
G U I D E  T O

M
A

R
C

H
 2

0
2

1

LIFESTYLE
PROTECTION

PROTECTING YOUR FAMILY'S FINANCIAL  
SECURITY FOR THE FUTURE

G U I D E  T O



0
2
  
  
  
| 
  
  
 G

U
ID

E
 T

O
 L

IF
E

S
T

Y
L

E
 P

R
O

T
E

C
T

IO
N

W E L C O M E

Protecting your family's financial security for the future

Welcome to our ‘Guide to Lifestyle Protection’.
During the coronavirus (COVID-19) 
pandemic crisis and the unprecedented 

demands on our health system, our lives have been 
disrupted in ways that we’ve never experienced before. 

The immediate and direct impact of COVID-19 in the 
United Kingdom has resulted in tens of thousands of lives 
being lost. Just as hand washing and mask wearing are key 
to protecting our family during this pandemic, personal 
insurance protection provides some reassurance that your 
family’s lifestyle is protected if you die prematurely, become 
ill or are injured. 

As the coronavirus pandemic continues, many of us 
understandably have anxieties over our futures. If there 
was a major injury, accident or illness, the impact on your 
family would be immense, causing a significant amount of 
pressure and financial stress, especially if the main income 
earner is in question. 

COVID-19 has caused many Britons to think about the 
impact an illness or death would have on their families and 
in turn consider the value in having personal insurance. 
Being prepared for the unexpected will protect you and 
your family from sudden and long-term financial hardship. 
It goes without saying that we need to enjoy our lifestyle 
today but at the same time ensure it remains there for us 
and our family tomorrow. 

Have you prepared for the unexpected?
Every family is different, but they invariably  
play a big part in our lives. It’s important to think 
about how we can protect ourselves and our family 
against the unexpected as best we can. If you have 
any concerns, or to review your current situation, 
please contact us – don’t leave it to chance.

This guide is for your general information and use only and is not 
intended to address your particular requirements. It should not be relied 
upon in its entirety and shall not be deemed to be, or constitute, advice. 
Although endeavours have been made to provide accurate and timely 
information, there can be no guarantee that such information is accurate 
as of the date it is received or that it will continue to be accurate in the 
future. No individual or company should act upon such information 
without receiving appropriate professional advice after a thorough 
examination of their particular situation. We cannot accept responsibility 
for any loss as a result of acts or omissions taken in respect of any articles. 
Thresholds, percentage rates and tax legislation may change in subsequent 
Finance Acts.
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A dults expect their financial wellbeing to worsen 
throughout the course of 2021, whereas there 
is some optimism of improvements to other 

wellbeing indicators, such as mental, social and physical 
wellbeing, once the vaccination is successfully rolled out.

Research tracking attitudes throughout the coronavirus 
(COVID-19) pandemic shows that adults are pessimistic 
about improvements to their financial wellbeing during 
2021. Nearly 3 in 10 (28%) expect their financial wellbeing 
to worsen. The vast majority of adults (84%) also remain 
concerned about the future of the economy as a whole[1].

Financial wellbeing is a key aspect of our overall 
wellbeing and affects our ability to respond to financial 
unpredictability, meet financial goals and make choices  
that allow us to enjoy life.

Other wellbeing indicators show that 19% expect a 
worsening in social wellbeing, 18% expect a worsening  
in mental wellbeing and 17% expect a worsening in  
their physical wellbeing. However, there is optimism  
for improvements in these three measures with the 
continued roll-out of the vaccination programme.

The pandemic has led to a worrying divide between 
the financial ‘haves’ and ‘have nots’ in people’s ability to 
manage their money – and this is set to get worse. Some 
have been able to save more as expenditure has reduced, 
but many others have seen a reduction in income over  
the last year placing extreme strain on their finances.

Concerns remain over the impact of the pandemic on 
financial wellbeing, particularly over the longer term. As we 
hopefully emerge from the worst of the heath crisis, there are 
reasons to be optimistic for improvements in some aspects of 
wellbeing, but financial wellbeing improvements are expected 
to lag behind and could have lasting consequences on people’s 
financial plans and resilience.

The pandemic has driven financial advice for income 
protection and critical illness up by a third[2]. Other 
findings suggest the COVID-19 pandemic has driven 
demand for expert professional financial advice, with  
a sharp focus on protection and mortgages.

The demand for protection is being brought into focus, 
with people wanting to put financial safety nets in place  
for themselves and their families amidst health concerns 
and economic uncertainty. 

With many people anxious about their finances as  
they face job losses or cuts to household income, concerns 
about their own health and that of family members are also 
driving an increased awareness and need for protection. l

Source data:
[1]  Aegon - figures correct, January 2021
[2] Online survey (15 October – 22 December 2020), 94 respondents

W E L L B E I N G  
I N D I C A T O R S
COVID-19 pandemic shows adults are 
pessimistic about future improvements
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CONCERNS REMAIN 
OVER THE IMPACT OF 
THE PANDEMIC ON 
FINANCIAL WELLBEING, 
PARTICULARLY OVER 
THE  LONGER TERM. THE 
PANDEMIC HAS DRIVEN 
FINANCIAL ADVICE FOR 
INCOME PROTECTION 
AND CRITICAL ILLNESS 
UP BY A THIRD[2] 

“

“



Are you protecting what 
matters most against the 
financial impact of a life-

changing event? The coronavirus 
(COVID-19) outbreak has led to a 
tragic number of deaths.

The pandemic has made many  
of us realise the importance 
of having life insurance as a 
fundamental part of a sound 
financial plan. It’s understandable 
that we would rather not think 
of the time when we're no longer 
around. But as we’ve seen over the 
past year, it's important to protect 
the things that really matter in  
case the unexpected happens.

Protected financially 
We insure our cars, our homes and 
even our mobile phones – so it goes 
without saying that we should also be 
insured for our full replacement value 
to ensure that our loved ones are 
financially catered for in the event of 
our premature death. 

Life insurance will help you to 
financially protect your family. It 
could pay out a cash sum if you die 
while covered by the policy. You 
choose the amount of life cover you 
need and how long you need it for 
and you can pay your premiums 
monthly or annually.

It provides a safety net for your 
family and loved ones if you die, 
helping them cope financially during 

an otherwise difficult time. Ultimately, 
it offers reassurance that your family 
would be protected financially should 
the worst happen.

We never know what life has in 
store for us, so it’s important to get 
the right life insurance policy. A good 
place to start is asking yourself three 
questions: What do I need to protect? 
How much cover do I need? How 
long will I need cover for? This sum 
must take into account your family’s 
living costs, as well as any outstanding 
liabilities, such as a mortgage. 

Financial safety
It may be the case that that not 
everyone needs life insurance (also 
known as 'life cover’ and ‘death 
cover’). But if your spouse and 
children, partner or other relatives 
depend on your income to cover the 
mortgage or other living expenses, 
then the answer is ‘yes.’ 

Life insurance makes sure they're 
taken care of financially if you die. So 
whether you're looking to provide a 
financial safety net for your loved ones, 
moving house or a first-time buyer 
looking to arrange your mortgage 
life insurance – or simply wanting 
to add some cover to what you've 
already got – you'll want to make sure 
you choose the right type of cover. 
That's why obtaining the right advice 
and knowing which products to 
choose – including the most suitable 

L I F E  I N S U R A N C E
Peace of mind knowing that your family is protected

sum assured, premium, terms and 
payment provisions – is essential.

Premature death
The appropriate level of life insurance 
will enable your dependants to 
cope financially in the event of your 
premature death. When you take out 
life insurance, you set the amount you 
want the policy to pay out should you 
die – this is called the ‘sum assured’. 
Even if you consider that currently 
you have sufficient life assurance, 
you’ll probably need more later on 
if your circumstances change. If you 
don’t update your policy as key events 
happen throughout your life, you may 
risk being seriously under-insured. 

Different stages
As you reach different stages in  
your life, the need for protection  
will inevitably change. How much  
life insurance you need really depends 
on your circumstances, for example, 
whether you’ve got a mortgage,  
you’re single or have children. 
Before you compare life insurance, 
it's worth bearing in mind that the 
amount of cover you need will very 
much depend on your own personal 
circumstances, such as the needs of 
your family and dependants.

