
“THE markets are going to
turn around some time by the
middle of the year.” “The
markets are headed nowhere
for a long time and that is
where they are going to stay.”
By and large, most equity in-
vestors, fund managers, and
others of their ilk adhere to ei-
ther of these two positions.

But isn’t there a large middle ground between
these two positions, or has the extreme optimism
generated by the recent bull market, or the ex-
treme pessimism of the last one year made us
believe that the market only moves in extremes?
For those who believe in the middle ground and
think there is money to be made in the market
this year, the right vehicle might be an ‘index
fund’.

So, what is an index fund? These funds are
passive followers of an index, i.e., fund managers
do not take active calls in managing the assets of
these funds. These funds invest in stocks that
constitute the index and attempt to mirror the
proportion or weightage of the stocks in the in-
dex. However, because of certain limitations like
time, technology and availability of scrips, the
quantum of representation of scrips in such
funds is not exactly the same. A degree of varia-
tion exists, which is termed as the tracking error.
Technically, the fund is a proxy to investing in the
chosen index, be it the Nifty or the Sensex.

Types of index funds
These funds can be of two types — plain vanilla
index funds or exchange traded funds (ETFs). In
the first instance, the fund units are issued and re-
deemed by a mutual fund house. 

In case of an ETF, the investor buys and sells
units in the open market (the stock exchange)
via a broker. Depending on availability, he gets to
buy and sell the desired quantity. The difference
between these two lies in the route employed for
making a transaction. The index need not nec-
essarily consist of stocks: in India you get index
funds and ETFs based on stocks and gold, but in
some markets you can also buy index funds and
ETFs based on commodities, real estate, and
precious metals. More than 15 open-ended do-
mestic index funds and about 10 domestic ETFs
exist in the Indian market (see table).

Why aren’t they popular?
So why aren’t index funds and ETFs as popular as
actively managed peers? The answer is — be-
cause of all of us. Manufacturers (read fund
houses) don’t push them aggressively enough;
distributors see no need to push them as the
margins are lower compared to that offered by
equity funds; and investors are unaware of them
or largely ignore them as active fund managers

are perceived to be beating the index. However,
if we take into consideration the entire invest-
ment cycle, we would be surprised to find that
index funds have largely beaten the performance
of the more celebrated active funds. Also, the in-
dex fund category is the largest category of funds
in the world.

It will be quite difficult to predict which sec-
tors will lead the next bull run or the stocks that
will be in favour. Confronted with this dilemma,
what should an investor do? Buy into an index
fund. It will largely mirror a chosen index, charge
much less than an actively managed fund, and is
more convenient to enter, or switch into a cash
fund, or move out into cash altogether.

My suggestion for the next year is to allocate
upwards of 40 per cent of your portfolio into in-
dex funds. Open an account with a good com-
pany in an index fund and when you feel like it,
shift from that account into a liquid fund or a
cash account. The incidence of tax will be higher
compared to long-term capital gain, but it will be
at par with the short-term capital gain tax on
other equity funds. But remember: capital gains
tax happens when there is a capital gain and tax
takes away only a part of your profits.

Let’s say the markets are at 9,000 on the day
you invest and after a year they reach 10,500
(both Sensex figures). In case of an actively
managed fund, you will be hard put to predict
how many funds will generate the nearly 18 per
cent returns generated by the index fund. But
all index funds will generate that figure, or
something quite close to it.

This is the year when smart money ought to be
invested in index funds.   �

The author is a Kolkata-based 
mutual fund analyst. 
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WITH EQUITYmarkets in the doldrums,
insurance buyers are not enamoured of
plain-vanilla unit-linked insurance plans

(Ulips) anymore. To prop up sales, insurance com-
panies are now coming out with a host of guaran-
teed-return products — the latest ones being guar-
anteed maturity unit price products. These offer
returns based on the highest NAV (net asset value)
recorded over a period of time. While Birla Sun
Life Insurance was the first to launch such a plan last
year (Platinum Plus I), Tata AIG and SBI Life have
recently launched two new products. These plans
promise to pay a fund value based on the highest
NAV recorded irrespective of market conditions.
But do these products make financial sense?

The plans
Birla Sun Life Insurance’s Platinum Plus II, Tata
AIG’s Invest Assure APEX and SBI Life’s SMART
Ulip all offer guaranteed maturity unit price. These
are type I Ulips that pay the higher of the fund value
or sum assured as death benefit.

