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the analyst 
monthly fund factsheet 

investment philosophy 
 

Rel iance Life Insurance seeks  
consistent and superior long-term re-
turns with a well -def ined and  
disciplined investment approach  
symbolizing integrity and transparency 
to benefit all stakeholders.  

Download Your Unit Statement Instantly. Log on to with your Client ID and Password  www.reliancenipponlife.com 

September, 2016 

Source: 
1Bloomberg, 2 eaindustry.nic.in, 3 RBI 

Economy Indicators 31st July 

16 

31st 
August 

16 

%

Change 

1$ / Rs. 67.00 66.96 -0.05 

CPI Inflation 6.07 5.05 -1.02 

3Forex Reserves ($ bn) 365.50 367.77 0.62 

1Brent Crude Price  

($ per Barrel) 41.60 44.70 6.94 

1Gold (Rs. per 10gm) 30939.00 30814.00 -0.41 

Indices 31st 

July 16 

31st 

August 16 
%Change 

1BSE Sensex 28052 28452.17 1.41 

1S&P CNX Nifty 8639 8786.20 1.68 

1CNX Mid Cap 14773 15370.85 3.89 

1BSE Small Cap 12310 12648.79 2.68 

Global Indices 31st July 

16 

31st 

August 16 
%Change 

1Dow Jones 18432 18400.88 -0.17 

1FTSE 100 6724 6781.51 0.84 

1Hang Seng 21891 22976.88 4.72 

1Nikkei 16569 16887.40 1.88 

Sectoral Indices 31st July 

16 

31st 

August 16 
%Change 

1CNX Infrastructure 2967 2934.90 -1.08 

1CNX Energy 9312 9663.65 3.64 

1BSE Capital Goods 15478 15212.25 -1.75 

1BSE Bankex 21679 22656.58 4.32 

1BSE Oil & Gas 10595 11072.71 4.31 

1BSE IT 10813 10439.35 -3.58 

Fixed Income 
Indicators (%) 

31st 

July 16 

31st 
August 

16 

%Change 

191 Day T-Bill 6.53 6.56 0.03 

1182 Day T-Bill 6.69 6.64 -0.04 

11 year GOI  
Benchmark 

6.81 6.81 0.00 

15 Year GOI  
Benchmark 

7.11 7.05 -0.06 

110 Year GOI  
Benchmark 

7.17 7.11 -0.06 

15 Year Corp Bond  
Benchmark 

7.79 7.49 -0.30 

110 Year AAA Corp Bond   
Benchmark 

7.39 7.33 -0.06 

110 Year US Treasury 1.45 1.58 0.13 

Fixed Income Market 
 

 
Bond yields continue to be benign in the wake of anticipation in the softening of the agricultural produce viz pulses, 
edible oil and vegetables.  In addition, it is expected that good spell of the monsoon across the country barring some 
areas, will auger well for the agricultural produce which would further improve the inflationary outlook. 
Banking system is inundated with deposits while demand for credit yet to pick up. This makes it clear that now, with 
almost half of the financial year is getting over, banks will be reducing deposit rates and later on, lending rates as 
well. It is expected that surplus cash will also find its way in the investment keeping bond yields lower. 
Industrial activity continued to be subdued as reflected in the latest set of data. Retail inflation (CPI) registered at 
6.07% (YoY) in July 2016, driven by the sharp increase in the vegetable and protein prices, while core inflation re-
mained stable.  It is expected to ease later on as good harvest is expected, as reflected in the latest high frequency 
data. 
Globally, bond yields were also coming down marginally, in the wake of continuance of quantitative easing in the 
Japan and Euro area. In the USA, it is expected that though employment looks like running to the capacity, however, 
pricing pressure yet to be visible. Therefore, we expect normalization of the rate may be postponed.  
 
 

Fixed Income Outlook: 

Going forward, it is expected that RBI will be ensuring sufficient liquidity in the banking system to tide over the ex-

pected event of maturity of foreign currency deposits during next couple of months. This along with benign inflationary 

outlook will help maintain salubrious interest rate environment. 

