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What can go wrong when insurance
policies are not regularly reviewed?

By Bill Lomas and Michael Kazakewich

Insurance can play an integral part
in a well-developed wealth manage-
ment strategy. It may serve the pur-
pose of income replacement, liquidity
for final expenses and estate taxes
or the creation of a financial legacy
for heirs. However, once insurance
policies are purchased they are
rarely reviewed, and the unintended
consequence may be increased pre-
miums, reduced benefits or inad-
equate coverage.

The primary reason to review poli-
cies is to confirm the coverage type
and amounts are still sufficient for the
intended purpose. Changes to an indi-
vidual’s financial situation should
be assessed within the context of
the existing coverage amounts. A
review should also be an opportunity
to check the pricing of the policies
relative to the coverage.

TITLING

Reviewing insurance plans helps
policy owners avoid issues that may
arise which may impact the intended
outcome. For example, it is common
for policies to be purchased with the
intention of having an irrevocable life
insurance trust (ILIT) as the policy
owner. This strategy avoids including
the proceeds in the decedent insured’s
gross estate, where they are subject
to estate taxes. However, frequently
those policies have not been assigned

to the ILIT and instead have the
insured listed as owner. As a result,
what should have been tax-free pro-
ceeds to the ILIT wind up diminished
by the effects of estate taxes. But even
if the policies have been correctly
transferred to a trust as owner, in some
instances we see the insured mistak-
enly paying the premiums from their
personal accounts. This simple act of
paying the premiums with personal
assets may be viewed as an “incidence
of ownership,” again causing the ulti-
mate proceeds to be included in the
decedent’s gross estate, and therefore
making them subject to taxation.

SUSTAINABILITY OF PREMIUMS

Titling is not the only aspect to assess
when reviewing insurance policies:
Insurance companies calculate the
premiums for policies based on fac-
tors like assumed rates of return. Over
time, these rates used in policy illustra-
tions may change—which is prevalent
given the interest-rate environment of
recent years. Why is this important? If
insurers cannot continuously meet or
exceed the rates used in their pricing
illustrations, the insured may have to
absorb the additional cost required to
maintain the policy. Increased premi-
ums, particularly as the insured ages
and the cost of insurance rises, can
become a burden to maintaining the
policy. In some instances this burden

forces the insured to reduce the death
benefit, and in turn the premium
amounts, to keep them viable. For this
reason, it is important to periodically
request in-force illustrations from
the insurer. This “check-up” confirms
the policy is in good financial shape
and the premiums are sufficient for
maintaining coverage given current
assumptions. Check-ups help avoid
the surprise of increased premiums,
or at worst, prepare for them.

POLICY LOANS

A frequent issue we see when policies
are not periodically reviewed is the
presence of a policy loan. When poli-
cies build cash value, some individu-
als choose to have the premiums paid
against the value. In some instances,
if the policy owner forgets to make the
annual premium payment, the policy
may automatically borrow against
the cash value to pay the premium
and keep the policy in force. The dan-
ger is that, over time, if this happens
repeatedly, the policy loan erodes a
substantial portion of the policy, and
the ultimate death benefit is less than
the insured had intended, and an even
bigger surprise to their heirs.

Though often neglected after the
initial purchase, policy reviews pro-
vide the peace of mind that the cover-
age and cost are still appropriate
within a family’s financial blueprint. @

The information contained herein should not be construed as personalized investment advice, and should not be considered as a solicitation to buy or sell any
security or engage in a particular investment strategy. Past performance is no guarantee of future results, and there is no guarantee that the views and opinions
expressed in this newsletter will come to pass. Investing in the stock market involves gains and losses and may not be suitable for all investors.




ILLUSTRATION BY NANCY JANUZZI

“Once insurance policies are

b urchased, they are rarely How to reach Bill Lomas
reviewed, and the unintended and Michael Kazakewich
consequence may be increased @ ., ..
premiums, reduced benefits, or
inadequate coverage.”

—Bill Lomas and Michael Kazakewich

We look forward to discussing how LLBH can
help you reach your financial goals. We can
be reached directly at 203.683.1530.
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About LLBH Private Wealth Management LLC

LLBH Private Wealth Management is an independent Registered Investment Advisor (RIA) which works with a
select number of clients seeking a highly personalized level of service. Through an intensely thorough process,
LLBH delivers a comprehensive suite of wealth management solutions tailored to the specific needs of its cli-
ents, including financial planning, asset management, concentrated stock hedging, lending, cash management,
alternative investment due diligence and family office services. Founded in October 2008, LLBH is based in
Westport, Conn., with offices in Greenwich, Conn. and Santa Barbara, Calif., the latter of which focuses on the
firm's significant West Coast presence in the entertainment industry.

Assets Under Management Compensation Method
$1.5 billion (as of 4/30/2014) Asset-based
Minimum Fee for Initial Meeting Primary Custodian for Investor Assets Pershing, A BNY Mellon Company

None required Professional Services Provided

Minimum Net Worth Requirement Financial planning, asset management, concentrated stock hedging, lending,
$10 million (investment services) cash management, alternative investment due diligence and family office services
Largest Client Net Worth Association Membership Financial Planning Association, Investment Man-
$1 billion agement Consultants Association

Financial Services Experience Website i Email blomas@Ilbhpwm.com

200 years (combined) llbhpwm.com ! mkazakewich @ llbhpwm.com
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LLBH Private Wealth Management LLC is featured in Worth® 2014 Leading Wealth Advisors™, a special section in every edition of Worth® magazine. All persons and firms appearing in this
section have completed questionnaires, have been vetted by an advisory group following submission by Worth®, and thereafter paid the standard fees to Worth® to be featured in this section.
The information contained herein is for informational purposes, and although the list of advisors presented in this section is drawn from sources believed to be reliable and independently
reviewed, the accuracy or completeness of this information is not guaranteed. No person or firm listed in this section should be construed as an endorsement by Worth®, and Worth® will not be
responsible for the performance, acts or omissions of any such advisor. It should not be assumed that the past performance of any advisors featured in this special section will equal or be an
indicator of future performance. Worth®, a Sandow Media publication, is a financial publisher and does not recommend or endorse investment, legal or tax advisors, investment strategies or
particular investments. Those seeking specific investment advice should consider a qualified and licensed investment professional. Worth® is a registered trademark of Sandow Media LLC.
See “About Us” for additional program details at http://www.worth.com/index.php/about-worth.




