Last week we looked at protection for your family in the event of death. This week we are going to examine other areas of protection such as Critical Illness/Serious Illness and Income Protection/Permanent Health Insurance. 

What is Serious Illness Cover?

Serious Illness insurance is designed to pay out a chosen tax-free lump sum in the event of you contracting any one of a defined number of serious illnesses. The purpose of this payment is to alleviate the financial burden associated with becoming seriously ill such as medical costs, reduction in income etc. The cost of serious illness cover is determined by the amount of cover you put in place, your age, selected term and whether you are a smoker or not and previous medical history. 

How much cover do I need?

As a rule of thumb, the recommended amount of serious illness cover is 3 to 5 times your annual salary. However, requirements will vary from person to person, depending on assets, outstanding loans, other income sources and social welfare benefits payable. 

Mortgage Protection

Serious Illness cover is becoming an increasingly popular part of mortgage protection policies so that in the event of you suffering a serious illness your mortgage is paid off and thus eliminating the worry of meeting mortgage repayments at a time when you are ill. 

Business Protection

Serious Illness policies are often arranged by companies for key members of staff or directors. In this context they are know as ‘Keyman’ insurance and the benefits are payable to the company to lessen any financial burden that is faced by the company due to the absence of that key employee or director. The company pays the premiums on this type of policy and the company receives the benefit. 

Illnesses and Conditions

The serious illnesses that qualify for payment of benefit vary from company to company and it is prudent to check these in advance. The majority of companies cover cancer, heart attack, stroke, heart surgery, kidney disease, multiple sclerosis and major organ transplants to name but a few. The better policies also provide cover for Permanent & Total Disability (PTD) and offer other options such as hospital cash and accident benefit. 

What is Income Protection / Permanent Health Insurance?

Income protection or Permanent Health Insurance (PHI) is designed to pay benefits if you become ill or injured and cannot work. It provides you with a replacement income until such time as you are able to go back to work or until retirement if you do not return to work. To illustrate how valuable your income is, take your current gross salary and multiply it by the number of years you have to retirement. For example, take a 35year old male earning €35,000 per annum. With 30 years to retirement and without factoring in annual pay increases or bonuses, he has potential earnings of €1,050,000 over the remainder of his working life. This is quite a substantial asset and should be protected. 

How much cover do I need?

In general the maximum amount of cover you can put in place is 75% of your average annual earnings. With most policies, this 75% ceiling is inclusive of any benefits you would receive from the state such as disability benefits. The reason for capping the benefit at 75% is to ensure that people are better off working than in receipt of the benefit and thus proving an incentive to go back to work on recovery from the accident or illness.

How much does it cost?

The cost varies with age, sex, and occupation and with the deferred period chosen.

The deferred period is the period that you are out of work for before you receive a benefit. Most PHI plans have a deferred period of at least 13 weeks and usually offer deferred periods of 26 and 52 weeks also. The longer the deferred period, the cheaper the premiums and this is selected at the outset of the policy depending on you protection requirement and on your budget.

Occupation is also a crucial factor in determining the cost of PHI cover, as some occupations are more high risk than others. Individuals who operate heavy machinery, work at heights or are employed in labour intensive roles are considered more likely to have an accident and therefore incur a higher premium than an individual who works in an office based role and not exposed to such risks. 

Tax relief on premiums

If you are self employed tax relief may be claimed on your entire contribution at your marginal rate of tax.

If you are a Company Director the company can pay the premium. The premium is tax deductible for the company making it even more attractive. 

When you consider the value of your income, it makes sense to protect it!

In general we tend to be over optimistic about how we would manage if we were unable to work due to illness or injury. We over-estimate sick pay arrangements and the support provided by the state. In reality many employers do not operate any sick pay arrangements for employees and of those who do, they rarely extend past 6 months cover. The State benefit is €10,910 per annum (the average industrial wage is approximately €38,000 per annum) and those who are self-employed do not qualify for this benefit.

When one considers what our income provides us with, from mortgage repayments, utility bills, home & car insurance, food, clothes, travel expenses, children’s education etc it is difficult to imagine how we could sustain all these payments without our income. This is why Income Protection and Serious Illness cover is so important; both for PAYE and self employed individuals. 

Group schemes

It is possible for employers to arrange Group life/serious illness/income protection schemes on behalf of their employees. It is also worthwhile reviewing existing schemes to ensure that you are availing of the most competitive offering in the market.

For further information we would recommend you contact your Financial Adviser.
In the coming issues we will be covering a wide variety of topics such Business Protection, Mortgages, Investments, Retirement Options, Succession Planning, Claiming Relief’s under the Income Tax system 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.
