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Personal Protection -
a practical guide

Losing a loved one, recovering from illness or being
Involved In a serious accident has a terrible impact
on our lives.

These situations are difficult at best, but when you
add financial worries, such as how to pay your
mortgage or rent, managing the day-to-day costs of
living, or paying funeral expenses, it makes these
situations that much worse.

The trouble i1s we all think it will never happen to us,
and many of our clients dismiss the risk that one of
these events will happen to them. Unfortunately,
data shows that it is much more likely than most
people think.

Let’s look at the average 35-year-old couple, who
don’t smoke and see what could happen to them
before their state pension age of 68:

Chances of being unable to work for
60%

two months or more
Chances of suffering a serious illness 29%
Chances of death 10%
Likelihood of f the ab

ikeli o.o of any of the above 63%
happening

For every 100 couples like the couple above, 68%
will suffer one of the following before one of them
reaches retirement age, according to population
and industry statistics:

e A condition that stops one of them from working
for two months or more.

e A serious illness happening to one of them.
e One of them dying
So, what can you do to make these situations easier

to cope with and ease the financial strain that they
can create?

At Prydis, we are driven by the needs of our clients.
We believe in a holistic approach to financial
planning and nowhere (s this more important than in
protection planning. We aim to provide protection
solutions that are focused on our clients’ needs both
now and I(n the future. Our process aims to identify
where a financial risk exists, make you aware of
these, discuss with you in an open and honest way
the implications of these risks and where possible
offer solutions that are affordable and realistic.

Your adviser will help you through this process and
help you decide what Is right for you. Once those
decisions are made, they will help you implement
the actions you will need to take and then on a
regular basis review these actions to make sure that
they are still appropriate for your needs.

This guide has been designed to provide you with
some basic information about what can be done to
help to alleviate some of the financial issues that
these traumatic situations cause. We are going to
look at life insurance, ways to deal with serious
illness, long term illness and private medical
insurance. We are also going to briefly look at
relevant trusts and legal documents related to
protection planning.

Many people believe that protection policies are a
waste of money, that they’re expensive, and that
they never pay-out. This is NOT TRUE. Protection
policies can be AFFORDABLE, and they DO PAY
OUT.

The Association of British Insurers (ABI) and the
industry body Group Risk Development (GRiD) have
recently confirmed that protection pay outs for both

individual and group protection policies hit a total of
£6.85 billion in 2022.

This is a slight increase from a ‘record’ £6.8 billion of
pay outs by protection providers in 2021.

Overall, providers paid
out on claims in 2022

J87%

We believe that these figures show that having
protection policies Iis not a waste of money and that
when needed they do indeed pay-out and help
people when they are most vulnerable.
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Life Insurance

It iIs not easy to think about what would
happen If you, or your partner, were to die.
However, taking the time to consider how your
family would cope financially and pay the bills
without your regular income brings life into
focus. So, what can you do to provide for your
family 1f you die?

The simplest solution iIs to arrange a life insurance policy that provides your family with sufficient money to
help them come to terms with you not being there and allowing them to adjust their lifestyle accordingly.

There are two main types of life insurance policy — Term Insurance and Whole of Life Assurance. Both are

designed to make sure that your family will not face financial difficulties once you pass away — but they work In
very different ways.

The most crucial differences between term insurance policies and whole of life policies are:

e A term insurance policy will protect you for a limited number of years, whereas a whole of life policy will
last your entire lifetime.

e Whole life assurance can cost significantly more than term insurance for the same level of cover.

e Term insurance policies can have critical illness cover added to them (at additional cost), but currently
there are no whole of life policies that offer this option.

