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JIM:  Back by popular demand, we have John Weiler, one of our most requested guests to our podcast.  John is a 40-year veteran of the insurance industry as well as current president of the National Association of Insurance and Financial Advisors in Illinois, and today he’s going to share with us how life insurance can be used as a hedging strategy to help protect retirement plans as well as college savings plans with some ideas that you may have never heard before, so life insurance isn’t just for the death benefit anymore.  Today, I welcome John Weiler.  Welcome, John.
00:40

JOHN:  Good morning.  
00:41

JIM:  Hey, it’s great to have you back.  One of the things I look back to in my career; I started basically in the insurance business in the mid-‘80s.  I know prior to me entering the life insurance business, whole life was the staple and about the time I got into the business, universal life was kind of taking the world by a storm because of the higher interest rates and the flexibility that it had, and then in the ‘90s as interest rates were dropping, then variable life became the popular thing that seems like we’ve gone full cycle, because now I hear a lot more talk about whole life.  Today, we have you here and maybe thinking about things a little bit different.  I know we had you in the past where you compared whole life to real estate.  I mean it opened my eyes to some of the advantages that you could have with life insurance and I think most people when they look at life insurance, they just kind of turn their heads away and say, well that’s not for me, but I don’t think a lot of people have really considered all the ways you can use life insurance, and today you’re going to talk about leveraging and hedging strategies when using whole life; I got to tell you, I never thought hedging, necessarily.  I know how to use life insurance for leveraging, so I’m really looking forward to our talk today, John. 
01:56

JOHN:  Well thank you.
01:56

JIM:  First of all, why don’t we talk a little bit about how you look at life insurance as a way of leveraging and then let’s look at hedging; so what do you mean by leveraging?  How do you use life insurance to leverage?

02:10
JOHN:  Leveraging is used in countless ways in a lot of different arenas outside of the insurance industry and one of the key things that I think we always have to remember when we’re talking to our clients is we need to spend more time about what our products do instead of what they are.  They really don’t care if it’s life insurance if it’s going to accomplish some of the things that they want.  Leveraging is where I take a value that has acquired in an asset and then I use that to acquire something else.  It’s been used in the real estate industry for years and years and years; it’s used in the markets with margin accounts and so on and so forth like that, so leveraging works the same way with life insurance.  The key advantage that whole life provides as you just mentioned in the high interest rate days, universal life works extremely well, but the part where the universal life from a hedging perspective or leveraging perspective is the fact that I still have increasing annual cost as my term insurance costs inside that continue to increase, whereas in a whole life product, I have a fixed cost that’s already built into the product and I have a guaranteed increase every year, so I have more leveraging capability every single solitary year that I do.  Leveraging also can be used just in normal, everyday purchases.  If I want to go out and buy a car, as an example, there’s only two ways I know to do that – either I write a check, which means I’m the saver – the key thing is when I write that check for that car, it never makes another nickel, but if I’m a saver, I’m going to start putting it back and then five years later, if I want to buy a new car, it’s going to cost more than last one did, so it’s a continual process of cash flow without any growth.  Otherwise, I’d finance it, which is what the majority of America does and if I finance it, I’m paying interest and then with the end of the time, I’m going to be paying a higher car payment the next time, likely.  When using leverage in whole life insurance, if I take a loan against a whole life policy, it’s still guaranteed to grow every year even while that loan is outstanding, so if I’m as good to myself as I would be the bank, or to myself if I’m a saver and I am putting it back, if I put back the same amount that I took out, plus the interest, I’m ahead of the game because all of a sudden my asset has actually grown, so that’s a leveraging in its best in that regard.

