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JIM:  If you had a printer that would legally print money for you, what would you insure, the machine or the money that it printed?  Well, your ability to earn a living is kind of the same thing as that machine.  Have you insured your paycheck?  Well, in honor of May being disability insurance awareness month, we have Richard Lazarski, a 47-year veteran of the insurance industry who has had dozens of clients collect on disability income policies.  He's going to share with us some real life experiences and some of the wisdom that he's learned over his 47 years of helping his clients.  Welcome, Rich.  

0:39

RICHARD:  Hey, good morning. 

0:41

JIM:  Hey, it's great to have you as a guest, and with May being disability insurance awareness month I couldn't think of a better guest to have on board than you, and you had shared with us a big focus of your practice has been disability income insurance to the point where you've dealt with a lot of clients when it comes to disability, and why don't we just start out with what is the psychology of disability insurance, or what do you perceive the psychology to be?  
1:08 

RICHARD:  The psychology of disability insurance.  Well, I think that the greatest risk a person has is their inability to work.  I think the greatest risk as the American Society of Actuaries tells us is that the chances of getting disabled during someone's working career is always much greater than dying.  One of the stories I like to tell is that if you died and didn't own any life insurance, people would just say, I can't believe he didn't own any life insurance, what was he thinking about, and then somebody would take up a collection, they'd have a little sign at a gas station about a spaghetti dinner raising money for Rich Lazarski, but if you got disabled, if you had a stroke or you're involved in a car accident and you couldn't take care of yourself and your expenses were mounting because you had to have care at home and your income had gone to zero or almost zero, and you would be there listening to all of the people saying, gee, what were you thinking about?  Why didn't you have some disability insurance?  I think we as advisors to people, people count on us to tell them what the right thing is to do, and one of the right things to do is make sure that they're okay if they can't work.  
2:21 

TONY:  Well, and I guess tie that into why disability insurance is so important to an overall financial plan, for example.  
2:28 

RICHARD:  If you didn't have a way of making sure your income would continue, where would the income come from?  You'd start to dissipate savings.  You would start to reduce money you set aside for retirement.  You'd have to maybe invade your home equity.  You'd postpone college funding for your kids.  You might even get divorced because it might be better financially for you to be divorced.  
2:58 

TONY:  In your career, which I don't want to put it out there that you've been out there for 47 years now, so thank you for your service and commitment to the industry, but in all those years you certainly guided and counseled many people in this particular area of protection, and you shared with us before we started the program here of having, I think it was 40 clients with over 57 disability insurance contracts that have been worth almost $40 million of claims, but there's got to be that one story.  You shared with us a client of yours, Frank Szatowski that I wonder if you'd take some time, Rich, and share with our listeners about Frank's story because I think we can learn best from his experience and apply that to our own lives of how important disability insurance should be to us as it was to him and his family.  Share his story.  
3:47 

RICHARD:  Frank Szakowski was a general dentist in Illinois who over the years I would go to him and talk with him about establishing a buy/sell agreement for his practice with his partners, and then I made sure he had personal disability insurance.  Then I sold him an overhead expense disability contract.  I sold that to his partners also, and then a disability buyout contract to fund the buyout, and how these two business contracts worked is that for the first 18 months his share of office expenses would be covered by the overhead contract, and in the 19th month the buy/sell would kick in and if he were still disabled he got bought out and we had a fixed buyout that was funded by the disability buyout contract so that when he was no longer responsible for overhead expenses in the 19th month, then the buyout would kick in, which it did.  
Now, it's real important to remember, although we talk about personal disability coverage routinely, two overlooked disability contracts are the overhead expense policy and the buyout policy.  The overhead expense contract reimburses a fellow for his share of fixed overhead that continues on when he's not working.  Now, if you folks just look at your clients that are self employed, ask for a copy of their corporate or business tax return, you will be amazed at the amount of fixed expenses they have to run their practice, run their business.  Sometimes people have $100,000 a month of fixed expenses, and if you had no way of covering that, where is it going to come from if someone gets disabled?  Where it would come from is the non-disabled partners would say, all right, you owe us $30,000.  You don't have it, we're going to cover that for you but we're going to then put that in a little note here so that when you get bought out we're going to deduct that from the amount we pay you.  Otherwise it's not fair, so I'm saying when you have somebody who is self employed, you want to make certain that you get a copy of their tax return and just determine what the fixed expenses are that they are responsible for.  
6:05 

JIM:  Well, you know what's so critical too is thinking about the value of a business if all the sudden there's no money to keep it going.  I mean, literally you're having an office furniture sale and a lot of people when you look at the self employed, sometimes as much as 90% of their net worth is tied into that business.  I've always heard it say if you had a goose that laid golden eggs, would you ensure the eggs or the goose, and how many business owners are sitting there where their most valuable asset is vulnerable to something like that, and business overhead is one way to just keep the business going until you could have a sale of that business.  
6:42 

