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The word “simple” has marketing magic. In a world that 

seems evermore complex, the prospect of something “easily 

understood, uncomplicated” is appealing, especially if it 

promises to turn a challenging decision into a no-brainer.  

You can see “simple” in the proclamations from some 

popular financial pundits who offer simple solutions for personal 

finance. “Don’t let so-called experts confuse you with their 

details. Just do this, and it’ll be fine.” 

Of course, simple can become simplistic, “treating complex 

issues as if they were much simpler than they really are.” And 

when that happens, simple might have another 

meaning: “unsophisticated” or “of low or 

abnormally low intelligence.” You don’t want 

that kind of simple. For example… 
 

“Life Insurance Has One Job” 
 

There is a personal finance guru who 

styles himself as a no-nonsense “outsider,” 

who gives straight talk and simple solutions. 

One of his publications, touted as a “complete 

guide to money,” distills life insurance to a 

single sentence: “Life insurance has one job: 

It replaces your income when you die.” 

That’s a simple statement. But is it also 

simplistic? Let’s dig into that question – with 

a backhoe. 
 

The Backhoe Analogy… 
 

A backhoe is a tractor-mounted mechanical bucket attached 

to a hinged boom. A primary use for this tool is excavation – 

moving dirt for basements, digging ditches, etc. But a backhoe 

can also be used as a crane, a shovel, a very large hammer, a 

compacter. By swapping out the bucket for other attachments, 

these applications can be further expanded. (For some amusing 

backhoe creativity, search YouTube for “backhoe video tricks”.) 

Suppose you want to start a construction business and are 

looking to buy a backhoe. You contact an industry consultant for 

advice. With a wave of his hand, he says “A backhoe has one 

job: it digs a hole for your basement when you build a house.”  

This is good advice? A used backhoe can easily cost $20,000, 

and new ones start at $50,000. If you’re going to spend that much 

money, wouldn’t you be interested in knowing other uses for a 

backhoe, and whether those options might be profitable for your 

business? Of course, you would. 

…and Life Insurance 
 

If you’re thinking about getting into the “construction 

business” of building your personal financial plan, it might be 

worthwhile to dig a little deeper into life insurance as a tool, 

instead of accepting a declaration that it has “one job.” 

Life insurance is a contract to deliver a specified amount of 

money at death. One use of life insurance can be to replace 

income when you die. But it is not the only use. Over the past 

two centuries, the guaranteed death benefit from a life insurance 

policy has been used for other purposes, such as  

− a permission slip to spend down other assets knowing 

there is a guaranteed tax-free Death Benefit paid-out. 

− a funding mechanism for buy-sell agreements 

− a guaranteed inheritance for beneficiaries1 

− a collateral assignment to secure a loan 

− a source of cash to preserve the value and ownership of 

illiquid assets in estate planning 
 

When other “attachments” are added 

primarily through whole life, such as 

guaranteed cash values, waiver of premium2, 

conversion privileges, loan provisions,3 and 

dividend options, the uses of life insurance are 

further expanded. 
   

The Cost of Limiting Life Insurance to 

Just One Job 
 

The one-job approach to life insurance 

recommends buying a term policy. This is 

because income replacement is supposedly 

limited to a specific period (your working 

years), and term is supposedly the “cheapest” 

way to acquire temporary protection.  

Just like buying a backhoe has an 

opportunity cost (because it’s money that can’t be spent 

elsewhere), there are opportunity costs with term insurance.  
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Here’s an example: 
 

• A healthy 40-year-old female buys $1,000,000 of life 

insurance for a 20-year term with level premiums. Prices 

will vary by insurer, but a $1,000 annual premium is 

plausible (and makes for easy math). 
 

• Statistically, the odds of a death occurring during the 20-

year period are very low; some actuarial studies say 

more than 90 percent of those insured at standard rates 

will live past 60.  
 