04:25

JIM:  I think one of the problems where people just have this blank stare when you talk about life insurance and then if you mention that in a cocktail party, you know, people want to leave the nearest exit.  I think a lot of it has to do with some misconceptions, because when we talk about life insurance, nothing worthwhile is free.  I know LIMRA has done some studies recently where they asked people what they thought the cost of insurance was and the average respondent I think, was somewhere around three times what the actual cost is, so the advantages that you talk about with leveraging; while there is that life insurance component, the other flexibilities that it allows you to do is not quite as costly as a lot of people have decided in their minds, and I think what you talk about in looking at life insurance what it does, not necessarily what it is, and if we get past some of our stereotypes of how we classify life insurance, it can really be a valuable tool.  Now, one of the points that you brought up for today’s talk is an educational funding, and I know there’s a lot of different ways to do that.  One of the most popular ways now is the 529 plan.  Where do you see life insurance fitting into a saving for college plan?

05:35

JOHN:  Well, really in a couple of ways.  Number one; let’s say that I take the traditional approach with a 529 plan.  Now, unfortunately (VERIFY) the way the market has been over the last several years, much of the time I wouldn’t have even gotten my money back, let alone any gains, so coffee can planning would have been every bit as good as a 529 – but let’s say that we have favorable market conditions.  Once again if I utilize the money from that 529 plan and its appropriate method and I pay college education costs, again, when I pay the college, I never see another nickel from it, it’s gone, it’s gone forever.  In addition to that, from the life insurance perspective pure and simple, if I’m really approaching education funding correctly, I have to have enough death benefit protection that in the event that I die before my ultimate of goal of saving for college has been achieved, I have to have life insurance there as well, so now if I look at life insurance that’s an asset versus a liability, which is all term insurance is, unless I cooperate and die, then I already have established the reason to have life insurance.  In the event that the market is down or my account is down at the time I need to write that first check for college, having another funding source available that I could draw from, again, as a hedging strategy if nothing else, I could draw from that life insurance contract to pay a year or so of college and allow the market to potentially recover if I had done the 529 planning.  On the flip side, if I’m using the cash value of that life insurance to pay for my college education, the great thing about a whole life contract is once again, it’s an asset class that is guaranteed to increase every year I own it and if it’s a participating policy with additional upside in the form of dividends, so over a period of time, because historically dividends will increase as well as I have my guaranteed increase in cash value, I’m actually also going to be able to recover what I paid for college, so if in fact I were to ask a parent: if I could show you a way that you could fully or partially pay for your child’s college education and then get at least some, if not all of your money back, would you be interested, they don’t care if it’s life insurance, because, again, they should have life insurance anyway from a death benefit perspective to be sure that if they don’t come home from work, their goal is still achieved and that way they have an asset doing that as well. 
07:57

JIM:  Another point along that line with permanent life insurance is if a parent has the resources to be able to fund their retirement, 529s, possibly the life insurance that you talk about, chances are there’s not going to be any assistance for the college funding unless the child becomes eligible for a scholarship, so today, I know this from my own kids, I had to cosign for student loans that they were taking and one thing you may even want to consider is life insurance on those kids as well, because if something were to happen to them before the loan is paid off, I mean I’ve had a couple experiences with clients who unfortunately lost a child before those loans were paid off and when they signed those pieces of paper, they weren’t really realizing what they were doing and here they are getting to that home stretch of retirement, finding out they have a $50,000, $60,000, $70,000 loan to repay, and God forbid little Johnny or little Susie went to medical school and it could be hundreds of thousands of dollars, so - - 

08:55

JOHN:  Absolutely, and in addition to that, not only are you protecting yourself in that scenario by having insurance that would pay that back if something happened to the child, but let’s say something didn’t happen to the child; you can transfer that ownership to that child later on and it’s the greatest gift you could ever give them.  I mean how many times do you have an opportunity to make a gift of an asset that’s guaranteed to increase every year you own it; guaranteed, and can have accessibility to the liquidity of that asset as well.  Ninety percent of the equity is available upon request, and it’s a great gift that then will have value for the child later on in their life as well.

09:34

JIM:  Well, we’re going to take a short break and when we come back, let’s explore some other ways that we can use life insurance to leverage or hedge in someone’s planning.  Please stay tuned.

