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The life insurance industry has proudly protected the financial wellbeing

another policy so, if you are reviewing your cover, you need to be aware of

of New Zealanders for more than 150 years, paying close to $1 billion

everything that could affect your ability to make a successful future claim.

annually in claims and maturities.

This guide will help you identify what to consider before you replace

The majority of all claims are accepted and paid without question or

your policy.

further enquiry. Of the remaining claims, there are two main reasons why

The information contained in this brochure will help you identify the

they are investigated or not upheld:

specific considerations you should make when reviewing your life

• the policy didn’t cover the specific condition; or,

insurance policy. The information is of a general nature only and

• the life insured failed to disclose details of existing or past medical

does not constitute advice. You are encouraged to seek specific

conditions on their application, even if this was an innocent oversight.
Sometimes, these mistakes are made when a policy is replaced with
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guidance from a professional adviser before making any decisions
with respect to your insurance policy.

What is “Life Insurance”?

Your Personal Situation

“Life Insurance” has a much broader meaning than the original policies

If there has been a change in your health, leisure activities or occupation,

that were issued more than 150 years ago.  Today’s life insurance

it may mean your new policy will contain restrictions, or there may be

policies can cover a number of events including death, accidental injury,

exclusions for any medical conditions that you have developed since

disablement or serious illness. A policy may cover just one of these

taking out your old policy. In other words, you may have less cover than

events, or it may cover a combination of them. Common descriptions of

you had before.

these policies include term life insurance, trauma insurance, disability

The most important thing you must do is disclose everything in your

insurance, and income protection insurance.

application. It is your legal responsibility to fully and accurately answer

It’s Good to Review Your Insurance Needs
It is important to regularly review your insurance cover to make sure it is
still the most appropriate for your needs. This is because:
• your personal situation changes over time; and,
• insurance policies are constantly evolving with companies introducing
new terms, definitions, coverage and pricing.
Often, minor adjustments to your existing policy are all that is required to
bring it into line with your personal situation, while sometimes it can make
good sense to completely replace your policy.

Is Replacement Right for You?
If you are advised or encouraged to replace your policy, you need to be

all questions about your medical and personal history on the insurance
application form. Failing to disclose relevant information is one of the
main reasons why claims are not upheld.
Cover
Make sure you understand what your existing policy covers and what
you’ll be covered for under the new policy.  For example, if you have a
term life insurance policy with an optional disablement benefit and you
want to retain both, check that the new policy can do this.
In addition, some companies have a policy of “passing back” any new or
improved benefits they introduce to existing policies, so your policy may
have better cover and conditions than when you first took it out. It is
therefore important to be aware of what your existing policy covers you for.

sure that this is the right decision for you.

Conditions

Before you replace your policy, you need to consider what your existing

Different policies, while covering similar risks, often cover significantly

policy covers you for and compare this with the policy you are thinking

different conditions (particularly policies that cover disablement or

about switching to.

serious illness).
For example, with trauma insurance, some people will select a policy that

The following sections outline some of the key things you need to

covers the broadest range of medical conditions while others prefer to

consider when thinking about replacing your insurance policy. If

choose a policy that covers the most common medical conditions (such as

you decide to replace your existing policy, do not cancel this policy

heart attack, cancer and stroke).

until the new policy is in force and you are happy that you are

Some policies have specific dates when they cease to provide cover. For

appropriately insured.

example, some income protection policies will pay a benefit until the life
insured turns 65, while others only pay a benefit for a maximum of 2 years.
Many policies have initial “qualifying periods” that determine when
an eligible claim may be made for specific events.  For example, new
term life policies often exclude suicide within the first 13 months,
while new trauma policies often exclude illnesses that occur within
the first 3 months.  So switching to a new policy may mean you
temporarily lose some of your cover.
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Definitions
Definitions (e.g. medical conditions, employment, occupation, income,
etc) are an important aspect of any insurance policy and need to be
carefully considered.

• Are the premiums fixed (i.e. they don’t change over time) or variable
(i.e. they increase with age)?; and,
• Will there be any premium “loading” for medical conditions, hazardous
activities, occupational risk, etc?

There are often subtle differences between policies. Sometimes they can work
in your favour (for example, many insurers now offer a broader definition for

If you do decide to replace your policy, you will be asked to complete

heart attack meaning more events are likely to be covered) and sometimes

a “replacement policy advice” form. By signing this form you

they can work against you (for example, many insurers now use a much

are acknowledging that you are comfortable with the amount of

narrower definition for skin cancer, meaning fewer events may be covered).

information you have been given (and any advice you may have

Cost

received), and are happy to make a decision as a result.

While it would seem a simple exercise to compare the pure cost of one

PLEASE NOTE: It is your responsibility to contact the old insurer

policy versus another, there are a few things to consider before you make
the decision to switch, such as:
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directly to cancel your existing policy.

Policy Replacement in Action – Good and Bad

Seek Professional Advice

New Policy Provides Better Cover

Reviewing your insurance policy can be a complex process.  Replacing

In 1996 Jo decided to review her income protection plan, a cancellable

your existing policy with a new one may be the right decision for you, but

policy with a 2 year benefit period. Jo replaced this policy with a more

it is important you have all the relevant information to help you make the

expensive guaranteed renewable policy with a benefit payable up to age 65.

best decision.

In 2008 Jo was diagnosed with a systemic illness and she has been on

If you feel you do not have enough information to make a fully informed

claim ever since.

decision, it is recommended you seek advice from a professional adviser.

Under her old policy Jo’s benefit payments would have stopped by now

The Financial Advisers Act requires Advisers to exercise care, diligence

but under her new policy she continues to be covered.

and skill when providing clients with financial advice. It is their job to help

New Policy Fails to Deliver
In 2004 Ken replaced an existing term life insurance policy with a new
policy from a different company.
In 2007 Ken suffered a heart attack and made a claim under his trauma
benefit. Unfortunately, while the old policy had included a trauma benefit,
the new one did not.
As a result his claim was declined. Ken lodged a complaint with the
Insurance and Savings Ombudsman, insisting he had always intended for

you choose the right course of action for your personal situation.
This means your Adviser is required to provide you with an accurate
explanation of the differences between the existing and proposed policies,
and the reasons why replacement (or not) is your best option.
If you are concerned that you do not have enough information to help you
make the correct decision for your needs, do not proceed until you are
confident you do. Insist on getting a full description of the proposed policy
and compare this with what you already have.

the new policy to include trauma cover, but his complaint was not upheld.

The Financial Services Council (FSC) is a voluntary association representing New Zealand’s leading life insurance, superannuation and managed
fund providers.  Member companies manage over $80 billion in savings and provide other financial services on behalf of more than 1.5 million New
Zealand investors and policyholders.
As well as representing the interests of its member companies, FSC is committed to helping New Zealanders secure their future financial wellbeing by
providing them with the best financial advice and solutions.
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