
What To Consider When 
Purchasing Life Insurance



Around 40 percent of Americans don’t have life insurance. Still, experts say it’s one of the 
smartest investments you can make.

Whether you have a life insurance policy or are thinking about getting one, you probably 
have many questions. �e most common questions are usually about how much life 
insurance you should buy.

So, how much coverage should you get? �e answer depends on you. Use this guide to 
help determine your ideal life insurance coverage.

What Do You Need Life Insurance for?
�is is a common question for people, but it’s more important than you might think. 
Before you can decide on how much life insurance to buy, you need to �gure out what you 
need or want it for.

So, what do you want your life insurance policy to do for you?

Most people buy life insurance to give them peace of mind. �e right coverage can help 
you make sure your loved ones will be taken care of if something happens to you. A term 
life policy can help you:

     • Cover funeral costs
     • Settle outstanding debts, such as mortgages or student loans
     • Provide an income for your family
     • Create college funds for your young children

�ose aren’t the only uses for life insurance, though. Depending on the type of policy you 
have, you may also be able to cash in your life insurance.
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Some people use life insurance policies to:

     • Fund their retirement
     • Start a business
     • Create a legacy by donating to a charity or school

�is is why it’s so important to ask what you want your life insurance policy to do for you. 
If you just want to settle your debts, you may pick a di�erent policy than if you want to 
fund retirement.
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Term life insurance is a policy you take out for a speci�c period, known as the term. �is 
might be 10 or 20 years. Once the term is up, the policy expires.

Whole life insurance is di�erent. �ere’s no expiry date on the policy, and the funds you 
pay are invested. �at means you can cash the policy out and use those invested funds.

Term life is usually recommended for younger people who want to protect their families. 
Younger adults are more likely to have large debts, like a mortgage. Term life policies help 
them negotiate these responsibilities if anything should happen to them.

Whole life policies are o�en considered by people who are more established. �ey may be 
thinking about retirement planning. �ey might consider a life insurance policy as an 
asset to diversify their portfolio.

Others may be thinking about the legacy they’ll leave behind.

Whole life policies are a good investment for anyone at any stage of life, but they’re more 
expensive. �at’s one reason people usually choose term life.

What’s �e Di�erence?
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How Much Life Insurance Do You Need?
Now you’ve thought about your needs and what you want to accomplish with your life 
insurance policy. From here, you’re wondering about the recommended amount.

If you just want to cover the costs of funeral arrangements, then coverage between $10,000 
and $20,000 can be enough.

However, most people want their life insurance to go further than that.

Suppose you have a mortgage and an auto loan. You’ll want to factor in the amounts of 
these debts into your coverage. You could also have children who will be heading o� to 
college in a couple of years. And you’ll probably want to make sure you’re covering your 
spouse, helping them by providing an income for a few years.

All of these factors can a�ect the amount of life insurance you may need.

�e easy way to decide how much coverage you need is to add all these numbers together. 
Take your current annual salary and multiply it by the number of years for which you 
want to provide income. �en add your debts, how much you want in your children’s 
college funds, and funeral costs.

Some experts also recommend factoring in other life insurance policies you already have. 
You should also include savings you have in your accounts, as this is also part of your 
estate.

�is method is sometimes known as the DIME formula. It should give you a good idea of 
how much coverage you may need.
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A Good Rule of �umb
Another way to �gure out how much life insurance coverage you need is to multiply your 
current salary.

Many experts put the recommended life insurance coverage amount at 10 to 15 times your 
annual income. �is would then be enough to provide your spouse with an income for 10 
or 15 years.

If you have debts or want to provide funds for your children, those costs would be 
deducted from the policy amount. What’s le� would provide a few years of income for 
your spouse as they get back on their feet.

�is rule of thumb also works if you’re planning to fund your retirement with a policy. 
You may not cash out your life insurance policy immediately a�er you retire. You could 
also use it to fund early retirement.

If you plan to retire at age 62, then you could use your life insurance policy to fund your 
retirement until age 70. �en you can take Social Security to provide part of your income.

If you want to have funds from the insurance policy longer, then you’d increase the 
amount. Of course, that assumes your spending doesn’t change as you enter your golden 
years. Some retirees downsize or trim spending, so your current salary may go further.

If you plan to travel the world for a few years, then you’ll want to make sure you have 
more. Don’t forget to factor in other sources of retirement income.
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Crunch the Numbers
What would reasonable coverage look like for an American earning $40,000 a year?

It depends on where they are in life and what they want to do with life insurance, but 
using the 10 to 15 multiplier is a good starting point.

At the lower end, this American worker would want to buy at least $400,000 of coverage. 
At the higher end, they’d want to look at a policy worth $600,000.

By contrast, someone who earns $100,000 a year would be looking at coverage of $1 
million or more.

Generally speaking, more coverage is better. Between debts and other costs, $400,000 may 
not go as far as you think it will. If you can a�ord $1 million in coverage or more, you’ll be 
able to provide more support for those you leave behind.
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Other Factors to Consider
When you’re trying to decide how much life insurance coverage to get, there are a few 
other factors you’ll want to consider.

One of them is in�ation. A policy that will let you o�er your spouse $25,000 a year for �ve 
years may sound good now. Keep in mind that most policies last 10 or 20 years.

Will $25,000 really be enough two decades from now? �e same question can be asked 
about providing college funds. How far will your children be able to go on what you leave 
them 10 years from now?
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If you have a whole life policy for retirement, funding a business, or o�ering a legacy, 
you’ll want to consider in�ation as well. Many people forget to factor in�ation into their 
calculations for retirement. �at means they don’t have the buying power they thought 
they would.