Equity Market 

Equity Outlook: 

Indian equities (+1.7%) continued its upward trajectory led by strong FII inflows over the month, passage of GST bill 
in Upper House and an in-line Q1 earnings season despite hawkish comments by Yellen in the last week of Aug.  
 
Banks continued to outperform the index as apart from demand for few private sector banks, SBI’s better than ex-
pected 1Q results boosted interest in the public sector banks. SBI also announced the merger details with 5 associate 
banks and expects the deal to close by end of FY17 .In contrast, BoB disappointed the street for the second consecu-
tive Quarter with few investors now skeptical of the new management’s ability to deliver. PNB’s notable recoveries in 
1Q helped offset part of the asset quality deterioration 
 
IT stocks continued to be key laggards in the month despite HCL Tech’s good 1Q results and revenue guidance . 
Infosys announced ramp down of 3000 employees led by the scale back of expansion plans by RBS which is ex-
pected to lead to a guidance cut. The Infosys announcement exacerbated Brexit concerns and its impact on the sec-
tor. Tech Mahindra reported weak 1Q as margin pressures persist. 
 
Amongst Autos, in 2Ws, HMCL reported marginally positive 1Q with optimistic outlook for 2Q ahead of the festive 
season. In 4Ws, Tata Motors reported good 1Q nos led by JLR sales albeit hedging concerns. M&M recorded strong 
tractor volumes which led to a guidance uptick while UV sales remain a drag .In the ancillary space, Motherson Sumi 
missed 1Q expectations, primarily due to margin miss led by sourcing constraints.   
 
Amongst Energy stocks, OMCs continued to rally with strong show of results by HPCL and IOCL. RIL is expected to 
launch its telecom venture – Jio shortly, as market awaits updates in its upcoming AGM on 1 Sep. In Gas space, IGL 
reported strong 1Q results aided by volume growth across segments and margin expansion. 
 
FIIs were notable buyers in Aug with net inflows of $1.5bn bringing in their YTD tally to net inflows of $6.1bn. Domes-
tic investors remained sellers in the month with net outflows of $661mn bringing their YTD net outflows tally to $92mn. 
Among DIIs, Insurance companies led the selling with $857mn of outflows while Mutual funds turned net buyers in the 
month with inflows of $197mn. 
 

Equity Outlook: 

Come September, all eyes will be on the FOMC meet and updates on the GST bill 
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asset allocation portfolio  

*Returns above 12 months are CAGR ( Compounded Annual Growth Rate ) returns. 

low low to  
moderate 

moderate moderate 
to high 

high 

fund objective 
 
Provide high real rate of return in the 
long-term through high exposure to 
equity investments, while recognizing 
that there is significant probability of 
negative returns in the short term. The 
risk appetite is ‘high’. 

fund risk profile 
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*Returns above 12 months are CAGR ( Compounded Annual Growth Rate ) returns. 

asset allocation portfolio  

low low to  
moderate 

moderate moderate 
to high 

high 

fund objective 
 
Provide high real rate of return in the 
long-term through high exposure to 
equity investments, while recognizing 
that there is significant probability of 
negative returns in the short term. The 
risk appetite is ‘high’. 

fund risk profile 
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portfolio 

*Returns above 12 months are CAGR ( Compounded Annual Growth Rate ) returns. 

asset allocation 

low low to  
moderate 

moderate moderate 
to high 

high 

fund objective 
 
Provide high real rate of return in the 
long-term through high exposure to 
equity investments, while recognizing 
that there is significant probability of 
negative returns in the short term. The 
risk appetite is ‘high’. 

fund risk profile 

(*Investments only in sectors other than banks and non-banking financial 
companies, breweries, distilleries, alcohol based chemicals, cigarettes, 
tobacco, entertainment, leather, sugar and hatcheries.) 
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*Returns above 12 months are CAGR ( Compounded Annual Growth Rate ) returns. 

