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Why | Cancelled My ILP (Investment-Linked Policy)

Description

How should | read the numbers on my Investment-Linked Policy (ILP)?

I lost more than 2 months worth of salary to learn this important lesson: when insurance and
investments are bundled together into a single product, the consumer is often left worse off.

A few years ago, when | was a naive fresh graduate in my first job, | met a friend of mine to understand
more about financial planning and insurance. My knowledge then was limited &?? | knew | needed to
invest and buy insurance, but | didna??t know what was essential to get. Furthermore, at that time all |
wanted to focus on was to put in my best effort at work so that | could get promoted and climb the
corporate ladder.

Insurance was the last thing on my mind. So | went with my frienda??s advice, thinking that as a
financial advisor, theya??Il probably know better than |I. He recommended me an ILP, | briefly read
through the policy and asked some questions, and then | stupidly thought | knew everything. | didna??t
quite know how to read the benefits and premiums table, so | simply took him at his word.

A few years passed and my career reached a more stable stage. | then decided to take a second look
at my policy, and was shocked when | learnt how to read the numbers and realized the hard truth of
what | had signed up for.

Cliaent(s) Acknowledgement of Product Summary:

I / We acknowledge that I / We have recelved all pages of the following:
1. Product Summary for the basic plan and riders listed above, if any (107
pages, excluding this page}: and
2. Product Highlight Sheet (applicable only to investment-linked plan):
and I/ We have read and understood the features and benefits of the policy and
riders, including the applicable fees and charges. The terms and conditions of
the policy and riders, if any as set out in the Product Summary and Product
Highlight Sheet have been clearly explained to me/ us.
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| signed on the above, but did not truly understand what | was committing myself to. The terms and
conditions were NOT clearly explained to me in the way Ia??ve dissected it below, and if | had known
these earlier, there was no way | would have signed up for such a plan.

Regular readers will know that | announced on my blog sometime back that | had cancelled my ILP
policy, but 1A??ve never gone into details to explain why | did so. Part of the reason was also fear 4?7 |
was worried that if | reveal this, 1a?7?Il get screwed over by insurance agents on my blog or even sued
by insurance companies for ruining their rice-bowls. Back then, there werena??t as much people writing
about ILPs as there are today. But despite more information, there still isna??t a resource from a
consumer point of view on what these ILPs really mean to an individual, so 1&??ve decided to finally
share my story about why | cancelled an ILP plan that didna??t work for me.

For confidentiality, | will not be sharing the name of the plan | bought.

End of Annualised Total Total Non-guaranteed Effect of
Policy Premium(S5) Premium(S5) Distribution Surrender Value(S35) Deductions
Year Cost(55) 4% 8% (55)

1 1,800 1800 2,682 138 141 1,B03

2 1,800 3,600 &, 4813 44B 463 3,580

3 1,800 5,400 3,791 1,191 1,239 5.072

4 1,800 7,200 3,898 2804 2,935 5,825

5 1,800 9,000 3,927 4 441 4, 722 6,682

& 1,800 10,800 3,970 6,101 605 7,656

7 1,800 12,600 4,027 7.785 8,589 B,757

B 1,800 14,400 4,100 9,495 10,682 G ,885

9 1,800 16,200 4,189 11,227 12,886 11,390

10 1,800 18,000 4,294 12,982 15,207 12,955

11 1,800 19,800 4,418 14,760 17,652 14,707

iz 1,800 21,600 4,561 16,560 20,226 16,665

13 1,800 23,400 4,723 18,381 22,937 18,850

14 1,800 25,200 4,906 20,220 25,787 21,287

15 1,800 27,000 5,111 22,078 28,785 23,999

16 1,800 28,800 5,339 23,955 31,941 27,009

17 1,800 30,600 5,592 25,846 35,260 30,350

1B 1,800 32,400 5. 870 27,756 38,757 34,0486

19 1,800 34,200 6,175 29,671 42,429 3B,142

20 1,800 36,000 6,508 31,589 46,283 42,679

25 1,800 45, 000 B, 646 40,973 68,406 73,712

an 1,800 54,000 11,715 49,850 96,328 123,885

is i,800 63,000 15,973 57,956 132,021 202,963

40 1,800 72,000 21,732 63,792 176,561 327,045

AGE 55 1,800 57,600 13,259 53,241 109,581 151,330
AGE 60 1,800 66,600 18,078 60,693 148,737 246,032
AGE 65 1,800 75,600 24,534 65,153 197,207 394,243

This table above is the benefits illustration table. If you compare columns 2 and 6 (where my agent
pointed me to), the policy looks good, doesna??t it?