What do I need to protect?
•   Who are your financial dependents: 

your husband or wife, registered civil 0
6
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L I F E  I N S U R A N C E partner, children, brother, sister  
or parents?

•   What kind of financial support does your 
family have now?

•   What kind financial support will your 
family need in the future?

•   What kind of costs will need to be 
covered, such as household bills, living 
expenses, mortgage payments, education 
costs, debts or loans, funeral costs?

There is no one-size-fits-all solution, and the 
amount of cover – as well as how long it lasts 
for – will vary from person to person. 

These are some events that should 
prompt you to review your life  
insurance requirements:
•   Buying your first home with a partner
•   Covering loans
•   Getting married or entering into a 

registered civil partnership
•   Starting a family
•   Becoming a stay-at-home parent
•   Having more children
•   Moving to a bigger property
•   Salary increases
•   Changing your job
•   Reaching retirement
•   Relying on someone else to support you
•   Personal guarantee for business loans 

Individual lifestyle factors 
determine the cost 
The price you pay for a life insurance 
policy depends on a number of things. 
These include the amount of money you 
want to cover and the length of the policy, 
but also your age, your health, your lifestyle 
and whether you smoke.

Replacing at least some  
of your income
If you have a spouse, partner or children, 
you should have sufficient protection to pay 

off your mortgage and any other liabilities. 
After that, you may need life insurance to 
replace at least some of your income. How 
much money a family needs will vary from 
household to household so, ultimately, it's 
up to you to decide how much money you 
would like to leave your family that would 
enable them to maintain their current 
standard of living. 

Two basic life insurance types 
There are two basic types of life  
insurance, ‘term life’ and ‘whole-of-life’, 
but within those categories there are 
different variations. 

The cheapest, simplest form of life 
insurance is term life insurance. It is 
straightforward protection, there is no 
investment element and it pays out a lump 
sum if you die within a specified period.  
There are several types of term insurance.

The other type of protection available is 
a whole-of-life insurance policy designed 
to provide you with cover throughout your 
entire lifetime. The policy only pays out 
once the policyholder dies, providing the 
policyholder’s dependants with a lump 
sum, usually tax-free. Depending on the 
individual policy, policyholders may have 
to continue contributing right up until they 
die, or they may be able to stop paying in 
once they reach a stated age, even though 
the cover continues until they die. 

Remove the burden of any debts 
Generally speaking, the amount of life 
insurance you may need should provide 
a lump sum that is sufficient to remove 
the burden of any debts and, ideally, leave 
enough over to invest in order to provide 
an income to support your dependants for 
the required period of time.

The first consideration is to clarify what 
you want the life insurance to protect. If 
you simply want to cover your mortgage, 

then an amount equal to the outstanding 
mortgage debt can achieve that. 

To prevent your family from being 
financially disadvantaged by your 
premature death and to provide enough 
financial support to maintain their 
current lifestyle, there are a few more 
variables you should consider: 

•   What are your family expenses and how 
would they change if you died? 

•   How much would the family expenditure 
increase on requirements such as 
childcare if you were to die? 

•   How much would your family income 
drop if you were to die? 

•   How much cover do you receive from 
your employer or company pension 
scheme and for how long? 

•   What existing policies do you have  
already and how far do they go to  
meeting your needs? 

•   How long would your existing  
savings last? 

•   What state benefits are there that could 
provide extra support to meet your 
family’s needs? 

•   How would the return of inflation to the 
economy affect the amount of your cover 
over time? l

0
7
  
  
  
| 
  
  
 G

U
ID

E
 T

O
 L

IF
E

S
T

Y
L

E
 P

R
O

T
E

C
T

IO
N



‘Single life’ policies cover just one person. A ‘joint life’ 
policy covers two people and when one person on the 
policy dies, the money is paid out and the policy ends. 

You will need to decide whether the joint policy pays out 
on first or second death, as this will determine when the 
policy ends.

When choosing between these options, think about:

•   Affordability – a joint life policy is usually more 
affordable than two separate single policies

D I F F E R E N T  T Y P E S  
O F  L I F E  I N S U R A N C E
When it comes to life insurance, you've got options

•   Cover needs – do you both have the same life insurance 
needs, or would separate policies with different levels of 
cover be more appropriate?

•   Work benefits – if one of you has work ‘death in service’ 
benefit, you might only need one plan.

•   Health – if your joint policy is with someone in poor 
health, this may increase your monthly payments. l
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With a term life insurance 
policy you choose the amount 
you want to be insured 

for and the period for which you want 
cover. This is the most basic type of life 
insurance. If you die within the term, the 
policy pays out to your beneficiaries. If 
you don't die during the term, the policy 
doesn't pay out and the premiums you've 
paid are not returned to you. 

There are two main types of term life 
insurance to consider – level-term and 
decreasing-term life insurance. 

Level-term life insurance policies
A level-term policy pays out a lump sum 
if you die within the specified term. The 
amount you're covered for remains level 
throughout the term – hence the name. 

T E R M  L I F E  I N S U R A N C E
A good option for family protection

The monthly or annual premiums you  
pay usually stay the same too.

Level-term policies can be a good 
option for family protection, where 
you want to leave a lump sum that your 
family can invest to live on after you've 
gone. It can also be a good option if you 
need a specified amount of cover for a 
certain length of time, for example, to 
cover an interest-only mortgage that's 
not covered by an endowment policy.

Decreasing-term  
life insurance policies
With a decreasing-term policy, the 
amount you're covered for decreases over 
the term of the policy. These policies are 
often used to cover a debt that reduces 
over time, such as a repayment mortgage.  

Premiums are usually cheaper than for 
level-term cover as the amount insured 
reduces as time goes on. Decreasing-
term assurance policies can also be used 
for Inheritance Tax planning purposes.

Family income benefit policies
Family income benefit life assurance is a 
type of decreasing term policy. Instead of 
a lump sum, though, it pays out a regular 
income to your beneficiaries until the 
policy's expiry date if you die.

You can arrange for the same amount 
as your take-home income to be paid out 
to your family if you die. l
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A whole-of-life insurance policy is designed to give 
you a specified amount of cover for the whole of 
your life and pays out when you die, whenever 

that is. Because it's guaranteed that you'll die at some point 
(and therefore that the policy will have to pay out), these 
policies are more expensive than term insurance policies, 
which only pay out if you die within a certain time frame.

Paying Inheritance Tax 
Whole-of-life insurance policies can be a useful way to 
cover a future Inheritance Tax bill. If you think your estate 
will have to pay Inheritance Tax when you die, you could 
set up a whole-of-life insurance policy to cover the tax 
due, meaning that more is passed to your beneficiaries. 
To ensure the proceeds of the life insurance policy are 
not included in your estate, though, it is vital that the 
policy be written in an appropriate trust. This is a very 
complicated area of estate planning and you should  
obtain professional financial advice.

A whole-of-life insurance policy has a double benefit – 
not only are the proceeds of the policy outside your estate 
for Inheritance Tax purposes, the premium paid for the 
policy will reduce the value of your estate while you're alive, 
further reducing your estate's future Inheritance Tax bill.

Different types of policy
There are different types of whole-of-life insurance 
policy – some offer a set payout from the outset, others 
are linked to investments and the payout will depend on 
performance. Investment-linked policies are either unit-
linked policies, linked to funds, or with-profits policies, 
which offer bonuses.

Some whole-of-life policies require that premiums are 
paid all the way up to your death. Others become paid-up at 
a certain age and waive premiums from that point onwards. 

Whole-of-life policies (but not all) have an investment 
element and therefore a surrender value. If, however, you 
cancel the policy and cash it in, you will lose your cover. 
Where there is an investment element, your premiums are 
usually reviewed after ten years and then every five years. 

W H O L E - O F - L I F E  
I N S U R A N C E
Guaranteed tax-free payment whenever you die

Whole-of-life policies are also available without an 
investment element and with guaranteed or investment-
linked premiums from some providers.

