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Life insurance analysis

Life insurance analysis

Generally, life insurance is designed to provide an income for the survivor’s lifetime, which includes
the survivor’s retirement years. A few clients may desire to provide survivor income for a shorter
period of time. With Profiles Professional, you can analyze life insurance needs to make sure that
surviving family members enjoy the same standard of living they were accustomed to before the
death of the client.

Learning objectives
This module will enable you to

* Enter existing insurance policies
* Define insurance needs

* Perform a life insurance analysis

Learning tools

This module includes some practice exercises using one of the sample clients provided in the
application. If you want to keep this sample client case intact, open the Sample 4 - Comprehensive
(Jones - non-tax).fpx file, and then save it with a new case name.

To open and save the client case, follow these steps:
1. Start Profiles Professional.
2. Click Open Existing Case, and then click Open Sample Case. The Open Sample Case screen opens.

3. Click the Open link beside Sample 4 - Comprehensive (Jones - non-tax).fpx. A Data Conversion dialog
box may appear to warn you that the planning preferences in this case differ from the global
planning preferences. Click Close.

4. Click the File menu — Save As. The Save Client Data As dialog box opens.
5. Save the case with a unique name, for example, Jones — Education Analysis case.

Please keep in mind that the case we are using for this self-study guide does not have the Tax-Sensitive
option selected.

Learning objectives 1
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Enter existing insurance policies
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Figure 1: Case Data — Life Insurance

On the Life Insurance screen, you can enter an unlimited number of personal and group life insurance
policies for your client.

You can specify the owner of the policy on this screen. Options include Client A, Client B, Joint,
Community, Group Insurance, and Other. Note that Trust is not an option; if the policy is owned by a
trust, enter an irrevocable life insurance trust (ILIT) on the Irrevocable Life Insurance Trust screen under
Case Data — Estate. If your client wants to use an existing policy to fund an ILIT, you can transfer it to
the trust on the Irrevocable Life Insurance Trust screen.

You can also specify the beneficiary of the policy. If death proceeds will be distributed outside of the
estate and will not be used to cover survivor needs, select Other from the Beneficiary list.

The Net Death Benefit amount represents the benefit amount that will be used when the insured dies.
This is the amount that is used for the survivor analysis.

The Annual Premium amount entered is used as an expense in the current year’s cash flow
calculations.

To add a death benefit to the retirement analysis at the planned mortality age, enter the estimated
benefit in the Net Death Benefit at Mortality field. This will only apply to the retirement analysis if the
insured is the first to die and there is a different year of death for Client A and Client B. For term
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policies that will expire before the planned mortality age, leave this field blank. Note that Profiles
assumes that death occurs of the Plan Date specified on the Assumptions screen, under Case Setup.

You've now completed the first learning objective, entering existing insurance policies.

Enter existing insurance policies 3
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Define insurance needs

In Profiles Professional, life insurance needs are defined on the following screens:
* Survivor Cash Needs screen

* Survivor Income Needs screen

* Needs Preferences screen (under Planning Preferences)

* Survivor Analysis Preferences screen (under Planning Preferences)

Define survivor cash needs
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Figure 2: Case Data — Survivor Cash Needs

Use the Survivor Cash Needs screen to specify lump-sum cash survivor needs.

The Dependent Care fields are used to enter lump-sum funds required to care for dependent children,
such as day care (not education). You can either enter child care costs during survivorship in this
field, or you can add the child care costs to the survivor's monthly need amount on the Survivor
Income Needs screen for the appropriate number of years.

4  Define insurance needs
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Cash Bequests can include charitable bequests if the case does not include an estate analysis. These do

not qualify as charitable bequests and are taxed as part of the estate prior to distribution. If estate
analysis is included, use the Charitable Bequests Details button on the Estate screen to enter charitable

cash bequests.

The Emergency Reserve Fund value is calculated based on a multiple of monthly income. The default

multiple is set on the Planning Preferences — Needs Preferences screen.

You can use the Liabilities to Pay table to specify whether or not liabilities should be paid off at the
death of Client A or Client B. If a liability is paid off at the death of a client, the immediate cash need
increases but the associated payments will no longer continue, so ongoing expenses are reduced.