A pay out from these policies Is normally tax free.
Let’s look at these plans in a bit more detail:

Term Insurance

Term Insurance Is a cost-effective form of protection. It can offer large sums assured for relatively low
premiums. Cover is arranged for a specific duration, which can be arranged to cease/stop at any time but
usually no later than age 90. The longer, or later In life the term runs, the more expensive the premium. Within
term insurance there are several options available. These options tend to have a very specific use:

The cover remains the same throughout a predetermined term of years. The initial premium may
be either guaranteed or reviewable. Level term Is generally suited for family and interest-only mortgage
protection.
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Cover

Mortgage Protection (Decreasing Term)
reduces throughout the term at a predetermined
rate. The initial premium may be either guaranteed
or reviewable. Decreasing term iIs generally suitec
for protecting repayment mortgages and loans.

WA EREEE D s a form of term Insurance,

but whereas the plans above pay out a lump sum,
this plan provides regular income payments from
the date of your death, for the rest of the term of the
policy. Family Income Benefit is generally cheaper
than Level Term Insurance because the amount of
money that a provider may pay out decreases each
year.

For example:

If you have a benefit of £10,000 per annum over a
10-year term and you die after 3 years, then the
policy will pay a regular income until the policy
expires.

Family Income Benefit (FIB)

£10 k £10 k m £10k £10k £10k £10k £10k £10k £10 k

Year 3
Die

Year 1 Year 2

£100,000

Level Term Insurance (LTI)

In this instance the FIB would pay a total of
£70,000 over the term of the plan. With an LTA a
lump sum of £100,000 is paid out regardless of
whether the claim is in year 1 or 10.

Term Insurances have no investment content, and
therefore have no investment risk per se. However,
should you fail to pay premiums, cover will lapse,
and reinstatement of the policy may be subject to
further medical underwriting. The plan does not
have a surrender value at any time. You should be
aware that you may only claim against a term policy
within the specified duration.

Year4 Year5 Year6 Year7 Year8 Year9 Yeari10

Critical/Serious Illness Cover

Critical illness cover can be added to all the above
types of life insurance except convertible term
Insurance. This can be done in two ways:

e An accelerated basis: the plan pays out on the
first event of either critical illness or death.

e An additional basis: the plan pays out on
diagnosis of an insured critical illness and may
also pay out again on subsequent death.

Increasing (Indexation) Cover

We all know how Inflation affects the cost of
things and our ability to maintain our standard of
living. What Is not always considered is the
effects inflation can have on the value of life
Insurance and its ability to help maintain a
lifestyle. To try to mitigate some of these effects,
Prydis Wealth's standard position Is to
recommend that the cover provided increases on
an annual basis.

This means that the policy Is set up to increase
each year by either the level of the Retalil Prices
Index (RPI) or is fixed at a set rate (generally this
Is 3 or 5%) at outset.

It should be noted that if a plan is arranged with
this that the premiums will increase at a rate
above this figure, normally 1.5 times the increase
In cover.
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Whole of Life Over 50’s Cover

Whole of Life is a type of policy that guarantees a This provides a guaranteed tax-free lump sum

pay-out throughout your entire life. It you keep up payment when you die. The key points are:

with your premiums your family will get a pay-out

once you die. You can choose the pay-out amount at * Guaranteed acceptance for this cover.

the start of your policy and that will remain the

same throughout your lifetime regardless of when e Cover with no underwriting or medical disclosure.

you die. Traditionally there were two types of whole

of life assurance: e Fixed premiums for life or to a specified age.

SR - T 8 With balanced cover, your * Over-50 plans are only for people over the age of

premiums will stay the same if you keep up with 50.

your policy payments. The amount your

beneficiaries will receive also stays the same. . FU“. (;over Is only provided after a moratorium
period.

VEVANLTECOTETE With  maximum  cover, your

premiums are invested. If your investments do well,
you either get lower premiums or a larger lump sum.
You could also withdraw extra cash from your
policy.

e This cash payment can be useful if you wish to
put it towards funeral costs or leave it to a loved
one.

Your adviser will help you to decide the type and
amount of cover you need and how long you need it

Currently, there are no maximum cover plans A ,
for. This will depend on your personal circumstances.

available from providers. The policies that are
available are pure life insurance and have no
additional benefits such as an investment element
or critical illness cover.
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Critical/Serious Illness Cover

As well as dealing with the emotional upheaval of a serious illness, how would you cope financially it
you/your partner fell seriously ill?