Reviews
The level of protection selected will normally be 
guaranteed for the first ten years, at which point it will 
be reviewed to see how much protection can be provided 
in the future. If the review shows that the same level of 
protection can be carried on, it will be guaranteed to the 
next review date.

If the review reveals that the same level of protection 
can’t continue, you’ll have two choices:
•   Increase your payments
•   Keep your payments the same and reduce  

your level of protection
 
Maximum cover
Maximum cover offers a high initial level of cover for 
a lower premium, until the first plan review, which is 
normally after ten years. The low premium is achieved 
because very little of your premium is kept back for 
investment, as most of it is used to pay for the  
life insurance.

After a review you may have to increase your premiums 
significantly to keep the same level of cover, as this depends 
on how well the cash in the investment reserve (underlying 
fund) has performed.

Standard cover
This cover balances the level of life insurance with 
adequate investment to support the policy in later 
years. This maintains the original premium throughout 
the life of the policy. However, it relies on the value 
of units invested in the underlying fund growing at 
a certain level each year. Increased charges or poor 
performance of the fund could mean you’ll have to 
increase your monthly premium to keep the same 
 level of cover. l10
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W H O L E - O F - L I F E  
I N S U R A N C E

The coronavirus (COVID-19) 
pandemic has led to concerns 
and questions about how best to 

protect our loved ones in times like this.
If you or a loved one has to make a 

claim on a life insurance policy as a result 
of the coronavirus pandemic, it would be 
handled like any other life insurance claim 
and be paid subject to the usual policy 
terms and conditions.

Can I still buy life insurance?
Many insurers are still accepting life 
insurance applications and some have now 
included a coronavirus-related question. 
There are insurers delaying applications 
if you are currently testing positive for 
coronavirus and need to provide medical 
evidence, but this does not mean you 
cannot apply again in the future.

What questions should I expect 
to be asked on coronavirus when 
applying for life insurance?
Life insurance companies have developed 
specific questions to assess the risk around 
coronavirus for new applications. This is 
simply to make sure that they have the full 
picture when they assess your health and 
medical circumstances.

L I F E  I N S U R A N C E
COVID-19: What you need to know

Coronavirus questions may include:
•  Have you tested positive for coronavirus?
•  Are you currently in self-isolation?
•   Have you had any symptoms  

of coronavirus?
•   Have you been in direct contact with 

anyone who has been diagnosed or 
suspected of having coronavirus?

If you answer ‘yes’ to some of these 
questions, your decision may be delayed 
until you have recovered. The decisions 
may vary between insurers.

If you’re classed as being high-risk 
because of your medical condition, for 
example, if you have severe diabetes, 
asthma, a heart condition, an auto-immune 
disease or a number of other conditions, 
then you won’t be classed as ‘self-isolating’ 
unless you’ve got symptoms. 

People who are being advised to stay at 
home to keep themselves safe will just be 
classed as a standard low-risk individual.

What happens if I miss a payment? 
Does my life policy become null 
and void?
Life insurance policies typically have a 
period of grace after a non-payment of 
premiums before they lapse. However, 

each insurer will have a different rule 
and you should contact your insurer as 
soon as possible if you miss a payment.

The reason for a missed payment  
could also have an impact on how it  
is treated by an insurer, for example, 
if you are seriously ill or experiencing 
financial difficulty.

If you can’t make a payment and plan 
to cancel your direct debit, speak to your 
professional financial adviser to discuss 
your options.

Will some companies accept  
a payment holiday and if so,  
under what conditions?
If you are experiencing financial 
difficulty, you should contact your 
insurer or professional financial adviser 
as soon as possible to discuss the options, 
such as payment deferrals or holidays. 

Circumstances in which a payment 
holiday is accepted, according to the 
terms and conditions of a policy, will  
be down to individual insurers. l
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If you were diagnosed with a 
critical illness, would you be able 
to cope financially? It’s easy to 

think ‘I’d cope, that’ll never happen 
to me’ but most of us know someone 
either directly or through friends and 
family that has been affected. 

As we’ve seen from the coronavirus 
(COVID-19) pandemic, any of us 
can become ill at any age. Critical 
Illness cover can help to minimise 
the financial impact on you and 
your loved ones. For example, if you 
needed to give up work to recover or 
if you passed away during the length 
of the policy, the money could be 
used to help fund the mortgage or 
rent, everyday bills or even simple 
things like the weekly food shop – 
giving you and/or your family some 
peace of mind when you need it most.

Surviving financial hardship 
After surviving a critical illness, 
you may not be able to return to 
work straight away (or ever), or you 
may need home modifications or 
private therapeutic care. It is sad 

to contemplate a situation where 
someone survives a serious illness but 
fails to survive the ensuing financial 
hardship. Preparing for the worst 
is not something we want to think 
about when feeling fit and healthy, but 
you never know what life is going to 
throw at you next. 

Tax-free lump sum 
Critical illness cover, either on its 
own or as part of a life assurance 
policy, is designed to pay you a 
tax-free lump sum on the diagnosis 
of certain specified life-threatening 
or debilitating (but not necessarily 
fatal) conditions, such as a heart 
attack, stroke, certain types/stages  
of cancer and multiple sclerosis. 

Comprehensive policy
A more comprehensive policy will 
cover many more serious conditions, 
including loss of sight, permanent 
loss of hearing and a total and 
permanent disability that stops 
you from working. Some policies 
also provide cover against the loss 

C R I T I C A L  
I L L N E S S  C O V E R
 A helping hand for you and your loved ones

of limbs. But not all conditions 
are necessarily covered, which 
is why you should always obtain 
professional financial advice. 

Much-needed financial support 
If you are single with no dependants, 
critical illness cover can be used to 
pay off your mortgage, which means 
that you would have fewer bills or a 
lump sum to use if you became very 
unwell. And if you are part of a couple, 
it can provide much-needed financial 
support at a time of emotional stress.

Exclusions and limitations 
The illnesses covered are  
specified in the policy along with 
any exclusions and limitations,  
which may differ between insurers. 
Critical illness policies usually  
only pay out once, so are not  
a replacement for income.  
Some policies offer combined  
life and critical illness cover. These 
pay out if you are diagnosed with a 
critical illness, or you die, whichever 
happens first. 
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C R I T I C A L  
I L L N E S S  C O V E R

Pre-existing conditions 
If you already have an existing  
critical illness policy, you might find 
that by replacing a policy you would 
lose some of the benefits if you have 
developed any illnesses since you took 
out the first policy. It is important 
to seek professional financial advice 
before considering replacing or 
switching your policy, as pre-existing 
conditions may not be covered under 
a new policy. 

Lifestyle changes 
Some policies allow you to increase 
your cover, particularly after lifestyle 
changes such as marriage, moving 
home or having children. If you 
cannot increase the cover under your 
existing policy, you could consider 
taking out a new policy just to 'top  
up' your existing cover. 

Defined conditions
A policy will provide cover only 
for conditions defined in the policy 
document. For a condition to be 
covered, your condition must meet 

the policy definition exactly. This 
can mean that some conditions, 
such as some forms of cancer, won't 
be covered if deemed insufficiently 
severe. Similarly, some conditions 
may not be covered if you suffer from 
them after reaching a certain age, for 
example, many policies will not cover 
Alzheimer's disease if diagnosed after 
the age of 60. 

Survival period
Very few policies will pay out as soon 
as you receive a diagnosis of any of the 
conditions listed in the policy and most 
pay out only after a ‘survival period’, 
which means that if you die within this 
period, even if you meet the definition 
of the critical illness given in the policy, 
the cover would not pay out. 

Range of factors 
How much you pay for critical 
illness cover will depend on a range 
of factors including what sort of 
policy you have chosen, your age, the 
amount you want the policy to pay 
out and whether or not you smoke.

Permanent, total disability is usually 
included in the policy. Some insurers 
define ‘permanent total disability’ as 
being unable to work as you normally 
would as a result of sickness, while 
others see it as being unable to 
independently perform three or  
more ‘Activities of Daily Living’ as  
a result of sickness or accident.