Define survivor income needs
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Figure 3: Case Data — Survivor Income Needs

The Survivor Income Needs screen is used to define monthly needs and survivor’s earnings in the event

of Client A’s or Client B’s death. The top of the screen is used to define monthly needs and survivor

earnings in the event of Client A’s death, and the bottom of the screen is used to define monthly needs

Define insurance needs
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and survivor earnings in the event of Client B’s death. Note these amounts are based on incomes
defined elsewhere.

Because income needs vary at different times in our lives, Profiles Professional allows you to enter as
many as five different time frames. The following time frames appear in the Client A’s Age/Client B’s
Age fields by default:

* the survivor’s age today (this can’t be edited)
* the survivor’s age when the youngest child turns 18
* the survivor’s retirement age

By default, the Monthly Need (1) column values are based on a percentage of current income set on the
Planning Preferences — Needs Preferences screen (see “Define insurance needs preferences” on page 7).
However, you can change these fields as needed to reflect the expected gross needs of the survivor
and family. For example, if the client needs $5,000 monthly after tax, you should enter a gross
amount, up to $6,000 monthly, to account for estimated taxes.

The two Monthly Need columns allow you to specify two needs inflated at different rates. One could
be used for an inflating need, the other for a non-inflating need.

* Monthly Need (1) — Enter the gross income that the surviving client would need, including the
surviving client’s monthly employment income, if any.

* Monthly Need (2) — Enter supplementary monthly income needed, with a different inflation rate
from that of Monthly Need (1).

Profiles Professional assumes the surviving client continues to work and receive the salary increases
indicated on the Income input screens, until retirement age. Edit the Survivor’s Earnings column if
necessary to fit your clients’ situation. For example, you can model various situations such as an
increase or decrease in income, or to add an income if the surviving spouse will enter the workforce.
Amounts entered here will be used to calculate the Social Security survivor benefits in pre-
retirement. (Social Security during retirement is calculated using dollar values on the Incomes screen.)

The Minimum Asset Balance field is used to define a specific dollar amount to be reserved at the end of
the analysis for the estate. If no dollar amount is entered in this field, the survivor needs analysis will
use a capital depletion approach, meaning assets will decline to zero at mortality when a full solution
has been implemented.

Note: The survivor income need specified is completely separate from the retirement need; it is based
on a percentage of current income.

6 Define insurance needs
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Define insurance needs preferences

[\ Profiles Professional - Comprehensive [JonesTom and Marilyn Jones]

File Edit Input Output Toolz Help

| 5 H VA /Y & T mal (= ug &/

Profiles Prof; eﬂ/ Needs Preferences |

Retirernent

Spend Surpluz Income

Monthly Income Goal as % of Total Income | 0

Capitalization Fate I 7%
Aocumulation Goals

Funding &lkernative R ate B %

Emergency Reserves Maonthly Income Multiplier 3
Survivor Needs and Estate

With Dependents, Monthly Income Meed 70 A

Without Dependents, tMaonthly Income Need 50 %
Diizability

Monthly Income Goal ag % of Total Income I 70 0%

Back | Hesit |

Joe Planner Spend cash flow surplus |

Figure 4: Planning Preferences — Needs Preferences

The default values for the survivor’s monthly need are defined as a percentage of your clients’
income on the Needs Preferences screen, under Survivor Needs and Estate. While the client has children
under the age of 18, the With Dependants, Monthly Income Need percentage is used, but once the
youngest child reaches 18 years of age, the Without Dependents, Monthly Income Need percentage takes
effect.

Define insurance needs 7
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Define survivor analysis preferences
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Figure 5: Planning Preferences — Survivor Preferences

On the Survivor Preferences screen, you can enter final costs and probate amounts for each client that
will be used for the life insurance analysis. The values entered here follow through to the Case Data —
Estate screen.

When the Use capitalization method for survivor analysis check box is selected, the survivor analysis
shifts to a present value calculation method that compares the present value of all income needs to
the present value of income sources and current assets. This is an older and less frequently used
method of calculating an insurance need. It is only available in a non-tax-sensitive case.