If returning to work 1s an option after treatment and recuperation, you will need financial support to
help you and adapt to life ahead without the burden of financial concerns.

Critical/Serious illness cover provides financial protection against certain illnesses and medical
conditions of a specific severity.

&,

it The cover can provide you with a tax-free lump
sum or income payment which can be used to
help you and your family. It can be used to:

e Help you pay off your mortgage
e Pay for treatment
e Pay household bills

e Make modifications to your home so you can
continue to live In your property.

The origins of critical illness insurance
Critical illness insurance was conceived by Dr Marius Barnard, with the first critical illness product being called
the dreaded disease insurance being launched on 6th October 1983 in South Africa. In 1983, four conditions
were covered by the policy:

e Heart Attack

e Cancer

e Stroke

e Coronary artery by-pass surgery

Since then, the cover has been developed to cover numerous illnesses and medical conditions and is available
worldwide.
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Critical Illness in the UK

In the United Kingdom, the standard of critical
Illness policies Is regulated by the Association of
British Insurers (ABI).

They set a minimum standard for all providers and
review these every three years. The most recent
review took place in 2022 and standards were
Implemented on 16 September 2022.

All critical illness policies cover the following
Illnesses, providing they are of a certain severity:

e Cancer
e Heart attack
e Stroke

Certain types of these illnesses may not be covered,
or different definitions may be applied by the
Insurance provider, we recommend that you check
the policy details to ensure that the cover meets
your requirements.

In addition to the conditions detailed above the
Insurance company may also cover the following
ILlnesses or conditions:

Loss of speech Loss of hand or foot

Dementia including
Alzheimer’s disease

Third degree burns Aorta graft surgery

Coronary artery by-
pass surgery

Parkinson’s disease

Benign brain tumour

Heart valve

. Motor neurone disease
replacement or repair

Major organ transplant | Multiple Sclerosis

Total Permanent
Disability

Paralysis of the limbs

Cover varies between insurers and some policies
Include additional medical conditions and partial
payments; it is therefore important to ensure that the
appropriate product for your needs is selected.

Child Critical/Serious Illness Cover

If a child 1s ill, It can put financial strain on a family,
as well as an emotional one. Financial support could
help parents to meet extra costs — such as unpaid
time off work, travel to hospital, and childcare for
their other children.

Many providers have recognised these
circumstances and modern critical illness policies
provide child cover. The amount of cover differs
between providers but generally can be described as
covering:

e All your natural, legally adopted, stepchildren or
financially dependent children from birth to age
22, or 23 if in full-time education.

e No limit to the number of children covered.

e Children will be covered for the lower of £25,000
or 50% of the cover amount provided to the life
assured.

More and more of these policies are covering more
and more conditions and paying higher amounts out.
Providers are offering different options on policies,
for example Royal London offer three levels of cover
— no childcare, standard and enhanced. They will
allow you to add or change the cover at any point.

Guardian 1821 have gone further still by introducing
specific child critical illness cover which can be
added to a life insurance policy or their income
protection policy.

Your adviser will help you to decide the type and
amount of cover you need and how long you need it
for. This will depend on your personal circumstances.
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Income Replacement

Most people are aware of the need for life insurance. Unfortunately, few think through what would happen if
they lost all or part of their income. As we mentioned earlier in this document statistics show that:

Chances of being unable to
60% work for 2 months or more

The average individual income protection claim is
paild for 5 years, 3 months. So here are some
questions to consider:

e Does your employer provide you with Sick Pay?

e If so, what would it replace and for how long and
could you survive on that amount?

e If your employer does not provide sick pay, do
you know how much you would receive as
Statutory Sick Pay?

e Can you survive on that amount?

e How would you and your family manage financially if you were unable to work due to an illness or
accident for an extended period?

e How would you pay your mortgage or rent and cover loan or debt repayments?

e How would you pay your monthly bills?
We are regularly told by clients that they would rely on the state if they were Ill.
However, when we advise them that Statutory Sick Pay (SSP) for the tax year 2023/24 is £109.40 per
week and paid for a maximum period of 28 weeks and that they may or may not be eligible for

Employment and Support Allowance (ESA) once SSP stops that they begin to understand the precarious
nature of not having a means to help survive financially whilst you are ill.

