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Introduction
Thank you for requesting this Free Guide:
‘How to Buy the Right Life Assurance — A Step By St  ep Guide’
You've probably done this for any of a number of reasons:

You have life assurance already and want to make sure you've set it up
correctly.

To make sure you have enough cover.

You don’t have cover yet but will probably want to apply in the near
future (especially if you have children/dependants).

Just thinking about premature death can be a morbid thought, but making
sure you have the right amount of life assurance is crucial.

It's all very well building assets and wealth through investments and savings
plans, but if this is all undermined by an unforeseen event (such as death)
and your family then have to use those assets and savings to live day to day,
how much financial pressure might they end up feeling over the long term?

Its forecast that the majority of the population in the UK is vastly
underinsured, meaning that on premature death their families are often left to
pick up the pieces. Whilst we don’t know the statistics for those in the dental
or medical professions, there are steps you can take to make sure you're
covered sufficiently. This is especially important if you have children or
dependants.

There are a number of types of policies available, including term assurance,
whole of life cover and family income benefit.

The aim of this guide is to inform you about your options so that you'll be able
to make the right decisions relevant to your specific situation. We've split it
into 6 sections:

Life assurance basics

How much cover do you need?
What plans are available?
Avoiding the pitfalls

How to buy life assurance

2 case studies
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Our hope is that once you read this guide you will:

Be able to make protection decisions with more confidence

Understand what you need to do with any existing life assurance plans
The guide has been kept as concise as possible as we're aware that you're
probably busy and may not be able to set aside a lot of time to read it. It
should take you no longer than 15 minutes to read. We would encourage you
to take the time though, and not put it off until later. After all, knowing what
action to take may help you avoid making any costly mistakes.
We also suggest you print out a copy so that you can make any notes.
Please contact us on 0191 2173340 if you have any questions or if you'd like
more information about how we can help you with any aspects of your

financial planning.

We hope you enjoy reading this guide as much as we did putting it together!

/ /S I N
t £ L ;\J“”}L.i M~ \JTTWIA
“‘"’”V{(' C |
Ray Prince Graeme Urwin
Financial Planner Financial Planner
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Step 1

Life Assurance Basics
Background

Arranging life assurance cover is the best way to ensure your family is taken
care of in the event of your death, giving both you and them peace of mind.

Life assurance, put simply, is a policy provided by an insurance company that
pays your family either a lump sum or a series of smaller sums in the event of
your death. Policies vary widely; some plans last the whole of your life,
whereas others expire after a certain period of time. Some have premiums
and payouts set in stone, while others offer more flexibility.

There are many factors to consider when choosing a life assurance policy.
What sort of cover do you need? How much cover should you arrange? Do
you need basic life assurance or more extensive critical illness cover, and
what about tax?

It is extremely important to know the terms and conditions of your life
assurance policy. In many cases, a policyholder's personal circumstances
may change during the term of the policy, and so the current premiums or the
eventual amount of the payment may no longer be appropriate.

While a policyholder's personal circumstances may be likely to change, the
economy itself is guaranteed to do so, and a policy taken out 20 years
previously may simply no longer cover all contingencies. Some companies
offer the option of index-linked policies, in which the guaranteed payout and
the premium payable are linked to the Retail Price Index and rise alongside it
each year.

Furthermore, policyholders must be aware of all the rules and regulations
relating to payouts. Some policies may not, for example, pay out if death is
caused by participation in certain dangerous sports or activities.

Other Issues

People who receive life assurance as part of an occupational pension scheme
(such as the NHS) need to ensure that cover is maintained if they leave that
place of employment, or a new one should be started in its place as soon as
possible (if required).

Life assurance is not merely the sole province of the ‘breadwinner’, or the
person who earns the largest salary. For a family with young children, the
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spouse providing the bulk of the childcare performs a function that, in the
event of their death, costs the family a great deal to replace with outside help.

A family that loses a stay at home partner/spouse may, for example, have to
hire a full-time live in nanny to provide the same sort of care, and will have to
provide relief cover as well for evenings, weekends and holidays.

A joint life policy is a popular and often less expensive option for couples
which covers the two of them simultaneously. This type of policy may be in a
first death form where the benefit is paid out on the death of the first of the two
to die to the surviving partner, or a last survivor form, where the benefit is paid
to the beneficiary, usually the children, after both partners die (often used for
inheritance tax planning).

It may be more beneficial to apply for two individual policies rather than joint
cover, as you will benefit from having a possible payout twice. In addition, it
often makes it easier to place individual plans under trust.

Who is Covered?