asset allocation portfolio 

low low to  
moderate 

moderate moderate 
to high 

high 

fund objective 
 
Provide high rate of return in the long 
term through high exposure to equity 
investments in Infrastructure and allied 
sectors, while recognizing that there is a 
significant probability of negative returns 
i n  t he  s ho r t  t e rm .  The r i sk  
appetite is 'high' 

fund risk profile 
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portfolio asset allocation 

*Returns above 12 months are CAGR ( Compounded Annual Growth Rate ) returns. 

low low to  
moderate 

moderate moderate 
to high 

high 

fund objective 
 
Provide high rate of return in the long 
term through high exposure to equity 
investments in Energy and allied  
sectors, while recognizing that there is a 
significant probability of negative returns 
i n  t he  s ho r t  t e rm .  The r i sk  
appetite is 'high' 

fund risk profile 
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portfolio asset allocation 

*Returns above 12 months are CAGR ( Compounded Annual Growth Rate ) returns. 

low low to  
moderate 

moderate moderate 
to high 

high 

fund objective 
 
Provide high rate of return in the long 
term through high exposure to equity 
investments in Midcap companies while 
r e c o g n i z i n g  t h a t  t h e r e  i s  
significant probability of negative  
returns in the short term. The risk  
appetite is 'high' 

fund risk profile 
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portfolio 

asset allocation 

*Returns above 12 months are CAGR ( Compounded Annual Growth Rate ) returns. 

fund characteristics 

Modified Duration of Debt Portfolio ( Yrs ) 5.89 

YTM of debt portfolio (%) 7.24 

low low to  
moderate 

moderate moderate 
to high 

high 

fund objective 
 
The investment objective of the fund is to 
provide investment returns that exceed the 
rate of inflation in the long-term while 
maintaining moderate probability of negative 
returns in the short-term. The risk appetite is 
defined as ‘moderate’. 

fund risk profile 
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portfolio 

*Returns above 12 months are CAGR ( Compounded Annual Growth Rate ) returns. 

fund characteristics 

asset allocation 

Modified Duration of Debt Portfolio ( Yrs ) 5.78 

YTM of debt portfolio (%) 7.20 

low low to  
moderate 

moderate moderate 
to high 

high 

fund objective 
 
The investment objective of the fund is 
to provide investment returns that ex-
ceed the rate of inflation in the long-term 
while maintaining a low probability of 
negative returns in the short-term. The 
risk appetite is defined as ‘low to moder-
ate’. 

fund risk profile 
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portfolio 

*Returns above 12 months are CAGR ( Compounded Annual Growth Rate ) returns. 

fund characteristics 

asset allocation 

Modified Duration of Debt Portfolio ( Yrs ) 5.76 

YTM of debt portfolio (%) 7.05 

low low to  
moderate 

moderate moderate 
to high 

high 

fund objective 
 
The investment objective of the fund is 
to provide investment returns that ex-
ceed the rate of inflation in the long-term 
while maintaining a low probability of 
negative returns in the short-term. The 
risk appetite is defined as ‘low to moder-
ate’. 

fund risk profile 

portfolio 
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portfolio 

*Returns above 12 months are CAGR ( Compounded Annual Growth Rate ) returns. 

fund characteristics 

asset allocation 

Modified Duration of Debt Portfolio ( Yrs ) 5.82 

YTM of debt portfolio (%) 7.26 

low low to  
moderate 

moderate moderate 
to high 

high 

fund objective 
 
The investment objective of the fund is 
to provide investment returns that ex-
ceed the rate of inflation in the long-term 
while maintaining a low probability of 
negative returns in the short-term. The 
risk appetite is defined as ‘low to moder-
ate’. 

fund risk profile 

portfolio 
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portfolio 

*Returns above 12 months are CAGR ( Compounded Annual Growth Rate ) returns. 