You may be in the enviable position to have sufficient savings to maintain your lifestyle until you can
return to work. However, this will have i1ts own effect on your financial situation because you are going
to have to replace your savings in another way.
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What can you do to help yourself?

Income Protection Policies are designed to replace a percentage of your earned income until you are
well enough to return to work, you die or the policy ends. You can select:

e The amount of cover you require. The maximum cover i1s usually limited to between 60% and 70%
of your income immediately pre-claim. You need to be particularly careful when selecting the
benefit amount if your income fluctuates or you receive all or part of your income in dividends.

e Choose when the benefit is to start, this Is known as the deferred period.

e Choose when the period of income protection will end (normally when you plan to retire).

e If the cover is to keep pace with inflation.

e The benefits that these policies pay are tax free.

It Is Important to note that these plans do not generally provide unemployment cover.

Your adviser will help you to decide the type and amount of cover you need and how long you need it for.
This will depend on your personal circumstances.
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Private Medical Insurance

We are all aware of the huge difficulties that the NHS is having maintaining the level of service we all
want, whether it be an appointment with a GP or seeing a consultant. Private Medical Insurance (PMI) is
designed to help with the costs of private medical treatment for acute conditions (but not chronic
conditions) that occur after the policy commences.

L¥]

"”‘7

It works alongside but should not be seen as a
replacement for the NHS. It often gives you access
to shorter wait times, a choice of location, and
treatments only offered privately.

Private Medical Insurance is not cheap. The cost of
cover Is reviewed annually, and it should be noted
that premiums are likely to increase the more you
use the policy.

There are generally three levels of Private Medical
Insurance. These are:

CGITEED usually covers in-patient treatment only,
which means the policyholder may have to pay for
things such as diagnostic tests, consultant fees or
out-patient treatment.

charged at a higher premium than
budget and normally covering both in-patient and

out-patient treatment including diagnostic tests
and consultations. Additional therapies such as
acupuncture, physiotherapy and osteopathy may
also be usually included.

CLTTEIEED) this is the highest level of cover

and provides the widest range of benefits with
extra services such as home nursing, chiropody
and health screening included.

Insurers may limit access to certain hospitals
according to cover level selected, policy terms and
the treatment required. A list will be provided for
you to check.

Acute conditions are usually defined as disease,
Illness, or injury likely to respond to treatment which
aims to return the individual to the state of health they
were In iImmediately prior to suffering the disease,
Injury, or illness, or which leads to their full recovery.

A chronic illness tends to be ongoing and often
Incurable illnesses such as Asthma or Arthritis.

Underwriting

All Private Medical Insurance providers offer a Full
Medical Underwriting (FMU) on application. Some
offer a moratorium option. It 1s important to
understand these when taking out a PMI policy.

e Full Medical Underwriting — You are asked to
provide full details of your medical history. The
Insurer may write to your doctor for more
Information, but they do not do so in all cases.
You must give all the information requested. If
you don’t, the insurer may refuse to pay any
claim that you make in the future or may cancel
the policy. Cover may be provided with higher
premiums or an exclusion for pre-existing
conditions.

e Moratorium Underwriting — You are not asked to
give details of your medical history. Instead, the
Insurer does not cover treatment for any medical
condition that you have received treatment for,
taken medication for, asked for advice on or had
symptoms of, previously. In other words, you will
not be covered for any pre-existing condition at
the start of the plan. Moratoria of between 2 and
5 years are standard.

Your adviser will help you to decide the type of cover
that you need. This will depend on your personal
circumstances and your medical history.

