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Unit Linked Insurance Policies (ULIPs) as an investment avenue are closest to mutual funds in terms of their structure and functioning. As is the case with mutual funds, investors in ULIPs are allotted units by the insurance company and a net asset value (NAV) is declared for the same on a daily basis.

Similarly ULIP investors have the option of investing across various schemes similar to the ones found in the mutual funds domain, i.e. diversified equity funds, balanced funds and debt funds to name a few. Generally speaking, ULIPs can be termed as mutual fund schemes with an insurance component.

However it should not be construed that barring the insurance element there is nothing differentiating mutual funds from ULIPs.

How ULIPs can make you RICH!
Despite the seemingly comparable structures there are various factors wherein the two differ.

In this article we evaluate the two avenues on certain common parameters and find out how they measure up.

1. Mode of investment/ investment amounts
Mutual fund investors have the option of either making lump sum investments or investing using the systematic investment plan (SIP) route which entails commitments over longer time horizons. The minimum investment amounts are laid out by the fund house.

ULIP investors also have the choice of investing in a lump sum (single premium) or using the conventional route, i.e. making premium payments on an annual, half-yearly, quarterly or monthly basis. In ULIPs, determining the premium paid is often the starting point for the investment activity.

This is in stark contrast to conventional insurance plans where the sum assured is the starting point and premiums to be paid are determined thereafter. 

ULIP investors also have the flexibility to alter the premium amounts during the policy's tenure. For example an individual with access to surplus funds can enhance the contribution thereby ensuring that his surplus funds are gainfully invested; conversely an individual faced with a liquidity crunch has the option of paying a lower amount (the difference being adjusted in the accumulated value of his ULIP). The freedom to modify premium payments at one's convenience clearly gives ULIP investors an edge over their mutual fund counterparts.

2. Expenses
In mutual fund investments, expenses charged for various activities like fund management, sales and marketing, administration among others are subject to pre-determined upper limits as prescribed by the Securities and Exchange Board of India.

For example equity-oriented funds can charge their investors a maximum of 2.5% per annum on a recurring basis for all their expenses; any expense above the prescribed limit is borne by the fund house and not the investors.

Similarly funds also charge their investors entry and exit loads (in most cases, either is applicable). Entry loads are charged at the timing of making an investment while the exit load is charged at the time of sale.

Insurance companies have a free hand in levying expenses on their ULIP products with no upper limits being prescribed by the regulator, i.e. the Insurance Regulatory and Development Authority. This explains the complex and at times 'unwieldy' expense structures on ULIP offerings. The only restraint placed is that insurers are required to notify the regulator of all the expenses that will be charged on their ULIP offerings.

Expenses can have far-reaching consequences on investors since higher expenses translate into lower amounts being invested and a smaller corpus being accumulated. ULIP-related expenses have been dealt with in detail in the article "Understanding ULIP expenses".

3. Portfolio disclosure
Mutual fund houses are required to statutorily declare their portfolios on a quarterly basis, albeit most fund houses do so on a monthly basis. Investors get the opportunity to see where their monies are being invested and how they have been managed by studying the portfolio.

There is lack of consensus on whether ULIPs are required to disclose their portfolios. During our interactions with leading insurers we came across divergent views on this issue.

While one school of thought believes that disclosing portfolios on a quarterly basis is mandatory, the other believes that there is no legal obligation to do so and that insurers are required to disclose their portfolios only on demand.

Some insurance companies do declare their portfolios on a monthly/quarterly basis. However the lack of transparency in ULIP investments could be a cause for concern considering that the amount invested in insurance policies is essentially meant to provide for contingencies and for long-term needs like retirement; regular portfolio disclosures on the other hand can enable investors to make timely investment decisions. 