RICHARD:  Well, Jim, you're right.  I look at the overhead contract as a way of protecting the value of that business, because you don't have to go out and borrow money to make your payroll or pay rent.  If I had a business and I wanted to sell it because I couldn't return to it, I certainly want to keep the employees there because they're an important part of that practice I have.  I want to keep them there.  I wouldn't want to go out and borrow money to keep it open, find out that I had to borrow $100,000 and sell my business for $125,000 a year later.  
The other problem is, when someone gets disabled we don't know when they're coming back.  They could come back in six months or a year or never.  The logical thing that happens is people will do their best to keep that business open because they think they're coming back, and so the office overhead expense contract premium is deductible as a business expense, and the money that comes in is taxable but it's a wash because we take that money to pay the expenses, and in Frank's case what happened was that his partner didn't have to worry about Frank's share of the overhead because that was taken care of by the overhead disability contract.  

I would actually urge everyone to go to the Life Insurance Foundation for Education web site and view that, watch that Frank Szakowski four-minute movie which explains how his personal disability contract worked, his overhead, and his disability buyout.  
8:20 

JIM:  And not only was that buyout then successful where the practice kept going, didn't he have a son that ended up coming in to the business?  

8:25 

RICHARD:  He did.  What happened was just as Frank was getting out of the practice, right at almost that time, his son came out of dental school and was able to take over some of his dad's patients, and his son now has actually kept that practice going.  He bought out the other partner that Frank had at the time, and he's expanded the practice.  It's actually a terrific story.  The other part of this that Frank had life insurance with a waiver of premium benefit on it, and that waiver of premium meant that he didn't have to worry about the life insurance premiums.  He actually had term life insurance and the provisions in the term contract were we were able to convert the term to permanent insurance and the insurance company waived that permanent insurance policy premium also.  

9:20 

TONY:  Tell us, Rich, how the long term care I guess issue impacted Frank and his family.  Did he have long term care insurance?  

9:30 

RICHARD:  Frank did not have long term care insurance, but I want to tell you that I suggested well before this claim that he purchase long term care insurance.  Actually, in the midst of his claim, midst of his illness, one of his relatives stopped by and said to me, hey, how come Frank doesn't own long term care insurance, and Frank was able on his computer to say the phrase, biggest single mistake we made not buying it, so I tried to sell him and he didn't want to buy it and I couldn't figure out why he didn't want to do it, but nonetheless I had suggested it.  I had a meeting with him and his wife, and he said no, and I had the illustration in my file.  The lesson of course to me was that here I'm thinking I'm doing a good job and here is a relative coming in from the outside wondering why I didn't I sell it, and I said, you know, I could have a problem with all my clients.  If I don't talk to them about long term care, may not be them that I'm talking to when they're on claim, it might be a relative that says hey, how come you didn't sell my uncle this or my dad this, and so one of the things I did was I went back to my office.  
We ran a long term care illustration for every single person that was a client of mine and sent it off to them with a cover letter saying, let's talk about this, because I wanted to have it on record that I talked to everybody about it, and of course it resulted in some sales but disability insurance and long term care insurance are difficult sales, and although I've had some success selling this, I mean, I've been in business 45 years, 47 years, and if I sold 20 disability contracts a year that's 900 contracts roughly, so not so much I'm a great sales guy but I've just been around longer than you two guys have, so you have claims and I'm thinking, well, I should talk about long term care but I want to hasten to add something here.  
Right now everyone is talking about long term care insurance.  This is the new buzz word phrase, especially since the market for this coverage has been vaporized, but about May 19, 1994, I had a 43-year-old bank president have a stroke and he had disability insurance with me.  There was no long term care at the time that I could think of in 1994.  There might have been, but we weren't talking about it.  In any case, my friend had the stroke.  He was in rehab.  He really couldn't feed himself or dress or transfer for about a year.  After that he could get dressed.  He could take a bath.  He could feed himself.  He could transfer.  He could do everything except he couldn't work anymore, so I just want to make certain that we don't put the cart before the horse, and that is people need disability insurance before they need long term care insurance because you could have a disability claim that does not involve long term care.  
12:28 

TONY:  That makes total sense.  Listen, we're going to take a short break and when we come back let's kind of summarize again for our listeners the types of disability insurance that you might want to consider, so please stay tuned.  

12:41

[BREAK]

12:47 
TONY:  Welcome back.  As we continue our conversation today with Richard Lazarski who has been a financial services professional for 47 years as you've shared with us, and we've been talking today about the impact of having disability insurance, certainly in your practice and you've shared some very touching stories of your client Frank who has obviously benefited from your counsel and putting some of these policies in place that protected his business and his family.  