Personal Protection - A Practical Guide

11



Trusts and Protection

Life insurance policy proceeds are generally paid tax free to a deceased’s estate. There are two consequences:

e Payment Is delayed until probate has completed. Research suggest that obtaining probate is currently
taking 6 to 12 months. In some cases it can be even longer.

e The policy proceeds may be assessable to inheritance tax at 40%.

Prydis Wealth's default position, when arranging life insurance policies, is to recommend that these plans are
‘written’ In trust. There are three main reasons we recommend this course of action:

e Speed - The proceeds of the plan are paid directly to the trustees without any delay through probate

(confirmation in Scotland).

e Nomination of Beneficiaries - Nominating beneficiaries ensures the proceeds go to the intended recipients.

e Tax Planning - Using a trust can ensure that any proceeds will be held outside the estate upon death,
thereby avoiding the need to pay Inheritance Tax (IHT) or reducing the amount to be paid.

Trusts are legal entities designed to hold assets separate from the settlor and beneficiaries. Life plans placed
Into Trust fall outside the life assured’s estate for inheritance tax purposes.

Trusts are managed by Trustees. The Trustees are the individuals responsible for paying the beneficiaries In

line with the terms laid out In the trust deed.
Trust Structure

The structure of a trust is made up of three parts:

The Settlor establishes the trust and puts property
Into It.

The trustee is the legal owner of the property held
In trust. They are legally responsible for looking

after the trust property for a specific purpose.

The beneficiary is anyone identified within the trust
who can potentially gain from the property held in
trust.

The settlor would automatically be a trustee iIn
their lifetime. At least one, and preferably at least
two additional trustees should be appointed to
ensure continuity when the settlor dies. Under
most trusts the settlor can change the additional
trustees during their lifetime.

In respect of life policy trusts, the trustees only
role is to distribute the proceeds of the plan in the
event of the settlor’'s death.

Insurers normally provide a range of basic trust
forms that are suitable for their plans, Prydis
Wealth will be happy to guide you, but separate
legal advice Is always recommended.

Personal Protection - A Practical Guide
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Some things to
consider

Whilst putting protection policies in place can help
mitigate the financial impact of death and illness, it
IS also Important to consider the legal processes
and documents that might apply to those situations.
Below we have listed some areas that we consider
vital to financial planning and which we believe you
need to consider.

Probate

Probate is the administration process applied to a
deceased person's will or the estate of a deceased
person without a will.

e Probate Is the legal process for reviewing the
assets of a deceased person and determining
Inheritors.

e Probate proceedings typically focus on the
existence, authenticity, and validity of a will.

e Probate can be initiated with or without a will.

e A proceeding 1s usually essential when a
deceased person’s remaining estate is of high
value even when there 1s a will.

e Individuals can avoid exorbitant probate costs
and complexities by having an easily
authenticated will or using investment vehicles
that do not require probate.

Wills

The most important thing all people need to
consider when making financial plans for the
present and future is making a will. There are many
Important reasons for making a will, although some
will be more relevant to particular circumstances.

e A will enables a person to control what happens
to their property after they die (in the absence of
a valid will, the law applies the intestacy rules,
which distributes the assets of the deceased
relatives — please see Intestacy below - for all

sorts of reasons you may not want these people
to inherit).

e A will can specity who the deceased wishes to
deal with their estate after death. These people
are called Executors and may be professional
(Solicitor) or non-professional (Spouse or friend).

e A will can Include other wishes such as burial
arrangements or organ donation (although these
wishes are not binding on the executors and it is
practical to tell the executors of these wishes
before death because, often a will is not found
and referred to until after the funeral).

o Gifts of specific items can be included.
e Guardians for children can be specified.
e A will can include tax-planning schemes.

o Administration clauses Iin the will can relax
statutory rules which can cause practical
difficulties in relation to the administration of the
estates. This 1s particularly important where
there are children or a business.

Intestacy — where the deceased has not made a
valid will the deceased is said to have died intestate.
Such estates are governed by rules contained in the
Administration of Estates Act 1925 (AEA 1925)
which lays down a list of the people who are entitled
to benefit from the intestate’s estate.

