As you may remember, we ran a series of articles in 2006 designed to assist you in money matters and in managing your finances. The financial landscape has changed significantly in the past number of years and as a result we are revisiting a number of key areas of financial planning, taxation and accounting practices, as well as looking at areas that have grown in importance as a result of the changed economic environment. 

We will cover a wide variety of topics in the coming months and welcome any feedback or queries, which you may have. 

PROTECTING YOUR FAMILY - LIFE ASSURANCE

Life assurance products are designed to pay out a lump sum benefit on death. The two main reasons that people take out life assurance products are to ensure that dependants are financially secure in the event of death and to cover borrowings such as a mortgage. 

The variety of insurance products available has increased considerably in recent years with the result that prices have become very competitive. Hence it is advisable to shop around for life cover and to review your existing policies on a regular basis.

How much cover do you need? 

The amount of cover needed will vary greatly from person to person depending on individual circumstances. If the purpose of the policy is to protect borrowings, the sum assured (the amount you are covered for) will need to at least equal the loan amount. If the policy is being effected to provide for dependants, a general rule of thumb used could be ten times the size of your net, after-tax salary. The aim here is to adequately replace your income in the event of your premature death. Factors such as the number and ages of your dependants, existing assets and liabilities all need to be considered. 

Which type of cover do I need?

There are different types of life assurance available and again the product most suitable to you will depend on your individual circumstances. 

Mortgage Protection or Decreasing Term Assurance – Decreasing Term assurance is life cover that reduces gradually over the chosen policy term. It is often taken out as a mortgage protection policy where both the requirement for cover and the amount of cover decreases as the mortgage is repaid and your need for protection reduces. It is the most basic type of life cover acceptable to a lender and is also the cheapest form of life assurance available. 

Level Term Assurance  - Level cover differs from decreasing cover in that the sum assured remains constant for the duration of the policy. At the outset of the policy the amount of cover (sum assured), the number of years the policy is required for (term) and the policy premium are determined and remain constant over the life of the policy. This type of cover is relatively inexpensive and can be indexed linked to keep pace with inflation if desired. 

Convertible Term Assurance – This is similar cover to level term assurance but is slightly more expensive due to the added flexibility afforded by the option to convert to another type of policy at any future date in the contract without undergoing further medical evidence. This could include converting to a ‘whole of life assurance plan’, which could be a valuable option to have, as your new premium will not reflect any negative changes in your health on conversion. 

It is worth noting that ‘term’ assurance policies are strictly protection policies and do not carry a cash value.

‘Whole of life’ assurance – A whole of life arrangement is an open ended policy, so unlike term assurance where the term of cover is defined at the outset, this policy agrees to pay a lump sum on your death, regardless of when that happens, once the premiums are being met. Generally a more expensive form of life assurance, an element of savings regularly accompanies these types of policies. In order to ensure the premium is sufficient to maintain the sum assured, the life company will review the premium periodically. 

Special whole of life plans are also used to provide for the payment of Inheritance Tax. This will be discussed in more detail in a later article.

Pension Term Assurance – Self-employed individuals and Company directors should consider the option of Pension Term Assurance. It works in the same manner as ordinary Term Assurance while allowing you to benefit from full tax relief (up to certain limits) on the premiums, thus making it excellent value for money. It is not a requirement to have an existing pension policy in place.  

Joint Life vs. Dual Life – Another important factor to consider when looking at life assurance is whether the policy is set up on a Joint Life or a Dual Life basis. The difference in price can be negligible but the difference in cover is significant. A Joint life policy pays out on one death, usually the first death and then the policy ceases. A Dual Life policy pays out on both the first and second death. Take an example of a couple with €200,000 life cover. If set up on a Joint life basis the policy will pay out €200,000 on the first death whereas the Dual Life policy pays out €200,000 on the first death and €200,000 on the second death, totaling €400,000 – this is effectively double the cover provided by the Joint Life policy.  

Which of the above policies do you choose? Well first thing is that no family should be without life assurance. Secondly you should get advice from an independent financial advisor who will assess your current situation, and make recommendations on the amount and type of cover required. By engaging with your independent financial advisor they will be able to assess the product most suited to you and be in a position to get the best rate available on the market for you.

In the coming issues we will be covering a wide variety of topics such as Serious Illness cover, Income Protection, Business Protection, Mortgages, Investments, Retirement Options, Succession Planning and many more. 

We hope you find these articles informative and welcome any feedback or queries you may have. Should you wish to contact us, please phone the Tralee office for Eoin or Bairbre on 066 712 6333 and the Killorglin office for Caroline on 066 976 1275 or by email as above. 

PSC Wealth Plus is regulated by the Financial Regulator as a Multi Agency Intermediary and as a Mortgage Intermediary.
