
Be Prepared 
“Be prepared.” Robert Baden-Powell ex-

plained the Scout motto in Scouting for Boys as 
always being in a state of readiness in mind 
and body to do your duty. It is the first part of 
the equation on which I want to focus. “Be pre-
pared in mind by having disciplined yourself 
to be obedient to every order, and also by hav-
ing thought out beforehand any accident or 
situation that might occur, so that you know 
the right thing to do at the right moment, and 
are willing to do it.” 

How many of us have applied this to our fi-
nancial condition? It does not matter whether 
you support the Scouts or not. The idea of 
thinking beforehand about any accident or 
situation that might occur is of vital impor-
tance. 

Last week, we buried my brother-in-law. He 
was a good friend and great father. He was 
also only 45 years-old. He left behind a wife, an  
11 year-old son, and 7 year-old triplets.  

I am sure that he never suspected that a heart 
attack would do him in. He was young and 
athletic. But it did. 

Now, his wife has to carry on without his 
support. That is a tough order for anyone. She 
has a full-time job, so that helps. But, there is 
the lost income and the lost support in raising 
the children. 

Be prepared. Fortunately, he had purchased 
some life insurance a few years back. It is not 
enough to replace his income, but I believe my 
sister-in-law will be all right.  

The first thing she thought of was how was 
she going to educate four kids. The first thing I 
thought of was what if something happened to 
her. If the children are smart enough to get into 
college, they can always get financial aid. But, 
if she were to die…. 

I asked her that question: what would hap-
pen if you die? Her reply was that a local sis-
ter-in-law would take the children. Then I 
asked if the sister-in-law was financially able 
and willing to take on four children. The an-
swer is no.  

Plan ahead. Know the right thing to do at the 
right moment and be willing to do it. We all 
have auto insurance. The lender requires it, 
and we can’t get to work without a car. We all 
have homeowners insurance. The lender re-
quires it, and to replace a dwelling without in-
surance would, for most, be financially devas-
tating. 

But what is our most important asset? I don’t 
think that there is any question that the ability 
to earn a living is paramount. Without income, 
we suffer. Yet how many of us are uninsured 
or underinsured as to income replacement?  

Life and disability insurance are not invest-
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ments but risk management 
tools. The problem comes 
with understanding the risk.  

First we must identify the 
risk. Do we have minor chil-
dren? Is our spouse gainfully 
employed? What is the dura-
tion of the risk? What liquid 
assets are at our disposal to 
meet the risk? Do we need in-
surance on our working/non-
working spouse?  

Next we must place a dollar 
figure on the risk. This is 
where most people fail. They 
buy life insurance based on 
cost or a loose determination 
of what is enough. Unfortu-
nately either of those methods 
could leave the survivor in 
dire financial straits.  

We do not recommend that 
anyone withdraw more than 
4% of account value per year 
for income replacement pur-
poses (this applies for retire-
ment purposes, too). That al-
lows room for inflation. Keep 
in mind that with only 4% in-
flation your income in 10 
years time will need to in-
crease by 50% to maintain cur-
rent buying power. It also al-
lows for the vagaries of the 
market. Remember, some who 
retired in 1999 found their 
nest-egg worth 40–60% less by 
the end of 2002. 

So the equation to deter-
mine the amount of insurance 

is easy. Take the annual in-
come need and divide by 4%. 
For example, assume the an-
nual need is $62,000. Further 
assume that the Social Security 
survivor benefit (check your 
statement) is $1000 per month. 
That leaves an initial annual 
need of $50,000. The amount of 
life insurance needed to re-
place that income is $1,250,000.  

Now, don’t gasp. I am sure 
you determined the need as 
more than $50,000 and the in-
surance need as some incredi-
ble number that only Bill Gates 
and Donald Trump could 
comprehend. But please keep 
in mind that this is risk man-
agement. Children grow up 
and move on. The need disap-
pears. In my sister-in-law’s 
case we determined the need 
for a 15 year period until the 
triplets are almost 23 years-
old. Given the low actuarial 
probability that my 42 year-
old sister-in-law will die be-
fore age 57, the cost of the in-
surance is very reasonable— 
especially when considered 
against the high probability 
that the children will be split 
up if she dies while they are 
minors. 

Now, here is a twist you 
may not be prepared for. What 
if you are considered the “rich 
relation” among your siblings 
and in-laws? Who do you 

think will be called upon to 
save the day? It is not unrea-
sonable (even if it seems a bit 
forward) to ask your grown 
children or siblings with mi-
nors if they are prepared for 
the unthinkable. After all, if 
you will be called upon, you 
need to know what assets will 
be available. If the assets are 
inadequate, it is in your best 
interest to insure against the 
risk. The risk has, in essence 
and in fact, been transferred 
to you. 

If this scenario applies to 
you, call your advisor. Have 
an insurance audit done. The 
cost is insignificant compared 
to the risk. 

Be prepared. Do not wait 
until it is too late to determine 
the risk.      

   

 

 