On death of an intestate all property of the deceased
(Including land and other property) is made subject
to s33 AEA 1925 (as amended by Trusts of Land and
Appointment of Trustees Act 1996. It the estate
contains land, the trust will be called a trust of land.
Under the statutory trust all funeral and
administration expenses, debts etc are paid before
the balance is distributed under the statutory order
of entitlement.

Lasting Power of Attorney

A lasting power of attorney (LPA) is a legal document
that lets you (the ‘donor’) appoint one or more
people (known as ‘attorneys’) to help you make
decisions or to make decisions on your behalf.

Personal Protection - A Practical Guide
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This gives you more control over what happens to
you If, for example, you have an accident or an
Illness and can’t make decisions at the time they
need to be made (you ‘lack mental capacity’).

You must be 18 or over and have mental capacity
(the ability to make your own decisions) when you
make your LPA. You don’t need to live in the UK or
be a British citizen.

There are 2 types of LPA, and you can choose to
effect either one or both:

1. Health and Welfare LPA:

This LPA grants the attorney(s) authority to make
decisions regarding the donor’s health and welfare.
It covers decisions about medical treatment, living
arrangements, care preferences and other personal
matters. This type of LPA can only be used when the
donor lacks mental capacity.

2. Property and Financial Affairs LPA:

This grants the attorney(s) authority to handle the
donor’s financial matters. The appointed attorney
can make financial decisions such as manage the
donor’s bank accounts, pay bills and buy or sell
property. This type of LPA can be used while the
donor still has mental capacity or when they lack
capacity.

The key points to understand about Lasting Power
of Attorney in the UK are:

e Mental Capacity assessment — when creating an
LPA, the donor must have mental capacity to
understand the nature and implications of the
document. If the donor lacks capacity, they
cannot create an LPA, and decisions about their
welfare and finances may be made by a court-
appointed deputy.

e Appointment of Attorneys — The donor can
appoint one or more attorneys to act on their
behalf. Attorneys can be family members,
friends or professionals (Solicitor). It is crucial to
choose attorneys who are trustworthy, capable
and willing to take the responsibilities.

e Certificate Provider — The LPA requires the
certificate provider, an independent person who
confirms that the donor understands the purpose
and effect of the LPA and that there i1s no undue
pressure or fraud Involved. The certificate
provider can be a professional, such as a
solicitor, or someone who has known the donor
for at least two years.

e Registration — LPAs must be registered with the
Office of the Public Guardian (OPG) before they
can be used. Registration provides legal
recognition and safeguards against abuse or
improper use of the LPA. There i1s a registration
fee payable to OPG.

e Duties of Attorneys — Attorneys have a legal
obligation to act in the best interests of the
donor, following the principles outlined in the
Mental Capacity Act. They must make decisions

that promote the donor’s well-being, respect

their wishes and values and involve them In
decision-making when possible.

It Is advisable to consult with a solicitor or legal
professional who specialises in Lasting Power of
Attorney to ensure that the document is properly
created, registered and compliant with the law In the
UK.

Personal Protection - A Practical Guide
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Wrap up and final recommendations

We hope that our guide provides you with valuable information and insights into the importance of protection
policies and how they can help you and your loved ones.

We have covered the basic areas of protection planning: Life Insurance, Critical/Serious Illness Cover, Income
Replacement, Private Medical Insurance and the associated legal documents such as Trusts. There is so much

more that we could and would like to share with you.

As stated at the start of this guide we are driven by the needs of our clients. At Prydis Wealth, we believe that it
IS always advisable to consult a financial adviser who can:

e Assess your financial situation, responsibilities, and long-term goals.
e Consider factors such as debts, mortgages, and expenditure.
e Review your needs and make alterations to align with your changing circumstances.
Protection policies are important financial tools that provide peace of mind for you and your loved ones.

Investing in protection policies is a proactive step towards protecting you and your loved ones and
ensures theirs and your financial well-being.

For more information about personal protection, contact Prydis Wealth on 01392 432431, mail@prydis.com
or visit www.prydis.com to book a free consultation online.
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