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MANY FINANCIAL EXPERTS consider life insurance to be the cornerstone of  
sound financial planning. We at HBKS consider it a part of risk management, one of 
the pillars of financial planning. The COVID-19 crisis has reminded us that our clients 
should be reviewing their financial plans with their financial advisors to ensure that life 
insurance is not only part of their plan, but that there is enough coverage to meet their 
families’ needs.

USES FOR LIFE INSURANCE
Life insurance serves as a useful tool in many situations:

1. Replace income for dependents.
The most fundamental reason to have life insurance is to replace income should the 
earner die. It is particularly critical for parents with young children to own life insurance. 
Insurance to replace income can be especially useful when government- or employer-
sponsored benefits of the surviving spouse or partner are reduced following the death 
of their companion.

2. Pay final expenses.
Life insurance can pay funeral and burial costs, probate and other estate administration 
costs, debts, and medical expenses not covered by health insurance.

3. Create an inheritance for heirs.
Even people with no other assets to pass on can create an inheritance by buying a life 
insurance policy and naming their heirs as beneficiaries.

4. Pay federal “death” taxes and state “death” taxes.
Life insurance benefits can be used to pay estate taxes so heirs will not have to liquidate 
other assets or use part of their inheritance. Changes in the federal “death tax” rules 
between now and January 1, 2021, will likely lessen the impact of this tax on some 
people, but some states are offsetting those federal decreases with increases in their 
state estate taxes.
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5. Make significant charitable contributions.
By making a charity the beneficiary of a life insurance policy, a donor can make a much 
larger contribution than the cash equivalent of the policy’s premiums.

6. Create a source of savings.
Some types of life insurance create a cash value that, if not paid out as a death benefit, 
can be borrowed or withdrawn on the owner’s request. Since most people make paying 
their life insurance policy premiums a high priority, buying a cash-value type policy can 
create a kind of “forced” savings plan. Furthermore, the interest credited is tax deferred 
— and tax exempt if the money is paid as a death claim.

TYPES OF LIFE INSURANCE
There are two major types of life insurance: term and permanent.

1. Term insurance is the simplest form of life insurance. 
The insurance company pays the benefit only if death occurs during the term of  
the policy, which is usually from one to 30 years. Most term policies have no other 
benefit provisions. 

There are two basic types of term life insurance policies: level term and decreasing term. 
In a level term policy the death benefit stays the same throughout the duration of the 
policy. The benefit in a decreasing term policy is systematically reduced, usually year by 
year, over the course of the policy’s term.

2. Permanent life insurance pays a death benefit whenever the policyholder dies.
There are three major types of permanent life insurance: traditional whole life, universal 
life and variable universal life, and there are variations within each type.

• With traditional whole life, both the death benefit and the premium are designed to 
stay the same throughout the life of the policy. The “cost” to an insurance company per 
$1,000 of benefit increases as the insured person ages, and it obviously gets very high 
when the insured lives to 80 and beyond. The insurance company keeps the premium 
level by charging a premium that, in the early years, is higher than what is needed to 
pay their insureds’ claims, investing that money, and then using it to supplement the 
level premium to help pay the cost of life insurance for older people.

By law, when these “over payments” reach a certain amount, they must be available to 
the policyholder as a cash value if he or she decides not to continue with the original 
plan. The cash value is an alternative, not an additional, benefit under the policy. This is 
also the least flexible permanent life insurance in terms of premium payments. 

• Universal life, also known as adjustable life, is more flexible than traditional whole life 
policies. The savings vehicle, called a “cash value account,” generally earns a money-
market rate of interest. Once the account has accumulated money, the policyholder 
has the option of using that money to reduce premiums—providing there is enough 
money in the account to cover the costs.
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• Variable life policies combine death protection with a savings account that can be 
invested in stocks, bonds and money-market mutual funds. The value of the policy 
can grow more quickly than other types of policies, but variable life involves more risk. 
If investments do not perform well, the cash value and death benefit may decrease. 
Some policies, however, guarantee that the death benefit will not fall below a minimum 
level. Generally, the premiums are higher for this type of life insurance due to the 
increased risk of the cash value being invested in stock, bond or money market mutual 
fund investments.

• Universal variable life combines features of variable and universal life policies. It has  
the investment risks and rewards characteristic of variable life insurance, as well as  
the option to adjust premiums and death benefits that is characteristic of universal  
life insurance. 

Life and life’s circumstances change, so it is a good policy to review your life  
insurance on a regular basis. Your HBKS advisor can review your coverage and help 
you determine the kind and amount of life insurance that best serves your needs  
now and in the future.
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Lawrence Fiorella serves as a financial advisor in the HBKS® Fredonia, New York, 
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IMPORTANT DISCLOSURES
The information included in this document is for general, informational purposes only. It does not contain any investment advice and does 
not address any individual facts and circumstances. As such, it cannot be relied on as providing any investment advice. If you would like 
investment advice regarding your specific facts and circumstances, please contact a qualified financial advisor.

Any investment involves some degree of risk, and different types of investments involve varying degrees of risk, including loss of principal. 
It should not be assumed that future performance of any specific investment, strategy or allocation (including those recommended by 
HBKS® Wealth Advisors) will be profitable or equal the corresponding indicated or intended results or performance level(s). 

Past performance of any security, indices, strategy or allocation may not be indicative of future results. 

The historical and current information as to rules, laws, guidelines or benefits contained in this document is a summary of information 
obtained from or prepared by other sources. It has not been independently verified, but  
was obtained from sources believed to be reliable. HBKS® Wealth Advisors does not guarantee the accuracy of  
this information and does not assume liability for any errors in information obtained from or prepared by these  
other sources.

HBKS® Wealth Advisors is not a legal or accounting firm, and does not render legal, accounting or tax advice. You should contact an 
attorney or CPA if you wish to receive legal, accounting or tax advice.

Investment Advisory Services offered through HBK Sorce Advisory LLC, doing business as HBKS® Wealth Advisors, an SEC registered advisory firm. Not FDIC Insured — Not Bank 
Guaranteed — May Lose Value, Including Loss of Principal — Not Insured By Any State or Federal Agency.


