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Wait, Some People Need (or Want)
LIFE INSURANCE

Editor’s note: David Cordell’s March column, “I
Don’t Need Life Insurance” touched on an impor-
tant and compelling topic—one that generated
reader feedback and received attention in The Wall
Street Journal, which published a set of articles on

March 18, “Do Most People Need Life Insurance?”
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I Don’t Need Life Insurance

Monte Carlo analyss provi
aback-door way to corsider

Dear editor,

In reference to the column by David
Cordell, “I Don’t Need Life Insurance,”
you do need life insurance because your
grandchild could be born special needs
requiring 24/7/365 care.

I am talking from experience.

— Withbert W. Payne, CPA, (GMA, FCA

Dear Dr. Cordell:

Thank you for your column, “I Don’t
Need Life Insurance” in the March issue
of the Journal. As a planner for 38 years,
I have heard many people say those
words and every single time they were

right. The person saying it will be dead,
and as far as I can tell, “you can't take it
with you” is probably correct. However,
many people have bought it anyway.
Using your column as a guide, I would
like to share how I would approach this
discussion if you engaged me as a CFP®
professional.

1. The “rule of thumb” is only as
lame as the use to which it is put. It is
an excellent way to get a client think-
ing about how much and what kind of
insurance they should own. My rule of
thumb statement is not used to provide
an answer; it is to provide a start to an
important discussion. I would add, “...
plus any debt you would like to pay off,
$100,000 per child not yet in college,
and any money you would like to leave
to charities.”

After getting this minimal data, figure
out the number, subtract their net
worth, state that number. The question
I would ask you after you and I together
figure out your number is, “Does that
sound about right to you?” You will say
yes, no, or I don’t know. And now off
to the races discussing what the right
amount and kind of insurance makes
sense to you. You are now engaged with
the right question.

2. You mention having “sufficient
liquid assets that are accessible
quickly.” I see that you don't have a
need for life insurance death benefits
for the immediate liquidity the contract
provides at death, but life insurance
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has changed since the days of 20-year
term. Your possible future is not just
raising kids then dying. For example,
“What will happen to expenses?” is a
great question. Life insurance can also
provide liquidity to pay for extended
care expenses through acceleration of
the death benefit while you are alive but
needing care. This feature will protect
all those liquid assets from decay due to
exorbitant care costs. This helps ensure
you and your spouse can use your
savings as planned while alive.

Your discussion really is about the
death benefit, but you did say “life
insurance,” implying a life insurance
contract. And there are other ways to
use insurance contracts for needs aided
by benefits paid at death. There are also
life insurance contracts that pay out the
face amount while alive without requir-
ing qualifying health issues. You can be
perfectly healthy, for example, and have
10 percent of the death benefit paid
to you per year for 10 years starting at
age 85. That benefit can help the “what
if things turn bad financially” issue to
provide a longevity insurance benefit.
Our planning would include possibilities
such as this and then I would ask you,
“So, what do you think about this?” You
would be engaged in the right questions.

3. “How much capital does my
wife need?” leads me to ask if your
wife was involved in this discussion on
life insurance? A discussion about the
future financial health of a spouse must
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include that spouse as the primary
decision-maker. Your wife may have

a different view on every assump-

tion you make including extended
care costs, her lifestyle after you die,
leaving money to the kids (grandkids),
funding charities, etc. After 38 years
in the financial world, I have sufficient
experience with widows to know that
they almost always say something like,
“I know my husband wouldn’t have
wanted this, but now it’s up to me so
here is what I am going to do.”

4. Monte Carlo simulation. I agree
that this is a great discussion tool, and
open and broad discussion is foun-
dational to financial planning. I have
one question: What if reality comes
along and you and your wife are in the
left-hand tail, the failure of the plan?
There is a risk of that. You seem to be
OK with risk to your wife’s financial
future (and yours if alive); is your wife
OK with that?

