
Financial Planning Basics   
 

The Place of Insurance in your Financial Plan 

I. Module Introduction 

 

A. Understanding the different insurance options available to you and why each is an important part of a 

sound financial plan. 

 

B. Within each type of insurance there are a variety of “sub-types” each representing a slightly different 

benefit structure, length of coverage or manner of payment 

 

C. Too much of a good thing?  Insurance coverage can be a reassuring safeguard against unknown future 

events but it comes at a price.  Learn how to wisely purchase the coverage that you need and know what 

you are insuring.  

 

II. Module Outline 

a. The module will be split into 3 sections: 

1. Life Insurance 

a. What am I insuring? 

b. Types of life insurance 

c. How much do I need? 

d. How long do I need the coverage? 

e. How much can I pay? 

f. How much should I pay? 

2. Disability Income Insurance 

a. What am I insuring? 

b. Types of Disability Income insurance 

c. How much coverage can I get? 

d. When does the insurance pay? 

e. What factors determine my insurance cost? 

3. Long Term Care Insurance 

a. What does this insurance cover? 

b. When is the best time to buy this coverage? 

c. Types of Long Term Care insurance 

d. A challenging marketplace 

 

 

 

III. Section 6.1 Life Insurance 

 

a. What am I insuring? 

i. The “economic value” of the person being insured 

1. Lifetime earnings 

2. The economic value of services provided to a family or business 

3. The cost to replace the service that is being provided to a family or business  

b. The two main types of life insurance 

i. Term Coverage 

1. Provides a specific dollar amount of coverage for a defined time frame 
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2. The cost of coverage is guaranteed for 

a stated number of years.  At the end of that period, or term, the coverage will 

stop or the premiums will increase.  The coverage usually remains the same for 

the duration of the term. 

3. The most common policy terms are 10, 20, or 30 years 

4. Stays in force for the entire term as long as you pay your premiums 

5. Group Term Life Insurance may be offered by your employer 

a. Rates may be lower for some people – compare quotes. 

b. Coverage limits are lower than what you can purchase on your own. 

c. Most often, group term coverage cannot be taken with you when you 

leave your employer. 

d. Premiums are paid via payroll deduction from your paychecks. 

e. Group coverage usually does not require medical qualification making 

this coverage a valuable option for those with medical conditions. 

 

ii. Permanent Coverage 

1. Coverage that lasts your entire life as long as you pay your premiums 

2. Comes in several different forms but typically has a cash value component 

3. Often designed to provide you with some sort of additional benefit in the way 

of increasing coverage, reducing premiums, or providing you with a tax free 

pool of money to take loans against 

a. Life Insurance is insurance and not an investment.  Be wary of 

strategies or plans that tout the “investment advantages” of cash 

value life insurance policies. 

4. Typically much higher premiums than term coverage 

5. Examples include: Whole life, universal life, variable universal life, and indexed 

universal life 

6. May also be offered as group coverage through your employer (less common). 

 

iii. How much should I pay for this coverage? 

1. Remember that your primary goal is to cover the financial needs of your family 

or other beneficiaries if you die during the policy period. 

2. Rates for women are generally lower than those for men because women 

statistically live longer.  Similarly, rates for non-smokers are much lower than 

those for smokers or those who have significant medical history. 

3. Use the services of a licensed agent who will provide quotes from at least three 

or four companies. 

4. Paying monthly usually costs more, approximately 7 to 9%, than paying the 

annual premium. 

5. Expect term life insurance premiums to generally not exceed 3% of your 

monthly budget.  Whole Life or “Permanent” Life insurance premiums will 

often be 3-4 times higher than term insurance premiums. 

 

IV. Section 6.2 Disability Income Insurance 

 

a. What am I insuring? 

i. Disability income insurance insures your most valuable asset – Your ability to earn 

income. 
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ii. Not to be confused with Accident or Critical 

Illness policies that pay a sum of money when an accident occurs or an illness is 

diagnosed, disability income policies cover your earned income. 

 

b. Types of Disability insurance 

i. Total Disability 

1. Pays the monthly benefit if you become totally disabled and are unable to work 

in any occupation. 

ii. Partial Disability 

1. Pays a portion of the monthly benefit if you are partially disabled and have lost 

income but are still able to work part-time.  For example, if you could only work 

20 hours a week, a policy that covers partial disability may pay half of your total 

disability benefit.  

iii. Residual Disability 

1. Provides coverage for income lost due to a recurring disability.  The waiting 

period for benefits to resume is often waived under this coverage. 

iv. “Own Occupation” coverage provisions 

1. Provides total disability benefits if illness or injury leads to your inability to 

work in your Own Occupation.  This is preferred by professionals whose 

occupation requires certain skills that could be lost due to a partial disability. 

v. Group Short Term Disability insurance 

1. Most often begins paying a weekly benefit immediately after a disabling 

accidental injury and 7 days after the onset of a disabling illness.  Coverage 

usually lasts for up to 26 weeks. 

vi. Group Long Term Disability insurance 

1. This coverage begins after a longer waiting period, usually 90 or 180 days, and 

covers up to 2/3rd’s of an employee’s income. 

 

c. How much coverage can I get? 

i. Individual, non-group, disability income policies will generally insure no more than 80% 

of your monthly income. 

ii. Individual coverage can be written to fill in the gaps left by Group Short and Long Term 

Disability policies. 

d. When does the insurance pay? 

i. Individual disability insurance pays after a waiting period is satisfied, usually 30, 90, or 

180 days.   Once a claim is approved, monthly payments may continue for a stated 

number of years or to age 65. 

e. What factors determine my cost? 

i. Your age and gender 

ii. Health history 

iii. Income and occupation 

iv. Certain hobbies or travel may increase cost.   

 

 

V. Section 6.3 Long Term Care Insurance 

 

a. What does this insurance cover? 
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i. Care, in a facility or at home, that is required 

when an insured person is unable to perform  2 or more of the 6 “Activities of Daily 

Living” (ADL’s)  The 6 ADL’s are: 

1. Bathing 

2. Dressing 

3. Eating 

4. Transferring 

5. Toileting 

6. Continence 

 

b. When is the best time to purchase coverage? 

 

i. Rates are lowest at younger ages but the need for coverage is often not until much later 

in life. 

ii. In rare instances, Long Term Care coverage is offered through an employer as group 

coverage.  In these situations, the premiums are usually lower and the coverage is often 

“portable” meaning that it can be kept even after the employee leaves the company. 

 

c. Types of Long Term Care insurance 

 

i. Conventional insurance policies provide a monthly or lifetime benefit, subject to a 

waiting period, with premiums that may increase over time. 

ii. “Asset Based” plans create a lifetime benefit in exchange for a large one-time payment.  

The premium payment creates a “Pooled Benefit” that may be used for one person or 

jointly by both spouses.   

 

d. A challenging marketplace 

 

i. Insurance companies have found it difficult to continue to offer this type of coverage in 

light of the skyrocketing cost of care and the increasing longevity of our population.  

Even so, there are still creative ways to address this need by working with an 

experienced adviser. 

 

VI. Conclusion 

a. You should now have a general understanding of the different types of insurance and the impact 

that they could have to your finances 

b. Now we will move on to our next module, “The Place of Annuities in your Financial Plan” 


