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INCOME PROTECTION

Guide to



Our helpful guide to provide you with useful
information about Income Protection. 

WHAT IS INCOME PROTECTION?
 

Income protection is an insurance policy that pays out monthly if you lose
your income for medical reasons. It covers you for any medical reason
including physical and mental i l lness, or injury, which has led to you being
signed off from work by a health professional. The purpose of income
protection is to provide you with a portion of your income, to ensure you
have regular money coming in, if you are too unwell to work. 

No-one knows what the future holds, so it ’s important to plan for any
eventuality. By having this kind of cover in place, you have the peace of
mind that you'll be able to manage financially, regardless of any health
problems that you may face.

HOW INCOME PROTECTION WORKS
 

When you take out an income protection policy, you pay a monthly
premium to be insured. If you become too il l  to work, you can then make
a claim and if your claim is valid, you'll receive monthly income protection
payments, once your waiting period is over (see explanation of this
below).

When you take out the policy, you decide how much money you wish to
receive each month, if you were unable to work due to il l  health. Most
insurers set your monthly amount to a proportion of your pre-tax income,
which is usually enough to cover your usual l ife expenses and essentials.
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WHO NEEDS INCOME PROTECTION?
 

The likelihood is that the majority of working adults will need income
protection to cover financial commitments if they were unable to work
due to illness. Particularly, if you have a partner, children, or other
dependents, the need to protect your income is even more important, as
this could provide huge financial support to your loved ones, during an
already difficult time. 

Consider what your alternative would be if you lost your income. Do you
have any financial back up that would cover the costs of being off work
from ill health? You may have some savings or alternative income you
could rely on in the short term, but if your illness became long term and
you were unable to work, your lifestyle could quickly be significantly
affected. 

Unfortunately, the chances of being too ill to work for a while are often
higher than we think, with illnesses or accidents that could happen to
anyone. It is, therefore, very sensible to consider how you would be
impacted if you had to stop working due to an unexpected health
problem. If you had to stop working, would you or your loved ones be
able to cope? If not, then having income protection in place is a great way
to support you.

Income protection is
particularly important
for:

· Couples
· Parents
· Single parents
· Homeowners
· Renters
· Self-employed
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WHAT DOES INCOME PROTECTION INSURANCE COVER?
 

Income protection insurance covers the loss of income as a result of ill
health and being unable to work. It provides you with a monthly payment
of a proportion of your pre-tax earnings and acts a lifeline to cover the
essential costs of living such as rent, mortgage, bills, food and transport.

WHAT DOES AN INCOME PROTECTION POLICY COVER ME FOR?
 

If you’re covered by an income protection policy, you can make a claim if
you experience any health problem that impacts your ability to work and
earn money. The most common reasons for claiming are, Musculoskeletal
problems – like broken bones or back pain, mental health conditions –
like depression, stress or anxiety, and serious illnesses – like cancer,
heart disease or strokes. However, it is important to remember that
income protection will cover you for any medical reason, as long as you
have been signed off of work by a medical professional, and as unless
there isn’t a particular exclusion in your policy (explained in more detail
below).

WHAT DOESN'T AN INCOME PROTECTION POLICY COVER ME FOR?
 

If you were to lose your income for any other reason than a medical
reason, such as redundancy or resignation, you will not be able to make
a claim on your policy. There may also be certain exclusions on your
policy which are set out by the insurer, such as an injury caused by self-
harm, or if you disclose any existing health conditions when you apply
for the policy, your insurer may add an exclusion as a result, depending
on what it is. This is why it ’s particularly important to be completely
honest about your health and lifestyle when you apply for any health-
related insurance product, otherwise you could face invalidating your
policy or not receiving a pay out when it ’s most needed. 
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FULL-TERM AND SHORT-TERM COVER
 

These are the two main types of income protection insurance, with the
difference being the maximum amount of time you can claim monthly
payments for. Full term cover means you can claim for payments for as
long as you need to, either until you are well enough to return to work or
until your policy ends. Short term cover will provide you with payments
for a maximum amount of time which you agree to when you first take out
the policy. Full-term is more expensive but more comprehensive than
short-term cover.

INCOME PROTECTION WAITING PERIOD
 

All income protection policies have a waiting period (also referred to as a
deferred period), and this is the time between becoming unable to work
from illness and the day you receive your first income protection
payment. You decide how long the waiting period will be, when you first
take out the policy, based on how quickly you’d need to be paid. The
waiting period reflects your personal circumstances and any benefits
provided by your employer.

