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Overview of Pension Plan
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These plans are offered by life insurance companies to help individuals plan effectively for their
retirement. Pension plans provide individuals with a regular income in their golden years. They
also provide tax benefit which is limited to INR 10,000. Tax benefits is just one part though and
it is important that one evaluate pension plans from a retirement planning perspective to live a
happy and peaceful life post retirement.

What are pension plans?

In simple words, pension plans (also called retirement plans) are offered by insurance
companies to help individuals build a retirement corpus. On maturity this corpus is invested for
generating a regular income stream, which is referred to as pension or annuity. Pension plans
are distinct from life insurance plans, which are taken to cover risk in case of an unfortunate
event. The plans can be chosen from conventional or ULIP's and each offers different return
values.

"With cover" and "without cover" plans
Pension plans are also classified as 'with cover' and without cover' plans. The 'with cover'
pension plans offer an assured life cover (i.e. sum assured) in case of an eventuality.

Under the 'without cover' pension plan, the corpus built till date (net of deductions like expenses
and premiums unpaid) is given out to the nominees in case of an eventuality. There is no sum
assured in this case.

‘Immediate annuity' plans and 'Deferred annuity' plans
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Pension plans are also classified as 'immediate annuity' plans and 'deferred annuity' plans. In
case of immediate annuity plans, the annuity/pension commences within one year of having
paid the premium (which is usually a one-time premium).

The premium paid for the immediate annuity policy is also known as the purchase price.
Currently in India, very few life insurance companies offer immediate annuity plans. LIC's
Jeevan Akshay Il is an example of an immediate annuity pension plan.

In case of deferred annuity, the annuity/pension does not commence immediately; it is 'deferred’
up to a time, which is decided upon by the policyholder. For example, if an individual buys a
pension plan with tenure of 30 years (also known as the 'deferment period’), then his annuity will
begin 30 years hence.

Deferred annuity premiums can be paid as a 'single premium'’ or as regular premium. Presently,
most pension plans available are deferred annuity plans.
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