Activities of Daily Living include:
•   Bathing
•   Dressing and undressing
•   Eating
•   Transferring from bed to chair  

and back again

Make sure you’re fully covered
The good news is that medical 
advances mean more people than 
ever are surviving conditions that 
might have killed earlier generations. 
Critical illness cover can provide cash 
to allow you to pursue a less stressful 
lifestyle while you recover from 
illness, or you can use it for any other 
purpose. Don’t leave it to chance – 
make sure you’re fully covered. l
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Critical illness insurance offers you and your loved 
ones financial support should you unexpectedly 
fall ill with a specified illness.

Critical illnesses are identified under a specific  
set of criteria and coronavirus (COVID-19) is not  
a specified critical illness under the Association of  
British Insurers (ABI) ‘Guide to Minimum Standards  
for Critical Illness Cover’.

In the unfortunate event that you were to develop 
a critical illness that is addressed in the 'ABI Guide to 
Minimum Standards for Critical Illness' as a result  
of coronavirus, the majority of insurers would be  
expected to approach this claim in the same way  
as they would usually.

Most people will still be able to get critical illness 

C R I T I C A L  
I L L N E S S  C O V E R
COVID-19: What you need to know

insurance at this difficult time. In a minority of cases, 
such as if you are experiencing coronavirus symptoms 
or have tested positive for coronavirus and are still 
experiencing symptoms, there could be a delay to the 
decision as some insurers have temporarily postponed 
new applications until you have tested negatively.

In the instance where your application is delayed, 
insurers are working with professional financial advisers 
to enable an efficient re-application once there is less 
strain on the healthcare services. The delay will not 
impact your ability to apply for insurance in the future.

Many insurers are working to explore other ways to 
accept applications that require medical evidence in this 
new environment. This could include offering virtual 
medical screening, for example.
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IN THE UNFORTUNATE EVENT THAT 
YOU WERE TO DEVELOP A CRITICAL 
ILLNESS THAT IS ADDRESSED IN THE 
'ABI GUIDE TO MINIMUM STANDARDS 
FOR CRITICAL ILLNESS' AS A RESULT 
OF CORONAVIRUS, THE MAJORITY OF 
INSURERS WOULD BE EXPECTED TO 
APPROACH THIS CLAIM IN THE SAME 
WAY AS THEY WOULD USUALLY.

“

“



Being unable to work can 
quickly turn our world 
upside down, as we’ve seen 

for thousands of people during the 
coronavirus (COVID-19) pandemic 
crisis. No one likes to think that 
something bad will happen to them, 
but if you couldn’t work due to 
a serious illness, how would you 
manage financially? 

Could you survive on savings  
or sick pay from work? If not, you 
may need some other way to keep 
paying the bills – and you might 
want to consider income  
protection insurance.

You might think this will not 
happen to you and of course we 
hope it doesn't, but it's important to 

recognise that no one is immune 
to the risk of illness and accidents. 
No one can guarantee that they will 
not be the victim of an unfortunate 
accident or be diagnosed with a 
serious illness. The bills won’t stop 
arriving nor the mortgage payments 
stop being deducted from your bank 
account, so going without income 
protection insurance could be 
tempting fate.

Providing monthly payments 
Income protection insurance is a 
long-term insurance policy that 
provides a monthly payment if 
you can’t work because you’re ill 
or injured, and typically pays out 
until you can start working again, or 

I N C O M E  P R O T E C T I O N 
I N S U R A N C E
No one likes to think that something bad will happen to them

until you retire, die or the end of the 
policy term – whichever is sooner.

Keep your finances healthy as you 
recover from illness or injury:
•   Income protection insurance 

replaces part of your income if  
you become ill or disabled

•   It pays out until you can start 
working again, or until you retire, 
die or the end of the policy term – 
whichever is sooner

•   There’s a waiting period before the 
payments start, so you generally 
set payments to start after your 
sick pay ends, or after any other 
insurance stops covering you.  
The longer you wait, the lower the 
monthly payments
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I N C O M E  P R O T E C T I O N 
I N S U R A N C E

•   It covers most illnesses that leave you 
unable to work, either in the short or 
long term (depending on the type of 
policy and its definition of incapacity)

•   You can claim as many times as you 
need to while the policy is in force

Generous sickness benefits 
Some people receive generous sickness 
benefits through their workplace and 
these can extend right up until the date 
upon which they had intended to retire. 
However, some employees with long-term 
health problems could, on the other hand, 
find themselves having to rely on the state, 
which is likely to prove hard. 

Tax-free monthly income 
Without a regular income, you may find 
it a struggle financially, even if you were 
ill for only a short period, and you could 
end up using your savings to pay the 
bills. In the event that you suffered from 
a serious illness, medical condition or 
accident, you could even find that you 
are never able to return to work. Few of 
us could cope financially if we were off 
work for more than six to nine months. 
Income protection insurance provides a 
tax-free monthly income for as long as 
required, up to retirement age, should 
you be unable to work due to long-term 
sickness or injury.

Profiting from misfortune
Income protection insurance aims to put you 
back to the position you were in before you 
were unable to work. It does not allow you to 
make a profit out of your misfortune. So the 
maximum amount of income you can replace 
through insurance is broadly the after-tax 
earnings you have lost, less an adjustment for 
state benefits you can claim. This is typically 
translated into a percentage of your salary 
before tax, but the actual amount will depend 
on the company that provides your cover.

Self-employment 
If you are self-employed, then no work is 

also likely to mean no income. However, 
depending on what you do, you may have 
income coming in from earlier work, even 
if you are ill for several months. The self-
employed can take out individual policies 
rather than business ones, but you need 
to ascertain on what basis the insurer will 
pay out. A typical basis for payment is 
your pre-tax share of the gross profit, after 
deduction of trading expenses, in the 12 
months immediately prior to the date of 
your incapacity. Some policies operate an 
average over the last three years, as they 
understand that self-employed people 
often have a fluctuating income.

Cost of cover 
The cost of your cover will depend on 
your gender, occupation, age, state of 
health and whether or not you smoke.  
The ‘occupation class’ is used by insurers 
to decide whether a policyholder is  
able to return to work. If a policy will  
pay out only if a policyholder is unable 
to work in ‘any occupation’, it might not 
pay benefits for long – or indeed at all. 
The most comprehensive definitions are 
‘Own Occupation’ or ‘Suited Occupation’. 
‘Own Occupation’ means you can make 
a claim if you are unable to perform your 
own job; however, being covered under 
‘Any Occupation’ means that you have 
to be unable to perform any job, with 
equivalent earnings to the job you were 
doing before not taken into account.

You can also usually choose for your 
cover to remain the same (level cover) or 
increase in line with inflation (inflation-
linked cover):
•   Level cover – with this cover, if you 

made a claim the monthly income 
would be fixed at the start of your  
plan and does not change in the future. 
You should remember that this means, 
if inflation eventually starts to rise, 
that the buying power of your monthly 
income payments may be reduced  
over time.

•   Inflation-linked cover – with this 
cover, if you made a claim the monthly 
income would go up in line with the 
Retail Prices Index (RPI).

When you take out cover, you usually 
have the choice of:
•   Guaranteed premiums – the premiums 

remain the same all the way throughout 
the term of your plan. If you have 
chosen inflation-linked cover, your 
premiums and cover will automatically 
go up each year in line with RPI.

•   Reviewable premiums – this means 
the premiums you pay can increase or 
decrease in the future. The premiums 
will not typically increase or decrease 
for the first five years of your plan but 
they may do so at any time after that. 
If your premiums do go up, or down, 
they will not change again for the next 
12 months.

Making a claim 
How long you have to wait after making a 
claim will depend on the waiting period. 
You can typically choose from between  
1, 2, 3, 6, 12 or 24 months. The longer the 
waiting period you choose, the lower the 
premium for your cover will be, but you'll 
have to wait longer after you become 
unable to work before the payments from 
the policy are paid to you. Premiums must 
be paid for the entire term of the plan, 
including the waiting period.

