I Don’t Buy Life Insurance Because It Is A Bad Deal

Have you ever encountered this objection when presenting life insurance?  Most of us have probably heard this at least once before not only from clients, but also from their other advisors. 

Sadly, when we hear these words uttered by an ill-informed CPA or attorney we are left scratching our heads.  Let’s consider the following case we recently worked on with one of our brokers.  We had a couple both of who were 70 years old and received standard non-smoker rates.  One of those standard offers was an exception due to health concerns.  They were interested in life insurance for estate liquidity, but were concerned their premium dollars would be poorly spent inside a life insurance contract.  

Upon review we determined they were willing to part with 750K as a single dump-in into a joint survivor life contract.  At the time $750K represented 75% of one individual’s lifetime exemption.  Using the example above we were able to buy over $2.6M of guaranteed coverage for as long as one of them was alive.  At the end of 10 years the IRR on the death benefit was 13.25%; after 15 years 8.65% and after 20 years (roughly their joint-life expectancy) 6.42%.

With this transaction we were able to accomplish three important goals.  First we were able to take the $750K and all its future growth out of their estate.  Secondly, we provided the needed liquidity to pay for federal estate taxes upon the second death.  And lastly, we provided a favorable, guaranteed, tax-free return on their premium deposit.  Though in the planning phase this was the least important goal, in the client’s mind it was the most important objection to overcome. 

This concept can apply to many clients, not just those in need of estate liquidity.  You may have a client with a charitable inclination.  Using smaller annual contributions they can create their own legacy for their favorite charity.   Or if they choose, create an estate windfall for their heirs.  Using our same 70-year old couple, they can purchase 500K of survivor life guaranteed for as long as one is alive for $10,620/year.  The IRR for 10, 15, and 20 years respectively is roughly 27.16%, 13.34%, and 7.59%.  

Our business continues to grow because we provide effective solutions for our broker’s clients that answer many of their financial issues.  By doing so we enable our brokers to develop new sources of revenue where none previously existed.  Please contact us to discuss other moneymaking ideas.
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