How do they work?
They work on the principle of highest NAV gener-
ated. The policy term is divided into three phases:
subscription phase, NAV build-up phase, and accu-
mulation phase.

The plans have a fixed policy term (of 10 years),
reset dates and two funds: parking fund and invest-
ment fund. Your premium is put in the parking
fund first, which invests in debt and money mar-
ket securities. It is later transferred to the invest-
ment fund on the reset dates. (These dates also
serve as record dates for NAVs.) Investment funds

invest in equities (0 to 100 per cent), debt and
money market instruments.

At the end of the policy tenure, the units are re-
deemed based on the highest NAV recorded on the
reset dates. Although the premium payment term is
ten years, NAVs are recorded only for a set number
of reset dates. Illustratively, say, you pay Rs 1,00,000
on March 3 as premium for SBI Life SMART Ulip.
The plan has two reset dates — 8th and 23rd of each
month. Therefore, on March 3, the company will
park your money in Money Market fund. Later, on
March 8, it will transfer the money to its Flexi Protect
fund. The base unit per NAV is 10 for all plans.
Henceforth, the company will record the NAVs on 8th

and 23rd of every month for the next seven years. The
highest NAV recorded on any of the reset dates will
serve as the minimum NAV on which fund value
will be calculated. The reset dates are different for all
the three funds. “Investors stand to benefit with
these plans as they get the upside of equities and the
surety of capital protection,” says Vikram Kotak,
chief investment officer, Birla Sun Life Insurance.

“The maturity fund value will be calculated based
on the highest recorded NAV during the reset dates.
This will serve as the minimum guarantee. How-
ever, if the NAV on the date of maturity is found to
be higher than the highest recorded NAV, then the fi-
nal fund value will be calculated based on the NAV
on the date of maturity,” says Kotak.

What’s unique about each plan
TATA AIG INVEST ASSURE.  The plan offers 100 reset
dates (10th of every month), which translates into
eight years and three months. It offers three riders
– critical illness, accidental death benefit and acci-
dental death and dismemberment.

On maturity, instead of taking the whole amount

as lump sum, investors may take the money in in-
stallments over five years. However, during the set-
tlement period, there will be no life cover, no guar-
antee on NAV, and the company will continue to
deduct policy administration and fund manage-
ment charge. “This option could be useful in case
there is a bear phase at the time of maturity and in-
vestors want to remain invested to ride on the upside
of equity,” says Vishal Dhawan, a Mumbai-based fi-
nancial planner. 

BIRLA SUN LIFE PLATINUM PLUS II. The plan offers
88 reset dates (15th of every month), which means
the company will record the highest NAV from
seven years and three months. The plan doesn’t
charge any fee for partial withdrawals and levies
no surrender penalty after three years.

SBI LIFE SMART ULIP. The plan offers two reset
dates in a month and a total of 168 reset dates (8th

and 23rd of each calendar year). It offers two pre-
mium payment terms – three and five years. How-
ever, the premium allocation charge is a tad higher in
the five-year premium payment (PPT) term com-
pared with the three-year PPT. “SBI Life’s plan fares
better in terms of reset dates,” says Dhawan.

Past performance
No historical data is available as these funds are
first-of-their-kind. Birla Sun Life was the first to
launch this fund last year — Platinum Plus I. The
starting NAV of this plan was 10, and on March 4,
2008, it stood at 7.9892. The Platimum Plus II plan
started at a NAV of 10 last year. Since then, the
highest recorded NAV is 11.09. On March 4, the
NAV stood at 6.6185. At present, the fund has in-
vested up to 90 per cent in equities. 

Charges
Compared with single-premium and limited-pre-
mium payment options, the charges of all the three
plans are slightly on the higher side (see table).

What experts say
These plans, although come at a higher price, look
good for risk-averse investors. People who invest in
fixed income instruments can invest in these plans to
get an upside of equities without taking much risk.
However, there is no history available, which makes
one slightly apprehensive. “With no history avail-
able, I would recommend investing only a portion of
your money into these plans,” says Dhawan. 

