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ﬂ Are Endowments a good tool?

High Yield
Savings Account

Are Endowment Plans A Good Way to Save For Your Future Goals?
Description

If youd??re looking to save moneytowards a future goal 4?? such as paying for a wedding or a new
home a?? would it be a better idea to put your/maeney-in.a bank, a fixed deposit, or a short to mid-term
endowment policy?

In this article, 1&??m going to bring you through 2 main methods you can explore using to get to your
goal:

1. The first method assumes that you prioritize disciplined savings and prefer not to take on any
investment risk to get there.
2. The second method requires you to take on more risk, in exchange for potentially higher returns.

Method 1. Use capital-guaranteed options

If your top priority is to save and preserve your capital, then youa??d be better off with either a high
yield savings account (HYSA), a fixed deposit or an endowment plan that guarantees 100% capital
return.

High Yield Savings Accounts (HYSAS)

The easiest and most accessible way would be to open a HYSA with any local bank, and then save a
portion of your income regularly and park it inside the account.

Most of these accounts require you to fulfil certain banking actions 4?? such as depositing your salary
and spending a minimum on eligible credit cards 4?? before you qualify to unlock higher bonus interest.
These rates currently range between 2 a?? 6% p.a.

Pros Cons
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Its liquidity is also your biggest weakness as you could end up not

Highly liquid: you saving, or even spending it prematurely.

can withdraw

. To earn a higher bonus interest, you will need to perform several
anytime.

banking actions every month. If you do not hit the eligibility conditions,
you are more likely to earn a rate closer to 1 4?7 2% p.a. instead.

Fixed Deposits

If you do not want the hassle of having to hit multiple banking criteria each month before you can
unlock higher interest, then a simpler option would be to go for fixed deposits instead.

Fixed deposits allow you to earn a fixed interest rate on your lump sum savings, which you lock up with
the bank for a set duration. These often have minimum deposit sums, such as $10k to $20k if youa??re
hoping to enjoy more attractive rates.

Current prevailing rates for fixed deposits are hovering at about 3% p.a. in todaya??s climate.

Pros cons

Most fixed deposits.require a substantial lump-
sum deposit, starting from at least $10,000 or
more.

Fairly liquid: you can withdraw early if you
need to and be subjected to a penalty fee.

Thus, fixed deposits would be a more suitable option only AFTER you have saved up a sizeable
amount, and wish to get some returns on them while holding on to it for an upcoming goal.

If youa??re trying to save a sum of money each month to accumulate towards a future goal, then fixed
deposits arena??t going to help you get there.

Endowment Plans

What about endowment plans or policies, such as those typically offered by an insurer?

With endowment plans, you can choose from the (i) term and (ii) premium payment frequency. Here are
a few examples:

e Short term a?? a single-premium endowment plan, usually with a short lock-in period of 1 4?? 3
years with guaranteed returns upon maturity

e Medium or long term a?? usually a participating endowment plan with annual premiums paid over
2 a?? 10 years and saved for 6 4?7 20 years. Returns upon maturity are a mix of guaranteed and
non-guaranteed, subject to the performance of the par fund.

Pros Cons
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There are endowment plans that can llliquid: if you surrender your plan before maturity,
get up to 5% p.a. guaranteed and non- you will only get back the surrender value
guaranteed returns indicated (usually less than what you paid)

Short term endowments may have a shorter lock-
in period, but the problem comes when you need
There are capital guaranteed options  to find the next place to shift your funds into, and
available where you will not get back you will not know what the rates are thereafter.
less than what you put in 4?7 as long as
you do not terminate prematurely Most short-term, single-premium endowment
plans also typically require a minimum of $10,000
lump sum.

Endowment policies are typically categorized into either participating or non-participating plans, or par
and non-par for short. Par plans mean that policyholders get a share of the profits from the insurance
companya??s participating funds, which are paid out in the form of bonuses or dividends and can
possibly enhance the maturity pay-out in good years.

| mportant Note: There are
key differences between par and non-par~endownent pl ans.

- Non-par plans: these are not entitled to any_profits that the insurance conp:

- Par plans: insurance policies that participate or share in the profits of the

For instance, in good years (like 2023 and 2024), many insurers were able to post a profit and hence
higher bonuses were paid out, which was beneficial to policyholders. But in difficult years like 2022, that
was not the case as global markets were generally down and investment performances were mostly
muted across the board.
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PAR FUND PERFORMANCE ASSET MIX %
(%) (2023)
2023 2022 2021 BONDS EQ

