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What is Life Insurance? 

A life insurance policy will pay a lump sum or regular 
payments to your dependants if you die. 

If you have a partner, children or any other dependants 
that rely on your income, then life insurance is for you. 
Most people will choose to take out life cover at key life 
moments including having a baby, getting married or 
nearing retirement. 

The amount of cover you take out is entirely up to you. You decide how it is paid out and whether it 
will cover specific payments, such as mortgage or rent. 

Life insurance is particularly important for homeowners with a mortgage. A policy covering the 
mortgage total will ensure that if you die before you have paid off your mortgage, your family will 
not have to worry about the monthly repayments. 

There are two main types of life insurance: 

• Term life insurance policies: These run for a fixed period of time (known as the policy 
‘term’), typically 5, 10 or 25 years. These policies will only pay out if you die during the 
policy. There is no lump sum payable at the end of the policy term. 

• Whole-of-life policies: These pay out no matter when you die, provided you keep up with 
your premium payments. 

Level cover means that the value of your policy remains constant over time. It only changes if 

something happens, for example if you make a claim or change your cover.  

Indexed cover means that the value of your plan will increase each year to align with inflation and 

rises to the cost of living.  

Decreasing cover means that the value of your plan decreases over time. Typically, this is used for 

mortgage cover, as the amount owed decreases over time. 

Family income benefit is a type of plan that pays out regular payments, rather than a lump sum,  

should you die during the policy term.  

Do you Need Life Insurance? 

Life insurance should be considered if you have: 

• Dependants, e.g. school age children 
• A partner who relies on your income, or 
• A family living in a house with a mortgage that you 

pay – a life insurance policy can provide for them if 
you die. 

You might also want a policy which covers your funeral 
expenses. 



A worryingly large number of people still believe the government will take care of their family. 
However, the amount they would receive from the state is much lower than most people think - it is 
barely subsistence level. 

If you wish your family to continue living to the same financial standard if you die, you should 
consider life insurance. 

Who Does Not Need Life Insurance? 

You may not need life insurance if: 

• You are single 
• Your partner earns enough for your family to live on 
• You are on a low income and could be eligible for state benefits. 

If in doubt, get financial advice. 

You might also want to think about setting aside enough money to cover funeral expenses. 

What Isn’t Covered? 

Life insurance usually only covers death, not illness or disability. To include cover for illness or 
disability you should consider one of the following policies. 

• long-term illness 
• critical illness cover, or 
• total and permanent disability. 

It may be possible to include a terminal benefit within a life insurance policy, however this is not 
automatically provided. A terminal benefit will pay out on diagnosis of a terminal illness. 

Most policies contain “exclusions” which are things they will not cover. For example, if your death is 
a result of drug or alcohol abuse, they may not pay out. If you participate in risky sports, you will 
normally have to pay extra. 

If you have a serious health problem when you take out the policy, your insurance might exclude any 
cause of death related to that illness. 

How Much Life Insurance Cover Do I Need and How Much Does it 

Cost? 

The amount of cover depends on your individual circumstances. If you have a mortgage, young 
children, school fees to pay etc. you need to calculate, for example: 

- How much is left to pay on your mortgage 
- Do you have any other debts to pay 
- How much you would need to pay towards childcare or education 
- How much your loved ones would need to maintain their lifestyle 
- How much you may need if you get a critical illness 



- How much you can afford 

Life insurance can be very good value. Often just a few pence a day is all you need to provide your 
loved ones with plenty of financial protection (depending on your age and health status). 

Bear in mind that you may already have elements of life cover through your employer. It is best to sit 
down with a financial adviser to work out your dependants’ likely requirements. An independent 
adviser will have access to the most competitive products and will also be able to recommend the 
best insurance providers. 

The price you pay for a life insurance policy depends on several things, such as: 

• the amount of cover you need 
• your age 
• your health 
• your lifestyle 
• whether you smoke 
• the length of the policy 

For example, the younger you are and the less likely you are to die from a medical condition, the 
cheaper your policy is likely to be. 

Have You Already Got Life Insurance? 

If you have an employee package that includes ‘death in service’ benefits, this will cover you for a 
multiple of your salary and you might not need additional life insurance. 

A financial adviser can help you to work out if this policy is enough to cover your needs and whether 
or not you need an additional life insurance policy. 

Bear in mind that once you stop working for that employer, you will no longer be covered under 
their policy. 

Do Insurance Companies Always Try to Get Out of Paying? 

One of the most common myths about life insurance is that policies seldom pay out. This is simply 
untrue. 

Data from the Association of British Insurers (ABI) shows that in 2018, 97.8% of all individual claims 
were paid out. 

In the same year the insurance industry paid out an average of £13m a day for individual life, critical 
illness and income protection insurance claims. 

The most common reason why insurance claims are declined is non-disclosure of information by the 
customer. For example, if you say that you don’t smoke, when in fact you are a social smoker, or not 
telling your insurer about a potential medical condition as you are still waiting for test results from 
your doctor. 



If you are not sure whether a certain piece of information is relevant always tell your insurer. It is 
simply not worth the risk. 

Life Insurance as an Investment 
Something which is often overlooked is the investment value of a life insurance policy. 

Given average age expectancies, the sum assured in a life policy is often double the amount of the 

premiums paid.  

Of course, this assumes a level of indexing (the sum assured needs to rise with inflation), but there is 

no risk to the policyholder provided the premiums are guaranteed, i.e. fixed for the policy term. 

What’s more, once the policy is set up, there is no need for any ongoing review and adjustment to 

the policy – therefore no ongoing adviser fees as you would pay for a share-based investment. 

This is certainly worth considering, particularly if you have a low-risk attitude to investment. 