Most commonly, policyholders will name their spouse and/or their children as
beneficiaries of their life insurance, with other family members an option for
the unmarried and childless. Beneficiaries are not limited to family - a
business partner is also a popular option.

Spouses may also take out ‘life of another’ policies on each other; a husband
may take out insurance on the life of his wife, and vice versa. Life of another
policies require that you prove an insurable interest in the person whose life
you are insuring; however, spouses are assumed automatically to have an
insurable interest in each other’s lives.
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Step 2
Deciding How Much Cover You Need

Background

The first step is to establish why you need cover. Will your family need full
financial support after you die? Do you wish to arrange for your mortgage to
be paid off, or your children's university education be paid for? Perhaps you
wish to ensure your business partner can survive the upheaval caused by
your death.

Reasons for arranging cover could include:
Mortgage Repayments

Level term policies, recommended for interest-only mortgages, offer fixed
premiums over a fixed period of time and payment upon claim. Lower
premiums are available with a decreasing term policy, where the amount of
cover reduces over the term of the policy in line with the amount owing on a
repayment mortgage.

Replacing the primary earner's salary

Ensuring the family does not fall upon hard times in the event of the primary
breadwinner’s death is often the main reason for arranging life assurance. The
amount of the payout should be calculated according to the earner’'s net
salary, the number of years it will be needed to maintain the family, as well as
additional expenses incurred due to the breadwinner's death, such as
childcare. The amount can be paid in a lump sum and invested in order to pay
out the income needed, or paid in monthly instalments as a Family Income
Benefit.

In some cases, policyholders may be concerned about leaving debts behind;
in others, they may simply wish their family to be able to keep up a certain
standard of living after their death.

Replacing childcare

The death of the primary childcare provider may create expenses in the form

of full time childcare. The level of care needed and for what term depends on
the age of the children.
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Education Expenses

Cover can be arranged for school fees and/or university tuition and expenses
for children in the event of the death of the primary earner.

How Much Cover?

It is common practice to use your current annual salary as a base guide from
which to establish how much total cover you wish your policy to provide. A
general rule is to choose a policy providing at least ten times your salary; in
certain circumstances, up to 25 times salary may be appropriate.

We would normally calculate how much cover you need based on target
income minus the benefits you already have in place.

What Do You Have Already?

If you're a member of the NHS Pension Scheme, and depending on how long
you’ve been in it, you'll qualify for:

2 X basic salary as a death in service payment
spouse’s pension (varies on length of service)
dependants pension(s)

You should also take into account:

current assets

savings and investments

pension funds (personal pensions and AVCs)
any inheritances

Action Point

Once you’'ve worked out any shortfall in cover you're ready to find the right
type of policy. It's often the case that more than one type of policy will provide
you with the best solution (see case study 1). One thing to remember is that
any potential benefits from the NHS will increase over time the longer you are
in the scheme, so you should review the level of protection you have / need
every few years.

Note: Dentists that are planning to move towards pr ivate practice will
lose a percentage of the benefits (or all) offered by the NHS. If you were
relying on this cover you should work out your prot ection requirements
as a priority and apply for the right amount and ty pe of cover as soon as
possible.
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Step 3

Selecting the Correct Type of Plan

Term Life Assurance

This is the simplest form of policy, offering basic cover for a set number of
years, usually at low cost. A term policy requires a regular premium payment
and pays out a lump sum on the policyholder's death. If the policy expires and
the holder is still alive, no payment is made; the policy pays out only if you
‘expire’ before it does.

The cost of the assurance premiums will vary from person to person
depending on factors such as age, health and occupation, but for all policies it
is crucial to ensure you keep up the monthly premium payments to keep cover
in place.

Term assurance policies may also offer the option to pay an extra premium
and receive a payout in the event the policyholder is diagnosed with a critical
or terminal illness. The payout amount is guaranteed and remains the same
throughout the policy; you only need to choose how much you wish the
amount to be, and the length of the policy term. There is no payout, however,
should the policyholder outlive the term of the policy.

Decreasing Term Assurance

This sees the amount to be paid out decreasing over the term of the policy.
Most often used to cover mortgages, this type of term life assurance has the
payout sum reducing over time just as the amount owing on the mortgage
reduces.

Some mortgage providers will not release mortgage funds without the debtor
securing some form of life assurance, guaranteeing repayment should the
worst happen.

Whole-of-Life Assurance

This removes some of the guesswork from life assurance by guaranteeing a
payout of a lump sum when the policyholder dies, at whatever time that may
be. As long as the premiums are maintained, the cover is assured. However,
because a payout is virtually guaranteed, this assurance is generally more
expensive than basic term assurance and is generally more likely to be used
in Estate Planning as a tool to meet Inheritance Tax liabilities.
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Convertible Term Assurance

With this plan you may convert a term policy to whole of life or endowment
assurance at the end of the term of the policy, without necessarily having to
provide new medical details.

