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BY CHRISTOPHER TAN

In November 2004, when I wrote in this column on why one should use term
insurances instead of whole life plans, I never expected it to create such a great
interest. Over the last 2 months, I received letters, emails, forum threads and
phone calls expressing their opinions. Many advisers also wrote articles on the
same topic to express their views. While some financial advisers wished
Providend would somehow disappear from the face of this earth for rocking the
boat, many clients, members of the public (from as far as US) and people from
the financial fraternity expressed their appreciation of our opinions. And since
we were the ones who started the topic, I thought it would only be appropriate
for us to clarify some misconceptions, which have surfaced as a result of our
article.

LIMITED RESOURCES, family with a monthly income of $3,000

UNLIMITED NEEDS for 20 years in the event of your

unfortunate demise, you will need about

All of us have plenty of financial needs. $600,000 cover. If you intend to retire at

Insurance for protection, investments for age 55, Table 1 shows the comparison for
our retirement & kid’s education, paying the various types of plans.

our mortgages, car loans and so on. But
our resources are limited. If you are a
male aged 35 and need to provide your

The truth is, how many can afford
paying more than $6,000 or $10,000 per

TABLE 1: Types of insurance plans

Annual Insurance Insurance payout in
Premium  Coverage event of claim
Whole Life $10,986  $600,000 $600,000 + bonus
(Participating)
Whole Life
(Non- $6,222 $600,000 $600,000
participative)
Whole Life
packaged with $7,074 $600,000 $600,000
Decreasing term*
Term coverage
(Till age 55) $1292 $600,000 $600,000

*This is a packaged plan by one of the insurers.




year, just to cover his individual death
needs? In the above example, we haven't
even considered his medical, his spouse,
and his children insurance needs yet. We
can discuss all the merits of whole life
with cash values and so on, but if we
cannot even fully cover our needs,
what’s the point? With term plans, we
can afford to fully cover our needs. Use
insurance for the right purpose,
protection.

ABOUT TEMPORARY AND
PERMANENT NEEDS

“But term plans are temporary. It will
cease after a certain period. So when you
need insurance most, you don’t have it”
So say the proponents of whole life
plans. Let’s look at some of the common
protection needs and whether they are
permanent or temporary (Table 2):

TABLE 2: Permanent or temporary needs?

From table 2, it becomes clear that most
of our protection needs are temporary,
with the exception of providing for
hospitalisation costs and maybe say,
alternative medicine. Insuring against
high hospitalisation cost can be done
effectively using a good hospitalisation
& surgical plan that pays the first dollar
that you incur. To provide for the need
of alternative medicine in the event of a
critical illness, you can buy a small term
plan that covers critical illness till age 90
or 99.

ABOUT LEVEL PREMIUMS

In the letters to the BT from directors of 2
financial advisory companies after our
article on term insurance were
published, It was interesting to note that
the both their understanding of
premiums with regard to whole life and
term plans contradict each other.

Events Purpose of insurance
Death Income for family

final expenses

Pay off obligations
such as mortgage &
children’s education
Keyman of company

company forever.
Temporary. Not needed when you Term critical illness plan
Crisis retire or without dependants
As long as possible

Medical Income for family

Hospitalisation costs

Alternative medicine  As long as possible

(in the event of
critical illness)
Income needs
Medical care

Disability

Permanent or Temporary needs?
Temporary. Not needed when you Term life or Decreasing
retire or without dependants Term
Pay estate duty & May not be necessary to buy additional insurance just to cover
estate duty. There are many other cost effective ways around it.
Temporary. These obligations don’t Mortgage
go on forever.

Temporary. You don’t stay in the Term life

Temporary as insurance only cover Term life or partial
till age 60 anyway.

Types of insurance

insurance,
Term life or Decreasing
Term

Hospitalisation &
Surgical Policy

Critical illness plan —
Term plans up to age 90
or 99 available.

disability income plans

With term plans, we can afford to fully cover our needs.
Use insurance for the right purpose, protection.