Also, to enjoy the benefit of the highest recorded
NAV, you will have to stick to this plan till maturity.
“In case of surrender before maturity, you get an
amount equal to number of units in the account
multiplied by the prevailing NAV on the date of
surrender,” says Amit Tripathi of iTrust Advisors, a
Delhi-based financial advisory firm. Therefore, if
you do not want to lock-in your money for 10 years,
a combination of an index fund and term insurance
will be better for you. 

“As the minimum premium is on the higher side,
these plans are more suited for the upper middle
class or for high net worth individuals. Retail in-
vestors can look at SBI Life’s plan that allows mini-
mum premium of Rs 50,000 and also multiple pre-
mium payment modes,” says Dhawan.

Financial planners do not recommend more
than 5 per cent allocation to these funds. �

suneeti.ahuja@expressindia.com

How good is the guarantee?
With equity markets facing difficult times, ordinary Ulips have fallen
out of favour and insurers are launching guaranteed-return products.
Should you invest in them? 

■ MUTUAL FUNDS

FOR THE first time in the last five years
the life insurance industry has wit-
nessed negative growth in gross written

premium for the nine-month period from
April to December 2008. Ulips, which sold
well when equity markets were rising, are not
finding too many takers nowadays. Rajesh 
Relan, managing director of MetLife India In-
surance, spoke with Suneeti Ahuja on how the
slowdown is affecting the industry.

How badly is the life insurance industry 
affected by the slowdown?
During the last nine months (April to De-
cember 2008) private sector insurers’ gross
written premium (GWP) has grown by 20
per cent, but that of the entire industry has
declined by 2 per cent compared with the
same period last year. During this period
MetLife has grown by 68 per cent.

The impact of the slowdown will be seen at
four levels: immediate, short, medium and
long-term. The immediate impact will be felt
by consumers. Consumer behaviour is dri-
ven by priorities. The first priority is to pay
off the house mortgage, second is the car
EMI, third is premium on car insurance,
fourth is credit card outstanding, and fifth is
health-related expenditures. Only after
these come personal investments like the life
insurance policy. If the consumer has al-
ready bought a life insurance or a pension
policy, he is unlikely to opt for another one.

Going forward, for this year we think the
life insurance business will be flat. We not
only anticipate a slowdown in first-year pre-
miums, but there is also a likelihood of many
existing policyholders not being able to pay
premiums. This is the short-term impact.

Over the medium-term, the profitability
of companies will be affected. Statutory pre-
mium (a combination of first-year and re-
newal premium) is going to be lower. While
variable expenses tend to fall in line with the
drop in new business, fixed expenses con-
tinue to be the same. Companies, therefore,
will end up incurring higher losses. 

In the long-term, the breakeven of some
companies will get deferred.

With lapsation on the rise, do you think
companies will change the commission
structure for agents?
Remuneration of agents is regulated by Sec-
tion 40 A of the Insurance Act. This Section
limits the ability of the industry to structure
commission payouts as per the market
needs. Once the Insurance Bill is passed, it
will empower IRDA to make changes to
commission payouts. This will provide the
required flexibility in commission structur-
ing and will lead to better persistence rates.

IRDA is working on merger and acquisi-
tion guidelines. What is the relevance?
For the last eight years, all insurance players
have been growing organically. In my opin-
ion, there has to be a major event that will
trigger mergers, acquisitions and consolida-
tion within the life insurance industry.

A recent report by McKinsey substantiates
my point. According to their research, India
will need $1.3 trillion of capital by 2015 to
sustain healthy growth. One-third of this
capital is expected to come from financial

services, which includes life insurance. Now,
to reach such a level of growth, we need to
have enough capital. If this capital is not
coming from within the country, then it may
have to be brought in — in the form of FDI
(Foreign Direct Investment).

Do you see the New Pension System as a
challenge to life insurance companies? 
We see NPS as complimentary rather than
contradictory to life insurance. Even with
NPS, life insurance companies will continue
to market their pension plans. The only dif-
ference that one could see would be the
‘add-ons’ to help differentiate it from NPS.
For example, there could be a life cover with
the pension plan, where, in the event of
death of the principal policy holder, the sum
assured itself becomes the corpus and the
nominee could get the annuity.

We have always been propagators of fi-
nancial reforms. I have been associated
with NPS since the beginning. Unfortu-
nately, I do have a disconnect with the way
NPS is planned. It might have been better if

NPS were not restricted only to pension
fund managers. It could have been more
broad-based with participation from
banks, life insurance companies and mu-
tual fund companies.

