	
	
	 

	
	


	


Five Must have Insurance Covers

"Only when we are no longer afraid do we begin to live."
Dorothy Thompson, famous American Journalist. 
The fear of death is big, but it is not palpable. The fear of losing your hard-earned assets, such as a car or a house, is bigger. And, the fear of how your loved ones would provide for themselves if something happens to you is even bigger. The uncertainties of everyday life -- increasing incidence of chronic diseases, terrorist attacks, infectious disease pandemics and road accidents -- add to the anxieties.

Insurance could at least minimise, if not banish, these pressing fears from our lives. We list five insurance covers that you must have at all times – term life, health, income protection, motor and home/contents. 

1. Term Life Insurance
The cheapest and the most basic, this is a no-frills life cover that should be one of your first financial instruments. Being a pure insurance cover, it does not return your money if you survive the policy term. 

If you don't, the sum assured is paid to your dependants. So, buy only if you have financial dependants, or you expect to have dependants in the future. If you expect to have dependants till a later stage of your life, look for a plan that is more economical in the long run. Most of the insurance companies can offer you level premium plans upto age 65, while some like Sovereign can offer you level cover till age 80. Decide on how much life cover you might still need when you are in your retirement years. Buying Level premium life insurance till age 80 is a very good instrument for leaving a legacy behind for your children or grand children.     

As there is no surrender or maturity value in these policies, you should settle for the one with the lowest premium and the longest term. 

Since they are simple, term plans can be easily compared on the basis of price and the cover period. Search for a quote from at least four to five companies before buying one.

There is a variant of Term Life Cover – Family Income Plan. The claim is payable on the death of the life assured, like any other term life cover, but rather than a lump sum it pays a monthly benefit to your policy beneficiaries for a fixed period. This helps to keep things simple for your loved ones after you have gone. You can choose the amount of benefit and the number of years your loved ones will get this benefit. We suggest a combination of lump sum benefit – to pay for immediate payments of any outstanding debts; and a family income plan to pay for the day to day living expenses till your dependents attain financial independence.   

Important
· Ask your broker to give you minimum of three quotes from reputable companies to compare the costs 

· Choose the plan that has the lowest premium at your parameters 
· Choose the right structure that fits your future requirement

· Disclose every possible medical information

· Keep the nominees informed 

2. Health Insurance
You may not care about your health, but you sure do care about your finances. With healthcare costs rising at more than 15 per cent a year, and public health system under severe strain, having a health insurance is becoming a necessity.

These policies are of two types -- the first covers basic hospitalisation needs; with an option to add specialist and diagnostic tests benefit.  Your medical insurance will reimburse you for the actual and reasonable expenses incurred in a private hospital. These expenses are subject to policy limits. Please check and compare the limits from three-four major insurers. Some policies also reimburse you a daily cash allowance if you are admitted in a public hospital. 
All insurance policies offer an excess that you can utilise to reduce the premium – higher the excess, lower the premium. Keep you excess low when you are younger, as you may not be allowed to reduce your excess if you have developed any medical issues. 

With or without a family, you need a health cover.  

Even if your employer offers group medical insurance, get your own cover. A change of job could leave you without insurance, and so could retirement. Please check with your group insurer the terms and conditions of your cover if you change your job.  
Important
· Check the policy limits and how it works
· Check how the excess will applied to your claims
· Check if the contract of insurance you are entering now can be altered in future by the insurer with retrospective effect. 
· Don’t compromise on the quality of the cover for lower premiums
· Keep an eye on exclusions and inclusions in the policy 

· Undergo medical tests, if required 

· Buy health insurance even if you have one from your employer 

3. Income Protection Insurance
Imagine you are 30 year old, with a young family, on a $50,000 salary pa. Assuming a 3% growth in your salary over next 35 years (retirement age 65), how much do you reckon you will earn over your working life? The answer is more than $3M. Can you afford to lose this asset – your capacity to earn income till you retire? Certainly not! How will you manage to pay your bills, look after your children’s education, pay the mortgage, etc, if you are disabled for a few months, or a year, or permanently disabled? These are the questions one needs to ask before considering an Income Protection Cover. If the answer is not to your satisfaction, you can not afford to lose your biggest asset – your regular income. 
With a low propensity to save and a consumer culture in New Zealand, Income Protection insurance is one of the ‘must have’ covers. Interestingly, some of the insurance policies also provide a ‘redundancy’ cover option, if taken to protect your mortgage. This is good cover to have in times of economic uncertainty. 

Important

· All Income Protection policies have a minimum of 4 weeks stand-down period. If you choose a wait period of more than 4 weeks, please ensure that you have enough reserve funds to take care of expenses during that period.
· Income protection premiums are tax deductible, so you can reduce the net cost of the premiums depending on your tax rate 
· At the same time the claims are liable for PAYE, thus choose the cover amount carefully. Most insurance companies allow you to cover 75% of your gross income.
· Always discuss with your adviser whether an ‘indemnity’ or agreed value’ contract is more suitable for your situation.

· Most Income protection policies allow you to choose a claim period; carefully consider your options. For example, if you have chosen 2 years claim period and you are permanently disabled, you will be left to fend for your self after 2 years. This will be a very unfortunate situation, however.

4. Motor Insurance
Not having a cover for your vehicle is like driving one at night without switching on the headlights.

You need to compulsorily take a third-party insurance, or third-party liability cover, sometimes also referred to as the 'act only' cover, when you buy a vehicle. It is referred to as a 'third-party' cover since the beneficiary of the policy is not the two parties involved in the contract -- the insured and the insurance company.

It covers the injuries to a third person, or damage to the third person's assets. But, it is better to go for a comprehensive motor insurance.

You can negotiate for a discount while buying. As a buyer, you will need to understand how the wordings of the policy would affect your premium. Factors like the driver's age and record, the type of vehicle and usage could determine the premium in the future. For now, look for lower rates without compromising on any of the clauses or feature.

Always remember, to transfer your no-claim bonus to the new car, if you are replacing your old one. This way, you would be able to save 20-50 per cent on the first premium of your new car.

Important
· Talk directly with insurers or brokers while comparing premiums 

· Negotiate on discounts 

· Check if there is deletion of any clause or benefit 

· Opt for direct-debit from your account, rather than your credit card, to lower premium outgo 

· Make sure benefit of no-claim bonus is added, if available 

· Receive the original policy certificate/cover note 

5. Home/Content Insurance
For most New Zealanders, buying a house is the most cherished dream and probably the biggest investment of life. Home/content insurance not only covers your dwelling against unpredictable events, such an earthquake, but also your valuable personal property, such as consumer durables and jewellery. 

The premium is less than 1 per cent of the actual cost of the contents or structure covered. You can also opt for a long-term cover by paying a lumpsum premium. In terms of cost, the policy gives you two choices -- cover against the present market value and against the reinstatement value, or the value at the time of the claim. Opt for the latter.

Home insurance only protects the building of your house against fire and allied perils like earthquake, lightning, storm, floods and riots. Home/Content, meanwhile, covers the contents of the house against burglary, in addition to covering the building and contents against fire and other perils. 
Remember, it's never too late to buy insurance. So, if you don't have the must have five, buy them now.

Important
· Choose your preferred insurer 

· Compile a list of belongings 

· Keep handy the purchase bills of high value items 

· Segregate items according to perils 
· Receive the policy certificate 

