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The ABCs of Buying Life Insurance

By Jeffrey S. Hahn, MBA, ChFc, CLU

Shopping for life insurance is seldom very high on most people’s “to do” lists. Still, when it comes to protecting themselves and their families, it is important. So how do you determine how much – and what kind – of life insurance is right for you? You might want to consider taking the following four steps.

Step number one: Assess your immediate needs. Before you can decide how much life insurance to buy, you have to determine precisely which needs you are hoping to meet. For example: Will you use the policy’s death benefit to pay for funeral expenses only? Or are you hoping to provide funds to help your family cover ongoing monthly expenses such as housing, car payments, and food? What about a side fund – do you want to have money set aside to meet emergencies or opportunities?  Your answers to these questions will help you determine how much coverage you need.

Step number two: Consider your future needs. Will you use your policy as part of your overall financial plan? Some policies allow you to accumulate money on a tax-deferred basis to meet unexpected emergencies, help pay college expenses, or supplement retirement income. Other plans provide “living benefits” that allow you to access your policy’s death benefit in the event you are diagnosed with a terminal illness. Once you’ve determined both your immediate and longer-term objectives, you should have a fairly good idea of how much insurance is right for you.

Step number three: Determine how much you can afford to pay. Regardless of how much coverage you need, it makes no sense to buy a policy you cannot afford. Once you know how much you can set aside – comfortably – each month, find a policy that fits your budget. “Term” insurance, for example, provides the largest amount of coverage for the lowest monthly cost, but it doesn’t build cash values. What’s more, coverage ceases (or becomes much more expensive) at the end of the “term period” – regardless of whether you still need the protection. Permanent insurance, on the other hand, costs a little more, but it builds cash value which you can access to meet planned or unplanned financial needs. (Keep in mind, however, that policy loans will reduce the death benefit and cash values.)

Step number four: Once you’ve determined how much insurance is enough, how much you can afford, and what kind of policy to buy, find a reputable agent who represents a high quality company. And remember - while it may not be high on your “to do” list, your family – and your future financial security – could depend on it.
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