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MUMBAI: “Traditional plans have the
largest share in product mix of life
insuranceindustry,”said Aalok Bhan,
director and chief marketing officer,
Max Life Insurance. Thelife insurance
behemoth, Life Insurance Corporation
Ltd.,hasaproductportfoliothatistilted
towards traditional products. Around
86% of LIC plans are traditional prod-
ucts (excluding riders). “Traditional
plans are designed to help build a cor-
pus over a long term for the achieve-
ment of a life’s goals and suitable for
those who have low investment risk
appetite,” said Bhan. Let'stakealook at
ifsuch longtenures helpful:

UNSUITEDDEMOGRAPHY

The long tenure, combined with strict
lock-in periods of traditional products
andinadequate coverdonotfallinline
with the demographics of our country
and tend toweighusdown. Traditional
productshavealock-in period ofatleast
three years. “You can’t withdraw the
money in the first three years. After
that, the only way you can get some
liquidity is by taking a loan on the sur-
render value or surrendering the pol-
icy,” said Agrawal. The demographic
profile of Indiain terms of savings and
investmentisatparacrossincome pro-
files. “Whether you're from a middle-in-
come category or an HNI, it has been
widely observed that Indians feel the
need for liquid cash three to five years
after parking their corpusin aninvest-
ment,” said Pawan Agrawal, founder of
InvestGuru.in. Also, therearemultiple
other financial instruments you can
evaluate it with before investing.

LOAN, SURRENDER VALUE
Sayyou'vealready invested a huge cor-
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pus in a traditional product and you
comeacrossan emergency. Youragent
willtrytolureyouintotakingaloanon
your surrender value, where the loan
amountis capped at 90% of the surren-
der value, “The interest you receive
fromtheplanislesserthan theinterest
youenduppayingtotheinsureronthe
loan,” said Agrawal. [fyouwant to sur-
render the policy mid-way, youwill lose
money. The product structure is such
that it ends up benefiting the insurer .
“Afterthree vears of payment, the policy
gainsasurrendervalue. Ifyouneed the
money, the policy can be surrendered,
butin the first 7-9 year period, the sur-
rendervalueislesser than original capi-
tal,” he said.

PUSHPRODUCTS, PREMIUM
DEFAULTS, COMPOUNDING
Time and again, traditional life insur-
ance products have been viewed as a
push product. By ‘push’ product we
mean the agentsand insurers pushthe
producton you for saleattimes, without
keeping yourfinancialgoalsand inter-
estsinmind; “Large portionofyour pre-
Rl of

Plan Ahead Wealth Advisors. “If vou
don’tpay atleastthree years’ premium,
your policy lapses and whatever you
have paid gets lost. If you pay three
years’ premium and youdonotpay after
that, the policy lapsesand becomes paid
up, meaning the benefits get reduced
and you can get that value only when
policy termisover. This amountinthe
first 7-8 years doesn’t cover your origi-
nal capital,” said Agrawal. Traditional
products that are popular are those
which have a money-back guarantee.
Money-back plans give you some
amountofmoneyannually fromthe cap-
ital. thi om-
poun >duces, ~The
instrumentstraditional plansinvest in
don’tearn higher returnsaswell.

WHATYOU SHOULDDO

Such products are a tad bit beneficial
only when vou hold the product for at
least 15to 20 years. “If you wait for the
whole term to get over, only then will
your capital cost get covered and atthe
end whateveryoureceive may be higher
thantheinvested capital,” said Agrawal.
But,doesyouropportunity costget cov-
ered?It’sthecost of themissed opportu-
nity you got had you invested some-
whereelse. “Over a20-yearperiod,atra-
ditional life insurance policy gives
returnsof4-6%, tax-free. [fwe compare
this with RD returns for higher tax
brackets, there may not bemuch differ-
ence. But, if we compareittobalanced or
equity based funds, opportunity costis
huge. Inatraditional policy, if you pay
35,000/ yearfor20years, yougetaround
31.8-2 lakh as maturity value; if you
invest the same in mutual fund, at 10%
return, youget32.86lakh;at12% you get
33.6lakh and soon,” hesaid. Makesure
youevaluate your cover before buying.
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