fund characteristics 

asset allocation 

Modified Duration of Debt Portfolio ( Yrs ) 5.79 

YTM of debt portfolio (%) 7.26 

low low to  
moderate 

moderate moderate 
to high 

high 

fund objective 
 
Provide returns that exceed the  
inflation rate, while taking some credit 
risk (through investments in corporate 
debt instruments) and maintaining a 
moderate probability of negative return 
in the short-term. The risk appetite is 
‘low to moderate’. 

fund risk profile 

portfolio 
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portfolio 

*Returns above 12 months are CAGR ( Compounded Annual Growth Rate ) returns. 

fund characteristics 

asset allocation 

Modified Duration of Debt Portfolio ( Yrs ) 5.90 

YTM of debt portfolio (%) 7.10 

low low to  
moderate 

moderate moderate 
to high 

high 

fund objective 
 
Provide returns that exceed the inflation 
rate, while taking some credit risk 
(through investments in corporate debt 
instruments) and maintaining a moder-
ate probability of negative return in the 
short term. The risk appetite is ‘low to 
moderate’. 

fund risk profile 

portfolio 
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portfolio 

*Returns above 12 months are CAGR ( Compounded Annual Growth Rate ) returns. 

fund characteristics 

asset allocation 

Modified Duration of Debt Portfolio ( Yrs ) 0.19 

YTM of debt portfolio (%) 7.06 

fund objective 
 
Maintain the capital value of all  
contributions (net of charges) and all  
interest additions, at all times. The risk  
appetite is ‘extremely low’. 

fund risk profile 

low low to  
moderate 

moderate moderate 
to high 

high 
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portfolio 

*Returns above 12 months are CAGR ( Compounded Annual Growth Rate ) returns. 

fund characteristics 

asset allocation 

Modified Duration of Debt Portfolio ( Yrs ) 6.15 

YTM of debt portfolio (%) 7.15 

low low to  
moderate 

moderate moderate 
to high 

high 

fund objective 
 
Provide returns that exceed the  
inflation rate, without taking any credit 
r isk (sovereign risk only) and  
maintaining a low probability of negative 
return in the short- term. The risk appe-
tite is ‘low to moderate’. 

fund risk profile 

portfolio 
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SFIN Plan Name Fund Name NAV 

ULGF01808/06/09GEQUITYF03121 
Reliance Group Gratuity Plan / Group Savings Linked Insurance Plan / Life Insurance Group 
Gratuity Plus Plan / Life Insurance Group Leave encashment Plus Plan 

Group Equity Fund 3 29.0812 

ULGF02205/06/13GEQUITYF04121 Reliance Life Insurance Group Leave encashment Plus Plan Group Equity Fund 4 11.5112 

ULGF01528/11/08GPUREEQF01121 Reliance Group Savings Linked Insurance Plan Group Pure Equity Fund 1 32.1824 

ULGF01908/06/09GINFRASF01121 Reliance Group Gratuity Plan / Group Superannuation Plan Group Infrastructure Fund 1 11.9774 

ULGF01428/11/08GENERGYF01121 Reliance Group Savings Linked Insurance Plan Group Energy Fund 1 20.8207 

ULGF02008/06/09GMIDCAPF01121 Reliance Group Gratuity Plan / Group Savings Linked Insurance Plan Group Midcap Fund 1 30.4481 

ULGF00310/10/03GGROWTHF01121 Reliance Group Gratuity Plan / Group Superannuation Plan Group Growth Fund 1 22.598 

ULGF00110/10/03GBALANCE01121 Reliance Group Gratuity Plan / Group Superannuation Plan Group Balanced Fund 1 26.8875 

ULGF00210/10/03GBALANCE02121 
Reliance Group Gratuity Plan / Group Savings Linked Insurance Plan / Life Insurance Group 
Gratuity Plus Plan / Life Insurance Group Leave encashment Plus Plan 

Group Balanced Fund 2 22.9491 

ULGF02105/06/13GBALANCE04121 Reliance Group Gratuity Plan / Group Savings Linked Insurance Plan Group Balanced Fund 4 12.735 