Maybe just review for our listeners again, because we've talked about so many different types of insurances today including long term care, what are the different ways to approach insuring yourself for disability?  

13:25 

RICHARD:  Well, let's talk about the five or six different types of disability insurance that are available on the market today, and we'll go back and talk about how they fit in.  Of course, there's personal disability insurance which typically would pay you an income while you're disabled and the benefit period could be two years, five years, 10 years, to age 65, or still with two insurance companies lifetime benefits.  There's the overhead expense disability contract which reimburses a person for his share of fixed expenses, and that contract is by design short term in terms of benefits.  It's either 12 months, 18 months, or 24 months in benefits and you pick the benefit period when you're buying the contract, and you can have a 30-day, 60-day, 90-day elimination period.  

My thinking, I always use a 30-day elimination period on overhead contracts with either a 12- or 18-month benefit period, and I do that because when you're on claim you get the first check on the 61st day with a 30-day waiting period.  If you had a 90-day wait you wouldn't get that first check until the 121st day, and I have found that most businesses can't really wait that long before they get some money coming in to pay the overhead.  

Once again, I remind everyone that you really should look at someone's corporate tax return and look at the schedule of expenses that's on the return, and page 1 of the return which lists everything, or if someone is self employed that's a schedule C.  Schedule C is going to breakdown all the expenses.  Disability buyout contract is used to fund someone's share of the buyout, so we have either a 12-month, 18-month, or 24-month waiting period and you want to coordinate that with the overhead contract.  For example, if you have an 18-month benefit period on the overhead contract, you want to have an 18-month elimination period on the buy/sell or the buyout contract.  You don't want to have a 12-month wait on the buy out and 18 months in benefit on the overhead expense contract because you're wasting money.  You're not going to get paid that extra six months on the overhead contract because you no longer are responsible for expenses, and actually some time I'd be willing just to have just a podcast on overhead contracts or buyout contracts.  
We've talked about personal, we've talked about overhead, we talked about the buy/sell.  There's another contract which I use which is called a business reducing term contract which would actually cover someone's loan payment to a bank, so you'll see with your clients someone may have signed a note for $1.3 million to pie a building or improve their facility, and now they have loan payments of $12,600 a month for 10 years.  There are insurance companies that will cover that loan payment.  When someone's disabled, that disability check goes directly to the bank.  It will not go to the insured, but at least the payment is covered.  
One of the philosophies I have is that if you're smart enough to go out and borrow money as a business guy, you probably, if something happens to you, want that obligation covered either with life insurance or disability insurance, so that that debt doesn't become an inheritance to your family and the business doesn't collapse under the weight of that loan, and then there is the what we would call, it's called a pension disability contract so if someone were to get disabled, their pension contributions would continue into a special pension trust, so if your pension contribution, profit sharing contribution last year was $48,000, you could buy a disability contract which would cover your contributions so you'd get $4000 a month that would go directly into a pension trust where you would control the investments, the insurance company would set up the trust.  

Now, that's important because, I think I mentioned my young guy at 43, May 19, 1994, who was a bank president who got disabled, who prior to his disability always told me about how much money he'd get at retirement because the way the bank had set up his retirement plans.  Well, when he became disabled the bank wasn't putting any money away for him.  All contributions stopped, and yet today he is 70 years old and he is healthy and his doctor tells him he'll live until he's 90 because his heart is strong, so here's a fellow who if he had that contract, which wasn't available in 1994, but if he had it today he would still have the same amount of pension contributions waiting for him as if he paid them himself.  
Those essentially are the different types of disability insurance.  

18:19 

JIM:  And you know there's one other rider that I've heard come out recently.  I've talked to a couple of my clients where they know their kids are going without disability income insurance.  I've talked about, well maybe you want to make the purchase for them and put the rider on that allows them to collect up to six months of disability income if they need to be a caregiver for a family member.  We just had a guest on recently that talked about how much long term care is being provided by family members in the home, so there's a way families can work together to help protect each other using both long term care insurance.  You mentioned how important that is, but you can also have disability income insurance helping to provide for a caregiver.  

Rich, we want to really thank you for sharing not only the client stories but your years of experience and making disability income a priority, and with May being disability insurance awareness month, wanted to share some of that because of your vast experience.  I think everybody can benefit by just taking the time to listen on what they should be considering, talking about with their insurance professionals.  Thank you very much, Rich.  
Thanks for joining us this week, and tune in again next week as we explore another phase of the Real Wealth process, and remember if anything you heard in today's show you'd like to get more information about, contact your Real Wealth advisor.  Also if you feel that any of this information would be helpful to a friend or family member, just click the Forward to a Friend button. 
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