
Chances Are You Need Life Insurance

You work hard to support your family. What if a life changing event occurred...would your loved ones be able to 
maintain their quality of life? Life insurance can provide a critical foundation for your family’s financial security. 

Not surprisingly, 93 percent of Americans believe that life insurance is 
important to have.1 Yet a significant number of these individuals — nearly 
35 percent — have no life insurance at all. What’s more, countless 
families who do have life insurance are underinsured, with less 
coverage than is actually necessary to meet their needs.2

How much is enough?
Many insurance experts recommend purchasing a minimum of six or 
seven times your annual income in life insurance coverage; others 
suggest eight to 10 times annual income. At a minimum, you’ll want 
enough life insurance to pay off major debts such as your mortgage 
and final expenses. If you have children or other dependents, you 
may want an even higher level of coverage to help ensure your family 
can maintain their lifestyle until, for example, your children are out of 
college and financially independent. 

The point is, “rules of thumb” only go so far; the amount of life insurance 
you need will depend on your unique situation. That’s why, to make sure 
you have the type and amount of coverage that’s right for you, you’ll 
want to first ask yourself a few important questions including:

What expenses would my family need to cover if something 
happened to me?
Be sure to include immediate expenses (funeral costs, for example), 
ongoing expenses (rent or mortgage payments, credit cards, loans and 
everyday bills), plus future financial obligations, such as private school/
college tuition payments and retirement savings.

How would my family’s lifestyle change?
If you have children and something happened to you, would your 
spouse need to work, if she or he was an at-home parent? If so, child 
care might become a new and significant expense. If you are caring 
for an ailing spouse, who would take over that responsibility? Your 
death might trigger the need for elder care for your spouse. And if you 
are caring for other family members who depend on you for financial 
support, the related expenses may be something that you add to your 
life insurance needs calculation. 

What about the benefits I 
receive at work? 
Don’t forget to factor in any 
income you receive at work that 
would be lost upon death, such as 
your employer’s contributions to 
your 401(k) plan, health insurance 
and other employee benefits. 
Many people fail to count these 
valuable benefits as part of the 
income they would need their life 
insurance coverage to replace.

How long do I want my 
insurance benefits to last? 
Determining how long you need 
your family’s expenses to be 
covered is just as important as 
figuring out how much to cover. Do 
you want your insurance to provide 
enough funds for your family in 
the short run? Or do you want your benefits to provide enough income 
to last your family a number of years? To see what that might look 
like, consider the chart below. It illustrates how much coverage may be 
needed for different lengths of time and income levels.

How much protection do you want for your loved ones?

If you buy  
this much coverage: $50,000 $100,000 $500,000 $1,000,000

Your family would 
have this monthly 
income for 10 years

$486 $972 $4,860 $9,721

Your family would 
have this monthly 
income for 20 years

$286 $571 $2,856 $5,711

Your family would 
have this monthly 
income for 30 years

$221 $443 $2,214 $4,429

This hypothetical example is for illustrative purposes only. This example assumes that death 
benefit proceeds are placed in a hypothetical account earning an average annual return of 5%, 
compounded monthly. This example also assumes the beneficiary is in a 28% federal tax bracket.
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Life-changing events 
that affect the amount  
of coverage

• New job, promotion  
or bonus

• Marriage or divorce

• Death of a spouse or other 
immediate family member

• Birth of child or addition of 
new family member

• Inheritance

• Purchase or sale of major 
asset, such as a house

• Retirement

• Major loan, new or paid off



Keep it current
Of course, your needs and circumstances will change over time. Some of these events, such as marriage or 
divorce, may trigger the need for more or less life insurance coverage. That’s why a life insurance checkup 
is a necessary component of anyone’s financial plan and should be done at least on an annual basis. If your 
insurance is insufficient, you may be able to obtain additional coverage, either from your existing insurance 
company or by obtaining a completely new policy. 

As the recent Recession demonstrated, changes in the financial markets and economy may also signal the 
need to review your insurance coverage. The reason? During periods of economic downturn, your investment 
portfolio may drop in value. If something happened to you during that period, your loved ones may have to 
make do with less than you planned. A review of your life insurance coverage provides the opportunity to 
adjust your coverage to close the gap.

What kind should you buy?
The main purpose of life insurance is to provide a death benefit to your loved ones in the event you die. But 
some types of life insurance offer other features, such as the ability to build cash value over time. The key is 
knowing which type of life insurance is best suited for your needs.

Term insurance pays a benefit to your beneficiaries in the event of your death; it has no cash value.  
The “term” part comes from the fact that the policy is designed to last for a specific number of years, most 
commonly for 20 years, although some policies have terms as short as a year or as many as 30 years or 
longer. While the policy is active (which means your premium payments are up to date), you’ll be covered. If 
you die before the term is over, your loved ones will receive the full amount of the policy. If you die after the 
term expires, your beneficiaries will not receive a distribution (or payment) from the policy. 

In contrast, whole life insurance lasts for your entire life, assuming you continue to make premium payments. In addition, a portion of your 
monthly premiums is invested on your behalf, giving your cash value the potential to grow tax-deferred over time. As this cash value grows, your 
premiums can decrease over time. And, in some cases, the interest earned can even pay the premiums for you. Some whole life policies also allow 
you to borrow against the cash value. The downside is that initial premiums for whole life policies tend to be higher than what you would typically 
pay for a term policy with the same face amount.

Making an informed choice
So how do you know which type of life insurance is right for you? Your BMO Harris Financial Advisor can assess your needs and then help you 
determine the right type and amount of life insurance to protect the ones you love.
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I’m covered at work… 
isn’t that enough?

Life insurance through your 
employer is a valuable 
benefit to have. Since most 
employers provide one 
to two times your annual 
income, it’s typically not 
enough to meet most 
people’s needs. 

If you need more coverage 
than your employer 
provides, you can purchase 
a supplemental policy. 
Buying a policy on your 
own also gives you the 
ability to choose the type 
of coverage that’s best for 
your specific needs.
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