
 

 

How Much Life Insurance Do You Need? 

 

Throughout your life, your financial needs will change and life insurance can help you meet 
some of those needs. But how much life insurance do you need? There are a number of 
approaches to help determine how much life insurance you should have. Here are three of 
those methods.  

Family Needs Approach 

With this approach, you divide your family's financial needs into three main categories: 

Immediate needs at death, such as cash needed for estate taxes and settlement costs, credit-
card and other debts including a mortgage (unless you choose to include mortgage payments 
as part of ongoing family expenses), and an emergency fund for unexpected costs 

Ongoing income needs for expenses such as food, clothing, shelter, and transportation, which 
will vary in amount and duration, depending on a number of factors, such as your spouse's age, 
your children's ages, your surviving spouse's income, your debt, and whether you'll provide 
funds for your surviving spouse's retirement 

Special funding needs, such as college, charitable bequests, funding a buy/sell agreement, or 
business succession planning 

Once you determine the total amount of your family's financial needs, subtract that total from the 
available assets your family could use to help defray some or all of these expenses. The 
difference, if any, represents an amount that the life insurance proceeds, and the income from 
future investment of those proceeds, might cover. 

Income Replacement Calculation 

This method is based on the premise that family income earners should buy enough life 
insurance to replace the loss of income due to an untimely death. Under this approach, the 



amount of life insurance you should consider is based on the value of the income that you can 
expect to earn during your lifetime, taking into account such factors as inflation and anticipated 
salary increases, as well as the interest that the lump-sum life insurance proceeds may 
generate. 

Estate Preservation and Liquidity Needs Approach 

This method attempts to calculate the amount of life insurance needed to settle your estate. 
Settlement costs may include estate taxes and funeral, legal, and accounting expenses. The 
goal is to preserve the value of your estate at the level prior to your death and to avoid an 
unwanted sale of assets to pay for any of these estate settlement expenses. This approach 
takes into consideration the amount of life insurance you may want in order to maintain the 
current value of your estate for your family, while providing the cash needed to cover death 
expenses and taxes. 

Unfortunately, many people underestimate their life insurance needs. Often, the purchase of life 
insurance is based solely on its cost instead of the benefit it might provide. By the same token, 
it's possible to have more life insurance than you need. September is Life Insurance Awareness 
Month, a good time to review your life insurance to help ensure that it matches your current and 
projected needs. 

The cost and availability of life insurance depend on factors such as age, health, and the type 
and amount of insurance purchased. Before implementing a strategy involving life insurance, it 
would be prudent to make sure that you are insurable. As with most financial decisions, there 
are expenses associated with the purchase of life insurance. Policies commonly have mortality 
and expense charges. Any guarantees are contingent on the financial strength and claims-
paying ability of the issuing insurance company. Optional benefits are available for an additional 
cost and are subject to contractual terms, conditions, and limitations. 

Questions? Contact First Financial’s Investment & Retirement Center by calling 732.312.1534.  
You can also email mary.laferriere@lpl.com or maureen.mcgreevy@lpl.com 

 

Source: 2022 Insurance Barometer Study, Life Happens and LIMRA 

Securities and advisory services are offered through LPL Financial (LPL), a registered investment 

advisor and broker/dealer (member FINRA/SIPC). Insurance products are offered through LPL or its 

licensed affiliates. First Financial Federal Credit Union (FFFCU) and The Investment & Retirement Center 

are not registered as a broker/dealer or investment advisor. Registered representatives of LPL offer 

products and services using The Investment & Retirement Center, and may also be employees of 

FFFCU. These products and services are being offered through LPL or its affiliates, which are separate 

entities from and not affiliates of FFFCU or The Investment & Retirement Center. 

Securities and insurance offered through LPL or its affiliates are: 

 
 

The information provided is not intended to be a substitute for specific individualized tax planning or legal 
advice. We suggest that you consult with a qualified tax or legal professional. LPL Financial 

mailto:mary.laferriere@lpl.com
mailto:maureen.mcgreevy@lpl.com
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Representatives offer access to Trust Services through The Private Trust Company N.A., an affiliate of 
LPL Financial. Content in this material is for general information only and not intended to provide specific 
advice or recommendations for any individual. All performance referenced is historical and is no 
guarantee of future results. All indices are unmanaged and may not be invested into directly. This 
communication is strictly intended for individuals residing in the state(s) of CT, DE, FL, GA, MA, NJ, NY, 
NC, OR, PA, SC, TN and VA. No offers may be made or accepted from any resident outside the specific 
states referenced. 
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