ULGF01213/10/08GCORBOND02121 
Reliance Group Gratuity Plan / Group Superannuation Plan  / Group Savings Linked Insur-
ance Plan / Life Insurance Group Gratuity Plus Plan / Life Insurance Group Leave encash-
ment Plus Plan 

Group Corporate Bond Fund 2 20.6789 

ULGF02305/06/13GCORBOND03121 Reliance Group Gratuity Plan / Group Savings Linked Insurance Plan Group Corporate Bond Fund 3 13.4175 

ULGF00431/01/07GCAPISEC01121 Reliance Group Superannuation Plan / Group Savings Linked Insurance Plan Group Capital Secure Fund 1 21.2995 

ULGF01610/12/08GGILTFUN02121 
Reliance Group Gratuity Plan / Group Superannuation Plan  / Group Savings Linked Insur-
ance Plan / Life Insurance Group Gratuity Plus Plan / Life Insurance Group Leave encash-
ment Plus Plan 

Group Gilt Fund 2 18.1046 

Product Details 

Nav’s As of 31st August, 2016 

file:///D:/1Workship/Reliance/1Analyst/Trials%20and%20backups/July/Group/Group.xlsx#RANGE!A1#RANGE!A1
file:///D:/1Workship/Reliance/1Analyst/Trials%20and%20backups/July/Group/Group.xlsx#RANGE!A1#RANGE!A1
file:///D:/1Workship/Reliance/1Analyst/Trials%20and%20backups/July/Group/Group.xlsx#RANGE!A1#RANGE!A1
file:///D:/1Workship/Reliance/1Analyst/Trials%20and%20backups/July/Group/Group.xlsx#RANGE!A1#RANGE!A1
file:///D:/1Workship/Reliance/1Analyst/Trials%20and%20backups/July/Group/Group.xlsx#RANGE!A1#RANGE!A1
file:///D:/1Workship/Reliance/1Analyst/Trials%20and%20backups/July/Group/Group.xlsx#RANGE!A1#RANGE!A1
file:///D:/1Workship/Reliance/1Analyst/Trials%20and%20backups/July/Group/Group.xlsx#RANGE!A1#RANGE!A1
file:///D:/1Workship/Reliance/1Analyst/Trials%20and%20backups/July/Group/Group.xlsx#RANGE!A1#RANGE!A1
file:///D:/1Workship/Reliance/1Analyst/Trials%20and%20backups/July/Group/Group.xlsx#RANGE!A1#RANGE!A1
file:///D:/1Workship/Reliance/1Analyst/Trials%20and%20backups/July/Group/Group.xlsx#RANGE!A1#RANGE!A1
file:///D:/1Workship/Reliance/1Analyst/Trials%20and%20backups/July/Group/Group.xlsx#RANGE!A1#RANGE!A1
file:///D:/1Workship/Reliance/1Analyst/Trials%20and%20backups/July/Group/Group.xlsx#RANGE!A1#RANGE!A1


19  

  

Investment strategy and risk control 

Macro analysis of the economy is car r ied out by tracking the trends in key economic indicators. 
 
Market dynamics are also studied apar t from the above to determine our  view of the changes likely in the interest 
rate scenario and equity market movements. Price movements in the market are monitored at all times along with factors 
that affect them such as the prevailing market sentiments, cash flows in the  
market and views/actions of key market participants including institutional investors like FIIs and mutual funds. For 
analyzing the debt markets, yield curve movements and changes in its shape are also studied. 
 
The risk appetite and investment objective is clearly defined for each fund keeping in mind the  
investment horizon, liquidity requirements etc. 
 
A range of acceptable holdings under each asset class is determined at the investment policy level. The asset allocation 
primarily takes into account, the investment objectives, regulatory issues and the likely risk return matrix to obtain a 
potential return which is the highest achievable for the risk that is assumed. Within the strategic asset allocation, the fund 
managers determine the weights of the various asset classes; primarily factoring in the developing market scenarios. 
 