ULIPs vs Mutual Funds
 

ULIPs
Mutual Funds
Investment amounts
Determined by the investor and can be modified as well
Minimum investment amounts are determined by the fund house
Expenses
No upper limits, expenses determined by the insurance company
Upper limits for expenses chargeable to investors have been set by the regulator
Portfolio disclosure
Not mandatory*
Quarterly disclosures are mandatory
Modifying asset allocation
Generally permitted for free or at a nominal cost
Entry/exit loads have to be borne by the investor
Tax benefits
Section 80C benefits are available on all ULIP investments
Section 80C benefits are available only on investments in tax-saving funds
* There is lack of consensus on whether ULIPs are required to disclose their portfolios. While some insurers claim that disclosing portfolios on a quarterly basis is mandatory, others state that there is no legal obligation to do so.
4. Flexibility in altering the asset allocation
As was stated earlier, offerings in both the mutual funds segment and ULIPs segment are largely comparable. For example plans that invest their entire corpus in equities (diversified equity funds), a 60:40 allotment in equity and debt instruments (balanced funds) and those investing only in debt instruments (debt funds) can be found in both ULIPs and mutual funds. 

If a mutual fund investor in a diversified equity fund wishes to shift his corpus into a debt from the same fund house, he could have to bear an exit load and/or entry load.

On the other hand most insurance companies permit their ULIP inventors to shift investments across various plans/asset classes either at a nominal or no cost (usually, a couple of switches are allowed free of charge every year and a cost has to be borne for additional switches).

Effectively the ULIP investor is given the option to invest across asset classes as per his convenience in a cost-effective manner.

This can prove to be very useful for investors, for example in a bull market when the ULIP investor's equity component has appreciated, he can book profits by simply transferring the requisite amount to a debt-oriented plan.

5. Tax benefits
ULIP investments qualify for deductions under Section 80C of the Income Tax Act. This holds good, irrespective of the nature of the plan chosen by the investor. On the other hand in the mutual funds domain, only investments in tax-saving funds (also referred to as equity-linked savings schemes) are eligible for Section 80C benefits.

Maturity proceeds from ULIPs are tax free. In case of equity-oriented funds (for example diversified equity funds, balanced funds), if the investments are held for a period over 12 months, the gains are tax free; conversely investments sold within a 12-month period attract short-term capital gains tax @ 10%.

Similarly, debt-oriented funds attract a long-term capital gains tax @ 10%, while a short-term capital gain is taxed at the investor's marginal tax rate.