Innovative products
Depending on your circumstances, it 
is possible that the payments from the 
plan may affect any state benefits due to 
you. This will depend on your individual 
situation and what state benefits you 
are claiming or intending to claim. This 
market is subject to constant change in 
terms of the innovative products that 
are being launched. If you are unsure 
whether any state benefits you are 
receiving will be affected, you should 
seek professional financial advice.
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Since the onset of the coronavirus (COVID-19) 
pandemic, more people have become aware of the 
importance income protection insurance can offer, 

as it can provide the financial support needed if you're 
unable to work due to an accident or injury.

While it’s still possible to get this cover, some insurers 
have adjusted their application processes and introduced 
new questions around COVID-19. 

Insurers will want to know if you have the virus or are 
experiencing symptoms of it. They may also want to know 
if you’ve recently been in contact with someone who has 
the virus or have been advised to self-isolate.

Income protection insurance policies are unlikely to 
cover people self-isolating as they probably won’t be off 
work longer than the waiting period and may not be too 
ill to work.

Insurers will pay out under the terms of their contracts, 
but you should be clear on the terms of their coverage. 
Self-isolation is unlikely to be covered for income 
protection policyholders unless you have experienced loss 
of income if you are out of work because you are ill. 

For claims to be paid, you will be required to meet 
the definition of incapacity. Policies will vary and it is 
important to check with your professional financial 

I N C O M E  P R O T E C T I O N  
I N S U R A N C E
COVID-19: What you need to know

adviser. Self-isolation which is not medically advised is 
unlikely to be covered unless symptoms are severe and 
continue beyond the waiting period. 

You can still put in place income protection insurance. 
Insurers are trying to make decisions to support new 
clients as quickly and as fairly as possible. In some cases, 
insurers may have to request medical evidence from a GP, 
consultant or an independent medical examiner before 
offering cover. With these cases, there could be a delay to 
the decision as some insurers have temporarily postponed 
new applications where medical evidence is needed to 
avoid putting further strain on the NHS. 

Where appropriate, insurers are continuing to explore 
alternative approaches to these complex cases to avoid 
unnecessary delays to new applications.

You can still claim on an income protection insurance 
policy if you’ve been furloughed. But it's definitely worth 
checking your specific insurance policy wording, or 
contacting your professional financial adviser, because 
insurers are taking different approaches.

Insurers are also exploring other ways to accept 
applications that require medical evidence in this  
new environment. l
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Nothing is more important to you 
than your health, and the health 
of your family. If you or your 

loved ones were to experience worrying 
symptoms, private medical insurance  
can offer reassurance and control at a 
difficult time. 

Many private medical facilities are now 
accepting new referrals. However, due to 
the current COVID-19 pandemic, there 
may be some disruptions to when and 
where private services are delivered.

Private medical insurance, often also 
referred to as health insurance, gives you 
access to private healthcare for conditions 
that develop after your policy has started. 
One of the main benefits of private 
medical insurance is the speed of access to 
medical treatment. You’ll pay a monthly 
premium, which covers all or some of the 
costs for your treatment. You’ll be covered 
for conditions that begin after joining 
which can be cured. These are known as 
acute conditions

The environment you’ll be treated in 
will vary depending on where you’re 
located and the type of treatment you 
need. You could be treated in a private 
hospital, health centre or private section 
of an NHS hospital.

P R I V A T E  M E D I C A L  
I N S U R A N C E
Quick access to private facilities and treatments

Concentrate on getting  
better sooner 
Diagnosis and treatment can be dealt 
with almost immediately, reducing the 
anxiety of the unknown and allowing 
you to concentrate on getting better 
sooner. With many health experts 
predicting that patients are set to 
experience poorer care and even  
longer waiting times, many people  
are turning to private health care  
for that extra peace of mind.

If you don’t already have it as part  
of your employee benefits package and 
you can afford to pay the premiums,  
you might decide it’s worth paying  
extra to have more choice over  
your care.

Choice in the level of care 
Most UK residents are entitled to free 
healthcare from the NHS. One of the 
main reasons people take out private 
health insurance is to avoid long NHS 
waiting times. Health insurance pays all 
– or some – of your medical bills if you’re 
treated privately. It gives you a choice 
in the level of care you get and how and 
when it is provided. 

You don’t have to take out private 

medical insurance – but if you don’t  
want to use the NHS, you might find  
it hard to pay for private treatment  
without insurance, especially for  
serious conditions.

It may also be possible, under private 
medical insurance, to access the latest 
drugs and treatments licensed by 
the National Institute of Health and 
Clinical Excellence (NICE), which 
aren’t routinely available on the NHS 
(outpatient drugs are not covered).

What does it cover?
Like all insurance, the cover you  
receive from private medical  
insurance depends on the policy  
you buy. Basic private medical  
insurance usually covers the costs  
of most in-patient treatments (tests  
and surgery) and day-care surgery.

Some policies extend to out-patient 
treatments (such as specialists and 
consultants) and might pay you a  
small fixed amount for each night  
you spend in an NHS hospital.

You might also be able to choose 
a policy that covers mental health, 
depression and sports injuries but  
these aren’t always covered. 19
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There are two main types of private 
medical insurance policy:
•   Indemnity policies, which meet 

the costs of having private medical 
treatment for an acute illness 
or injury on a short-term basis. 
This could include a private 
room in a hospital, surgeons’ and 
other specialists’ fees, outpatient 
treatment like physiotherapy 
and daycare treatment, including 
surgical and diagnostic procedures.

•   Cash plan policies, which provide 
a lump-sum benefit payment in 
certain situations. Generally, the 
consumer will pay a monthly 
premium in return for cover for up 
to 100% of costs for treatment like  
an inpatient stay in an NHS hospital, 
or dental or optical treatment.  
These may not be included under  
an indemnity policy.

Both indemnity and cash plan 
policies can have additional benefits. 
For example:
•   Cover for partners and/or children
•   One-to-one telephone support for 

cancer and heart patients
•   Patient health checks and helplines
•   Access to complementary therapies 

and psychiatric treatment
•   Dental and optical treatment
•   Treatment at home for intravenous 

therapies like chemotherapy

Another variation is a six week plan, 
which covers the costs of private 
medical treatment when NHS 
waiting times for that treatment are 
likely to be longer than six weeks.

International private medical 
insurance policies (IPMI) provide 
medical treatment costs cover to 
expatriates living overseas.

Main benefits of private medical 
insurance are:
1.  Shorter waiting times for 

treatment on the NHS
2. Better facilities
3. Faster diagnosis
4.  Choose from a range  

of private facilities
5.  Choose a convenient time for 

appointments and treatments

Whilst the NHS does an amazing job, 
queues are inevitable for all but the 
most acute medical emergencies, and 
private medical insurance policies are 
often taken to avoid those queues in 
the future. l
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P R I V A T E  M E D I C A L 
I N S U R A N C E
COVID-19 concerns affecting access to medical treatments

a third of men (33%). The pandemic 
has highlighted the importance of 
financial resilience and revealed just 
how precarious the finances of many 
people are, particularly those who are 
self-employed. It has also highlighted the 
important benefits of protecting income.

Fears about the financial impact of 
coronavirus, impending jobs losses, 
disrupted education and isolation caused 
by lockdown are all factors behind the 
general population’s rising anxiety levels. l

Source data:
[1] LV= surveyed nationally representative UK 
adults via an online omnibus conducted by 
Opinium in December 2020.

[2] Figure based on UK adult population of 52.6m

Nearly 7 million adults are 
concerned about access to  
medical treatment[1], with 

lockdowns affecting this access.  
6.8 million[2] adults (13%) are worried  
that they won’t be able to get medical 
treatment if they need it, with people  
aged over 55 particularly concerned.

Some 3.7 million (7%) adults have 
experienced, or a family member 
has experienced, a delay to a medical 
diagnosis, treatment or operation. The 
pandemic, lockdown and fears about 
contracting COVID-19 has left adults 
feeling increasingly lonely and anxious. 
13.7 million adults – 26% of the adult 
population – say they have felt lonely or 
isolated over the past three months. 

Over half of women (52%) have 
felt stressed or anxious compared to 



As we get older, many of us 
will need help looking after 
ourselves. With the United 

Kingdom's population ageing, more 
people will be living with long-term 
care needs.

