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To gauge how well a stock portfolio is doing, 
you need to compare it to a benchmark. Being 
familiar with various stock indexes commonly 
used to benchmark performance can help 
prevent apples-to-oranges comparisons.  

Standard & Poor's 500 Composite Index 

The S&P 500 is a 
market value- 
weighted index of 500 
widely held large-cap 
U.S. common stocks. 
A committee decides 
which companies are 
represented in the 
index, based on each one's market cap ($4 
billion plus), liquidity, and financial viability. It 
also tries to maintain a representative weight-
ing of industries. Because it represents about 
75% of the total market, the S&P 500 is con-
sidered a broader representation of the U.S. 
equity markets than the Dow Jones Industrial 
Average.   

Dow Jones Industrial Average (DJIA) 

The DJIA, also called simply the Dow, is a 
price-weighted average of 30 well-known, 
actively traded stocks such as AT&T, Boeing, 
Coca-Cola, Exxon, General Motors, IBM, and 
McDonald's. Though the Dow is the oldest 
and best-known stock index, it represents less 
than 25% of the market value of all stocks on 
the New York Stock Exchange. In addition to 
serving as a proxy for the performance of 
blue-chip industrial stocks, it has given rise to 
several investing strategies based on Dow 
stocks. 

Nasdaq Composite Index 

The Nasdaq index includes all 3,000-plus 
foreign and domestic stocks traded on the 
Nasdaq system, an electronic network of se-
curities dealers. The market value-weighted 
index includes many high-tech companies 
whose stocks first began trading after the 
Nasdaq system was launched in 1971. 

Wilshire 5000 Equity Index 

The Wilshire 5000 includes not only common 
stocks but also real estate investment trusts 
(REITs) and master limited partnerships. Be-
cause almost all actively traded U.S. securi-
ties are included in it, it is considered the 
broadest U.S. equity index. However, be-
cause it is weighted by market capitalization, 
the Wilshire's largest stocks account for the 
bulk of its total market cap and greatly affect 
its performance.  

Russell 2000 Index 

The Russell 2000 is a market cap-weighted 
index of approximately 2,000 stocks with mar-
ket caps of less than $3 billion. It includes the 
smallest stocks represented in the Russell 
3000 Index, another large domestic-stock 
index, and is 
often used as a 
benchmark for 
small-cap 
stocks. 

MSCI EAFE 
Index 

The EAFE (short 
for Europe/
Australia/Far 
East), a market 
cap-weighted 
index of stocks 
in non-U.S. 
countries,  
focuses on 
stocks in large 
industrialized 
nations. It tends 
to be less vola-
tile than indexes 
such as the 
S&P/IFCI, which 
focuses on secu-
rities in develop-
ing countries. 

Watch your weights 

Indexes tend to be  
either price-weighted or 
market capitalization-
weighted. With a price-
weighted index, each 
stock's impact on the 
overall average is  
proportional to its price 
compared to the rest of 
the index; the highest-
priced stocks have the 
most impact. By  
contrast, an index that 
is weighted by market 
cap--the value of all 
outstanding shares of 
each company--reflects 
the relative size of each 
company. Stocks with a 
larger market  
capitalization have 
more influence on how 
the index performs than 
smaller stocks. 
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Thank you for your business 
and referrals.

My business continues to be 
successful because of great 
Clients like you. If you know 
anyone else who would value 
my services, please let me 
know. With their permission, I 
would be happy to call and 
introduce myself. Anyone you 
refer will receive special 
attention and the finest 
service. 

For more info and articles 
please visit:
Parker-Financial-Services.biz

The information contained in 
this newsletter is derived from 
sources believed to be 
accurate. You should discuss 
any legal, tax, or financial 
matters with the appropriate 
professional.
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Money for Your Life: Determining Your Life Insurance Need 

  

Life is priceless. But if you're purchasing life 
insurance, a financial value needs to be as-
signed to it. How do you determine how much 
your life is worth in dollars to the family you'll 
leave behind?  

The thumb no longer rules 

There are several rules of thumb you might 
have heard about when it comes to calculat-
ing your basic life insurance coverage need. 
Figure six to eight times your annual gross 
income, and maybe throw in special funding 
needs (e.g., college for the kids) on top of 
that. Or back into your answer by determining 
your premium expense as a percentage of 
your income--6%, plus an additional 1% for 
every dependent--and buy as much insurance 
as you can for that amount.  