Family Income Benefit

This provides a slightly different payout. The benefit upon your death is
provided to your family in regular payments rather than in a lump sum, giving
them a regular income over a selected period of time. The term is chosen at
the outset of the policy, and this type of policy would usually be taken to
replace a lost salary or to provide an income for a particular purpose, such as
children’s education expenses.

With Family Income Benefit, you decide the term ahead of time, perhaps to
match your expected income earning years. So if you die with five years to go
on the term of the policy, it pays out the benefit to your dependent for the next
five years. If you die with only six months to go to the end of the term, your
family will only receive six months’ worth of benefit.

Critical lllness Cover

This can include debilitating but not necessarily fatal conditions such as heart
attack or stroke, cancer, multiple sclerosis, loss of limbs, etc., and the cover
pays a lump sum on diagnosis - not for treatment of the condition, as you
would expect with a health insurance policy.

As with any cover, it's important to be sure exactly which conditions the policy
covers, and which it doesn’t. A policy will be very specific as to the ilinesses it
will pay out for; critical illness policies can also range from basic coverage,
which will include just the main critical illnesses such as cancer, to
comprehensive policies that cover a more extensive range of conditions.

Full disclosure of any and all existing medical conditions and history is vital
when arranging critical illness cover (and life assurance). Failure to disclose
could result in denial of payment on death or when an illness is diagnosed,
just when that payment is needed most.

Action Point
Life assurance rates and your own circumstances will regularly change. If you
already have cover in place you should review it as soon as possible, even if

it's a number of years since you applied (as market rates have reduced in the
last few years).

www.medicaldentalfs.com 11 Life Assurance Guide




Step 4
Avoiding the Pitfalls

Tax and Trusts

The payout from a life assurance policy is generally free of deductions for
personal income tax. However, the payout is considered overall as part of the
deceased's estate.

If the payout, when added to the estate, pushes the entire estate over the
threshold for paying no inheritance tax (known as the nil rate band), then any
amount over the threshold would be liable for tax. In order to spare
beneficiaries the burden of paying tax on a life insurance payout,
policyholders can opt to write the policy in trust. Placing the policy in trust
ensures that the proceeds will not create or worsen a tax burden. They will
also be available to the trustees to pay out to the beneficiaries almost
immediately upon death, whereas if they form part of an estate they may be
tied up in probate for several months.

A whole of life insurance policy can also be written under trust to be used for
expected inheritance tax costs on the deceased's estate to cover the tax
burden. The policy in trust can be released to the beneficiaries almost
immediately upon death, and they can then use it to pay the inheritance tax
bill to release the estate.

Placing a life assurance policy in trust is a complex issue, and people
considering this option should always seek advice from their solicitor and
independent financial adviser before proceeding.

Existing Benefits

You need to take into account what benefits you have in place already,
especially from the NHS Scheme. We meet many prospective clients that are
unaware of their existing levels of cover and have purchased too much life
assurance as they thought they had a bigger ‘gap’ than they really have.

As you get older it's likely that your need for life assurance may reduce,
especially if you set it up to provide for the family (children getting older,
increased benefits from the NHS etc).

Guaranteed or Reviewable?

Where possible we always recommend that the premiums you pay to the life

assurance company are guaranteed, which means that once the policy has
started they will not increase your premium (apart from any inflationary
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increases) if they experience a rise in claims. If the plan is reviewable, the
company has the right to increase your premium after 5 years, without
increasing your level of cover. The ‘catch 22’ with this is that you may be
inclined to shop around for cover again if this happens. The problem with this
Is that you will now be older (and be liable to pay higher rates) and your health
may have deteriorated since the original application.

Total Permanent Disability

If you buy (or have already) critical iliness cover, this is an additional option
that is automatically added to the plan. As an indicator, Norwich Union paid
out 3% of its claims in 2003 for this benefit. If you're totally and permanently
disabled and unable to do your job, a suited job, or even any job then the
lump sum you are covered for may pay out.

The crucial part to check is the definition of disability small print. Many plans
have an any occupation definition, which means you’ll have to be unable to
perform ANY job for the rest of your life. The own occupation definition is the
preferred option (and won't necessarily cost you any more money).

Action Point
If you have an existing policy(ies) you should check the small print as a

priority. If you find that the plan can be improved speak to a specialist adviser
who will be able to find you more appropriate cover.
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Step 5
How To Buy Life Assurance

Direct to Company

If you know which company you want to apply to you can call them directly for
a quote, and then send them the completed application.