Oscar Wilde once said: ‘The tragedy 
of old age is not that one is old, but 
that one is young.’ But the good news 
of rising life expectancy also brings 
with it the challenge of how we 
fund our future care costs. Who is 
responsible for looking after us if  
we need care in old age?

Medical advances and changes in our 
jobs and lifestyles have contributed to 
a big increase in the number of people 
who’ll live to a ripe old age. But in those 
later years, many of us will need help 
looking after ourselves, either in our 
own home or perhaps eventually in a 
residential or nursing home.

As we get older, it becomes more 
likely that we may need day-to-day 
help with activities such as washing 
and dressing, or help with household 
activities such as cleaning and 
cooking. This type of support, along 
with some types of medical care, is 
what is called long-term care.

L O N G - T E R M  C A R E
Who is responsible for looking after us if we need care in old age?

Providing financial support
Long-term care insurance provides 
the financial support you need if you 
have to pay for care assistance for 
yourself or a loved one. Long-term 
care insurance can cover the cost of 
assistance for those who need help to 
perform the basic activities of daily life, 
such as getting out of bed, dressing, 
washing and going to the toilet.

You can receive long-term care in 
your own home or in a residential or 
nursing home. Regardless of where 
you receive care, paying for care in 
old age is a growing issue.

Government state benefits can 
provide some help, but may not be 
enough or may not pay for the full 
cost of long-term care. The level 
of state support you receive can be 
different depending on whether you 
live in England, Wales, Scotland or 
Northern Ireland.

Types of long-term care plan
Immediate needs annuities – pay 
a guaranteed income for life to help 
cover the cost of care fees in exchange 
for a one-off lump sum payment, if 
you have care needs now.

Pre-funded care plans – gave you 
the option of insuring your future 
care needs before they develop  
(these plans are no longer available 
to purchase).

Other options
Enhanced annuities – you can use 
your pension to buy an enhanced 
annuity (also known as an impaired 
life annuity) if you have a health 
problem, a long-term illness, if you 
are overweight or if you smoke. 
Annuity providers use full medical 
underwriting to get a more accurate 
individual price. People with medical 
conditions including Parkinson’s 
disease and multiple sclerosis, or 
those who have had a major organ 
transplant, are likely to be eligible  
for an enhanced annuity.
Equity release plans – give you the 
ability to receive a cash lump sum as 
a loan secured on your home. These 
can be used if you are looking to fund 
a care plan now or in the near future.
Savings and investments – give you 
the opportunity to plan ahead and 
ensure your savings and assets are in 
place for your care needs.
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L O N G - T E R M  C A R E

If you are already retired or 
nearing retirement, it makes good 
sense to take professional financial 
advice to ensure that your affairs are 
in order – for example, arranging 
your Will or a power of attorney.  
It also makes sense to ensure your 
savings, investments and other 
assets are in order in case you or 
your spouse or registered civil 
partner may need long-term  
care in the future.

When planning for your future care 
needs, think about: 
•   who (in your family) most needs 

long-term care and for how long
•  whether you need a care plan now
•   whether you should be planning 

ahead for yourself or a loved one 
•   whether you have the money  

to pay for long-term care
•   how long you might need  

to pay for a care plan
•   whether home care or a nursing 

home is required
•   what kinds of things would be 

required of the help.  For example, 
help with dressing, using the toilet, 
feeding or mobility

•   whether you find that your home 
requires additional features, such 
as a stair lift, an opening and 
closing bath or a bath chair,  
and/or home help

Making decisions at what can 
be an emotional time
Life expectancy has increased, 
which in turn puts a greater strain 
on the standard of care that state 
support can provide. Many people 
don't consider the issue of care at all 
and it falls to their families to make 
long-term – often very expensive 
– decisions at what can be an 
emotional time.

However, when an individual 
reaches the stage that they require 
long-term care, this does not 
necessarily mean that their life 
expectancy becomes reduced.  
The required care could last for  
15 years or more, and therefore  
incurs considerable costs. l
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The coronavirus (COVID-19) outbreak has 
prompted many people to get their affairs in order 
by updating their Will. Increasingly, COVID-19 

has been on the minds of UK residents since the outbreak 
caused a nationwide lockdown last March, and the severity 
of the outbreak has led many to finally get around to 
creating or updating an out-of-date Will.

Initially, in the earlier part of the outbreak, The Law 
Society reported that there had been a 30% increase on 
the usual requests to create a Will. The latest figures now 
put that increase at 76% compared to the same period 
last year.

We spend our lives working to provide for ourselves 
and our loved ones. You may have a house or flat (in the 
UK or overseas), shares, savings and investments as well 
as your personal possessions. All of these assets form your 
estate. Making a Will ensures that when you die your 
estate is shared according to your wishes.

W R I T I N G  A  W I L L
Making arrangements for your closest loved ones

Everyone should have a Will, but it is even more 
important if you have children, you own property, you 
have savings, investments and insurance policies, or you 
own a business. Your Will lets you decide what happens to 
your money, property and possessions after your death.

Law will decide
If you die with no valid Will in England or Wales the law will 
decide who gets what. If you have no living family members, 
all your property and possessions will go to the Crown.

If you make a Will you can also make sure you don’t 
pay more Inheritance Tax than you legally need to. It’s an 
essential part of your financial planning. Not only does 
it set out your wishes, but, die without a Will, and your 
estate will generally be divided according to the rules of 
intestacy, which may not reflect your wishes. Without 
one, the state directs who inherits, so your loved ones, 
relatives, friends and favourite charities may get nothing.
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Same-sex partners 
It is particularly important to make a 
Will if you are not married or are not 
in a registered civil partnership (a legal 
arrangement that gives same-sex partners 
the same status as a married couple). This 
is because the law does not automatically 
recognise cohabitants (partners who 
live together) as having the same rights 
as husbands, wives and registered civil 
partners. As a result, even if you've lived 
together for many years, your cohabitant 
may be left with nothing if you have not 
made a Will.

A Will is also vital if you have children 
or dependants who may not be able to 
care for themselves. Without a Will, there 
could be uncertainty about who will look 
after or provide for them if you die. 

Peace of mind 
No one likes to think about it but death is 
the one certainty that we all face. Planning 
ahead can give you the peace of mind 
that your loved ones can cope financially 
without you and, at a difficult time, helps 
remove the stress that monetary worries 
can bring. Planning your finances in 
advance should help you to ensure that, 
when you die, everything you own goes 
where you want it to. Making a Will is the 
first step in ensuring that your estate is 
shared out exactly as you want it to be.

If you leave everything to your spouse 
or registered civil partner there'll be no 
Inheritance Tax to pay, because they are 
classed as an exempt beneficiary. Or you 
may decide to use your tax-free allowance 
to give some of your estate to someone 
else or to a family trust. Scottish law on 
inheritance differs from English law.

Reasons to make a Will
A Will sets out who is to benefit from 
your property and possessions (your 
estate) after your death. 

There are many reasons why you need to 
make a Will:
•   You can decide how your assets are 

shared – if you don't have a Will, the 
law says who gets what

•   If you're an unmarried couple (whether 
or not it's a same-sex relationship),  
you can make sure your partner is 
provided for 

•   If you're divorced, you can decide 
whether to leave anything to your 
former partner 

•   You can make sure you don't pay more 
Inheritance Tax than necessary

•   Several people could make a claim on 
your estate when you die because they 
depend on you financially

•   You want to include a trust in your Will 
(perhaps to provide for young children 
or a disabled person, save tax or simply 
protect your assets in some way after 
you die)

•   Your permanent home is not in the  
UK or you are not a British citizen

•   You live here but you have  
overseas property

•  You own all or part of a business

Before you write a Will, it's a good idea to 
think about what you want included in it. 

You should consider:
•   How much money and what property 

and possessions you have 
•  Whom you want to benefit from your Will 
•   Who should look after any children 

under 18 years of age 
•   Who is going to sort out your estate and 

carry out your wishes after your death 
(your executor)  

Passing on your estate
Executors are the people you name in 
your Will to carry out your wishes after 
you die. They will be responsible for all 
aspects of winding up your affairs after 
you’ve passed away, such as arranging 
your funeral, notifying people and 
organisations that you’ve died, collating 
information about your assets and 
liabilities, dealing with any tax bills, 
paying debts and then distributing your 
estate to your chosen beneficiaries.