These rules of thumb are simple enough to 
use. Trouble is, they don't take into considera-
tion your individual circumstances. Consider 
them no more than a rough starting point. 

Are you what you earn? 

The human life value approach, often used in 
court cases involving wrongful death suits, 
attempts to measure your economic worth to 
those who would be affected by your death. 
Your human life value is defined as the pre-
sent value of your future net earnings 
(adjusted for inflation) that would be used for 
your family's benefit, plus the value of other 
services you contribute (e.g., you mow the 
lawn rather than pay to have it done), through 
your planned retirement age. The resulting 
figure represents the amount of life insurance 
coverage you should have to adequately re-
place your economic value to your family 
should you die today. 

While the human life value approach is more 
precise than any of the rules of thumb, it still 
has its weak points. In one sense, it tends to 
overstate your family's insurance need by 
failing to account for other assets and sources 
of income that can help support your family if 
you die. In another sense, it tends to under-
state your family's life insurance need by fail-
ing to account for certain large lump-sum ex-
penses that will come up only after you die-- 
for example, final medical expenses, funeral 
costs, and estate settlement expenses. Fi-
nally, by focusing primarily on replacing your 
income, this approach may ignore the finan-
cial needs of your surviving family members. 

 

It's all in the family 

One of the more comprehensive methods of 
calculating your life insurance need is the fam-
ily needs approach, which assumes that the 
purpose of life insurance is to cover the needs 
of your surviving family members. Accord-
ingly, it focuses primarily on estimating what 
their immediate and ongoing financial needs 
would be upon your death. 

Your family's immediate financial need will 
require cash to cover expenses incurred upon 
your death, such as final medical and funeral 
expenses. Their ongoing financial need will 
require an income stream to meet family ex-
penses associated with different situations 
that will last until your surviving spouse's 
death (e.g., child dependency, college, 
spousal income needs until retirement, and 
spousal retirement). These needs will vary 
depending on your spouse's and children's 
ages, whether any family member has special 
needs, your spouse's capacity to earn income, 
your spouse's intended retirement age, and 
his or her life expectancy. 

Under the family needs approach, the amount 
of life insurance you'll need will equal your 
family's immediate need plus the present 
value (after other expected sources of income 
are deducted) of your family's ongoing need, 
less the value of other assets that could meet  
some of these needs.  

The general equation would look like this: 

(Im + P[On - Xi]) - As = LIN 

where Im equals the Immediate financial need 
at your death, P[On - Xi]) equals the Present 
value of your family's Ongoing financial need 
less other eXpected income, and As equals 
the value of existing Assets available to de-
fray some of these expenses. The result is 
your Life Insurance Need. 

By examining in detail your family's antici-
pated expenses during various periods after 
your death, the family needs approach pro-
vides a realistic estimate of your life insurance 
need. Not only does this approach offer more 
accurate estimates than the various rules of 
thumb, but it may also provide a clearer esti-
mate of your family's needs than the human 
life value approach. 

For more information and help assessing your 
own situation, consult your financial or insur-
ance professional.  

If  you're 
purchasing life 
insurance … 
how do you 

determine how 
much your life is 
worth in dollars 

to the family 
you'll leave 

behind? 
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Here are some issues you should consider 
before making the important financial decision 
of when to retire.  

Is your nest egg adequate? 

It's obvious, but the earlier you retire, the less 
time you'll have to save, and the more years 
you'll be living off of your retirement savings.  
For example, if you retire at age 65 instead of 
age 55, and save an additional $20,000 per 
year at an 8% rate of return, you can poten-
tially add $312,909 to your retirement fund. 
(This is a hypothetical example and is not 
intended to reflect the actual performance of 
any specific investment.)  

The average American can expect to live past 
age 77. (Source: National Center for Health 
Statistics) With future medical breakthroughs 
likely, it's not unreasonable to assume that life 
expectancy will continue to increase. Is your 
nest egg large enough to fund 20 or more 
years of retirement?  

IRAs and employer retirement plans  

The longer you delay retirement, the longer 
you can build up tax-deferred funds in your 

IRAs or employer-
sponsored retirement plans. 
If your employer has a tradi-
tional pension plan, leaving 
the company before normal 
retirement age may greatly 
reduce the final payout you 
receive from the plan.  

You could also pay a price 
for retiring early if you par-
ticipate in a 401(k) plan. 

