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Money Smarts
ONE ON ONE

Couple tackle need for life insurance

A reader asks: My husband and I are wondering if we need any life insurance. We're both in our early 40s but have no children. We are renting a condo now but plan to buy a home soon. Currently, the only insurance we have is on auto, plus the health insurance we have through our employers. Why would we need life insurance? If we do need it, we have no clue about the types of policies available. Could you give us some guidance? 

About the expert: Bart A. Zandbergen is a certified financial planner, a registered representative of FMN Capital Corp. and a registered investment advisory representative of Financial Management Network Inc., in Laguna Hills.  A writer and speaker, he has been featured at many workshops.  Financial Management Network is a fee-based comprehensive advisory firm
The problem: Figuring out if you need life insurance and understanding the types of policies. 

The solution: First of all, let's get something straight. Life insurance is a tool and should be used as such. I liken life insurance (all insurance, actually) to broccoli: I hate broccoli, but I eat it because it's good for me. When there is a need for life insurance, there is nothing like it. Where else can you get dollars for the price of pennies? 

So now the question -- Do you need life insurance? There are many sophisticated formulas that can be used, but let's start with a simple question. Can either spouse continue to live the life they are accustomed to in the event the other spouse should die? If the answer is no, what income will be lost by the deceased spouse? For example, if the deceased spouse earned $40,000 a year and that entire income would be needed to maintain the survivor's lifestyle, then life insurance in an amount that can continue to provide that income stream would be needed. In this example, $500,000 would be an appropriate amount. 

Here's how you come up with that figure. Assume a long-term investment return of 10 percent. With $500,000, a payout of 8 percent will provide $40,000 the first year. Each year the basis should grow by 2 percent (the difference between the 10 percent growth and 8 percent payout), providing the surviving spouse with an equivalent of $40,000 per year for the remainder of his or her life with a 2 percent cost-of-living increase each year. If there were children in the equation, we might calculate the present value of the amount needed to fund their college education as well as care and support. 

Next, let's discuss the different types of life insurance: 

· Term insurance: This form of life insurance is most like auto or fire insurance, in that you have the insurance as long as you pay the premiums. Your insurance ceases once you stop paying the premium. This is generally the lowest-cost insurance and is normally used to cover a certain period (or term) of time. 

· Whole life insurance: Very conservative, and traditional. In addition to the term insurance cost as described above, a larger premium is paid to build up a "cash value" in the life insurance. This cash value will eventually provide you the option to stop paying the premiums while allowing the death benefit to continue for your entire life. In the meanwhile, the cash value in the policy grows tax-deferred. The policy can later be set up to distribute money tax-free. 

· Variable universal life: Much more contemporary. Flexible premium amount and frequency. Same basic design and tax benefits as whole life insurance except that the cash value is now invested in separate accounts (mutual funds) chosen by the insured and their investment advisers. Because of investment growth possibilities, not only can this be a good choice for one's life insurance needs, but also for college and retirement funding needs. 

Ultimately, some combination of the above is probably appropriate. Let's use myself as an example. I have a large need for life insurance now, since I have a mortgage and kids to still put through college. For that, I have term insurance in the event I should die prematurely. Beyond that, I want to ensure that I have life insurance for my wife and for the possibility of estate tax in the event I should live to my expected mortality. For this, I have a variable universal life policy. 

Advice to remember: Don't pay too much or too little for your life insurance. Work with a qualified professional to establish both your life insurance need and the appropriate type of insurance to meet your need. 

· For the "One on One" column, the Register invites local financial experts to share their opinions in response to readers' questions. To submit a question, e-mail yourmoney@ocregister.com; write Money Q&A, The Orange County Register, P.O. Box 11626, Santa Ana, CA 92711; or fax (714) 796-3685. Looking for a certified financial planner? Contact the Orange County chapter of the Financial Planning Association at ww.fpaocc.org. 
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