COVER COMFORT

Include Ulips m vour portfolio for their sheer tlexibility
and multiple benetfits, says Subhendu Bal

lve first impression that

comes to o mind when

we think of & unitlinked

insurance plan (Dlip) is

that it is an investiment
linked product where the renirns are
linked to the performance of the tnder-
Iying investments. While this is indead
g Fadr answer, a wit-linked produoct is
muich more than just an invesfinsnt ve-
hicle. In foet, Mips can be vsed to mest
varlous lifenweds al various stapes

These neads can be in the form of
having an insurance cover with sav-
inps for wealth creation or to mest the
expenses of children’s education, their
marriageand lifeafter rebirement.
While all these needs may not be

immediately perceptible or foreses
able, it is important to ensure that all
these needs are provided for, And in-
surance, especally Ulips, s ideal to
provide for these needs,

Choice of strategy

While a Mip offers insurances, it also
pives exposiae Lo the investment mar
kets. Depending on theleve of fnancial
soplistication and the know-how of an
individual, the schemes can choose to
opt for a passive or an active invest

iment strategy.

In the case of a passive str ategy, the
insurance company will decide on Lhe
allocation or switching of the money
into various asset classes, according to
the expettise, In the case of an active n-
vestmen! stealegy, the individunl choos
e the proportion of linds to be investsd
in various asset classes. The individual
can also switch between various find
oplions, according to his/her risk ap
pelite and the evolving needs over time,
Offering flexibility
By bindling lnvestiment and insuranee
in a single palicy, a Ulip provides bene
fits of both at a cost lower than having
these two benefils separately,

Mips provide o lot of Aexibility to
customers. An individual, who has
bought a vegular premium Ulip, can
opl for redivecting the premivm vunder
which thednwvestments of future premi

min would be in different proportions
firom the ones currently belnginvested.

For instance, suppose someone has
iwested S0 per cent inequity and 50 per
cenl in corporate bonds. [T the ous-
tomear expects and believes that the eg-
uity markets will do well in the future,
he'she can cherry-plek the option and
o for o higher equity proportion, say
Ta per cent instead ofthe existing 50 per
cent and invest anly 25 per eenit i cor-
porale bonds,

Partial withd rawals

Individuals needing cash (o fulfll some
of thedr implanmed needs can very well
take the help of partial withdrawals
from therinvested corpusina Ulip, The
lquidity option through partial with.
drawals allows the individual to with

draw part of their fund, as and when the
need arises while contimung with the
el This ofTers a preat mumount of ex-
ibility that would enable s customer (o
mest his inmediate needs. Some of the
recurring nesds can be flfilled through
syslanalic withdrawals,

Ulips also offer a settlement option
wherein an individual can receve the
maturty smount in instalments rother
than as a lompsam amount, ‘This will
hel p to mindmise the impact ol market
fluctuations affecting the maturity
value, This may be helped Nrrther by
the facl thal thereis a proposal to exteqd
thesettlement optionupto 10 vears, that
is, the manmwity amomt receivable
eould be spread onl over o period of 10
zile

Also, the frequency (monthly, guar-
terly, etc) at which the pavouts would
be received ean be decided by the indi
viduals according to their needs.

Equity edge

It is nsually badieved thal squity hvest

ments offa good rettumsif held for the
long termn, Ulips offer achance to livest
i eguity nstruments apart fom vari-
ous other msset ol agses such as bonds
anl money market instruments, These
products also have a lock-in period of
five vears, which act as compulsory
savings durdng very early in the term.

Compulsory savings without with-
drawal in the short term can provide a
boost to rétiums in the long man, The
longer one stavs invested in a Olip, the
lawer is the cost charped by the insur
ance com panies, This is primarcily be-
canse ol [wo regsons,

First, with the passage of time, the
deduetion ol mortality charges gener-
allv decreases under Ulip. Secand,
product regulations mandate maxi
i reduetionin yieldin o THip.

The maximum redietionin vields
decrease with the increase in duration
one remains invested in. For o 10-vear
duration, the maximum allowahble re-
ductionin vield is 3 per cenl whereas
[or 15-years duration, i1 is 225 per canl.

Retirement corpus

Ulips can also act as an excellent in-
struiment for retiremm ent savings as vou
can pet palicy terms of longer doea
tions. One can accumulate a sizeable
corpias by gaining exposire to various
assol classes through Mips and by re-
maining invested for the long term,
which would ensure the parehase of a
poodd aowat ol anit es,

The proposal to allow the openmar-
ket option for purchasing aimuities
provides the costomer to gain from the
completion on aunuty rates and/ oy
seivices. The proposed allowance of
commuiation ol up to 60 per cenl of the
policy proceeds al thetime of vesting is
an added attracton to plan the cus-
tomer's requirement.

Further, the customer would be
able to withdraw a part of the fund
apainst certain specified reasons such
as higher sducation of children, their
marriapge et

Tax planmning thronugh buying Ulips
serves both the purpose ol saving money
nnd petting tax exanption under Section
B0C. At maturity, Mip policies do not at-
tract long-term capital pains tax. All of
these make Ulips an extremely
[avmwable proposition and any individ.
ual should love to have a Ulip as part of
lats/ Tve financial plandng.

The writer is appointed actuary of
SBI Life Insimnce