You could end up forfeiting employer contribu-
tions in which you're not yet fully vested. You 
would also miss out on the opportunity to 
make additional contributions to the plan, and 
participate in future employer contributions.  

Health insurance 

Keep in mind that Medicare generally doesn't 
start until you're 65. Does your employer pro-
vide post-retirement medical benefits? Are 
you eligible for the coverage if you retire 
early? If not, you may have to look into  
COBRA or a private individual policy--which 
could be an expensive proposition. 

Social Security benefits  

You can begin receiving your Social Security  
retirement benefit as early as age 62.  

However, your benefit may be 20% to 30% 
less than if you waited until full retirement age 
(65 to 67, depending on the year you were 
born). And if you continue to work past age 
62, your benefit will generally be reduced $1 
for each $2 you earn above the annual earn-
ings limit ($12,960 in 2007) until the year you 
reach full retirement age. 

In some cases it may be to your advantage to 
delay receiving your Social Security retirement 
benefit even after you reach full retirement 
age. If you do so, your Social Security bene-
fits may increase for two reasons.  

First, each additional year that you work adds 
another year of earnings to your Social Secu-
rity earnings record, resulting in potentially 
higher retirement benefits. Second, under the 
Social Security Administration's delayed re-
tirement credit, your benefit will increase by a 
certain percentage for each month that you 
delay retirement up to age 70. The percent-
age increase varies, depending on the year 
you were born. 

Is phasing into retirement right for you? 

Retirement need not be an all-or-nothing af-
fair. If you're not quite ready, financially or 
psychologically, for full retirement, consider 
downshifting from full-time to part-time em-
ployment. This will allow you to retain a 
source of income and remain active and  
productive.  

Some employers are adopting "phased retire-
ment" programs to help retain employees who 
might otherwise retire early, begin receiving 
their pension benefits, and then seek employ-
ment elsewhere, often with a competitor. 
Phased retirement usually refers to an ar-
rangement that allows employees who've 
reached retirement age to begin receiving 
their pension benefit while continuing to work 
for the same employer with a reduced work 
schedule or workload. 

You benefit from the opportunity to continue 
active employment at a level that allows you 
greater flexibility and time away from work, 
smoothing the transition from full-time employ-
ment to retirement. And your employer bene-
fits by retaining the services of an experi-
enced worker. Ask your plan administrator if 
phased retirement is an option under your 
employer's pension plan.  

According to the  
Bureau of Labor  
Statistics, by 2012 
workers age 55 and 
older will represent 
almost 20% of the 
total U.S. workforce. 
Employers in many 
sectors are  
forecasting a  
shortage of skilled 
workers, and are  
examining ways to 
hold on to  
experienced  
workers who might 
otherwise retire and 
leave the workforce, 
or go to work for 
someone else. 

When Will You Retire? 
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If you file your federal in-
come tax return electroni-
cally, refunds are generally 
issued within three weeks of 
the date that the IRS ac-

knowledges your filing. If you file a paper re-
turn, you're looking at approximately a six-
week wait.  

What should you do if you don't receive your 
refund within that period of time? The easiest 
thing to do is to check the status of your re-
fund on the IRS website (www.irs.gov). Look 
for and select the link to "Where's my refund?"      
You can also call the IRS Refund automated 
hotline at (800) 829-1954.  

To use either the website or the automated 
hotline, you'll need to provide the following 
information from your tax return: 
• Your Social Security number (or IRS Indi-

vidual Taxpayer Identification Number) 
• Your filing status 
• The exact amount of your expected    

refund 

When should I receive my federal tax refund? 

There are several common problems that can 
cause refund delays of up to an additional 
eight weeks: 
• A change in address after you file the 

return (causing a refund check to be  
returned as undeliverable) 

• Discrepancies in names or Social  
Security numbers 

• Incomplete tax returns (e.g., missing  
signatures or necessary documentation 
such as a W-2 Form) 

• Calculation errors on your return 

If you suspect that your refund is being  
delayed for one of these reasons, or you are 
unsuccessful in utilizing the automated proce-
dures described above, speak with an IRS 
representative at (800) 829-1040.  

Note: If you file an amended return showing a 
refund, the IRS tries to issue the check in an 
8- to 12-week window; neither the "Where's 
my refund?" feature on the IRS website nor 
the IRS automated hotline will be of any  
assistance to you. 
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