Mutual funds and ULIP’s

The opening of the insurance sector has seen a deluge of innovative products. These products have provided tremendous flexibility, returns and insurance benefits. Coupled with this has been the fact that the equity markets have given tremendous returns. Gone are the days when there was debate whether endowment is better or Ulip’s. Today the debate is more on whether ULIP’s or mutual funds.

One school of thought recommends that mutual funds and term insurance are the best options since it gives the person a complete flexibility to choose funds and also have adequate insurance at low costs. Other school of thought says that Ulip’s are better since they give good returns and insurance too with it. So when you are having the best of both the worlds then why should one go in different areas? 

Let us have a look at the advantages and disadvantages of the ULIPS

	Advantages
	Disadvantages

	
	

	Flexibility – you can choose your term, insurance cover, pay premiums for a limited period
	Flexibility – this can act a disadvantage since the person may use the withdrawal and may not end up building a huge corpus

	Transparency – you know what is the amount you are paying for the various benefits
	Initially heavy costs – You pay around 15-20% for the first year and then around 5%for the next two years

	Tax free returns – 100% tax free since they are received from insurance and it is a contract
	No control on costs

	Switch between various options
	One may try to time the market and may make errors

	Tax benefits when investing under Sec 80C
	


Similarly let us have a look at the advantages and disadvantages of Mutual funds

	Advantages
	Disadvantages

	
	

	Lower cost of entry – you can start with as low as Rs 500
	No control of costs 

	Choice of various sectors – One can choose a fund as per his requirement
	Recurring costs are higher

	Tax free returns – under long capital gains for equity funds 
	The capital gains rule can change the taxation part and only equity funds qualify for tax benefits

	Tax benefits under Sec 80 C for selected funds
	


Each avenue of investment has its positives and negatives and one should choose judiciously each product. Each product has been created for a particular category of requirement and it is not necessary that each product will suit everyone just as there are different medicines for each illness. So before selecting any investment one should carefully evaluate on the following points 

What is the goal i.e. for what purpose is one saving the money 


If the requirement is say children education then maybe a ULIP with a premium waiver benefit can be considered because in this case even in case of death the child ill receive the desired amount at the age he/she requires which will solve the purpose. 


Similarly if the goal is a short term say money is needed in 3-5 years then mutual funds can be good option because the costs in Ulip’s are heavier in the initial years which will eat into the corpus. 

Am I financially disciplined?

The major point to consider here is that does one have the discipline to let money grow or does one withdraw at the slightest requirement of money. Endowment policies were products where one could not surrender or rather one did not surrender because the losses were heavy, which is not the case in mutual funds or ulip’s. So one has to be disciplined to be there for a long period of time and create wealth. 

The major bane for the Ulip’s has been misselling by the so called financial advisors. Ulip products have been sold without telling the customers its disadvantages, its charges and the advisors have also not looked into the risk appetite of the customer and have recommended Ulip’s to them. However one should clearly understand that this product is definitely worth it for the long term. The advisors selling either of the two products are keener on making money for themselves rather than for their clients and so you have the scenario where the mutual funds customers are churned by their distributors by transferring funds from one scheme to other at regular intervals. Customers should try and look into the products being advised because all products will not suit everyone. An Ulip plan may be of advantage to Mr. A because he needs money after 15 years and is ready to invest regularly into it, whereas it may not suit Mr. B’s needs simply because he needs money in 3 years. Also risk appetite of each individual is different so an equity oriented scheme may not go well for a conservative or defensive customer. 

Customers too should understand that if his friend or cousin has bought a unit linked plan it is the best for him. Financial products are like medicines if it does not suit you then the cost you pay for recovering from the losses are heavy. So one should be careful while selecting it rather than tasting and then realizing that it does not suit him. 

There is absolutely no doubt that both these avenues are one of the best methods of creating wealth in the long run but it is important to make the best choice before starting to invest in it and to take the right doses of each product depending on ones’ risk appetite and investment horizon. 
Disclaimer: The views expressed in this are purely personal and one should consult one’s financial planner before taking any decision. 
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