Despite the seemingly similar structures evidently both mutual funds and ULIPs have their unique set of advantages to offer. As always, it is vital for investors to be aware of the nuances in both offerings and make informed decisions.
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Selling insurance is considered to be a tough job by some industry insiders. Well not exactly by some hot shot MDRTs. In case you didn't know, MDRT stands for Million Dollar Round Table and this is the most coveted title in the insurance sales industry.
And there's no prize for guessing why insurance policy advisors and agents of all hues sell you those high costing insurance products like the unit linked insurance plan, ULIP. 
Now becoming a MDRT does not mean that you have advised your clients in their best interests; it simply means that you have sold more policies and hit targets required to qualify for MDRT. 
But most of the agents tout MDRT as if this were any substitute for good advice that they give and some sort of a qualification.
Below I have given two common conversations in the insurance industry to highlight some finer points.
They sell you what you don't want
Mis-selling (Selling insurance products without understanding your needs) is rampant and whether you are a newborn or a 60 year old, insurance will be the first product sold to you.
Selling insurance is a business and you better understand what's under all their sweet talk and projects.
Don't mix insurance with investment. They are two separate decisions having different impacts on your life.
Generally insurance is sold through friends, and family and hence there is a social obligation to buy the policy. So even if you have to honour a social obligation, buy a term plan.
First conversation
Suresh (Agency Manager): We need to hit our targets this year and become the number one branch of our company in terms of lives covered and premiums received.
Ramesh:  I have one client who wants to opt for a term plan.
· SIP or ULIP? Which is better?
Suresh: Boss why don't you offer him our ULIP. He will not be able to exit for the next 7 years (even though we say that he can exit after 3 years). ULIP premiums will get you closer to the MDRT faster, plus there is an additional bonus that you will get for selling this product.  (Also, you can sell him more because even after buying this policy, he will still be underinsured).
Ramesh: Why do you say that he will not be able to exit the policy after 3 years?
Suresh: The 30 per cent costs that go towards covering mortality charges and other expenses while buying ULIPs are charged upfront and considering the state of the market, it would take at least 6-7 years for our product to break even.
Ramesh: I get it now, Sir.
Second conversation
Bank Manager: Why don't you buy our Child Plan. It's a great product and has given 30 per cent return in the last few years.
Client: My financial advisor told me that I could opt for a term plan and a combination of stocks, mutual funds and Public Provident Fund (PPF) investments for my child's better future.
Bank Manager: I will show you some calculations and you can see that this insurance is a long term product and the higher costs that you incur today evens out in the later years whereas mutual funds and stocks are short term offerings. So a term plan and a mutual fund is not a great combination. 
ULIP charges: The main culprit
Now let's take a real world example of how you would have fared if you had bought a ULIP in the last 4 years or so.
Cover: Rs 1 Lakh
Premium paying term: 15 years
Premium: Rs 8,592 per annum
Option: Enhancer (35 per cent exposure to equity)
Transaction Details for the period 1-Jan-2003 to 29-Jan-2007
Date
Description
Gross Amount (Rs)
Charges (Rs)
Net Amount (Rs)
11-Mar-03
Deposit
8,592
-5,132.4
3,459.6
11-Mar-03
Cost of Insurance
-122.75
0
-122.75
11-Apr-03
Cost of Insurance
-122.75
0
-122.75
11-May-03
Cost of Insurance
-122.75
0
-122.75
11-Jun-03
Cost of Insurance
-122.75
0
-122.75
11-Jul-03
Cost of Insurance
-122.75
0
-122.75
11-Aug-03
Cost of Insurance
-122.75
0
-122.75
11-Sep-03
Cost of Insurance
-122.75
0
-122.75
11-Oct-03
Cost of Insurance
-122.75
0
-122.75
11-Nov-03
Cost of Insurance
-122.75
0
-122.75
11-Dec-03
Cost of Insurance
-122.75
0
-122.75
11-Jan-04
Cost of Insurance
-122.75
0
-122.75
11-Feb-04
Cost of Insurance
-122.75
0
-122.75
11-Mar-04
Deposit
8,592
-592.2
7,999.8
11-Mar-04
Cost of Insurance
-227.25
0
-227.25
11-Apr-04
Cost of Insurance
-227.25
0
-227.25
11-May-04
Cost of Insurance
-227.25
0
-227.25
11-Jun-04
Cost of Insurance
-227.25
0
-227.25
11-Jul-04
Cost of Insurance
-227.25
0
-227.25
11-Aug-04
Cost of Insurance
-227.25
0
-227.25
11-Sep-04
Cost of Insurance
-227.25
0
-227.25
11-Oct-04
Cost of Insurance
-227.25
0
-227.25
11-Nov-04
Cost of Insurance
-227.25
0
-227.25
11-Dec-04
Cost of Insurance
-227.25
0
-227.25
11-Jan-05
Cost of Insurance
-227.25
0
-227.25
11-Feb-05
Cost of Insurance
-227.25
0
-227.25
11-Mar-05
Cost of Insurance
-125.95
0
-125.95
14-Mar-05
Deposit
8,592
-592.2