In my view, life insurance companies will
continue to play an active role in providing
annuities. Going forward, more life insur-
ance companies will get into the business of
immediate annuities. At present, it is not so
due to low demand and low supply of long-
term bonds in the financial market. Once
these happen, customers will be able to buy a
variety of immediate and deferred annuities
from insurance companies. The ability of life
insurance companies to offer both immedi-
ate and deferred annuities is what differenti-
ates us from NPS, which is present only at
the accumulation stage.

Recently, the industry has seen a shift from
Ulips to traditional products. Why?

This shift towards traditional products
could be because of several reasons: it could
be because of the lowering of solvency mar-
gin which has freed up some capital, or it
could be due to the current market volatil-
ity which is encouraging buying of guaran-
teed products. We would like to attribute
this trend to current market volatility com-
bined with the introduction of new innovative
traditional products by several insurers.

Do you think banks should be allowed to
have tie-ups with multiple insurers to 
ensure greater penetration?

It is high time we free the market of such
restrictions and allow the intermediary to
recommend the right product to the cus-
tomer. Multiple tie-ups will improve com-
petitiveness and provide better products and
services to customers.

At the same time, freeing up does not nec-
essarily mean that intermediaries should be
allowed a free hand to push products with
the highest commissions. We need to en-
courage competition in the interest of the
customer and at the same time ensure disci-
plined execution. �

TRACK THE INDEX 
Predicting which sectors or stocks will do well this year will be
quite impossible, so go with an index fund

■ BIG TALK   RAJESH RELAN, MetLife India Insurance

‘Slowdown is likely to fuel lapsation’
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INDEX/ETF BOUQUET 
Index Funds  One-yr   Expense 

return ratio 
Birla SunLife -47.64 1.50
Franklin (I) BSE Sensex -49.15 1.00
Franklin (I) Fund Nifty -46.88 1.00
HDFC Nifty -46.35 1.24
HDFC Sensex -50.47 1.23
ICICI Prudential (Nifty) -45.57 1.25
LICMF Nifty -48.63 1.50
LICMF Sensex  -50.13 1.50
SBI Magnum -48.37 1.50

Exchange Traded Funds  
Benchmark Nifty BeES -46.09 0.44
ICICI Prudential SPIcE -47.81 0.80
UTI Sunder -45.33 0.50
Sensex -49.67 
Nifty -46.76 

Prefer fund whose expense ratio is low and whose
return closely tracks that of the index
All figures in % Source: valueresearchonline.com

■ LIFE INSURANCE  

■ PREMIUMS

AGE 30 YEARS 35 YEARS 40 YEARS 45 YEARS 50 YEARS 55 YEARS
TERM 30 YEARS 25 YEARS 20 YEARS 15 YEARS 10 YEARS 5 YEARS
Aviva India 10,150 12,000 14,600 18,200 23,075 29,775 
Bajaj Allianz Life 12,472 14,494 17,612 21,685 26,826 29,803 
Bharti Axa Life N.A 9,100 12,450 15,800 20,750 26,250 
Birla Sunlife N.A 9,972 13,118 17,528 23,343 29,775 
HDFC Standard Life 8,350 10,075 12,550 15,925 20,575 27,175 
ICICI Prudential 9,113 9,526 13,242 16,684 21,528 28,278 
ING Vyasa 8,901 10,490 12,803 16,751 21,593 N.A. 
Kotak Life 1 7,388 8,764 10,759 13,624 17,809 24,832 
LIC of India N.A. 13,835 17,350 22,151 28,339 37,670 
Max New York Life 8,050 10,825 14,125 18,650 25,000 N.A. 
MetLife 7,800 9,800 13,050 17,300 23,300 N.A. 
Reliance Life 8,350 13,009 15,559 18,934 23,434 29,309 
Sahara India Life N.A. N.A. 17,460 23,038 N.A. N.A. 
SBI Life N.A. 10,811 13,335 16,862 21,910 27,912 
TATA AIG Life 2 N.A. 8,850 11,550 15,150 20,125 N.A. 
Future Generali N.A. 12,175 13,850 16,300 19,700 25,275 
AEGON Religare 6,826 8,399 10,730 13,933 18,933 N.A. 
1 Rates for non-smokers ; 2 Rates are for the Raksha policy

