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Look the giants’ back….. LIC raises its Bonus 
LIC policyholders are in for a 
bonanza. Aided by a 22% jump in its 
valuation surplus, LIC on Friday 
announced a bonus of Rs 70 per Rs 
1,000 assured for its whole life type 
plan as against Rs 66 declared last 
year. LIFE Insurance Corporation 
(LIC), the country’s largest life 
insurance firm, has reported a 
higher bonus for its policyholders on 
the back of a 22% rise in its 
valuation surplus.  
The valuation surplus of Rs 15,127 
crore has taken into account all 
claims and other expenses. On 
Friday, LIC declared a bonus of Rs 
70 per Rs 1,000 assured for its 
whole life type plan against Rs 66 
declared last year.  
LIC chairman TS Vijayan said that 
the life insurer has also met the 
solvency margin of 150% for March 
2007. Until last year, LIC was 
probably the only insurance 
company to have a lower-than 
stipulated solvency margin of 125%. 
Mr Vijayan said that LIC has 
targeted a total investment of Rs 
1,17,000 crore for the current fiscal 
compared with Rs 90,000 crore last 
year. Between April and August 
2007, the bank invested Rs 50,900 
crore in equities and debt. Of these, 

 

investment in equities aggregated to 
Rs 12,000 crore, while it was Rs 
30,000 crore in debt. LIC has 
collected an insurance premium of 
Rs 15,126 crore between April and 
August, up 31% over last year.  
Mr Vijayan said that 80% of the new 
business has come from unitlinked 
plans. He indicated that a large 
number of people have shown a 
preference for growth fund, which is 
largely dominated by equities. 
“However, we are designing a new 
product that will take care of the 
lapses in a policy,” said Mr Vijayan. 
Meanwhile, LIC is gearing itself to 
launch its health insurance product 
by January 2008. Mr Vijayan 
indicated that the Corporation’s 
health insurance products would 
offer senior citizens too.  
   “The product will be designed in 
such a way that it will cover persons 
of all age groups,” he stated when 
asked whether the health plan 
would cover senior citizens. The 
country’s largest life insurer’s new 
business premium grew by 118.64% 
to Rs 39,541 crore during the fiscal 
ended March 31, 2007. On future 
plans, he said that LIC is planning to 
open representative offices in the 
US, Australia and Singapore. 
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What to Look for in a Fund? 

Choosing a mutual fund is 
not an easy task with so 
many funds. We think that 
the correct first step 
towards deciding is to 
decide on a way of 
deciding. Rarely do 
investors-normal investors, 
who do something else for 
a living-have a systematic 
checklist of things that they 
should evaluate about a 
fund, which they are 
considering buying. Here's 
our blueprint for a 
structured approach to 
fund selection. There are 
four basic areas that you 
must evaluate in a fund to 
decide whether it's a good 
investment. 
Performance:   
Performance comparisons 
must be used only to 
compare the same type of 
fund. They are 
meaningless otherwise. By 
the time you come to the 
stage when you are 
comparing performance 
numbers of different funds, 
you should already have a 
good idea of how much 
you will invest in that 
category. 

Risk:  
Almost all investing is 
risky, at least those 
investments that get you 
any meaningful returns. In 
general it is said that the 
riskier a fund, the more its 
potential for earning high 
returns, at least most of 
the time. However, this is 
a simplified view that 
implies that a given 
amount of risk always gets 
you the same returns. 
This is simply not true 
because not all funds are 
equally well-run. 
The true measure of risk 
is whether a fund is able 
to give you the kind of 
returns that justify the kind 
of risk it is taking. 
Evidently, this is not as 
easy to measure as 
returns. There are a wide 
variety of statistical 
techniques that can be 
used to measure this.  
When we say that a fund 
has a five- or four-star 
rating, it means that the 
fund, compared to similar 
funds, performed better, 
given its risk level.  
Portfolio:  Unlike the 
performance and risk, 
portfolio is one of the 
'internals' of a fund. It is 
internal in the sense that 
the result of good, bad or 
ugly portfolios is already 
reflected in the first two 
measures and it's 
perfectly OK for you to 
choose funds on the basis 
of those two measures 
alone without actually 
bothering about what they 
own. Our basic analysis of 
portfolios measures 
whether a fund (we are 

IS FUND WITH LOW 

NAV BETTER THAN 

THE HIGHER ONES? 

It is irrelevant how high or 
low the NAV of a fund is. 

The amount of your 
investment remaining 

unchanged, between two 
funds with identical 

portfolios, a low NAV 
would mean a higher 

number of units held and 
consequently a high NAV 
would mean lower number 

of units held. But under 
both circumstances the 

product of the number of 
units and the applicable 

NAV, which is the value of 
your investment, would be 

identical. Thus it is the 
stocks in a portfolio that 
determine returns from a 

fund, the value of the NAV 
being immaterial.  

When one sells those 
units, the return will be the 

same as that of another 
scheme, which has 

performed similarly. The 
'cost' of a scheme in terms 
of its NAV has nothing to 
do with returns. What you 
want to buy in a scheme is 
its performance. The only 
instance where a higher 

NAV may adversely affect 
you is where a dividend 

has to be received.  
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talking about equity funds 
here) holds mostly large, 
medium or small 
companies. It also looks at 
whether a fund prefers 
companies that may be 
overpriced but which are 
growing fast or whether it 
prefers low-priced stocks 
belonging to companies 
that are growing at a more 
gentle pace. Also, one can 
analyze whether a fund 
prefers safer (lower 
returns) securities or 
riskier (higher returns) 
securities. 
 
Management : Fund 
management is a fairly 
creative and personality-
oriented activity. This may 
not be true of some types 
of funds like shorter-term 
fixed-income funds and, of 
course, index funds, but 
equity investment is more 
of an art than a science. 
When you are buying a 
fund because you like its 
track record (and unless 
you can foresee the 
future, that's the only way 
to buy a fund), what you 
are actually buying is a 
fund manager's (or 
sometimes a fund 
management team's) track 
record. What you need to 
make sure is that the fund 
manager who was 
responsible for the part of 
the fund's track record that 
you are buying into is still 
there. A high-performance 
equity fund with a new 
manager is a like a new 
fund. 
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