Based on the investment of objectives of each fund option, a rigorous security selection process is  
followed. The fixed income fund manager identifies cheaper securities across the yield curve and builds a basket of 
securities to arrive at the optimum level of yield within the range of pre-determined 'duration' for the entire portfolio after 
paying particular attention to the liquidity position and the liquidity premium on the securities. An active fund manage-
ment style is followed or the equity portfolios. A core portfolio of stocks is first created driven by a top-down approach 
and a research based bottom-up stock selection method is followed.  
 
Benchmarks are pre-determined for each fund based on the most appropriate indices available in the  
market or by constructing proxy benchmarks out of multiple indices. Performance of each fund is  
continuously tracked based on the benchmarks and recalibrated. 
 
A statistical analysis is carried out to determine that the risk levels are in tune with the risk appetite of the particular fund. 
Statistical tools such as the standard tools such as the standard deviation and risk-adjusted return measures such as the 
Sharp ratio are calculated in order to compare the returns generated per unit of risk vis-à-vis benchmarks. 
 
The investment policy has been designed by the Board to cover regulatory guidelines, the various product investment 
objectives, risk appetite strategic asset allocation and the investment style. It is ensued that the portfolio is always kept 
complaint with the relevant regulations. Our rigorous process and  
risk/compliance controls are well documented.  

 Macro Analysis 

 

 Appreciation of Market  

Dynamics 
 

 Meeting Investment  

Objective vis-à-vis Risk 
Appetite 
 

 Asset Allocation Strategy  

 

 Security  

Selection- Portfolio  
Constriction 

 

 Benchmark 

 

 Risk Management /  

Portfolio Evolution/  
Diagnostics 

 

 Governance and  

Process  
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the analyst expressions 

Gross Fund Return 
Gross return for a fund is defined as the return calculated on an NAV basis plus the fund management fees 
which are debited periodically to the fund. We calculate gross fund returns in order to give uniformity while 
evaluating fund management performance as the fund management fees vary from company to company. 
Fund management charges are a matter of policy decision by the top management of a life fund Insurance 
Company. Hence, even if two funds from two different fund management companies give the same returns, 
the returns may not reflect that if they are calculated on an NAV basis. 
 

We shall highlight this with the help of an example. 
 

Reliance Life Insurance    XYZ Insurance Company 
Balanced Fund      Balanced Fund 
NAV based Return=11.50 %     NAV based Return=10.50% 
Fund Management Fee=2%     Fund Management Fee=3% 
Gross Fund Return=13.50%     Gross Fund Return=13.50%. 
 

As seen above, though the gross return of both the companies were same, Reliance Life Insurance showed a 
higher NAV based return as the fund management fees were lower. Please note that the returns as given in 
The Analyst for all funds are computed on a gross basis. 
 

Benchmark Return 
A benchmark is a standard against which the performance of an investment can be measured. Benchmarks 
are pre-determined primarily on the basis of the asset allocation structure of the fund.  
 

Benchmarks can be readily available in the market or have to be constructed. The CNX Nifty is a readily 
available benchmark for our equity portfolio manager as the equity fund primarily invests in equities.  
 

However, the benchmark for the Growth Fund of Reliance Life Insurance has been constructed as 60% of 
CRISIL Short Term Bond Index and 40% of CNX Nifty as the asset allocation of the growth fund is 60% of 
debt and 40% of equity. (Please refer to the Growth Fund page of The Analyst). 
 

Fund Standard Deviation 
Risk of investing in a fund is identified by the volatility of the fund's periodic returns. Standard deviation 
measures the volatility of the fund's returns for a given time period.  
 

In other words, Fund Standard Deviation for a particular time period gives us the deviation from the mean 
returns, that has occurred for that fund during that time period. For e.g. let us assume that the Balanced Fund 
has generated an average (mean) return of 11.55% for the last 2 years and that the corresponding standard 
deviation was 4.44%. That means that during the last 2 year time period, the balanced fund return varied 
between 15.99% (i.e. 11.55+ 4.44) and 7.11% (i.e. 11.55-4.44) during 65% of the time. 
 

