MIPs — A smart way to help generate income
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ISTORICALLY, life insur
Hanr:e inIndia has been tak-
en through traditional life
insurance produets sueh as endow-
ment and money-back plans. After
the liberalizsation of insurance sec
tor, unit-linked insurance plans
{(Ulips) took the centre stage and
became the faney of the market and
customers. Customers were thrilled
by the bull run in equity markets
and were exrited to see exponent ial
returns in their policies until the
Flobal financial erisis hit in 2008.
Faced with significant volatility
in equity markets, customers shift-
ed their demand back to alternate
plans which provide some guaran-
tees to returns. Due to an increase
in customers' demand for tradi
tional products, which can provide
smonther returns, insurers started
introducing variations of endow-
ment and money-back plans.
Several independent research
pieces have been cond ucted, which
reveal that while planning for the
long term, many customers are
averse to taking risks and instead
prefer puaranteed returns. Hence,
they tend to prefer tmditional prod-
uets over Ulips. A customer

regsearch conducted by Canara
HSBC Oriental Bank of Commerce
Life Insurance Co. Ltd. along with a
research organisation reveals that a
significant percentage of cus
tomers prefer a regular income
over a lump sum payout to achieve
life stage poals. Hence, the preva-
lence of puamnteed Monthly
Income Plans (MIPs)in the market.

MIPs are typically for customers
who either wish to have supple-
mentary income along with their
regular source of income andlor
who are looking for a regular
income source to support their
retirement needs. There are vari-
ous types of MIPs in the market
today and so it is important to con-
giderwhich is right for you

How do MIPs of insurance

companies work
Typically, MIPs offer pavouts at
regular intervals on a monthly
basis (although some companies
offer annual payout as well) for a
period ranging from 10 to 15 years,
Ancther important feature is that
lifee cover is available in MIPs dunng
the premium payment term and

additionally some plans offer life cov-
er dunng the income receipt persod
aswell, Life cover in MIPs is a unique
advantage over simple wealth aceu-
muilation products likee fived orrecur-
rng deposits which offer no such
benefit in the event of death. This
offers peace of mind —loved ones are
safepuarded inthe event of untimely
death. As life cover can vary from
plan to plan, it is important to check
that the protection is right for you, If
protection is very important for you,
you maywish toopt fora MIP which
covers you not only during premi-
um payment but alsoduring income
mceipt period. Further yvou may
wish to opt for a plan that does not
deduct monthly incomes already
paid from the death benefits
payable to the nominee, so that life
coveris not reduced.

Is it suitable for me to buy an MIP
from an insurance company?

If your goal is to build up a lump
sum for a defined need say, buying
a house or children's marriage,
then an endowment plan which
pays out a lnmp sum, may be more
suitable option. However, if you are
looking for an additional income,
be sides your regular ineome, to sup-
port your lifestyle or your depend-

ents’ needs (eg. child's needs of
additicnal support during their hos-
tellife orsupport your parents on an
ongoing basis), then a MIP is more
suitable. Ancther important factor
to consider is the duration of your
goal If vou are looking for an
income payout for life, an annuity
plan would be more suitable since
payouts continue throughout life,
However, if you are looking for a
regular income for say, 10-15 years,
a MIP would be more suitable.

What should | do after buying
an MIP?
You must keep voursell updated on
the progress of the plan purchased,
toseethat it remains on track to ful-
fil your desired life goals. It is also
important to ensure that you pay all
premiums in your policy fo max-
imise the value of the plan. Stopping
paying premiums or surrendering
the plan eady may impaet poliey
benefits severely. Toconclude, MIPs
can provide a great means of achiev-
ing a tax-eflicient supplementary
income with in-built life cover to
protect your life goals,
Theauthor s Appoined Aoty and Direcior,
Products and Strategy, Canasa HSBC Crental
Bank of Commeroe L Insurance. The views
aprpasad in Tis acke 08 S own