10:11

JIM:  Welcome back as we continue to meet with John Weiler, a veteran of the insurance industry and a proponent of whole life insurance as we talk about some ways to look at life insurance in a way that most people probably haven’t even thought about it and specifically with whole life, we’ve gone full cycle.  I mean we look at, right now, John, interest rates are at all-time lows and the market is as volatile as ever.  People do need life insurance.  We see the LIMRA studies that somewhere around 85 million Americans have inadequate or no coverage whatsoever.  Most people look at life insurance as something that you just collect on when somebody has to die for somebody to collect, but if structured properly there’s a lot of benefits with life insurance that go well beyond just waiting for a death benefit, so let’s talk about retirement strategies with whole life.  How do you see whole life playing a part in a retirement plan?

11:07

JOHN:  Well, number one, whole life can still provide what life insurance does in the event that I’m providing retirement security for a survivor, but outside of that from a living benefit standpoint, because I think the living benefits of whole life insurance is every bit as important as the death benefit proportion, and once again, just like I was talking about with the educational strategy, if the market is unfavorable at the time, I have another resource that I can draw from.  The great thing about utilizing whole life insurance as a supplemental retirement is I can turn that on and I can turn it off, so I could access it when the market is down.  If I had my 401(k), which just became a 201(k) and now I’m retired and I’m looking at my typical systematic withdrawal for my retirement security, I’m likely taking out a whole lot more than just my required minimum distribution.  Very few people are going to be able to maintain their lifestyle on RMDs.  That being said, that’s all that I’m required to take out of that retirement program, so if in fact I back down my withdrawal to the required minimum distribution when the market was unfavorable, I’m not guaranteeing my loss and I can pull from the other.  We have a study that we use that shows market periods of time from ’73 to ’87 as an example, just a typical 15-year period of time in the market, and any 15-year period, the market is going to be down typically at least three times – so if the market is down those three times and I didn’t withdraw more than my required minimum distribution, I’m going to, over that 15-year period of time in the example that we use here, just showing an S&P 500 return, you’re going to end up with over three times the amount of retirement savings that’s left by not withdrawing just on those three and a half years so.  It can make a significant difference, and the key thing is, once again, if when I die, then the balance is also there to provide – a lot of people in retirement end up in what we call the pension trap, because if I had a true pension where a joint survivor settlement option is required, I’m giving up a portion of the income that I could get to be sure that my spouse is going to still have income.  Now, that may be 100%; it may be 50%, whatever, but I’m still giving up something to get that, so in essence I’m buying the most expensive life insurance policy that I’ve ever bought in my life at the time that I really need the income, whereas if I had provided for my spouse utilizing life insurance and if I had my premiums at least retired by the time I retire, now I have ongoing security protection and I could afford to take the higher income as well, often referred to as the pension trap.  

13:41

JIM:  That’s absolutely key and I think a lot of people look at it, unfortunately, where they just look at average returns and they say well, geez, if a whole life is paying me 4% and maybe with dividends, maybe 5% or 6%, if it’s a participating policy, they look at that and say, well, geez, I can make 12% in the stock market.  Well, the problem is when you retire; you need money every single month.  You can’t wait for the market to recover and sometimes you may have to wait a couple years, and having a source of money that is reliable and you know it’s predictable and you know where it is, you have a way of hedging against those downturns in the market.

14:19

JOHN:  When you’re talking about hedging, again, hedging is going typically the opposite to what a current position is, and because of the low correlation that whole life has to the market and the fact that it has guaranteed values, the ultimate hedge, because we also have a guarantee that the market is not going to always be up.  It will be down as well; then we have the ultimate position already in place. 
14:42

JIM:  Now, keep in mind those guarantees are backed up by the claims paying ability of the underlying insurance company - - 
14:48

JOHN:  Of course.