Generally, if you choose to have a longer waiting period, you’ll pay lower
monthly premiums, but of course you would need to ensure you are able
to manage financially during the length of the waiting period, if you are
not working. If you choose a shorter waiting period, you will receive the
protection payments sooner, but you’ll pay higher monthly premiums for
the benefit.
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WHEN SHOULD I TAKE OUT INCOME PROTECTION?
 

Income protection insurance is often purchased as a result of particular
life events, that involve a considerable financial responsibility, such as
buying a home, getting married or having children. Many people quickly
realise the importance of these financial responsibilities and want to
ensure they’d be able to meet these responsibilities, should their health
become compromised. 

Becoming self-employed is a particularly important reason to take out
income protection, as being self-employed means, you are not covered
for absences from work by the means of sick pay, like you would be if you
were permanently employed. As a self-employed worker, you are
particularly reliant on being well enough to work and would be more
significantly affected if you were unable to.

It could be as you are growing older and more aware of your health, or
you know someone who has lost their income due to ill health, that you
start to consider the importance of income protection and realise that no
matter what stage of life you are at, having it in place, can be invaluable.

IS INCOME PROTECTION INSURANCE WORTH IT?
 

Understandably, no one likes to spend any more than they need to, but
when income protection insurance could provide you with essential
financial support during a difficult time, for both you and your loved
ones, it is important to consider how worthwhile it is, and the
invaluable difference it could make. 
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WHEN DOES INCOME PROTECTION PAY OUT?
 

You can make a claim on your income protection policy as soon as you're
signed off work by a medical professional. You'll start receiving payments
after your waiting period, providing your claim is successful and meets
your insurer's definition of incapacity. 

WHAT'S THE DIFFERENCE BETWEEN INCOME PROTECTION AND
CRITICAL ILLNESS COVER?

 
Income protection and critical illness cover are both types of insurance
that protect you in case of ill health – but what they cover you for and
the way they pay out is different.

Income protection covers you for any medical reason, so long as you're
signed off by a medical professional and pays out a monthly amount if
you need to claim.
Critical illness cover covers you for any of the specific illnesses or
conditions listed in the policy you buy and pays out a lump sum if you
need to claim.
Both offer valuable protection in case of illness or injury, but one of the
particular benefits of income protection is that it covers you for any
medical problem that stops you from working, including all those listed
as critical illnesses and conditions covered by a critical illness policy. If
you've been signed off by a medical professional, you can claim on an
income protection policy – whatever the cause.
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BOOK A CALL WITH ONE OF OUR ADVISERS FOR MORE
INFORMATION AND A PERSONALISED QUOTE 

 
PLEASE GET IN TOUCH VIA:

 

01162436912
www.mindfulmortgages.co.uk

hello@mindfulmortgages.co.uk
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GLOSSARY OF INCOME PROTECTION TERMS

Activities of daily living definition - Your income protection
policy will only pay out if you meet your insurer’s definition of
incapacity (being unable to work). If you see activities of daily
living definition included in your policy, your insurer will assess
your claim based on your inability to do everyday things that
aren't necessarily related to your job, such as walking, lifting,
using stairs, or getting in and out of a car.

Age-banded (or age-costed) premiums - Income protection
monthly premiums can either be age-banded or level. If yours
are age-banded, the amount you pay each month goes up with
your age, reflecting your increased risk of illness. The premiums
usually start out cheaper for age-banded, than a level policy.
Level policy premiums always stay the same but can end up
being more expensive. You may be recommended an age-
banded premium if you’ve got a particular health condition or
occupation.

Any occupation definition - If your policy has any occupation
definition, your insurer will assess your claim based on your
inability to do not just your own job, but any job.

Broker - A broker acts as an intermediary between buyer and
seller – which could be an individual or a company. Here at
Mindful Mortgages, our brokers have access to the whole
market of insurers (the sellers), and we work on your behalf (as
the buyer), to find you the most suitable policy for your needs. 

Claim - An insurance ‘claim’ is the process of requesting
payment from your insurance provider because the event that
you’re insured for has happened. In the case of income
protection, the claim would be made by you if you’ve been
signed off work for medical reasons.

Cover - Having ‘cover’ in place means you have an insurance
policy in place which will pay out, if something happens to you.
Your cover ‘amount’, is how much your insurer would pay out if
the event happens. 