7,999.8
11-Apr-05
Cost of Insurance
-125.95
0
-125.95
11-May-05
Cost of Insurance
-125.95
0
-125.95
11-Jun-05
Cost of Insurance
-125.95
0
-125.95
11-Jul-05
Cost of Insurance
-125.95
0
-125.95
11-Jul-05
Service Tax
-8.15
0
-8.15
11-Aug-05
Cost of Insurance
-125.95
0
-125.95
11-Aug-05
Service Tax
-8.15
0
-8.15
11-Sep-05
Cost of Insurance
-125.95
0
-125.95
11-Sep-05
Service Tax
-8.15
0
-8.15
11-Oct-05
Cost of Insurance
-125.95
0
-125.95
11-Oct-05
Service Tax
-8.15
0
-8.15
11-Nov-05
Cost of Insurance
-125.95
0
-125.95
11-Nov-05
Service Tax
-8.15
0
-8.15
11-Dec-05
Cost of Insurance
-125.95
0
-125.95
11-Dec-05
Service Tax
-8.15
0
-8.15
11-Jan-06
Cost of Insurance
-125.95
0
-125.95
11-Jan-06
Service Tax
-8.15
0
-8.15
11-Feb-06
Cost of Insurance
-125.95
0
-125.95
11-Feb-06
Service Tax
-8.15
0
-8.15
11-Mar-06
Cost of Insurance
-128.05
0
-128.05
11-Mar-06
Service Tax
-8.36
0
-8.36
13-Mar-06
Deposit
8,592
-394.8
8,197.2
11-Apr-06
Cost of Insurance
-128.05
0
-128.05
11-Apr-06
Service Tax
-8.36
0
-8.36
11-May-06
Cost of Insurance
-128.05
0
-128.05
11-May-06
Service Tax
-10.04
0
-10.04
11-Jun-06
Cost of Insurance
-128.05
0
-128.05
11-Jun-06
Service Tax
-10.04
0
-10.04
11-Jul-06
Cost of Insurance
-128.05
0
-128.05
11-Jul-06
Service Tax
-10.04
0
-10.04
11-Aug-06
Cost of Insurance
-128.05
0
-128.05
11-Aug-06
Service Tax
-10.04
0
-10.04
11-Sep-06
Cost of Insurance
-128.05
0
-128.05
11-Sep-06
Service Tax
-10.04
0
-10.04
11-Oct-06
Cost of Insurance
-128.05
0
-128.05
11-Oct-06
Service Tax
-10.04
0
-10.04
11-Nov-06
Cost of Insurance
-128.05
0
-128.05
11-Nov-06
Service Tax
-10.04
0
-10.04
11-Dec-06
Cost of Insurance
-128.05
0
-128.05
11-Dec-06
Service Tax
-10.04
0
-10.04
11-Jan-07
Cost of Insurance
-128.05
0
-128.05
11-Jan-07
Service Tax
-10.04
0
-10.04
*Cost of insurance here includes the mortality charge, fund management charge, administrative details of Rs 22 per month etc. This figure varies from year to year.
Reality check
If you notice here the charges are deducted from the number of units that you have and not from the NAV. So if the NAV of this fund has increased by 30 per cent it is of no relevance to you as the charges are so steep in the first year that it will just take several years for your investment to break even.
· Get your insurance priority right 
Now let's take stock of your policy value in January 2007:
Portfolio details as on 29/1/2007
Fund Name
Allocation in per cent
Number of units
Unit price (Rs)
Unit fund value (Rs)
Individual Life - Enhancer
100
1,160.024
23.3926
27,135.88
Total Fund Value (Rs)
27,135.88
This is the premium you paid from 2003-2007:  Rs 8,592.00 * 4 = Rs 34,368
Despite a roaring bull market for the last four years, the policy has still not broken even and is down a whopping 21 per cent.
Now let's consider a term plan and an investment in Templeton India Pension Plan which invests around 35 per cent in equity and the rest in debt.
Term plan premium for a cover of Rs 1 lakh: Rs 400
Balance available for investment: Rs 8,592 � Rs 400 = Rs 8,192
Actual amount invested in Templeton India Pension Plan considering an entry load of 1 per cent and expenses of around 2 per cent (That are charged upfront): Rs 8,192 * 0.97 = Rs 7,946.24
Current value of your investments = Rs 50,633.44
This is Rs 50,633.44 � Rs 27,135.88 = Rs 23,497.56. Almost 87 per cent more than if you had opted for the ULIP.
Just think about the compounding effect this can have on your returns and its good enough to debunk the theory of comparing the costs of insurance plans with other investments and saying that costs even out in the long run. 
Just because 50,000 fools say so, it does not make ULIP the right product. As you can see ULIPs lag the 'Term + Invest the Rest' theory by a huge margin of 87 per cent even after 4 years of spectacular stock market returns.  
ULIP is not the best insurance product
The reality is that most of the ULIPs take more than 5 years to break even. Policies where the costs are 65 per cent and upwards have not even recovered the principal despite the strongest bull market we have ever witnessed.
· Buying mutual fund units? Do it your way
One of our acquaintances was recently shocked to see Bajaj Allianz charging a 70 per cent cost on his policy. He along with around 30 more employees of a renowned hospital in Mumbai was shocked to see why only 28 per cent of the money was invested. 
The best part is that the private bank that sold it to them belonged to the same management as the hospital and hence people are reluctant to take an open stance. Calls to Bajaj Allianz yielded the response 'It is not our responsibility. It is the bank's responsibility'. 
This is a very common case where insurance companies often wash their hands off after such bouts of misselling and often look for scapegoats. 
At the same time, insurance companies dangle the carrots of paid foreign trips & more money and ensure that the interests of policy buyers are not aligned with the interest of policy sellers. Unless this happens, such stories are bound to be common
	