14:49

JIM:  - - so, it’s always important to look at those policies and make sure that you’re dealing with a company that you can have confidence in.  Let’s wrap up with one last thing, and we haven’t really touched upon it yet, but I think one of the best benefits of what life insurance can provide us is the tax benefits and there’s multi-faceted tax benefits, both with the cash values and the death benefit, can you touch on that, John?
15:13

JOHN:  Absolutely.  Part of the reason that life insurance is the eighth wonder of the world as I refer to it, is the fact that it does have guarantees and the issue is from a taxation standpoint, under current tax law that death benefit, if properly done, is income tax free, so dollars walk in when I walk out at the exact time they’re needed for whatever they’re needed for, and income tax free.  Outside of that, the build-up inside, while my asset is growing, as I’ve said before, like with real estate or some other asset classes, I don’t have current taxation on, because I still have the tax deferral.  Then whenever it comes the time to pull the money out, my dividends, if I have a participating policy, only become taxable when the dividends actually received exceed the premiums paid in, so I have in essence a return of basis – but, if I take loans as opposed to surrender or true withdrawal in that regard, I have the ability to still have tax free income and the fact if I don’t get greedy and I’m not taking out too much too quick and so on and so forth, then my growth on that contract is going to more than offset that.  The real advantage, then, from the planning standpoint is whenever I’m borrowing from myself, because I have in essence become my own bank, if I don’t skip a payment, I’m not going to have a big guy to show up in the middle of the night to come and take whatever I’ve financed, away from me – so the tax benefits with the tax deferred build up, the tax free death benefit and then taken out in the form of a loan, if it’s not a modified endowment, is one of the greatest things in the world from a taxation standpoint, and that’s where from a retirement planning standpoint, I’ve always recommended to my clients that roughly 40% of their income in a perfect situation at retirement would be something they’re in control of, not only distribution wise, but tax wise.
17:06

JIM:  And that’s a great point, John, and especially once you get to retirement you might be looking at taxes on social security and other things and by controlling and diversifying your sources of income and having sources that don’t show up on your tax return under current tax rules can really help you keep more of what you have, because let’s face it, if you’re in a situation – we’ve seen situations where people are making withdrawals from their retirement accounts and they’re getting triggered into where social security is taxable, well the withdrawal on the retirement account might only be at 15%; well then we add state and then we add taxes on the federal to their social security income and all of a sudden that withdrawal of those dollars isn’t being taxed at 15, it might be taxed at 30% or more with state and the additional tax it creates on social security, so it’s important to have those diversification so that it can help your money last longer; and one last point I’d suggest, too, people always confuse premiums with cost.  Premiums are what you contribute to these contracts; cost is what they take out for the cost of the benefits, and when you’re dealing with whole life, sometimes people compare term and whole life and say well, geez, term is so much cheaper.  Well, you may find that term could actually be more expensive long-term if you’re looking at using something to fund retirement and when you pay those premiums, it’s kind of like filling your gas tank.  If you stop and put a dollar’s worth of gas in, you’re only going to go so far, and if you fill the tank every time you stop, you’re going to get a lot further, so I always equate term insurance to stopping and getting a buck’s worth of gas – you’re not going to go as far as someone who fills the gas tank, so make sure you sit down with your insurance professional.  If you haven’t explored whole life as a part of your overall plan, maybe you want to revisit it.  The cost of insurance have come down as life expectancies have gone up, with the uncertainty of the market and also with the low interest rate scenario that we’re in, whole life might be a great alternative as an overall planning strategy; so thanks for joining us again, John.

19:10

JOHN:  You’re very welcome, and the key thing we always want to remember is the fact that like most other things, when we really, ideally need it the most, sometimes it’s the hardest to get, but money may pay those premiums, but health is ultimately what buys it and I’ve seen too many people who’ve procrastinated until they thought, well, I can afford it more later on, and then they had a change in health and now it’s even off the table.  Most term insurance is only convertible these days for a limited period of time.  It isn’t convertible forever, so those are other factors to keep in mind.  

19:41

JIM:  Well, thanks again, John, we really appreciate it.

19:43

JOHN:  You’re very welcome, my pleasure.  

19:45

JIM:  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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