You can make all types of different gifts 
in your Will – these are called legacies. For 
example, you may want to give an item of 
sentimental value to a particular person, 
or perhaps a fixed cash amount to a friend 
or favourite charity. You can then decide 
whom you would like to receive the rest of 
your estate and in what proportions. Once 
you've made your Will, it is important 
to keep it in a safe place and tell your 
executor, close friend or relative where it is.  

Review your Will 
It is advisable to review your Will every five 
years and after any major change in your 
life, such as getting separated, married 
or divorced, having a child or moving 
house. Any change must be by Codicil (an 
addition, amendment or supplement to a 
Will) or by making a new Will. l
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NO ONE LIKES TO THINK ABOUT IT 
BUT DEATH IS THE ONE CERTAINTY 
THAT WE ALL FACE. PLANNING 
AHEAD CAN GIVE YOU THE PEACE OF 
MIND THAT YOUR LOVED ONES CAN 
COPE FINANCIALLY WITHOUT YOU 
AND, AT A DIFFICULT TIME, HELPS 
REMOVE THE STRESS THAT MONETARY  
WORRIES CAN BRING. 

“

“



L A S T I N G  P O W E R  
O F  A T T O R N E Y 
Peace of mind that there is someone you trust to look after your affairs

A Lasting Power of Attorney 
(LPA) is a legal document 
that allows you to appoint 

one or more people to make 
decisions on your behalf during your 
lifetime. The people you appoint to 
manage your affairs are called the 
Attorneys. An LPA is a completely 
separate legal document to your  
Will although many people put them 
in place at the same time as getting 
their Will written, as part of wanting 
to plan for the future.

During your lifetime
Once you have an LPA in place, you 
can have peace of mind that there is 
someone you trust to look after your 
affairs if you became unable to do so 
yourself during your lifetime. This 
may occur, for example, because of 
an illness or old age or an accident.

Having an LPA in place can allow 
your Attorney to have authority to 
deal with your finances and property 

as well as make decisions about 
your health and welfare. Your LPA 
can include binding instructions 
together with general preferences for 
your Attorney to consider. Your LPA 
should reflect your particular wishes 
so you know that the things that 
matter most would be taken care of.

Required legal capacity
You can only put an LPA in 
place while you are capable of 
understanding the nature and effect 
of the document, for example, you 
have the required legal capacity. 
After this point, you cannot enter 
into a LPA and no one can do so  
on your behalf.

Many people don’t know that 
their next of kin has no automatic 
legal right to manage their spouse’s 
affairs without an LPA in place, so 
having to make decisions on their 
behalf can become prolonged and 
significantly more expensive.

Lasting Power of Attorney for Health 
and Welfare can generally make 
decisions about matters including:
•  where you should live
•  your medical care
•  what you should eat
•  whom you should have contact with
•   what kind of social activities you 

should take part in

You can also give special permission 
for your Attorney to make decisions 
about life-saving treatment.

Lasting Power of Attorney for 
Property and Financial Affairs 
decisions can cover:
•  buying and selling property
•  paying the mortgage
•  investing money
•  paying bills
•  arranging repairs to property

Manage your affairs
Without an LPA in place there is no 
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Health and Welfare Lasting  
Power of Attorney 
Allows you to name Attorneys 
to make decisions about your 
healthcare, treatments and 
living arrangements if you 
lose the ability to make those 
decisions yourself. Unlike the 
Property and Financial Affairs 
LPA, this document will only 
ever become effective if you lack 
the mental capacity to make 
decisions for yourself.

If you can’t communicate 
your wishes, you could end up 
in a care home when you may 
have preferred to stay in your 

one with the legal authority to manage 
your affairs, for example, to access bank 
accounts or investments in your name 
or sell your property on your behalf. 
Unfortunately, many people assume that 
their spouse, partner or children will 
just be able to take care of things but the 
reality is that simply isn’t the case.

In these circumstances, in order for 
someone to obtain legal authority over your 
affairs, that person would need to apply 
to the Court of Protection and the Court 
will decide on the person to be appointed 
to manage your affairs. The person chosen 
is appointed your ‘Deputy’. This is a very 
different type of appointment, which is 
significantly more involved and costly than 
being appointed Attorney under an LPA.

If you wish to have peace of mind that 
a particular person will have the legal 
authority to look after your affairs and you 
want to make matters easier for them and 
less expensive, then you should obtain 
professional advice about putting in place 
an LPA.

own home. You may also receive medical 
treatments or be put into a nursing home 
that you would have refused if only you 
had the opportunity to express yourself; 
and this is when your Attorney, appointed 
by the LPA, can speak for you.

Property and Financial Affairs 
Lasting Power of Attorney 
Allows you to name Attorneys to deal with 
all your property and financial assets in 
England and Wales. The LPA document 
can be restricted so it can only be used if 
you were to lose mental capacity, or it can 
be used more widely, such as if you suffer 
from illness, have mobility issues or if you 
spend time outside the UK. l
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There are many things to consider when looking 
to protect your family’s lifestyle and your home. 
Protecting your estate is ultimately about securing 

more of your wealth for your loved ones and planning for 
what will happen after your death to make the lives of your 
loved ones much easier. 

If you don’t make the right financial arrangements, your 
family could potentially have to foot a hefty Inheritance 
Tax bill in the event of your premature death. Passing 
assets efficiently to the next generation remains a primary 
objective for many who have spent a lifetime accumulating 
their wealth. Providing funds for family members or a 
charitable interest is also an important way to see the 
benefit of your wealth during your lifetime as well as 
leaving a legacy.

I N H E R I T A N C E  T A X
Passing assets efficiently to the next generation

Inheritance Tax is payable on everything you 
have of value when you die, including:

•  your home
•  jewellery
•  savings and investments
•  works of art
•  cars
•   any other properties or land – even  

if they are overseas

Peace of mind after you’re gone
Making sure that you’ve made plans for after you’re gone 
will give you peace of mind. It’s not nice to think about but 
it means that your loved ones can carry out your wishes 
and be protected from Inheritance Tax. You don’t have to 
be wealthy for your estate to be liable for Inheritance Tax. 

When you die, your assets become known as your 
estate. Any part of your estate that is left to your spouse or 
registered civil partner will be exempt from Inheritance 
Tax. The exception is if your spouse or registered civil 
partner is domiciled outside the UK. Then the maximum 
you can give them before Inheritance Tax may need to be 
paid is currently £325,000 (tax year 2020/21). Unmarried 
partners, no matter how long-standing, have no automatic 
rights under the Inheritance Tax rules.

Executors make the necessary elections 
Where your estate is left to someone other than a spouse 
or registered civil partner, for example, to a non-exempt 
beneficiary, Inheritance Tax will be payable on the amount 
that exceeds the nil-rate threshold.

Every individual is entitled to a nil-rate band (that is, 
every individual is entitled to leave an amount of their 
estate up to the value of the nil-rate threshold to a non-
exempt beneficiary without incurring Inheritance Tax).

If you are a widow or widower and your deceased 
spouse did not use the whole of his or her nil-rate band, 
the nil-rate band applicable at your death can be increased 
by the percentage of nil-rate band unused on the death of 
your deceased spouse, provided your executors make the 
necessary elections within two years of your death.

Non-exempt gifts made within seven years
To calculate the total amount of Inheritance Tax payable 
on your death, gifts made during your lifetime that are 
not exempt transfers must also be taken into account. 
Where the total amount of non-exempt gifts made within 
seven years of death plus the value of the element of your 
estate left to non-exempt beneficiaries exceeds the nil-rate 
threshold, Inheritance Tax is payable at 40% on the amount 
exceeding the threshold. 

This reduces to 36% if the estate qualifies for a 
reduced rate as a result of a charity bequest. In some 
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I N H E R I T A N C E  T A X

circumstances, Inheritance Tax can 
also become payable on the lifetime 
gifts themselves – although gifts 
made between three and seven  
years before death could qualify  
for taper relief, which reduces  
the amount of Inheritance  
Tax payable.