Manulite 208 747 | 309 67 2 |
Prudential 724 1342 813 977 293
HSBC Par Fund | 6.59 1434 387 4B 16
Great Eastern 6.37 -191 1.62 65 24
AlA 59 22 19 64 28
Singlife Aviva d@f‘ 57 136 15 68 19
Income Alklp Np- 873 | 0sa 56 33
HSBC Par Fund 2 399 atl&? 724 65 25
™ Asia* NA -lm%&éz 75 19
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For instance, endowment plans are typically popular among parents who use it as a means to save
towards their childrena??s university fees. Some even use the yearly cash benefits to pay for
enrichment or private tuition classes, while others choose to reinvest it further. Herea??s an illustrated
example:

Supporting Family

Eason, 35 Monthly P
He is a private hire driver and the sole breadwinner in his Total Pren
family of 4. He work long hours to save up for his eldest Premium
child’'s university education _
Policy Ter
Starts saving —r—y Uses his yearly Q Met with a road acc
S$800 a month  ||=[=]| cash benefit working and suffers
payout to enrol his and permanent disc
| daughter in by Etiga waives the
Page 4 enrichment classes. premiums of $59,60
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Image source credits: Taken from Etiga. This is just one scenario, please refer back to Tiq
CashSaver page to check out other possible situations that you can use the plan for.

High Yield Savings Fixed Deposits
Account

Benefits Highly liquid; can be withdrawn | Somewhat liguid; you can
anytime. withdraw early but be

subject to a penalty fee.

Capital guaranteed?

Yes, provided you keep it safe
from scammers (or even
yourself or your loved ones).

Yes, as long as you hold
until maturity.

Minimum sum

Jef al

$1,000 or depends on the
minimum fall-below sum of
each bank account.

Most FDs require a
substantial lump-sum
deposit, starting from at
least $10,000 or more.

Discipline levels

Depends on your own will and

Enforced discipline.

to qualify for the (higher) bonus
interest rate.

required discipline. You may end up not

saving or spending your funds

prematurely.
Any other You will usually need to hit Rates are often lower than
considerations? several banking criteria in order | inflation.

Key Considerations

As with every financial tool, whether it is suitable for you will ultimately depend on your personal
circumstances, risk appetite and expectations of returns.

If your priority is to enforce discipline and have a plan that forces you to save so that you WILL hit
your goal no matter what happens, then the best option will probably be that of an endowment policy.

By helping you to build a savings habit (each time you pay for your premiums), endowment plans serve
as a tool used by many people whose top priority is to make sure they hit their future financial goals. As
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your capital is usually guaranteed (as long as you hold to maturity), this naturally comes at a trade-off
i.e. lower returns than if you had invested it through other means.

Hence, you have to decide whether you care more about the level of returns, or the absolute guarantee
offered by an endowment plan.

Sponsored Message

If you need to save for an upcoming life milestone or for your childa??s education, let Tiq CashSaver
help you cultivate the habit of regular savings and get you to your goal.

You can start saving from as little as S$125# a month, and receive a steady flow of supplementary
income from the end of your second policy year. Otherwise, you can also opt to accumulate your
yearly cash benefit to further grow your savings at the prevailing interest rates!

You can tailor your plan to fit your savings horizon, from choosing to pay your premiums over 2 years
or 5 years. Underwritten by Etiga, Tig CashSaver is a 100% capital guaranteed endowment plan
upon maturity and provides you with a lump sum payout as you arrive at your goalpost.

#Based on a premium term of 5 years and ~$1,500-yearly payment.

Whata??s more, another benefit that most endowment plans come/with is the option to add a premium
waiver rider i.e. so that in case something unfortunate were to happen to the policy owner, the
remaining premiums will be waived and the plan continues to stay in-force.

For Tig CashSaver, this benefit is not a rider but integrated with the main plan.

Endowment (par) plans like Tig CashSaver offer high flexibility for individuals who want to cultivate the
habit of saving (even if it is just a modest amount), while making investing simple and accessible
through its participating funds. Whata??s more, parents who wish to place the endowment plan
under their childa??s name while they remain insured (against unexpected TPD) can choose to do
s0; in the event that anything untoward happens during the term that renders the parent permanently
disabled, the remaining premiums will be waived but the savings and compounded investment
returns continue.

You have to know yourself best in order to determine what is most appropriate for you.

If you dona??t have discipline, then endowment policies will be better for you than if you simply left your
money in the bank, or relied on your own (lack of) will to transfer a portion of your salary and save up.

Method 2: Invest directly for higher potential returns

Of course, if youa??re savvy and know how to invest, then a better way to get to your goal faster would
be to invest directly in the markets.

You could do this by investing into unit trusts, exchange traded funds (ETFs) that track the broader
market, or even through a diversified portfolio of stocks and bonds. Even if you were to simply invest in
low-cost exchange traded funds tracking the S&P 500 or the STI Index, the odds that youa??ll make
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returns higher than 3 4?? 5% p.a. can be pretty decent, as long as you do not make any major
mistakes or use leverage a?? note that this statement is based on the historical returns of the S&P 500
over the last 40 years. This is the method that | personally use, and you can see some of my returns
captured here (2023 financial review) and here (for last month, August 2024). However, it has not been
without its own challenges, as you can see documented in this reflection article.