Please be aware if you go down this route, you will not necessarily get a
cheaper premium than if you go through an adviser. In addition, you will
receive no redress in the future if you felt your decision was incorrect at the
time (as you did not receive any advice).

Internet / Supermarket

You can do a search online for life assurance and either apply through a
broker/intermediary or direct with the company. Again, if you do not receive
any advice you will not be covered by the Financial Services Compensation
Scheme (FSCS).

Tied / Multi-Tie Adviser

If you deal with this type of adviser they will be able to offer you a quote from
either one or a limited number of providers. If you receive advice you will be
covered by the FSCS.

Independent Financial Adviser

An IFA has the technology available to source any financial products from the
whole marketplace. They will also be able to ensure the policy(ies) is set up
with the correct trust. In addition, if you have selected critical illness cover,
they will be able to do a ‘qualitative’ audit on all plans available in the market.

Again, if you receive advice from an IFA you will be covered by the FSCS.
How to Pay for Advice

As the purchase of life assurance is a straightforward transaction, you can
either allow the financial adviser to retain the commission that they receive
from the provider (although you should check the adviser’'s terms of business),
or the adviser may allow you to pay a fee. With the latter, many advisers will
then refuse the commission from the provider and process the application on
nil commission terms, meaning that you'll pay less every month for the policy
(please note, this option is not available with some protection providers).

www.medicaldentalfs.com 14 Life Assurance Guide




Step 6
Two Case Studies

Case Study 1
Situation

Matt is a Dentist aged 34 and a married man with two children, Ben aged 4
and Alice aged 2. His wife Sue, two years younger and a nurse, is a stay at
home mother.

Matt has recently made the decision to leave NHS dentistry since the new
contract was announced. His concern is ensuring he has enough life cover to
provide for his family’s income and lifestyle requirements were he to die
prematurely.

Matt has seen the financial adviser at his bank and has had a quote for £76
per month to protect him and Sue.

What they did
After a review with us Matt decided to follow these steps:
1. Calculate the level of cover required on either death.

2. Obtain the level of cover he had from his ‘banked’ 10 years with the
NHS, and deduct this from the income requirement.

3. Take out Term Assurance for both himself and Sue — to age 55 for him
and to age 50 for Sue. Age 55 for Matt was chosen as the children
should be financially independent by then (hopefully he says!) and his
wealth should be secured. For Sue age 50 means that the youngest
child Alice will be 20 by then and be well able to look after herself.

4. This lump sum cover was augmented by taking out Family Income
Benefit for both Matt and Sue which would pay a tax free income to the
surviving spouse. They decided to take this out over 15 years as Ben
and Alice would be at university or working by then.

5. Total cost here was £64 per month.
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What this means

The family are protected with the correct level of cover, so that if the worst
happens they can still achieve their income and lifestyle goals. In addition,
they’re also not spending too much on their life cover.

A caveat here is that we would normally recommend the policies to be written
in trust to ensure the beneficiary(ies) received their payout quickly and to not
form part of their estate for inheritance tax reasons. Make sure you take
taxation and legal advice before you take action in this area.

Case Study 2
Situation

Geoffrey is a 59 year old dentist who has decided to retire on his 60™ birthday
this summer. He is looking forward to his retirement with his wife Judith (55)
who is also a dentist. Judith intends to retire this summer as well when she
will be nearing her 56" birthday.

They have three children all in their late 20's and early 30’'s, and their first
grandchild is about to be born.

Once they have sold their practice, cashed a few maturing policies, and
banked their NHS Pension lump sums, something like £550,000 will be
available to supplement the pensions they have built up. Judith has also just
inherited £155,000.

With no debt, the future looks rosy.

Unfortunately, it also looks good for the Chancellor! Their total estate with the
house and other possessions and cash savings will come to around £1.5
million. Without proper planning the inheritance tax bill could be £340,000!
Geoffrey and Judith had previously looked at taking out a life policy to help
with this problem but were put off by the worry that the premiums would keep
on rising as they got older.

What they did

After an in depth review, we put forward the following recommendations

having satisfied ourselves that we truly understood their goals and
requirements, which were:
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“Ensuring we will always have enough for ourselves to enjoy an active
retirement and to do as we wish, whilst doing our best to leave our estate to
our children and not Gordon Brown.”

So, the recommendations looked like this:

We worked out a gifting programme for them. This involved the
immediate gifting to their children of £300,000, as well as £10,000 per
annum. Immediate saving £120,000, and £4,000 per annum.

