Preparing for an Unexpected and
Early Demise

In late 2017, Mrs. GYFG and | decided that we were ready to embark on the next
chapter of our lives, which involves expanding our family. We will be welcoming
Baby GYFG in late 2018. We knew that this day would eventually come but it’s kind
of crazy that it’s already here. As the first years of our marriage ticked by, we
ignored all the commentary from our friends and family to just go ahead, that we
could never truly be prepared, and still waited, taking steps to prepare for
parenthood. We wanted to have things in place as we envisioned them before
bringing another human being into this world.

We march to the beat of a different drum!

Planning is very important to us. There is still room for serendipity in the micro but
we have a rather detailed plan for the macro. Below are a few things we wanted to
do and accomplish before we were ready for this next chapter in our lives:

(1) We wanted to be at a certain place financially. Although we are both
working professionals, and Mrs. GYFG doesn’t see herself as a future stay at
home mom, we wanted the possibility space to revisit that decision. Meaning,
we wanted to be in a financial position that allowed her to change her mind and
stay at home with the kid(s), if desired, and not have it impact our current
lifestyle. We decided this was comfortably possible once | (individually) was
earning $250,000 annually.

(2) We wanted to reach a certain level in our careers. Of course, it’s still
possible to progress in your careers when you have kids, but | think it’'s
exponentially harder. There’s no better time to grind it out then in your 20s and
early 30s with no kids. This is when you have the most energy and the least
responsibility. | truly think that the 70-100 hour weeks | put in over the last
decade to make the C-Suite by 30 were only possible because we made this
conscious decision.

(3) We wanted to be a couple before we had kids. One of the best lessons
| learned from my in-laws is the importance of being a couple before rushing
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into becoming parents. We wanted to enjoy the DINK (Dual Income No Kids) life.
We wanted to do a lot of traveling. By the time we got married, we had already
been dating for seven years, and as | write this we have been married for six.
We’'ve had 13 incredible years to build a solid relationship and foundation for a
family.

(4) We wanted to be able to do things with friends on a moment’s
notice. From the outside looking in, it looks incredibly more difficult to do this
with kids of any age, let alone with an infant. As much as we plan the macro
vision of our lives, we tend to do a lot of fun things on a whim in the micro day
to day.

Okay, so we know we are probably still in for a lot of surprises on the horizon, but
we are entering this new chapter from a position of strength, which has put us in a
better position to deal with and embrace those surprises.

But | digress...

Now that I've set the stage for how we got here, let’'s move into the topic of today’s
post.

Protecting for a Possible but Low Probability
Event

Although I’'m a big fan of the self-insured model, we aren’t there yet, and we want
peace of mind in the event something happens to myself or Mrs. GYFG before we
hit our $10M goal (or at least until we are technically Fl, based on the 4% rule; more
on this below). This is why we are in the market for term life insurance. The best
time to get insurance is when you're young and healthy. In my opinion, term life
insurance is the best low-cost way to cover those low probability but
potentially life-altering events.

Our decision to start a family now presents us with a new dynamic to consider in
our financial plan. It has motivated us to start taking additional steps to ensure the
financial well being of our family. | want to go to sleep every night knowing that no
matter what happens to me that my family is protected and provided for. Mrs. GYFG
feels the same way, which is why we are obtaining a $2M policy on each of our lives
(with a 20 year term).
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Our hope is that we will never have to cash in either policy. And statistically
speaking, when you look at mortality tables, the risk of an early demise is low. As |
write this in 2018, we are both 31 years old, and the statistics say the following:

- As a 31-year-old male, | have a 0.15% chance of dying this year and can
expect to live an additional 46.2 years (to ~77 years old) with a high probability.

- As a 31-year-old female, Mrs. GYFG has a 0.07% of dying this year and can
expect to live an additional 50.5 years (to ~82 years old) with a high probability.

So, based on the actuarial science, you can see that we are covering a very low
probability event. This insurance is “just in case.” No one is guaranteed a tomorrow,
and it is possible a 31 year-old dies tonight in his or her sleep, but not very
probable. Insurance exists to grant peace of mind and to free up the mental
bandwidth occupied by worrying about such low probability events.

How Much Insurance Do We Need?

This was the exact question we asked ourselves when we embarked on acquiring
policies for both of us. | found a good article on Nerd Wallet that summarizes the
different rules of thumb we found during our research:

Rule of thumb #1 - Multiply your income by 10.

Rule of thumb #2 - Buy 10 times your income, plus $100,000 per child for
college expenses.

Rule of thumb #3 - The DIME (Debt, Income, Mortgage, and Education)
formula. The idea here is that you back into your insurance needs by making
sure there is enough to pay off any outstanding debt, including the mortgage.
The amount would also be enough to replace your income for X number of years
(determined by you and how long you think your family will need support) and
enough to send your kid(s) to college.

| think these are all great starting points, but insurance needs are going to vary
wildly from one family to the next.

Why $2M Each for Mr. and Mrs. GYFG?

How did the GYFG household decide that $2M was the right amount of coverage?
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Why isn’'t it $10M to align with that BHAG* goal? Also, what is the cost of that
coverage?

BHAG = Big Hairy Audacious Goal

Before we decided on $2M, we reached out to a family member in the insurance
business and asked for quotes on coverage for just me initially. We requested both
ten year and 20 year terms in amounts of $1M, $5M, and $10M.