Having said that, | generally do not advocate investing any money that you need within the next 1 4?? 3
years into the stock market, especially if you need the money for a non-negotiable event by then! Given
the unpredictability of the market, there is no certainty that when you need the money, the markets will
be doing well &?? you could thus be exiting at a significant capital loss if youa??re unlucky.

Need an example? Imagine John, who read 4??advicea? on Reddit and decided to invest into an ETF
tracking the S&P 500 in 2021 for a financial goal that he needs to meet within 1 year. Well, guess what
happened to unlucky John? That timing also happened to be when the broader markets crashed, and
he lost 18% of his capital instead.

1D oD M 6M YTD 1Y 5Y Max

17 June 20:

6,000 e.g. John 4,509.37 27 Aug 2021 What if Johi
started his investm
iInvesting here

5 000 J \ /f:ondo dowr

4 000

3.000

2,000 I T |

2021 2022 2023

Screenshot from Google Finance of the S&P 500 performance in the last 5 years.

While you wona??t lose money on an endowment plan (or any of the above capital-guaranteed options
we explored earlier), you can lose money when you invest by yourself 4?7 especially if youa??re not
careful. We all know a friend or two who invested in stocks like Tesla or Peloton during the pandemic,
only to go on and lose 20% a?? 90% of their invested capital.

The S&P 500 index clocked 26.3% in 2023 and has gained over 20% so far this year. Most of us who
have been invested in the markets for long enough know that this is not the norm; the last time this
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happened was in 1995 &4?? 1999, when the S&P notched double-digit gains for 5 consecutive years
before going on to fall by double-digits every year for the next 3 years.

If youa??re investing for the long term, investing in ETFs that track the S&P 500 isna??t such a bad
idea, since the index has historically returned 8 4?? 10% over the last few decades.

However, if you need the money in a certain year or by a fixed timing, then the problem with blindly
following advice on the Internet is that while the popular financial mandate of a??just invest in the S&P
5004a7- is spreading like wildfire, no one can predict the market cycle at the point in time when you need
the money.

You will need to personally decide and choose between certainty and returns. If you need the certainty,
then you need to be prepared to pay the price in the form of lower returns. But if you can and willing to
take the risk of possible loss, then your upside returns can also be much higher.

Conclusion

Ia??m not a fan of long-term endewment plans (especially those that you have to hold for 20 years or
more), as | feel that their fees vs. returns_have not kept up with the other market alternatives that have
sprung up in recent years.

However, 14??ve talked about short-term endowment plans on this blog fairly often before 4??
especially when an attractive rate comes up, from time to time.

As for medium term endowment plans, | feel they can be a decent tool for people who need to enforce
a saving habit for themselves, as well as those who seek out a capital-guaranteed option for the next
few years without wanting to take on the risks of investing in the financial markets.

In fact, rather than having to choose between either option, | would also encourage you to think about
dividing up your cash into 2 pots 4?? building your foundation with a capital-guaranteed tool such as
endowment plans, while also learning how to invest in the markets for greater potential returns.

Sponsored Message

If you would like to invest for potentially higher returns but youa??re unsure about doing it yourself, you
can also check out Tiq Invest here, which gives you access to funds by Dimensional Fund Advisors,
PIMCO Global Advisors (Ireland), BlackRock Global Funds and/or Lion Global Investors.

There is no lock-in period, and you can invest in a variety of fund portfolios that suit your risk objectives.
You can start investing from as little as S$1,000 is all you need, and ride through market volatility by
setting up regular top-ups with fixed frequency from $100 per month.

With the lowest management charge of only 0.75% p.a., this removes the biggest problem with
traditional ILPs &?? their high fees. This ensures that more of your funds get allocated towards
investing for returns instead.

If you choose to invest with Tiq Invest between now to 31 December 2024, you can also get cashback
of up to S$200. Terms apply.
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Disclosure: This article is brought to you in collaboration with Etiga Insurance.

Al'l products nentioned in this article are underwitten by Etiga Insurance Pte. Ltd (Conpany Reg. No. 201331905K).
As buying a life insurance policy is a long-termconmitnent, an early termination of the policy usually involves h
Tiq Invest is an Investnent-linked Plan (ILP) which invests in ILP sub-fund(s). Investnents in this plan are subje

https://ww. etiga.com sg/ portfolio-funds-and-il p-sub-funds
A potential investor should read the product sunmary and product highlights sheet(s) before deciding whether to

These policies are protected under the Policy Omersd?? Protection Scheme which is administered by the Singapore C

This advertisement has not been reviewed by the Monetary Authority of Singapore. Information is correct as of 30 C
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