Higher the standard deviation, the greater the volatility, and therefore, the greater the risk of investing in that 
fund. 
 

Thus, an investor has more information available at his disposal to evaluate the quality of performance of the 
fund and how volatile its returns are. 
 

To carry it a step further, it is highly unlikely that a fund's return in any one year will be exactly the  
average. Rather, it will always be either higher or lower than the average. Thus, standard deviation teaches 
us to look beyond the “average annual return” figures that are touted by investment advisors. 
 

Fund Sharpe Ratio 
Sharpe ratio of a fund tells us how much return the fund has been able to generate per unit of risk. The higher 
the Sharpe Ratio, the better the performance of a fund from a risk point of view. 
 

The excess return generated by a fund for a particular time period is first calculated by subtracting the risk 
free rate from the rate of return generated by that fund during that time period. Dividing this result by the 
standard deviation of the fund return during that time period, one can obtain the Sharpe ratio. 
 

Sharpe Ratio = Excess return / Annualized standard deviation of fund return 
 

The "risk-free return" is the annualized return currently available on "risk-free" investments. This is usually 
assumed to be the return on a short government security like Treasury bill. A government security is  
sovereign credit which is the nearest to a risk free asset that one can get. For our calculations of the Sharpe 
ratios for all funds as given in the Analyst, we have assumed this risk free rate of interest to be at 5%. 
 

 Gross Fund Return 

 
 

 Benchmark Return 

 
 

 Fund Standard  Deviation 

 
 

 Fund Sharpe Ratio 
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the analyst expressions 
       Contd... 

We shall assume that 9.85% was the annualized gross return for a 3-year time period for the balanced fund, 
5% p.a. was the assumed risk free rate of return as discussed above and 4.14% p.a. was the  
standard deviation of this 3-year return. The Sharpe ratio can be calculated as follows: 
 
(9.85-5)%/4.14%=1.17. 
 
The Sharpe ratio tells us whether the returns of a portfolio are due to smart investment decisions or a result 
of excess risk. This measurement is very useful because although one portfolio or fund can reap higher re-
turns than its peers, it is only a good investment if those higher returns do not come with too much additional 
risk. The greater a portfolio's Sharpe ratio, the better its risk-adjusted performance has been. 
 

Benchmark Sharpe Ratio 
Just as the fund returns are compared to a benchmark return, the Sharpe ratio of the fund is also  
compared to the benchmark's Sharpe ratio in order to evaluate the risk-adjusted performance. In our  
example above, let us assume that the benchmark Sharpe ratio of the balanced fund for the last 3 years is 
0.98. This means that over a three-year time period, the Balanced Fund of Reliance Life Insurance has given 
a higher risk-adjusted return than the comparable risk-adjusted return provided by the constructed bench-
mark. 
 
While calculating the benchmark Sharpe ratio of 0.98, let us assume that 9.10% was the annualized gross 
return provided by the constructed benchmark for the balanced fund for the last 3-year time period, 5% p.a. 
was the assumed risk free rate of return, and 4.21% p.a. was the standard deviation of the  
3-year benchmark return. 
 
The benchmark Sharpe ratio for the Balanced Fund for the last three years has been calculated as follows: 
(9.10-5)%/4.21%=0.98. 
 

Modified Duration of Debt Portfolio 
The value of a fund's debt portfolio is sensitive to changes in interest rates. When interest rates rise, bond 
prices fall, and vice versa. Generally, a debt portfolio comprising of bonds with higher maturities will have a 
higher price fluctuation than a portfolio comprising of bonds with lower maturities. Modified duration, indicates 
the sensitivity of the value of the debt portfolio to any given change in interest rates. Modified Duration is 
derived from Duration, which represents a weighted average of the time periods to maturity. 
 
Modified Duration gives one an immediate rule of thumb -- the percentage change in the price of a bond is 
the duration multiplied by the change in interest rates. So, if a bond has duration of 10 years and  
interest rates fall from 8% to 7.5% (a drop of 0.50 percentage points), the bond's price will rise by  
approximately 5% (i.e. 10 x 0.50%). 
 
