income needs (3)

Available income

From estate (multiply A by 0.00225,
see note below)

From C/QPP or other pension
From employment
Other _—
Total I )]

Find difference between (3) and (4). If income
needs exceed available income, B
proceed to Step (C). S (=)

(C) Calculating Capital Needs

Multiply monthly income shortfall (B) by 5
12 to determine annual shortfall. —(5)
Divide (5) by assumed net after-tax interest rate

(e.g., 2.7 per cent), as in Step (B) to determine Additional
Capital Required to meet your survivors’ income needs. __©

Note: As an illustration, assume that the income-producing assets of your estate could earn a gross return of 4.5 per
cent a year. This equates to a net after-tax annual interest rate of approximately 2.7 per cent. Using this assumed net
interest rate, each $1,000 in your estate will provide an income of approximately $27 a year, or $2.25 a month.

The income earned will rise and fall with interest rates, and will be affected by your actual tax rate.
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