Here's a 5-step investment strategy that will guide investors in the selection process and enable them to choose the right unit-linked insurance plans (ULIPs).

But before we get there, let's understand what ULIPs are all about?

For the generation of insurance seekers who thrived on insurance policies with assured returns issued by a single public sector enterprise, unit-linked insurance plans are a revelation.

Traditionally insurance products have been associated with attractive returns coupled with tax benefits. The returns part was often so compelling that insurance products competed with investment products for a place in the investor's portfolio.

Perhaps insurance policies then were symbolic of the times when high interest rates and the absence of a rational risk-return trade-off were the norms.

The subsequent softening of interest rates introduced a degree a much-needed rationality to insurance products like endowment plans; attractive returns at low risk became a thing of the past. The same period also coincided with an upturn in equity markets and the emergence of a new breed of market-linked insurance products like ULIPs.

While in conventional insurance products the insurance component takes precedence over the savings component, the opposite holds true for ULIPs.

More importantly ULIPs (powered by the presence of a large number of variants) offer investors the opportunity to select a product which matches their risk profile; for example an individual with a high risk appetite can shun traditional endowment plans (which invest about 85% of their funds in the debt instruments) in favour of a ULIP which invests its entire corpus in equities. 

In traditional insurance products, the sum assured is the corner stone; in ULIPs premium payments is the key component. ULIPs are remarkably alike to mutual funds in terms of their structure and functioning; premium payments made are converted into units and a net asset value (NAV) is declared for the same.

Investors have the choice of enhancing their insurance cover, modifying premium payments and even opting for a distinct asset allocation than the one they originally opted for.

Also if an unforeseen eventuality were to occur, in case of traditional products, the sum assured is paid along with accumulated bonuses; conversely in ULIPs, the insured is paid either the sum assured or corpus amount whichever is higher.

Insurance seekers have never been exposed to this kind of flexibility in traditional insurance products and it would be fair to say that ULIPs represent the new face of insurance.

While few would dispute the value-add that ULIPs can provide to one's insurance portfolio and financial planning; the same is not without its flipside.

For the uninitiated, understanding the functioning of ULIPs can be quite a handful! The presence of what seem to be relatively higher expenses, rigidly defined insurance and investment components and the impact of markets on the corpus clearly make ULIPs a complex proposition. Traditionally the insurance seeker's role was a passive one restricted to making premium payments; ULIPs require greater participation from both the insured and the insurance advisor. 

As is the case with most evolved investment avenues, making informed decisions is the key if investors in ULIPs wish to truly gain from their investments. The various aspects of ULIPs dealt with in this publication will certainly further the ULIP investor's cause.

How to select the right ULIP
For a product capable of adding significant value to investors' portfolios, ULIPs have far too many critics. We at Personalfn have interacted with a number of investors who were very disillusioned with their ULIPs investments; often the disappointment stemmed from poor and inappropriate selection.

We present a 5-step investment strategy that will guide investors in the selection process and enable them to choose the right ULIP.

1. Understand the concept of ULIPs
Do as much homework as possible before investing in an ULIP. This way you will be fully aware of what you are getting into and make an informed decision.

More importantly, it will ensure that you are not faced with any unpleasant surprises at a later stage. Our experience suggests that investors on most occasions fail to realise what they are getting into and unscrupulous agents should get a lot of 'credit' for the same.

Gather information on ULIPs, the various options available and understand their working. Read ULIP-related information available on financial Web sites, newspapers and sales literature circulated by insurance companies.

2. Focus on your need and risk profile
Identify a plan that is best suited for you (in terms of allocation of money between equity and debt instruments). Your risk appetite should be the deciding criterion in choosing the plan.

As a result if you have a high risk appetite, then an aggressive investment option with a higher equity component is likely to be more suited. Similarly your existing investment portfolio and the equity-debt allocation therein also need to be given due importance before selecting a plan.

Opting for a plan that is lop-sided in favour of equities, only with the objective of clocking attractive returns can and does spell disaster in most cases.

3. Compare ULIP products from various insurance companies
Compare products offered by various insurance companies on parameters like expenses, premium payments and performance among others. For example, information on premium payments will help you get a better picture of the minimum outlay since ULIPs work on premium payments as opposed to sum assured in the case of conventional insurance products.