Critical illness cover - Critical illness cover is an insurance
policy that pays out a lump sum if you’re diagnosed with one of
the illnesses or conditions listed in your policy. It ’s often bought
at the same time as life insurance, since many insurers offer
combined products – the idea being that you’re covered for
both death and illness with one policy.

Deferred period - All income protection policies come with a
deferred period, also known as a waiting period. An income
protection 'waiting period' is how long you wait between
becoming too ill to work and starting to receive your monthly
insurance payments. Typical waiting periods are: 1, 4, 8, 12, 26
or 52 weeks. You choose your desired waiting period when you
take out a policy, based on how quickly you'd need to start
receiving payments if you lost your income.

Employee benefits - Many employers offer employee benefits
to their employees. This usually means benefits or
compensation beyond your normal salary and could include
things like employer sick pay or death in service cover.

Employer sick pay - Many employers will include employer sick
pay (sometimes called ‘company’ or ‘occupational’ sick pay) in
your employment contract. The terms can vary, but it usually
means you’ll be paid your normal wages if you’re off sick, up to
a maximum number of weeks, followed by a reduced proportion
of your wages, again up to maximum number of weeks.

Many employers will automatically pay sick pay for up to a week
of you being off sick, but beyond that point will require you to
be signed off work by a GP. If you still can’t work after your
employer sick pay runs out, you’ll be entitled to statutory sick
pay for a maximum of 28 weeks.

Exclusions - Insurance policies can come with ‘exclusions’ –
which means circumstances in which they won’t pay out. Some
exclusions always come with the policy and apply to anyone
who takes it out; others may be added by the insurer based on
your particular circumstances at the time of taking out the
policy (e.g., your health history, job or lifestyle).

Existing medical conditions - An existing (or pre-existing)
medical condition is one that you already have at the time of
taking out an insurance policy. This is important in the case of
critical illness cover because having an existing medical
condition could affect how much of a risk you are to insure. An
insurer may charge a higher premium, add an exclusion, or
refuse your application based on you having an existing
medical condition, depending on what it is and how severe it
is. You will be covered for an existing medical condition unless
your insurer specifically excludes it.

Fracture cover - Some income protection policies offer
fracture cover as an additional benefit. This means that if you
sustain a fracture while you're insured, you can a claim a one-
off payout without a waiting period and without affecting your
main income protection cover. The payout usually varies
according to the type of fracture and from insurer to insurer.

Full-term income protection - A full-term income protection
policy covers you for however long the period of time is that
you are unable to work and will pay you in monthly payments
until you return to work or your policy ends. This is different
to short-term income protection cover, which only covers you
for a maximum amount of time per claim – usually 1, 2 or 5
years.

Guaranteed premiums - A premium is the monthly price you
pay to be covered by an insurance policy. If you have
‘guaranteed premiums’, this means your premiums are
guaranteed to stay the same (or go up at a guaranteed rate)
for as long as you hold the policy. 

Incapacity definition - Your income protection policy will only
pay out if you meet your insurer’s definition of incapacity. This
means you meet their definition of being unable to work,
based on the terms of your policy. 

Index-linked cover - When you take out income protection,
you can choose to 'index link' your cover – also known as
'indexation'. This ensures the value of your cover (i.e., the
lump sum that would be paid out if you were diagnosed with a
critical illness) goes up in line with inflation. If you choose
indexation, your monthly premiums will also increase with
inflation.

Insured - The ‘insured’ is a technical way of referring to the
person who is insured by an insurance policy. Sometimes
called the ‘policyholder’. You are very likely to see this term
used regularly in your policy documents.

Income protection insurance - Income protection is an
insurance policy that pays out a monthly amount if you can’t
work for medical reasons. If you’re signed off work by a
medical professional, you can claim on your income protection
policy. You cannot claim on this insurance if you’ve lost your
income for any other reason such as redundancy, it only
covers against medical reasons.

Level premiums - The monthly premiums you pay to be
insured with income protection can either be age-banded or
level. If yours are level, the amount you pay each month will
always stay the same. Level premiums can be more expensive
than age-banded to start with, but you have peace of mind
that they’ll never change for as long as you hold the policy.



Life insurance - Life insurance is an insurance policy that pays
out a tax-free lump sum if you die. It ’s designed to financially
protect the dependents you leave behind. Different types of life
insurance include term life insurance, whole-of-life insurance,
and over-50s life insurance.

