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The DIY version of self-insurance
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A DIY Project that Doesn’t Make Sense
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much less expensive to use insurance companies.”

“Are we better at providing insurance than the insurance companies? Can we provide equal benefits at
a comparable price? If so, then we should become an insurance company for more than just ourselves.
But if we cannot provide insurance as efficiently as an insurance company, then economically it is

Garrett B. Gunderson, from Killing Sacred Cows




Self-insurance is really no insurance
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A 25-year-old college graduate begins his career as an
engineer in a very stable industry, earning $50,000/yr.
Being the calculating, numbers-oriented type, he projects to
work steadily for the next 41 years (through age 65),
averaging a 3 percent increase in salary each year. In his
final working year, his annual income projects at $163,100,
and his total accumulated earnings will be $3.9 million.

The 25-year-old decides not to purchase disability
income insurance, but instead intends to build a large
savings account should he need to replace his anticipated
future income. This plan is put to the test 15 years later
when, at age 40, an undiagnosed illness leaves him with a
permanent disability.

The engineer has established a conservative portfolio
that will deliver 5 percent returns each year. In round
numbers, what amount of money must he have
accumulated to replace his projected income for the next 25
years (including the 3 percent annual increases)?

“You either have a way to transfer the
risk of loss, or you retain that risk.

Self-insurance is really no insurance.”
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Risk vs. Return
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$1.1 million
$1.5 million
$2.5 million
$3.2 million
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The Economic Value of Certainty
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Using insurance to decrease risk in one area makes higher returns possible in other areas.
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What people really want, when their
minds are opened to the possibility, is the
maximum value in every area of their life with
as much certainty as possible. Even those
who are self-proclaimed risk tolerant are
kidding themselves. We should assume that
every one has a risk tolerance of zero,
meaning that if it was possible, they would
want every economic choice they ever make
to work perfectly. No one really wants to lose
money; they just think it is a prerequisite to
making big money because that is what they
have always been told. If they could make the
same returns with no risk, everyone would
want to.

Now, More Than Ever, Insurance Matters
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/5 The Mystery of
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e FEELING THE PINCH OF ECONOMIC
TURMOIL?

e NEED AN INFUSION OF ECONOMIC
CERTAINTY?

e USE YOUR INSURANCE PROFESSIONALS TO
MINIMIZE YOUR RISKS AND MAXIMIZE YOUR
RETURNS!

WHAT ATHLETES UNDERSTAND
ABOUT DISABILITY

Imagine this nightmare:
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*What is your most
important asset?”
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OUTLIERS: Avoiding Them,
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Becoming One

Outlier: a statistical observation that is
markedly different in value from the others
of the sample
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Reduce the odds of having high medical costs in retirement, such as nursing homes, by
75% simply by eating right, exercising and reducing stress.

° 1 -
1) 11
) ! # 1)
! §
1 ) *
1 # -
" ) # "
1o $ — Reuters
! " (G
7 §
- <KL " rt =
§
. # H ) "
Prosper, # -
!
I # il
1 - " 1
H §
- I / "
" ! 7 ) "
" !$ :n *w -’
!
11 # 1

9"

<KL

/) Live Long and
!

"$
)*
! )s
!
B
* "
) 1
) "

" ) <KL )
7 L §,
# " *H# , -
14 ¢=" - "
1 g 1#1 1)
! §

WHAT IF THIS ADVICE WAS APPLIED TO YOUR
FINANCES?

Perhaps you could reduce the odds of running
out of money in retirement simply by having an
action plan for:

e Saving money regularly
e a“protection first” plan of
risk management (insurance).

FINANCIAL LITERACY QUESTION: “D.1.Y. DISABILITY”
Answer: b.

In order for the engineer to fully replace his projected
income for the next 25 years, he would need to have
accumulated approximately $1.53 million by age 40. Since
his total earnings for the period from age 25-40 are less
than $1million, saving that much is almost impossible. This
is the mathematics of self-insurance.

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.
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