You’ve now completed the second learning objective, defining insurance needs. Let’s take a look at
some output pages to analyze the clients’ insurance needs.
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Perform a life insurance analysis
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Figure 6: Client Presentation (Reports dialog box showing Survivor Needs reports selected)

To perform a life insurance analysis, click Client Presentation on the left navigation bar. This opens
the Reports screen, where you can select the report pages you want to view or print.

For the life insurance needs analysis in this self-study guide, you are going to review the following
reports:

* Survivor Needs - Capital Analysis - Client A

Survivor Needs Summary Timeline - Client A Dies

Survivor Needs Summary Timeline Solved - Client A Dies

For more information about generating output pages, see the Organizing Output Self-Study Guide.

Perform a life insurance analysis 9
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Figure 7: Client Presentation — Survivor Needs — Survivor Needs - Capital Analysis - Client A presentation page

The Survivor Needs - Capital Analysis - Client A presentation page is the main report page for the
Survivor Needs module. It presents the clients’ situation at the death of Client A. The colored bars
represent the different sources of income. Red represents any deficit and indicates additional capital
is needed. The most important value on this page is the additional capital needed to meet all of the
survivor’s needs.
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Figure 8: Client Presentation — Survivor Needs — Survivor Needs Summary Timeline - Client A Dies audit page

This report page provides a year-by-year breakdown of how cash flow would appear in the case if
Client A were to die as of the Plan Date without any additional insurance.

The summary starts with the Beginning Balance of capital (assets and existing amount of insurance),
and then adds and subtracts incomes and expenses each year to track the capital. The Beginning
Balance includes all assets made available at death on the Asset Distribution screen, including all
qualified accounts.

The final year shows the actual accumulated deficit that is projected in the event of death.

Perform a life insurance analysis 11
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Survivor Needs
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Figure 9: Client Presentation — Survivor Needs — Survivor Needs Summary Timeline Solved - Client A Dies audit page

This report provides a year-by-year breakdown of how cash flow would appear in the case if the
client were to die today, including the additional required insurance amount.

The Beginning Balance amount includes additional recommended insurance. Projected incomes and
expenses are added and subtracted each year to track the capital. The final row/year of the report is
useful for showing your clients the benefit of buying the additional insurance.

12  Perform a life insurance analysis
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Exercises

Exercise 1: Enter existing insurance policies

1.

On the Life Insurance screen, the Net Death Benefit at Mortality field should be left at $0 when
entering a term life insurance policy that your client has through his or her employer. Why?

a) The policy will not be in effect at the plan mortality age of 90 so the death benefit to pay out
would be $0.

b) The employer will get the life insurance proceeds.

c) Profiles assumes the Net Death Benefit at Mortality value is equal to the Net Death Benefit value
entered.

Exercise 2: Define insurance needs

1.

L

®

On the Survivor Cash Needs screen, what types of expenses should be included in the Dependent
Care fields?

a) All additional dependent care costs excluding education

b) All additional dependent care costs including education

On the Survivor Income Needs screen under Client A Death, the three default ages in the Client B’s
Age column represent what points in time?

a) Age today, age when youngest child reaches age 18, and retirement age
b) Random ages selected by Profiles

Once insurance premiums are entered, you must then create a premium expense on the Expenses
screen. True or false?

a) True
b) False

Exercise 3: Perform an insurance analysis

1.

When reviewing the Survivor Needs output pages, what does it mean when an output page is
solved? For example, see the Survivor Needs - Capital Analysis Solved - Client B output page.

a) It means the client has no need for any additional life insurance.

b) It displays what the analysis would look like if the additional amount of life insurance was
implemented in the plan.

c) It is just another output page to display life insurance needs.

Exercises 13
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Answers to exercises

Exercise 1: Enter existing insurance policies

1. a) The policy will not be in effect at the plan mortality age of 90 so the death benefit to pay out
would be $0.

Exercise 2: Define insurance needs
1. a) All additional dependent care costs excluding education

2. a) Age today, age when youngest child reaches age 18, and retirement age

3. b) False. Premiums entered on the Life Insurance screen come out of cash flow.

Exercise 3: Perform an insurance analysis

1. b) It displays what the analysis would look like if the additional amount of life insurance was
implemented in the plan.

14  Answers to exercises
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