Changes in Income
If you’re just starting out in your career, you may not be earning much right now. It’s very 
likely that you’re going to move up and start earning more.

Term life insurance policies may not keep up. �e younger you are when you take one out, 
the lower the premium you’ll pay. �e policy may also not pay out enough to help your 
loved ones maintain their lifestyle 20 years from now.

For beginning professionals, it’s usually a good idea to take shorter terms on this type of 
policy. You’ll have more frequent opportunities to update the policy and be sure it’s 
providing the coverage you want.

If you’re nearing retirement age and thinking about a policy now, changes in income 
should also be on your mind. What’s a�ordable now may not be so a�ordable once you’re 
on a �xed income. Be sure to factor that into your decision.

Policies With Other Coverage
Some life insurance policies may come with other types of coverage. �is might include:

     • Catastrophic illness insurance
     • Disability insurance
     • Emergency medical insurance

�ese policies would pay out in the event you got sick and were unable to continue 
working. If you're injured in an accident, you might also be able to cash the policy out.
�ese extra coverage options can be useful in an uncertain world. �ey can provide funds 
to your family, so they can care for you.

Keep in mind that policies that combine these options come with a higher price tag. If you 
can a�ord them, though, they can give you more peace of mind.
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Living Bene�ts Options  
Tax-Free Retirement Income 

Did you know life insurance can be used to accumulate wealth and distribute tax-free 
income when you reach retirement age?  �is is made possible under tax codes IRC-7702 
and IRC-72e 

�is type of income bene�t is found in certain permanent life policies.  Over time the 
policy will build up tax-deferred cash value that can be accessed during your lifetime to 
generate a stream of retirement income.  

In addition to the retirement income your death bene�ts remain intact to assist your 
family with expenses incurred postmortem.  

Living Bene�ts Riders 

Life insurance has evolved to be much more than a death bene�t.  Other than tax-free 
retirement income, some of today's more modern policies o�er options known as living 

�ese riders are in place to protect you �nancially in the event that you become terminally 
ill, chronically ill, or critically ill, and require immediate support. 

Dependent on the policy, cash bene�t riders can be used to:  

     • Pay for medical procedures and care 
     • Cover household living expenses 
     • Pay for a family members college 
     • Purchase your dream home 
     • Invest in a family members business 

Simply put, these bene�ts can be used at your discretion and enjoyed during your life 
rather than paying a monthly premium to only be applied to a death bene�t.  
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Maturation Dates for Whole Life Policies
Another thing to keep in mind is the maturation date of a whole life policy. �is is the 
earliest date you can cash the policy out and receive the full value of the policy.

You can o�en cash out whole life policies early. If you do this, though, they won’t be worth 
as much.

It’s a good idea to look closely at the maturation date of your policy. If you’re age 65 and 
the policy matures in 25 years, you wouldn’t be able to withdraw it for its full value until 
you’re 85.

�at may not help you if you want to use the funds to help you achieve your retirement 
dreams.
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What is Final Expense Life Insurance?
Final expense insurance is a type of whole life insurance designed to cover medical bills 
and funeral expenses when you pass. A �nal expense policy is also known as burial or 
funeral insurance and is popular with seniors. It has a death bene�t designed to cover 
expenses such as a funeral or memorial service, embalming and a casket, or cremation. 
However, the bene�ciaries can use the death bene�t for any purpose, from paying 
property taxes to taking a vacation.

Most �nal expense plans have these features:

• Whole life insurance – no expiration if premiums are paid
• Cash value – insured may be able to take out a policy loan
• Fixed premiums as long as they’re paid
• Simpli�ed issue – usually no medical exam is required, just health questions on the          
application
• Easy application process
• Fast approvals – coverage can o�en be issued in days
• A�ordable rates



How Much Will It Cost?
By now, you have a good idea of how much life insurance coverage you want to buy. 

You’re probably asking, “How much life insurance can I get?”

�e more coverage you want, the more a policy will cost you. �ere are other factors that 
go into the cost of a life insurance policy. For example, your age plays a big role in how 
much you’ll pay.

A younger person will generally be o�ered a lower premium. Someone who is close to 
retirement age will usually pay more. Lifestyle factors, such as smoking, may also be 
factored in.

At this point, it’s good to ask yourself how much life insurance you can a�ord. You may 
not be able to a�ord a policy that has everything you want. You should be able to get one 
that covers what you need.

Having some life insurance is always a better idea than having none at all.
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Understanding Final Expense Insurance 
As with any type of life insurance, the premiums for �nal expense insurance depend on 
your age and health; where allowed by state law, they may also depend on your gender. 
�e older and less healthy you are, the higher your rates will be for a given amount of 
insurance. Men tend to pay higher rates than women because of their shorter average life 
expectancy. And, depending on the insurer, you may qualify for a lower rate if you do not 
use tobacco.

When you apply for �nal expense insurance, you will not have to deal with a medical 
exam or let the insurance company access your medical records. However, you will have to 
answer some health questions. Because of the health questions, not everyone will qualify 
for a policy with coverage that begins on day one. 



Insuring the Future
Now that you have a good idea of both how much life insurance you need and how much 
you want. �e right life insurance policy can give you peace of mind. It can also help you 
achieve your dreams, from retirement to starting your own business to providing for your 
loved ones.

Life insurance can be a key part of a retirement portfolio. If you’re looking for more great 
tips for building your portfolio, you’re in the right place. Check out our other helpful 
guides and discover the right way to build your retirement dream.
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