• Anecdotally, financial professionals will tell you that the 

likelihood of a term life insurance policy paying a death 

benefit is less than 1 percent. People either outlive the 

term or lapse the policy before the term ends. 
 

If the likelihood of a financial return (via a death benefit) 

from term insurance is almost nil, it is reasonable to consider 

what those premiums could have been worth if invested for 20 

years. At a return of 6 percent each year, here are some numbers: 
 

1. 20 years of $1,000 annual premiums earning 6 percent 

produces a hypothetical lost opportunity cost of $38,993. 
 

2. Even though the term insurance expires after 20 years 

and no additional premiums are paid, opportunity costs 

continue to accrue. If the woman lived to age 85, the 

cumulative opportunity cost at 6 percent would be 

$177,393. 
 

3. Over periods of 30 years or more, some stock market 

indexes have a historical average annualized return of 9-

10 percent. If the 45-year opportunity cost was 

calculated at 8 percent instead of 6, the cumulative 

opportunity cost would be $365,549.  
 

    Any opportunity cost is a hypothetical calculation 

dependent on the projected rate of return. But whatever 

number you might choose, the idea remains the same: The 

true costs to a simple approach to life insurance can be 

greater than $20,000 in premiums.     

    Most important…one needs consider that the 

$1,000,000 Death Benefit may not be paid out.  This can 

further contribute to the lost opportunity cost. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Complex? Yes. Incomprehensible? No. 
 

Life insurance is a complex financial product; even the 

simplest of policies is built on a combination of actuarial and 

financial projections. But life insurance is not a new or untested 

financial instrument;  term and whole life have a long history. 

Despite the “one-job” declarations from the “simple” pundits, 

financial professionals continue to use life insurance to provide 

a broad range of financial benefits. 

For consumers who lack confidence in their financial 

knowledge, providing a simple rule for life insurance might seem 

helpful. But making life insurance too simple is irresponsible and 

may, in some instances, actually be detrimental to your financial 

well-being.  ❖ 
   

1  All life insurance policy guarantees are subject to the timely payment of all required 
premiums and the claims paying ability of the issuing insurance company. 
2  Waiver of Premium rider incurs either an additional premium or cost. 
3  Policy benefits are reduced by any outstanding loan or loan interest and/or withdrawals. 
Dividends, if any, are affected by policy loans and loan interest. Withdrawals above the 
cost basis may result in taxable ordinary income. If the policy lapses, or is surrendered, 
any outstanding loans considered gain in the policy may be subject to ordinary income 
taxes. If the policy is a Modified Endowment Contract (MEC), loans are treated like 
withdrawals, but as gain first, subject to ordinary income taxes. If the policy owner is under 
59 ½, any taxable withdrawal may also be subject to a 10% federal tax penalty. 
 

 

 

 

 

  

  

 

Be willing to dig into life insurance. 

It may be a complex product, but 

with some professional assistance, 

you           

                  

            you may find that it can have multiple jobs   

   in your personal economy – and do them well. 
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This newsletter is prepared by an independent third party for distribution by your Representative(s).  Material discussed is meant for general illustration and/or informational purposes only and it is not to be construed as tax, legal or investment advice. 
Although the information has been gathered from sources believed reliable, please note that individual situations can vary, therefore the information should be relied upon when coordinated with individual professional advice. Links to other sites are for 

your convenience in locating related information and services. The Representative(s) does not maintain these other sites and has no control over the organizations that maintain the sites or the information, products or services these organizations provide. 
The Representative(s) expressly disclaims any responsibility for the content, the accuracy of the information or the quality of products or services provided by the organizations that maintain these sites.   

The Representative(s) does not recommend or endorse these organizations or their products or services in any way. We have not reviewed or approved the above referenced publ ications nor recommend or endorse them in any way.   
The title of this newsletter should in no way be construed that the strategies/information in these articles are guaranteed to be successful. The reader should discuss any financial strategies presented in this newsletter with  

a licensed financial professional. 
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