Put in $72,000 over 40 years and get $176,561 back! Thata??s $100,000 FREE!

What | didna??t know then was that if | put my money elsewhere, at 8% la??ll be getting
$500,000 instead &?? FIVE TIMES MORE! (Remember this figure, 1422l come back to this later.) But of course, my
agent didna??t tell me this. To give him the benefit of doubt, 1a??m not sure if he even knows such an
alternative (easily) exists?
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Why such a jarring discrepancy?

The answer lies in the high costs charged to the consumer for the ILP. Aside from paying your
agent their commissions, you also pay a lot of money just for them to manage the funds for you. Over
40 years, this works out to be $327,045 on my plan, leaving me with only $176k for myself.

Add up both figures and youa??Il get $500k. Now do you know why | said earlier that | should be
getting $500k back instead for the same amount of money invested?

EFFECT OF DEDUCTIONS

The deductions relate to all charges taken out from the policy. These include
distribution costs, expenses, mortality and morbidity costs, surrender penalty,
expected transfers to shareholders and expected tax payments. The figures
illustrated relate ,to the effect of deductions based on the Projected
investment rate ¢f)veifirn of B.00% p.a.

The Effect of Deductionsi@nlymn in the Banefit Illustrarion shows the
difference between the accumulatipn/af)the premiums paid (accumulated at the
Projected Investment Rate of Return) “atd (the Detal Cash Surrender Value or
Projected Maturity Value.

This is intended to indicate the costs you might incur with this policy. This
is done by comparing these Projected values to the amounts you would receive if
you were able to invest all yvour premiums(incurring no costs) in a hypothetical

investment plan that pays a rate of interest equal to the Projected Investment
Rate of Return.

| then decided to calculate how much 1&??m paying for these distribution costs. Divide $24,534 by
$75,600 and that works out to be 32.4%. These are fixed expenses 4?? no matter whether my
policy makes money or not, the insurance company still gets paid.

32% is a LOT of money. Thata??s like me telling someone, a??hey give me your money to invest for
you. Whether or not you make or lose money, you still have to pay me 1/3 of the total capital though!a?e

Would you take up this business proposal? Probably not. | dona??t know why | was stupid enough to
say yes to this back then, and paid a price for this naivety.

The Total Distribution Cost is not an additional cost to you! it has already
been allowed for in calculating your premium,.

My agent pointed this clause in the T&Cs for me. When explained this way, it does seem like a good
proposition 4?7 a?7?it is not an additional cost to you!a??

Page 3
Footer Tagline


https://3.bp.blogspot.com/-DUitqAKFKVA/WATD2xasvMI/AAAAAAAAP_s/vXj8qRRbBnMoxa6G6xlpkBQ8zwkP5lRfgCLcB/s1600/Screen%2BShot%2B2016-10-17%2Bat%2B8.27.55%2Bpm.png
https://3.bp.blogspot.com/-O2jybWTQIBs/WATPpKz1DFI/AAAAAAAAQAY/rZxXq9k1HZMlL_pglklnrQQbH3pT7YaTACLcB/s1600/Screen%2BShot%2B2016-10-17%2Bat%2B9.18.00%2Bpm.png

COMPANY NAME
Address | Phone | Link | Email

In preparing this Benefit Illustration, it i1s assumed that the Projected
Investment Rate of Heturn that il vill be able to earn throughout the term of
vour policy (before paying any costs of investing) will be B.00% p.a. The
Projected Investment Rate of Return is not guaranteed.