Compare the ULIPs' performance i.e. find out how the debt, equity and balanced schemes are performing; also study the portfolios of various plans. Expenses are a significant factor in ULIPs, hence an assessment on this parameter is warranted as well.

Enquire about the top-up facility offered by ULIPs i.e. additional lump sum investments which can be made to enhance the policy's savings portion. This option enables policyholders to increase the premium amounts, thereby providing presenting an opportunity to gainfully invest any surplus funds available. 

Find out about the number of times you can make free switches (i.e. change the asset allocation of your ULIP account) from one investment plan to another. Some insurance companies offer multiple free switches every year while others do so only after the completion of a stipulated period. 

4. Go for an experienced insurance advisor
Select an advisor who is not only conversant with the functioning of debt and equity markets, but also independent and unbiased. Ask for references of clients he has serviced earlier and cross-check his service standards.

When your agent recommends a ULIP from a given company, put forth some product-related questions to test him and also ask him why the products from other insurers should not be considered. 

Insurance advice at all times must be unbiased and independent; also your agent must be willing to inform you about the pros and cons of buying a particular plan. His job should not be restricted to doing paper work like filling forms and delivering receipts; instead he should keep track of your plan and offer you advice on a regular basis. 

5. Does your ULIP offer a minimum guarantee?
In a market-linked product, protecting the investment's downside can be a huge advantage. Find out if the ULIP you are considering offers a minimum guarantee and what costs have to be borne for the same

Unit Linked Insurance Plans (ULIP)

Unit linked insurance plan (ULIP) is life insurance solution that provides for the benefits of protection and flexibility in investment. The investment is denoted as units and is represented by the value that it has attained called as Net Asset Value (NAV). The policy value at any time varies according to the value of the underlying assets at the time.
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ULIP provides multiple benefits to the consumer. The benefits include:

· Life protection 

· Investment and Savings 

· Flexibility 

· Adjustable Life Cover 

· Investment Options 

· Transparency 

· Options to take additional cover against 

· Death due to accident 

· Disability 

· Critical Illness 

· Surgeries 

· Liquidity 

· Tax planning 

R they good ?

Most insurers in the year 2004 have started offering at least a few unit-linked plans. Unit-linked life insurance products are those where the benefits are expressed in terms of number of units and unit price. They can be viewed as a combination of insurance and mutual funds.

The number of units that a customer would get would depend on the unit price when he pays his premium. The daily unit price is based on the market value of the underlying assets (equities, bonds, government securities, et cetera) and computed from the net asset value.

The advantage of unit-linked plans is that they are simple, clear, and easy to understand. Being transparent the policyholder gets the entire upside on the performance of his fund. Besides all the advantages they offer to the customers, unit-linked plans also lead to an efficient utilisation of capital.

Unit-linked products are exempted from tax and they provide life insurance. Investors welcome these products as they provide capital appreciation even as the yields on government securities have fallen below 6 per cent, which has made the insurers slash payouts.

According to the IRDA, a company offering unit-linked plans must give the investor an option to choose among debt, balanced and equity funds.  If you opt for a unit-linked endowment policy, you can choose to invest your premiums in debt, balanced or equity plans.

If you choose a debt plan, the majority of your premiums will get invested in debt securities like gilts and bonds. If you choose equity, then a major portion of your premiums will be invested in the equity market. The plan you choose would depend on your risk profile and your investment need.

The ideal time to buy a unit-linked plan is when one can expect long-term growth ahead. This is especially so if one also believes that current market values (stock valuations) are relatively low.

So if you are opting for a plan that invests primarily in equity, the buzzing market could lead to windfall returns. However, should the buzz die down, investors could be left stung.

If one invests in a unit-linked pension plan early on, say when one is 25, one can afford to take the risk associated with equities, at least in the plan's initial stages. However, as one approaches retirement the quantum of returns should be subordinated to capital preservation. At this stage, investing in a plan that has an equity tilt may not be a good idea.

Considering that unit-linked plans are relatively new launches, their short history does not permit an assessment of how they will perform in different phases of the stock market. Even if one views insurance as a long-term commitment, investments based on performance over such a short time span may not be appropriate.