One said that when you buy whole life
plans, there is this need for cash values
because it acts as ‘excess’ premium
required to keep the premium constant
during the lifetime of the insured. The
other however said that for term policies
(though there are no cash values), it is
also possible to keep premiums constant
as there is pre-funding where the
“excess” premiums are invested so that
this reserve can be used to fund higher
premiums in later years. Let me help
clarify that it is not important to know
how the insurance companies keep their
premiums level, but rather for readers, it
is enough to know that whether whole
life (par or non-par) or term policies,
premiums are kept constant during the
period of cover.

ABOUT WHOLE-LIFE
(NON-PAR) PLANS

Whole life (non-par) plans, like term
plans are insurance that gives you a fixed
cover of say, $600,000 (without bonus)
for your period of cover. However, if you
surrender the policy at certain point in
time, you get back your premiums plus
certain guaranteed returns. Of course,
nothing is for free; the premiums are a
lot higher than term plans (see table 1).
Although it is tempting to get
something back if we surrender a
policy, buying it for this purpose
commit 2 fundamental errors that we
have discussed:

1. You may never be able to cover your
whole family with that kind of
premiums. Even if you can, you leave
very little for your other financial
needs.

2. If most of your needs are temporary,
why commit to a whole life?

There is also something ironic about non-
par plans. When one buys such a plan, is

he buying it to protect a permanent need
or temporary need? If he has been
convinced that he has a permanent need,
and will not surrender the plan, when he
makes a claim, he loses all cash values
and only get the fixed cover. So he pays
more but gets the same benefits as term
plans. However, if his
temporary and he intends to surrender it

needs are

at some point in time, why did he pay so
much for a whole life plan in the first
place, when he can get the same cover at
lower cost by using a term plan? The
very reason why you bought an
insurance plan becomes the reason that
disadvantages you. Ironic? I think so too.

When one buys a
non-par plan, is he
buying it to protect
a permanent need
or temporary need?

ABOUT INSURANCE BEING
A LOW RISK INSTRUMENT
FOR INVESTING

Most insurance companies use 5.25% as
the projected returns; it is also stated in
the benefit illustration of whole life plans
that the projected yield could be 6.75%.
As such, insurance companies may take
a much higher risk to achieve the returns
for policyholders. However, after
deducting for distribution cost, the actual
return, depending on when you
surrender the policy, can be as low as 1%
p.a or an average of 3-4% p.a. The low
return may give the perception that it is a
low risk vehicle where in fact it is caused
by the cost of distribution.



In the past, portions of the cash values
come with a certain guarantee, as it is
regulatory requirements to do so.
However, with the ushering in of the
new risk-based capital regime, this
requirement has been cancelled. What
this means is that we may increasingly
see traditional plans with no guaranteed
cash values, which will put it in equal
footing with all investment instruments.
People should know that the advantage
of insurance lies not in the returns but in
the protection it gives for a relatively
small premium. It is encouraging to see
that the companies that
Providend represents are continuously
developing excellent term plans for our

insurance

clients. Companies such as Asia Life,
HSBC, NTUC & UOB have excellent
term life. AXA, Manulife have got one of
the Dbest hospitalisation plans in
Singapore. This signals their belief in
being an institution that truly want to
care for the protection needs of their
policyholders.

The last 2 months have not been easy for
us as we sing a different tune and receive
all sorts of unkind comments. But as long
as readers gets the financial education
that is so badly needed, and as long as
we can help you consider these issues
before you buy your next insurance, we
will continue to toil on. Blessed 2005!

This is an original article written by Christopher Tan. The edited copy
appeared on the Business Times. Chris is the Chief Executive Officer (CEO)
of Providend. He is a Certified Financial Planner licensee and a member of
the Financial Planning Association of Singapore (FPAS). Chris holds a
Bachelor of Financial Services Degree with honours from the National
University of Ireland and a Master of Business Administration Degree from

University of Warwick. He can be contacted at Chris_Tan@Providend.com
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