HEALTH INSURANCE
20 YEARS 30 YEARS 40 YEARS 50 YEARS 60 YEARS 70 YEARS

Sum insured: Rs 1 lakh
Apollo DKV 1 1,230 1,230 2,022 2,921 4,076 —
Bajaj Allianz  2 1,409 1,633 1,633 3,138 4,803 —
Cholamandalam 1,579 1,579 1,753 2,534 3,287 3,966 
HDFC Ergo 1,618 1,618 1,942 3,203 — —
ICICI Lombard 2,490 2,490 3,120 5,700 — —
Iffco-Tokio 1,234 1,584 1,700 2,556 3,124 3,812
National 1,179 1,547 2,081 3,552 4,697 5,839 
New India 3 1,427 1,427 1,702 3,112 4,067 5,124 
Oriental 1,325 1,472 1,760 2,749 3,914 5,838 
Reliance 4 840 840 1,025 1,560 1,755 —
Royal Sundaram 959 1,692 1,692 2,276 3,277 4,034 
Star Health 5 1,348 1,348 1,517 2,749 3,371 5,109 
Tata AIG  Does not have a health insurance policy for individuals
United India 6 1,178 1,399 1,762 2,635 3,653 4,912  

Sum insured: Rs 3 lakh
Apollo DKV 1 3,693 3,693 3,933 6,742 10,674 —
Bajaj Allianz 2 3,715 4,355 4,355 7,846 12,009 —
Cholamandalam 3,876 3,876 4,326 6,669 9,039 11,017 
HDFC Ergo 3,263 3,263 4,567 7,536 — —
ICICI Lombard 3,100 3,100 3,744 6,667 8,167 —
Iffco-Tokio 3,242 3,705 4,468 6,961 8,592 10,587
National Insurance 3,096 4,063 5,467 9,672 12,919 16,213 
New India 3 3,966 3,966 4,573 8,719 11,472 14,742 
Oriental Insurance 3,483 3,870 4,626 7,488 10,765 16,211 
Reliance 4 2,360 2,360 2,560 4,125 4,740 —
Royal Sundaram 2,313 4,018 4,018 6,426 9,254 10,647 
Star Health 5 3,708 3,708 4,101 6,933 9,214 14,185 
United India 6 3,096 3,676 4,626 7,175 10,048 13,642   

1 Easy Health Individual; 2 Bajaj Allianz Health Guard Plan; 3 In Delhi & Bangalore; 4 Reliance Standard Plan;  
5 Medi classic plan; 6 Platinum policy rates for 20 years and 30 years; Gold policy rates for 40 years and 50 years;
Premiums inclusive of 12.36 per cent service tax; Figures in red indicate cheapest cover for that age

SOURCE: PRUDENT INSURANCE BROKERS

LIFE INSURANCE (TERM PLAN)
The table assumes a person needs cover till age 60. Hence, for a 30-year-old, the term is 30
years. As the age increases five years, the term falls five years. So, for a 35-year-old, the pre-
miums given are for a term of 25 years. The premiums are for a male, white-collar 
employee and a sum assured of Rs 25 lakh, and are inclusive of 12.36 per cent service tax.
Figures in red indicate cheapest cover for designated age and term.

HOW THE THREE POLICIES STACK UP 
SBI Life’s   Birla Sun Life’s    Tata AIG’s 
SMART Ulip* Platinum Plus II Invest Assure

Min/ Max entry age (in yrs) 8/ 60  18/ 70  18/ 70 
Policy term (in yrs) 10  10  10 
Premium paying term (in yrs) 3 or 5 3  3 
Frequency of payment Annual/ Half-yearly/  Annual  Annual 

Quarterly/ Monthly
Minimum investment amount Rs 50,000 Rs 1,00,000 Rs 90,000
No. of reset dates 168 88 100

Charges 
PREMIUM ALLOCATION
Year 1 15% 10% 9.50%
Year 2 5% 4% 4%
Year 3 5% 4% 4%
Year 4 onwards Nil Nil Nil
FUND MANAGEMENT CHARGE
Parking fund Money market fund: Assure: Apex investment fund: 

0.25% pa 1.00% pa 0.9% pa
Investment fund Flexi Protect fund: Platimum Plus II:  Apex Return 

1.5% pa 1.50% pa Lock-in fund: 1.45%
*Charges mentioned are for three-year premium payment term only 

MANOJ KUMAR
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