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What Is Life Insurance?

Term life insurance pays a lump sum on the death of the
insured (and often also if the insured is diagnosed with a
terminal illness and has less than 12 months to live).

How Much Term Life Insurance Do You Need?

There is no magic formula to determine how much life
insurance is appropriate. It will depend upon the individual
and their personal situation. Some considerations include:

e Assets currently available;

e Amount of debts;

e Earning capacity of surviving spouse;
e Number of children;

o Age of children;

e Business partnerships;

e Additional expenses;

o Future lifestyle and living costs.

Who Needs Life Insurance?

As a starting point, the primary income earner in a household
should assess their life insurance needs, and implications for
their family if they were to die.

Consideration should also be given to other persons in the
household. The unexpected death of a non-working parent
(for example) can have significant financial implications,
including:

e Additional expenses for help around the home;

e Additional children related expenses (eg. nanny, after
school care, school holiday care);

e Reduced workload and salary for the primary income
earner.

Ownership Considerations

Consideration will need to be given to the advantages and
disadvantages of purchasing life insurance in your own name,
the name of another person (such as your spouse) or within
superannuation.

By holding life insurance through your superannuation fund,
you maybe able to reduce the effective after-tax cost of your
premiums. The downside of this however is that tax maybe
payable when a superannuation death benefit is paid to a
non-dependent.

Applying for Life Insurance

The process of obtaining suitable life insurance can be simple
and straightforward, but also sometimes it can be complex
and time consuming. Insurers will look at many risk factors,
including:

e Health and age;

e Family health history;

e Occupation;

e Hobbies, pastimes, and interests;
e Residency;

e Smoking status;
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e Income and financial position;
e Health checks;

e Doctors reports;
o Blood tests.

The good news however is that once you have established a
policy, most arrangements can’t be cancelled (or have the
premiums increased) simply due to a deterioration in a
person’s health.

Premiums

Premiums can vary significantly between different insurers.
The premium amount will also depend upon individual factors
with key drivers being age, gender, overall health and
whether the insured is a smoker.

Stepped versus Level Premiums

A stepped premium means that the premium is recalculated
(increasing) each year. As you get older, the increases can be
quite significant and potentially make the cost of retaining life
cover prohibitive.

A level premium however is calculated each year based on
your age when the cover commenced - there are no age
related increases. Whilst a level premium policy can be more
expensive initially, the long term benefits can be significant if
you hold life insurance cover for a long period.

Choosing a stepped or level premium requires careful
consideration. A hybrid strategy (taking some stepped and
some level) is also another option that has a number of
advantages and disadvantages.

Insurance Reviews

You should review your life insurance situation at least every
few years to ensure that the amount and type of cover is
suitable to your situation and needs. The amount of life
insurance you need may increase or decrease depending upon
changes in your circumstances - assets, liabilities, income,
dependents, and so on.

More information

e (all 1300314 335
o Email info@f3fs.com.au
o Visit www.f3fs.com.au

DISCLAIMER: This publication has been compiled by F3 Financial Services Pty Ltd ABN 97
610 391 642, an Authorised Representative No. 334939 of FYG Planners Pty Ltd ABN 55
094 972 540 Australian Financial Services Licensee No. 224543. The material contained in
this publication is believed to be accurate. To the extent permissible by law, however, no
liability is accepted for any errors or omissions or for loss or damage suffered by any
person as a result of inaccuracies in this publication. This publication is intended to provide
general information only and does not have regard to your investment objectives, financial
situation or needs. You should therefore consider whether what is said is appropriate to
your individual objectives, financial situation or needs before you act on it. Investment
advice should be sought in respect of individual circumstances.
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