The remaining £210,000 potential IHT bill was still a concern to them,
and so they did take out a life policy based on the last person to die for
this sum. Because of their family history of long livers and their worry
about the cost of such a policy increasing to unacceptable levels, we
found a plan which guaranteed that the premium would not increase in
the future. The premium for the plan was £210 pm. Saving: £210,000.

What this means

Geoffrey and Judith have now totally solved their inheritance tax problem,
ensuring their family will receive their assets rather than the government. In
addition, being able to gift to their children meant the children were able to
enhance their standard of living massively by reducing debt.

It will also mean that the new grandchild and any others will have their own
nest eggs for their future.

Note: The gifting discussed above involves potentially exempt transfers which
involve a seven year period for the donor to survive for the gift to be totally
free of IHT.

Summary

Thanks for taking the time to read this guide and we hope it helps you choose
the right life assurance!

To find out if we can help you get the right cover or with any other aspects of
your financial planning please call 0191 2173340 or email us at
docden@rwpfqg.co.uk  for further information. Initial telephone discussions
are free of charge and without obligation.
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About Rutherford Wilkinson Ltd

Rutherford Wilkinson Ltd is a leading firm of Independent Financial Advisers
and was formed in 2002 from the merger of Wilkinson Hatton and Rutherford
Financial Management (formerly Peter Rutherford & Co).

These two firms were a natural match, combining substantial strengths and
resources. Rutherford Financial Management was an investment specialist
formed in 1992, and Wilkinson Hatton, established in 1986, had dealt mainly
with corporate clients on a fee-charging basis. Both firms placed a strong
emphasis on providing quality advice from professionally qualified advisers,
matched with outstanding customer care.

The merger has created a full service financial services organisation that can
meet the needs of all types of client, whether business or personal.

A specialist division was created in 2005 when Ray Prince and Graeme
Urwin joined the company. This division deals exclu sively with the
financial planning needs of UK resident doctors and dentists.

As well as holistic fee based financial planning, Rutherford Wilkinson offers a
wide range of financial services:

. Comprehensive Mortgage Service, residential and buy to let (sourcing
the right deal for you and handling many aspects of the administration)

. Practice Acquisition Advice, including practice finance
. Estate Planning / inheritance tax mitigation / wills
. Retirement Strategy, to help you manage your affairs when you decide

to give up work

. Long Term Care, planning for when you can't look after yourself or a
family member

. Family Protection, to make sure your family have financial security if
you die prematurely or suffer a critical illness

. Income Protection, ensuring you have enough income if you can’t work
due to illness, injury or accident

. Debt Management, understanding how to make debt work for you
. Foundation Planning including product selection (suitable for younger
clients)
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. Portfolio Evaluation, so you can align your investment strategy with
your attitude to risk

. Individual Product Research, to help you buy the right financial policies

If you're not receiving the twice monthly Financial Tips newsletter, simply visit
our specialist website www.medicaldentalfs.com _ to join. By doing so you'll
be able to keep up to date with all the latest pensions and financial news for
doctors and dentists. (Your details are safe with us and we will not sell or pass them to
any third parties). This site also contains free articles and resources to help you
effectively plan your finances and save time.
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Risk Warnings

All content provided in this guide is only for your own information and use, and
is not intended to address your particular personal requirements or to be
relied upon in making (or refraining from making) any specific investment or
other decision. Such content shall not constitute any form of advice or
recommendation by us.

YOUR HOME MAY BE REPOSESSED IF YOU DO NOT KEEP UP
REPAYMENTS ON YOUR MORTGAGE. Written details are available upon
request. The FSA does not regulate all types of mortgages.

The content relating to the past performance of an investment is not
necessarily a guide to its performance in the future. The value of investments
or income from them may go down as well as up. The value of investments
may rise or fall due to the volatility of world markets, interest rates and capital
values or, for investments held in overseas markets, changes in the rate of
exchange in the currency in which the investments are denominated. You may
not necessarily get back the amount you invested.

Where you are unsure about any specific investment or other decision, you
should obtain appropriate expert independent advice.

Levels and bases of, and relief from taxation are subject to change as UK
legislation and regulations and the UK tax regime are amended from time to
time. Any content referring to such legislation, regulations or tax regime
should not be relied upon. The content in this guide refers to the 2009/10 tax
year.

Unless otherwise stated, this guide is directed only to doctors and dentists in
the United Kingdom. Doctors and dentists outside the United Kingdom should
not use or rely upon any content provided.

Seek advice from an Impartial Independent Financial Adviser whenever
considering restructuring your investments. Each investment should be
considered on merit and not just for the tax advantages.

Rutherford Wilkinson Ltd is authorised and regulated by the Financial
Services Authority.
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