Own occupation definition - Your income protection policy will
only pay out if you meet your insurer’s definition of being
unable to work. If your policy has own occupation definition,
they’ll assess your claim based on your inability to do the main
things your own job requires you to do.

Payment protection insurance - Payment protection insurance
(PPI) is an insurance policy designed to cover specific loan or
finance repayments in case you can’t work due to redundancy,
illness or injury. It only provides short-term cover and, unlike
income protection, it ’s not medically underwritten when you
take out a policy. This means it can be easy to take out payment
protection insurance, but sometimes difficult to claim.

Payout - An insurance ‘payout’ is the money paid out by the
insurer if you make a successful claim. You should receive your
payout if the thing that you’re insured for happens.

Policyholder - The ‘policyholder’ is simply the person who holds
and is insured by the policy and who will therefore receive the
payout if the event that’s covered (e.g., critical illness) happens
to the policyholder.

Premium - An insurance ‘premium’ is the monthly price you pay
to be insured. For income protection, your premiums will either
be guaranteed or reviewable and age-banded or level.

Guaranteed premiums will always stay the same (or go up at a
guaranteed rate) for as long as you hold the policy; reviewable
premiums will be reviewed at regular intervals, so you won’t
know how much it’ll cost in the future when you take out the
policy.

Age-banded premiums will go up with age, to reflect your
increased risk of illness; level premiums will always stay the
same, as agreed when you took out the policy, for as long as
you hold the policy.

Premium loading (or rating) - If an insurer adds a premium
loading or rating to your income protection policy, it means
your monthly premiums will be more expensive than they would
normally be. They'll add a loading if they think you're more of a
risk to insure than someone else of a similar profile – e.g.
because you have a particular health condition or you have a
risky hobby.

Quote - An insurance ‘quote’ is an estimate of how much it
might cost you to be insured with a particular policy by a
particular insurer. Specifically, it ’s an estimate of what your
monthly premiums would be. To make the quote as accurate as
possible, it ’s based on the information you provide about you,
your health and lifestyle, as well as the insurer’s current rates.
You’ll get a final price once your application goes through the
underwriting process.

Reviewable premiums - A premium is the monthly price you
pay to be covered by an insurance policy. If you have
‘reviewable’ premiums, this means your premiums will be
reviewed at regular intervals through the duration of your
policy. You won’t know when you take out the policy how little
or how much your premiums will change in the future.

Short-term income protection - A short-term income
protection policy covers you for a maximum amount of time if
you’re unable to work – usually 1, 2 or 5 years, depending
what you choose. It stops paying after that time, even if you’re
still unable to work. This is different to full-term income
protection cover, which covers you for as long as can’t work,
however long that is.

Statutory sick pay - If you’re employed, you’re entitled to
statutory sick pay (SSP) if you’re off work for medical reasons.
It’s currently £95.85/week (true as of April 2021), paid by your
employer, and can be claimed for a maximum of 28 weeks.
You’ll start receiving it after your employer sick pay runs out
or, if you don’t have employer sick pay, after being off for 4
days.

Sum assured - ‘Sum assured’ is the technical way of referring
to the amount of cover you have in place through your income
protection policy. It ’s also the amount of money that the
insurer would pay out each month if you were unable to work
for medical reasons.

Term - When you buy income protection, your policy ‘term’ is
how long you’ll be insured for – e.g. 10, 20 or 30 years. You
choose the term when you buy the policy and it will pay out if
you’re unable to work for medical reasons during that time.
You can make multiple claims during your policy term, if you
need to.

Underwriting - Underwriting takes place when you apply for
an insurance policy. It ’s the process of an insurance company
assessing how much of a risk you are to insure – in other
words: how likely it is that you’ll need to make a claim and that
they’ll need to pay out. An underwriter is responsible for
evaluating this risk and deciding whether or not to accept your
application, under what terms, and how much it’ll cost.

Waiting period - All income protection policies come with a
waiting period , also known as the deferred period. This is how
long you wait between becoming too ill to work and starting to
receive your monthly income protection payments. Typical
waiting periods are: 1, 4, 8, 12, 26 or 52 weeks.

Waiver of premium - When you buy an income protection
policy, you agree to pay a monthly premium for as long as you
hold the policy. If your policy has waiver of premium, it means
you’ll be exempt from paying your monthly premiums if you
can’t work for medical reasons. Insurers usually impose a
waiting period on this benefit – i.e. a minimum amount of time
you need to be off ill or injured before you can waive your
premiums.
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