What if not only bad investment
returns move you to the left-hand
tail? What about unplanned-for cash
outflows such as extended care, paying
for a child’s drug rehabilitation, caring
for a grandchild, pension plans going
broke? Insurance at its heart is risk
transfer. If insurance can move you out
of the left-hand tail, maybe that benefit
is worth the cost? Betting on a “sure
thing” at the track is probably OK, but
betting on a 95 percent sure thing with
you and your wife’s lifestyle has some
planning issues. Thus, it is important to
focus on the right questions.

5. Legacy planning. You bring up
costs associated with dying, but what
about wanting to do something at
your death that benefits others? “The
University of Texas at Dallas proudly
announces the endowed chair of the
Finance Program named in honor of our
deceased distinguished faculty member,
Dr. David M. Cordell!” That has a nice
ring to it! And if you announce your
irrevocable intention to do so and fund
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it with life insurance, you might get
better tickets to the Comet baseball
games—a living benefit. This is a “want”
not a “need.” If there is something a
client wants to guarantee will happen,
insurance is a risk-transfer contract to
provide certainty closer to 100 percent
(subject to the financial condition of
the life insurance company, paying

the premiums, state guarantee funds,
etc., and I agree 100 percent results are
subject to risk).

I do not intend here to say you should
buy a life insurance contract. I intend
to say that your column simplified the
issue to an extent that could sway some
clients to not buy life insurance. I like
your question, “Is this heresy...?” I
believe the heresy is over-simplifying an
issue to a point of possibly endangering
the financial futures of clients. I intend
to counsel financial professionals to
not over-simplify this issue. If financial
professionals are not experts at this risk
management question, they should find
competent help to integrate into the
planning process.

I realize that the limited length of
the column probably prohibited you
from fully explicating your situation
and thinking. Having agreed with that, I
would simply state that your premise of
using Monte Carlo analysis to justify the
answer to the question, “Do I need life
insurance?” is dangerous planning.

And, given all the other issues that
should be discussed, the question really
moves to, “Do I want, does my spouse
want, do my kids want, does my charity
want life insurance on my life to guar-
antee specific financial goals are met?”
I would say that you are now asking the
right questions.

—David F. Smith, Ph.D., CFP®, CLU®

Response from David Cordell:

Thanks to Mr. Payne and Dr. Smith,
whose letters prove that someone actu-
ally reads my column!

Most of the points they raised
relate to the many uses and benefits
of life insurance contracts, and I fully
agree with them. Still, life insurance,
although very flexible, is not a free
good, and it is increasingly less free
in my age bracket. Further, while life
insurance contracts can be used for
various purposes, they are not always
the most efficient approach.

Yes, life insurance proceeds could
provide funds for the unlikely case that
I will have a disadvantaged grandchild,
although it is looking increasingly
unlikely that I will even have grand-
children. It could also provide a larger
legacy for my children, although unless
something extraordinary happens, my
wife and I will leave much more to our
children than our parents left to us. Yes,
we could bequeath a substantial legacy
to charities or to our church, which is
already included in our wills. All those
goals are admirable, but they fall out of
the realm of “need.”

I certainly needed a death benefit
in my earlier life, and I was insured
more than adequately. I didn’t take the
position that a death benefit should
assure that the then-current lifestyle
could be maintained. Rather, I wanted
to insure that my family would be able
to experience the lifestyle that we would
eventually achieve if I were to live for an
entire career. Life insurance was a criti-
cal aspect of my personal financial plan
in those years. The question raised in
my column, however, is whether I need
life insurance in my current situation.

As to the suggestion that my wife may
not have had a voice in the decision to
let my policy lapse, fear not! We bought
our policies at the same time, and we
let them lapse at the end of the 20-year
term after a reasoned and thorough
investigation and discussion. She doesn’t
have a need for life insurance either. H

We love hearing from readers. Send your thoughts and
comments to JFPFeedback@OneFPA.org.
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