Mr. GYFG 51M Policy S5M Policy S10M
10¥r 20%r 10 YT 20¥r 10¥r 20%r
Annual 5 235 |5 405 5 980 | 5 1,764 5 1,885 | 5 3,464
Monthly 5 20| 5 34 5 82 |5 147 5 157 |5 289
Total Premium S 2,350 | § 8,100 5 0,800 | 535,280 518,850 | 569,280

We then realized that the 4% rule was probably very relevant in this exercise. For
those unfamiliar with this rule, its underlying premise is that once you have
accumulated 25X of your annual living expenses (one year is equal to 4% of 25X
your annual spending), you have technically reached financial independence. This is
just a rule of thumb, but it’s a great starting point for planning the possible and not
very probable early demise. The 4% rule is supposed to provide you a ballpark
figure of what size your nest egg would need to be to provide you the lifestyle you
desire for at least 30 years without running out of funds.

So, we calculated this number for us. For the past four years, our spending has
ranged between $105,000 to $120,000. To be conservative we used the higher end
at $120,000 and came to a target of $3,000,000. This allowed us to refine our
insurance needs and then ask for quotes on $1M, $2M, and $3M policies (for both
Mrs. GYFG and myself).
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Mr. GYFG $1M Policy $2M Policy 53IM
10¥r 20%T 10%r 20T 10¥r 20%T
Annual $ 235(% 405 | |S$ 435|% 7aa||S 625 |% 1,081
Monthly 5 2015 34 5 36| 5 62 5 52|15 1]
Total Premium $ 2,350 (% 8,100| |$ 4,350 | $14,880 | | § 6,250 | $ 21,620
Mrs. GYFG $1M Policy $2M Policy S3IM
10¥r 20%T 10%¥r 20T 10¥r 20%T
Annual 5 205|5 335 5 384 |5 595 5 514 |5 845
Monthly 5 17 | 5 28 5 0| s a0 5 43| 5 70
Total Premium 5 2,050 | 5 6,700 S 3,640 | 511,900 5 5,140 | 516,900
Combined Annual 5 440 |5 740 5 799 |5 1,339 5 1,139 | 5 1,926
CombinedMonthly |$ 378 62| |8 678 112||S 95| 161
Total Premium 5 4,400 | 514,800 S 7,000 | 526,780 511,390 | 538,520

Why didn’'t we
just go with a $3M policy? Well, because that didn’t consider all the variables.
Although $3M is the number we agreed we needed, there was our current $725,000
net worth to consider, which offset the amount of insurance we needed. | also have
a very cheap (+/-$3/month premium) $250,000 policy (as well as a $50,000 policy
on Mrs. GYFG) through work to consider. Add those together and all of a sudden our
need drops by $1M.

As you can see from the table above, it's going to cost about $112 per month for
peace of mind (or $1,339 per year). If we keep the policies in place for the entire 20
year term, it will cost us $26,780. | personally think this is a relatively small price to
pay to ensure that the GYFG family is protected and provided for in the unlikely
event that one of us passes away early. Keep in mind that we are not obligated to
keep the policy in force for the 20 year term. Once we are able to self-insure (when
our net worth hits $3M), we can cancel the policies if we choose.

We chose 20 years for the flexibility it affords in case something slows us down
from hitting our goals. But based on the original 20 year financial plan we’ve
designed, we should be in a position to self-insure by the year 2038 at the latest, or
2025 based on our current trajectory.

Due to our young ages, current very good health, and progress to self-insure, we chose not
to add coverage for Long-Term Care or private disability. LTC pays for extended
health care after age 65, or at any age when you are unable to perform 2/6
activities of daily living. We may revisit that in coming decades. The aim of
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disability insurance is to protect your income until Social Security (and LTC) kicks in,
in the event of a major disability. Since | have disability coverage through my job,
as does Mrs. GYFG, we feel adequately covered there. There is a MUCH higher
probability of being disabled young than of dying young. If you have no coverage
for that, | suggest you do some research and make a choice that is right for your
situation. Good starting point: Long-Term Disability Insurance (it's aimed at physicians, but
definitely appropriate for any high earners).

Note: All the pricing for life insurance is based on your date of birth, your health,
the coverage amount, and the term length. Insurance is a commodity product
(Buffett repeats this over and over again in his annual letters) and we were
advised to choose a cheap policy from a company with a great rating. The
family member who ran the quotes for us procured quotes from 34 different
companies, and we ended up choosing the cheapest policy from a company with
a very strong rating.

To qualify for life insurance there is an underwriting process. That includes filling
out some application paperwork and a quick insurance exam. The application
process is free - including the insurance exam. You don’t have to start paying
until AFTER you are approved. The insurance exam takes about 20-30 minutes.
The nurse will come to your home at a convenient time (before work, after work,
weekends, etc.). The nurse will ask some medical questions, take your height,
weight, blood pressure, a blood sample, and a urine sample. In some cases, if
you apply for larger amounts ($3M and above), they may do a resting EKG.
Pretty quick and easy process - in essence, you get a free mini-physical. Bonus!

It’s your turn. What are your thoughts on term life insurance? Do you have a
policy in place to protect your family? If you are the sole breadwinner, do you only
cover yourself, or do you cover your spouse as well? How did you determine the
amount of coverage?

- Gen Y Finance Guy
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Gen Y Finance Guy

Hey, I’'m Dom - the man behind the cartoon. You'll notice that | sign off as "Gen Y
Finance Guy" on all my posts, due to the fact that | write this blog anonymously (at
least for now). | like to think of myself as the Chief Freedom Officer here of my little
corner of the internet. In the real world, I'm a 30-something former C-Suite
executive turned entrepreneur turned capital allocator. | am trying to humanize
finance by sharing my own journey to Financial Freedom. | believe in

total honesty and transparency. That is why before | ever started blogging, |
decided that | would share all of my own financial stats. | do this not to brag, but
instead to inspire motivate, and also to hold myself accountable. My goal is to be a
beacon of hope, motivation, and inspiration for you, the reader, by living life by
example and sharing it all here on the blog. My sincere hope is that you will be able
to learn from me - both from my successes and my failures! Read More
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