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Returns from Pension Schemes: A Reality Check 

Mr. Lal is and mechanical engineer working for Private Sector Company. He is 

married to Kripa who is a house wife. They have two school going kids aged 12 and 

10. Lal owns a house and he is currently repaying his housing loan in Equated

Monthly Installments(EMIs). He has term insurance coverage of Rs 50,00,000 and is 

also covered under medical insurance. Recently he has got a pay hike and he is 

looking for new investments opportunities. He is already investing in mutual funds 

through Systematic Investment Plans(SIPs). He got a Bonus of Rs 10,00,000 recently. 

Hence, he is looking forward to park this money in some safe investment products 

that will fetch him some pension after the retirement. He shared his requirement with 

one of his neighbours Mr. Karthik, who is a insurance agent with reputed insurance 

company.  

Lal invited Karthik for a discussion regarding his requirement. After the discussion 

Karthik presented two different products to Lal that will suit his specific requirement. 

The following are the important features of the two products: 

Product 1 

Pay Rs 10,00,000 now 

Get assured payment of 11,00,000 lakh after 20 years 

Lifetime pension of Rs 1,92,300 p.a .from 21st year onwards 

Product 2 

Pay Rs 60000 p.a. every year for the next 15 years 

Get lifetime pension of Rs 85000 p.a. from 16th year onwards 

Nominee will get Rs 12,97,000 after the death of the buyer 

Both the product looked attractive for Lal. For product 1, initial outflow is high but 

pension amount is higher. In the case of product 2, you have to pay in installments 

even though pension money is lower. He does not require this fund for at least 15 

years. He is also open to the idea of putting a money in Public Provident Fund(PPF) 

where he can get a return of 8% return.  

Table 1 

What is Public Provident Fund (PPF)? 

The Public Provident Fund is a saving-cum-tax-saving instrument in India, introduced 

by the National Savings Institute of the Ministry of Finance in 1968. The aim of the 

scheme is to mobilize small savings by offering an investment with reasonable returns 

combined with income tax benefits. The scheme is fully guaranteed by the Central 

Government. Balance in PPF account is not subject to attachment under any order or 

decree of court. However, Income Tax & other Government authorities can attach the 

account for recovering tax dues. 

A minimum yearly deposit of Rs 500 is required to open and maintain a PPF account. 

A PPF account holder can deposit a maximum of Rs 1.5 lakhs in his/her PPF account 

(including those accounts where he is the guardian) per financial year. There must be 

a guardian for PPF accounts opened in the name of minor children. Parents can act as 

guardians in such PPF accounts of minor children. Any amount deposited in excess of 
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Rs 1.5 lakhs  in a financial year won't earn any interest. The amount can be deposited 

in lump sum or in a maximum of 12 installments per year. However, this does not 

mean a single deposit once in a month. 

The Ministry of Finance, Government of India announces the rate of interest for PPF 

account every quarter. The interest rate compounded annually and paid on 31 March 

every year. Interest is calculated on the lowest balance between the close of the fifth 

day and the last day of every month. Original duration is 15 years. Thereafter, on 

application by the subscriber, it can be extended for 1 or more blocks of 5 years each. 

Original duration is 15 years. Thereafter, on application by the subscriber, it can be 

extended for 1 or more blocks of 5 years each. 

Lal is facing a problem here. He knows the return from PPF. But he is not in a 

position to calculate returns from product 1 and product 2 since those products 

involves multiple cash inflows and outflows and the insurance company is not stating 

returns upfront. Moreover, cash inflows are also dependent on his life expectancy. Lal 

would like to calculate his returns if he survives only till the age of 60, 70, 80 and 90. 

In order to calculate returns under various life expectancies and eventually compare 

that return with PPF returns, Lal requires expert help. Also note that returns from 

product 1 and product 2 are taxable in the hands of investors. Returns from PPF are 

tax free in the hands of investors. 

Assume that you are investment advisor to Mr. Lal. Please help him in calculating the 

returns from product 1 and product 2 under various life expectancies. This will help 

Lal in comparing these pension products with other investment products like PPF. 
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