The policy benefits are calculated so that they are consistent with the
Projected Investment Rate of Return assumption.

Please note that if you select a money market fund or a fixed income fund, then
returns of 4% to B% could be considered high in many cases and unlikely to be
achieved if the current low interest rate environment persists. You are
strongly encouraged to speak to yvour finmnancial adviser who would be able to
provide further information on these funds - both for your initial fund
selection and subseguently.

But even if they earn 8%, you will NOT be getting that much, so dona??t be fooled by your agent into
thinking that you will. Take a look at the clause below to understand why.

REDUCTION IN ¥YIELD

This Benefit Illustratigiyshow=s that at age 65, the effect of the total
deducrions could amount\go($F9475243 .,

The total deductions would hawve thE'affq;t,ﬂf educing the Projected Investment
Rate of Return upon surrender at age 65 frfoiy h.uﬁ\‘ta 4.02% p.a.

The difference between the Projected Investment Rate of Regturmof E.00% p.a.
and the rate of return you will receive(based on this Benefir Yllustrariom) is
called the Reduction in Yield.

Both 4% and 8% are used, and the inclusion of the 8% column does make the benefit illustration table
so much more appealing (and an easier sell). My agent focused more on this, saying that leaving my
money in the hands of experts who know how to invest will probably be better than if | invested myself.

In reality, what are the REAL investment returns by these experts? Less than 8%. Check out the data
reported by the Straits Times here.

Now leta??s examine what happens if my policy makes a more plausible 4% p.a. instead. Since my
money is growing, | should be benefiting, right?

WRONG. This gets even more shocking: | get back LESS of my total capital even if my money
grows at 4% p.a. To be exact, 14??ll stand to lose $10,447.

Back then, | had asked my agent about this $10k loss. He explained that it was because some portion
of the money needs to be paid for the insurance portion, which 1&??ll incur anyway because | need to
get protection whether or not 1a??m on this plan. | trusted him and accepted his advice, but it was only
later on that | realized therea??s a cheaper way of getting the same amount of coverage which he
hadn&??t told me about.

AXA Life You will pay 5% 150 annually for 38 years,
DIRECT - AXA Term Lite for a policy coverage term of 38 years.
- Covers Death and TPD to age 65.
& (Y View Details
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I love MAS for launching CompareFirst because now | dona??t have to go through any agents to get a
guote anymore, exposing myself to be misled in the process.

My ILP policy protects me for $215,000 TPD benefit. | can get a similar level of coverage for much
cheaper a?? AXA Term Lite is the cheapest in the market and will cost me $5700 instead. The $4747 |
save as a result can easily buy me a trip to Paris, which 1a??ve yet to visit!

In fact, herea??s something even better. Instead of giving away that $10k+ to get insurance coverage
on this plan, | can easily get a $300k protection plan for even cheaper ($8550).

| then questioned the outcome if | were to invest in a stock yielding me the same level of returns
instead. After running through the numbers, | realized that | would get back $179,687 through this
method. On my ILP, | stand to only get back $63,7912.

Where did that $115,895 go te? (You should know the answer by now.)

Seriously, if | have to pay $115,000 for them to investmy/money, 1&??d rather learn how to do it myself.

lgnorance can be

educated. Crazy can be
medicated... But
there is no cure _
for stupid. W«

som@;ards

uaer card

a??

So thata??s my full story of why | cancelled my ILP and decided to buy term, invest the rest.

| don&??t know how many people will see this, but at least now the Internet has gotten one more
resource from a consumer point of view why | personally think ILPs are the worst financial instruments
ever created. The consumer, like what 1a??ve experienced myself, only stands to lose in almost every
circumstance.

If youa??re thinking of buying an ILP or know of someone who does, | hope this resource has helped
you understand a little more. Unfortunately for me, | had to forgo 2+ years of premiums to learn this
lesson because this didn&a??t exist before.

With love,
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(a poorer)
Budget Babe

Category

1. Insurance
2. Investing
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