Let us assume that the modified duration for the Balanced Fund is 2.03. If interest rates drop from 8% to 
7.5%, the value of this debt portfolio will rise by 1.015% (i.e. 2.03 x 0.50%). Similarly, when interest rates rise 
from 8% to 8.5%, say, the value of this debt portfolio will fall by 1.015%. 
 

Fund Beta 
Beta measures the risk of a security (say a particular stock) in relation to its broad market. The broad market 
is generally defined as the specified benchmark index. The Beta assigned to the benchmark index is 1. Beta 
of the stock describes the sensitivity of the price of the stock to the benchmark index. (For the more statisti-
cally inclined readers, Beta is the slope of the regression line). It is generally calculated for equity portfolio/
funds. 
 
If a stock has a beta of 1, that stock is likely to generate the same returns as the market. If the beta of a stock 
is more than 1, it means that the stock is likely to give higher returns compared to the market but also at a 
higher risk as compared to the market. For instance, a stock with beta of 1.2 means that when the market, 
say Nifty, gives a return of 10 %, that stock is likely to generate returns of 12% ( i.e. 1.2*10%). Similarly, a 
low beta stock has given lower returns compared to what the market has delivered for a particular time peri-
od. For e.g. for a stock with beta of 0.80, if the Nifty gives returns of 10%, the stock is likely to give returns of 
only half of that, i.e. 8%. (i.e. 0.80*10%) 
 
Now we shall see the impact of these two stocks when the market falls. When the Nifty gives negative re-
turns of 10%, i.e the market falls by 10%, the price of the stock with beta of 1.2 will fall by 12%. However, 
though the price of the stock with the low beta of 0.8 will also fall when the market falls, it will not fall as much 
as the market. If the market falls by 10%, the price of this scrip will fall only by 8%. 
 
The fund beta is nothing but the betas of individual stocks in the equity portfolio multiplied by the weight of 
that stock in the portfolio. If a fund has a high beta, the equity portfolio of that fund is aggressive and tilted 
towards high beta stocks and vice versa. Please note that the betas of individual stocks as given in the Equi-
ty Fund page of the Analyst have been calculated based on the available prices of the stocks on the NSE for 
the last 1-yr period. 

 Benchmark Sharpe Ratio 

 
 
 

 Modified Duration Of 

Debt Profile 
 
 
 

 Fund Beta 
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Disclaimer 
 

“While every care has been taken in the preparation of this document, Reliance Life Insurance 

Company ltd makes no representation or warranty about the accuracy or completeness of any 

statement in it including, without limitation, any forecasts. Past performance is not a  

reliable indicator of future performance. This document has been prepared for the purpose of 

providing general information, without taking account of any particular investor's objectives, finan-

cial situation or needs. An investor should, before making any investment decisions,  

consider the appropriateness of the investor's objectives, financial situation and needs. This doc-

ument is solely for the use of the party to whom it is provided.” 

 

“Unit Link Life Insurance Products are different from the traditional insurance products and are 

subject to the risk factors.” 

 

“The premium paid in Unit Linked Life Insurance policies are subject to investment risks  

associated with capital markets and the NAVs of the units may go up or down based on the  

performance of fund and factors influencing the capital market and the insured is responsible for 

his/her decisions.” 

 

“Reliance Life Insurance company Limited is only the name of the Insurance company and the 

specified Unit Linked funds do not in any way indicate the quality of the contract, its future pro-

spects or returns.” 

 

“For more details on RLIC products and respective risk factors, terms and conditions please read 

respective sales brochure documents carefully before concluding a sale. The respective sales 

brochure documents for various products are published in the website “www.reliancelife.com” 

 

“Insurance is the subject matter of solicitation. Reliance Life Fund Insurance company  Limited is 

a licensed life fund Insurance company registered with the Insurance Regulatory and  

Development Authority (Registration No: 121) in accordance with the provisions of the  

Insurance Act 1938.” 