Taper relief
Taper relief applies where Inheritance Tax, or additional Inheritance Tax, becomes payable on your death in respect of 
gifts made during your lifetime. The relief works on a sliding scale. The relief is given against the amount of tax you’d 
have to pay rather than the value of the gift itself. The value of the gift is set when it’s given, not at the time of death.

Years before death in which transfer made Taper relief

3–4  20%

4–5 40%

5–6 60%

6–7 80%

Estates worth more  
than £2 million on death
From 6 April 2017, an IHT 
‘Residence Nil-Rate Band’ is 
available in addition to the  
standard nil-rate band. It’s worth 
up to £175,000 (tax year 2020/21). 
It starts to be tapered away if your 

Inheritance Tax estate is worth  
more than £2 million on death. 
Unlike the standard nil-rate band, 
it’s only available for transfers on 
death. It’s normally available if 
you leave a residential property 
that you’ve occupied as your home 
outright to direct descendants.

Gifting
HM Revenue & Customs (HMRC) 
permits you to make a number of 
small gifts each year without creating 
an Inheritance Tax liability. Each 
person has their own allowance, so 
the amount can be doubled if each 
spouse or registered civil partner  
uses their allowance.

You can also make larger gifts but 
these are known as Potentially Exempt 
Transfers (PETs) and you could have 
to pay Inheritance Tax on their value if 
you die within seven years of making 
them. Any other gifts made during 
your lifetime which do not qualify as a 
PET will immediately be chargeable to 
Inheritance Tax.

These are called Chargeable Lifetime 
Transfers (CLT) and an example is a gift 
into a Discretionary trust. The taxation 
rules of CLTs are complicated and you 
should obtain professional advice if 
you are considering a CLT. Also, if you 
make a gift to someone but keep an 
interest in it, it becomes known as a 
‘Gift With Reservation’ and will remain 
in your estate for Inheritance Tax 
purposes when you die. 

HMRC permits you to give the 
following as exempt transfers:
•   Up to £3,000 each year as either one 

or a number of gifts. If you don’t use 
it all up one year you can carry the 
remainder over to the next tax year. 

A tax year runs from 6 April one 
year to 5 April in the next year.

•   Gifts of up to £250 to any number 
of other people – but not those who 
received all or part of the £3,000.

•   Any amount from income that is 
given on a regular basis provided 
it doesn’t reduce your standard of 
living. These are known as gifts 
made as ‘normal expenditure out 
of income’.

•   If your child is getting married 
you can gift them £5,000, if 
a grandchild or more distant 
descendent is getting married 
£2,500, and a friend or anyone  
else you know £1,000.

•   Donations to charity, political 
parties, universities and certain 
other bodies recognised by HMRC.

•   Maintenance payments to spouses, 
and ex-spouses, elderly or infirm 
dependant relatives and children 
under 18 or in full-time education.

•   There are certain other gifts that can 
qualify for relief from Inheritance 
Tax. These can include gifts of a small 
business, sole trader enterprise or 
partnership and shares in companies 
listed on the smaller, more risky stock 
exchange, the Alternative Investment 
Market (AIM).

•   Farmers can also gain up to 100% 
relief from Inheritance Tax when 
making gifts of certain agricultural 
land or farm buildings. But the rules 

in both these situations, known as 
Business Relief and Agricultural 
Relief respectively, are complex and 
you’d be best to seek expert advice 
before gifting anything away.

•   Members of the armed forces 
killed in action or whose death is 
hastened by injuries sustained on 
active duty are also exempt from 
Inheritance Tax.

Life insurance policy 
If you don’t want to give away your 
assets while you’re still alive, another 
option is to take out life cover, which 
can pay out an amount equal to your 
estimated Inheritance Tax liability 
on death. Taking out a life insurance 
policy written under an appropriate 
trust could be used towards paying any 
Inheritance Tax liability. 

Under normal circumstances, 
the payout from a life insurance 
policy will form part of your legal 
estate and may therefore be subject 
to Inheritance Tax. By writing a life 
insurance policy in an appropriate 
trust, the proceeds from the 
policy can be paid directly to the 
beneficiaries rather than to your legal 
estate, and will therefore not be taken 
into account when Inheritance Tax 
is calculated. It also means payment 
to your beneficiaries will probably 
be quicker, as the money will not go 
through probate. l
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T R U S T S
Protecting, preserving or  
ultimately distributing wealth

As part of your Inheritance Tax planning, you 
may want to consider putting assets in trust – 
either during your lifetime or under the terms of 

your Will. Putting assets in trust – rather than making a 
direct gift to a beneficiary – can be a more flexible way of 
achieving your objectives. For example:
•   you might want assets that will pass to a child to be held 

on trust until they are older
•   you might want assets to eventually pass to your 

children, but to ensure that your spouse can benefit 
from them for the rest of his or her life

The tax treatment of trusts is complex and depends on 
such factors as the kind of trust, the value of the assets 
put into it, and who the beneficiaries are. Recent changes 
to the rules mean that the tax treatment of some trusts 
is no longer as favourable as it used to be, but there are 
still circumstances in which they can help to reduce the 
overall level of tax payable.

The structures into which you can transfer your 
assets can have lasting consequences for you and your 
family and it is crucial that you choose the right ones. 
The right structures can protect assets and give your 
family lasting benefits.

Legal arrangement 
A trust, in principle, is a very simple concept. It is a 
legal arrangement where the ownership of someone’s 
assets (such as property, shares or cash) is transferred to 
someone else (usually a small group of people or a trust 
company) to manage and use to benefit a third person (or 
group of people). 

An appropriate trust can be used to reduce how much 
Inheritance Tax your estate will have to pay on your 
death. Broadly speaking, there are two types of trust to 
choose from: a Discretionary Trust and a Bare Trust.

Bare (Absolute) Trusts
The beneficiaries are entitled to a specific 
share of the trust, which can’t be changed once 
the trust has been established. The settlor 
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You should always obtain professional advice on 
whether trusts could be of benefit for your particular 
circumstances and requirements. l

TAX TREATMENT DEPENDS ON  
INDIVIDUAL CIRCUMSTANCES AND  
MAY BE SUBJECT TO CHANGE IN THE  
FUTURE. THE INFORMATION GIVEN  
IS NOT INTENDED TO PROVIDE LEGAL,  
TAX OR FINANCIAL ADVICE.
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(person who puts the assets in trust) decides on 
the beneficiaries and shares at outset. A simple 
and straightforward trust – the trustees invest 
the trust fund for the beneficiaries but don’t 
have the power to change the beneficiaries’ 
interests decided on by the settlor at outset. 
Offers potential Income and Capital Gains Tax 
benefits, particularly for minor beneficiaries. 
The assets, both income and capital, are 
immediately owned and can be taken by the 
beneficiary at age 18 (16 in Scotland).

Interest In Possession Trusts
With this type of trust, the beneficiaries have a 
right to all the income from the trust, but not 
necessarily the capital. Sometimes, a different 
beneficiary will get the capital – say on the 
death of the income beneficiary. They’re often 
set up under the terms of a Will to allow a 
spouse to benefit from the income during their 
lifetime but with the capital being owned by 
their children. The capital is distributed on  
the remaining parent’s death.

Discretionary (Flexible) Trusts
The settlor decides who can potentially benefit 
from the trust, but the trustees are then able 
to use their discretion to determine who, 
when and in what amounts beneficiaries do 
actually benefit. Provides maximum flexibility 
compared to the other trust types and for this 
reason is often referred to as a Flexible Trust.

A few trusts will now have to pay an 
Inheritance Tax charge when they are set up,  
at ten-yearly intervals and even when assets  
are distributed.
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TIME TO PUT YOUR 
FINANCIAL FUTURE  
IN EXPERT HANDS?

What matters to you? For generations we have helped  
our clients plan for a successful financial future. Whether it’s 
investing for your future, planning for retirement, protecting 
your family or passing on your wealth, we can help. 

To review your situation, please contact us – we look  
forward to hearing from you.


