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Case: 360° Finvest

1.1 Case |

Introduction:

Financial investments are important weapons which every individual should possess and also know about using
the right weapon for the given target. In today's era, several investment avenues have evolved and it becomes
crucial to understand the various investment options. Let us understand the different investment avenues by
analyzing the financial details of Mr.Ganesh who is 23 years old. Mr.Ganesh is a software engineer with an
annual salary of Rs.2.40 lakh.

Profile:
Personal Details Financial Details
Name Mr. Ganesh Reddy Annual salary Rs.2,40,000
Age 23 Yrs (single) Contribution to PF Rs.30,000
Parents Working (not dependant) ELSS Rs.70,000
Accommodation Rented Taxes paid Rs.4,488
Staying Staying alone apart from his Net take home Rs.1,35,512
parents
House rent Rs.36,000
Current expenditure Rs.48,000
Lifestyle expenditure Rs.24,000
Investible surplus Rs.27,512
Other commitments NIL
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Diagnosis of existing wealth creation

Profession
Post-tax income

flow chart

Ganesh is a young person who has recently started

Current
expenditure

Lifestyle
expenses

working. Currently he does not have any commitments
and liabilities. As such he is more of a spendthrift. He
does not have sufficient knowledge of investments

Risk premium

Contingency || Investment

and has made investments into Provident fund and
ELSS just for tax saving purpose u/s 80C. He has not
done proper planning to channelize his salary into

Core capital

capital

| wealth | [Long-term goals| wealth creation avenues.

Figure 1.1.1 — Existing wealth creation flow chart

Proposed wealth creation flow chart

Ganesh does not seem to have a proper financial plan.
Financial planning is a comprehensive and ongoing

Profession
Post-tax income

process of financial goal-setting and then planning one’s

Current
expenditure

Lifestyle
expenses

expenses, savings, investments, taxes and insurance to

work towards achieving those goals.

Ganesh should focus on wealth creation by looking at

different investment avenues. The savings of a person

should ideally be channelized into investments meant to

Contingency ||Investment Mortgage

Core capital

build core and risk capital, creating a contingency fund capital

and availing a risk cover. Together these would enable | wealth | [Long-term goals]

long term wealth creation. A typical break-up is shown

in the figure on the right side. Figure 1.1.2 — Proposed wealth creation flow chart
Financial growth path: a ULIP policy which combines the best of mutual fund

c . N ) di 5 and insurance — the ideal combination for risk mitigation

omparing t_e expenses, savings and Investments 9 and wealth creation. ULIP plans would offer several
Mr.Ganesh with the above chart, we observe that he is
not financially disciplined. He should curtail his lifestyle

. . . . . 2 1 H H
expenses and properly channelize his savings into various " Risk cover on his life

benefits to Ganesh like:

investments. Primarily he should take a risk cover for K Higher returns potential for market linked

himself and further, undertake a systematic investment

investment
into an equity diversified mutual fund.
* Tax-deduction u/s 80C for premium paid
Let us look into the Investment options that Ganesh
< The amount, if any, received from the insurer

can avail for better use of his monthly income keeping
in mind the tax benefits, liquidity requirements and
future commitments. & Flexibilityofcontinuingthepolicyforundetermined
duration

would be tax-exempted u/s 10(10D)

Insurance: Responsibilities of Ganesh would increase

after getting married and having children. He should & Facility of liquidating the policy corpus, subject
immediately take a risk cover for his life. He can take to certain restrictions, in times of need.

4 PF/AG/0407/189
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Mutual Fund: Ganesh can avail tax benefits by investing
in ELSS and insurance. However, these would have
lock-in-period. Though lock-in-feature is advantageous
for Ganesh (as one should remain invested in equities
for a longer period), he should also take care of his
liquidity requirements. He should reduce his ELSS and
undertake a systematic investment in balanced mutual
funds. Benefits would be:

o%%
o3

Greater liquidity

K3
"’

K3
"o’

Accelerated wealth creation

e
"o’

5 Regular disciplined investment

Quality IPOs: with the growing economy, the market
is giving opportunity to invest in quality IPOs. The
knowledge and guidance which an investor is required

1.2 Case ll

Profile:

to invest in such IPOs is provided by Research experts.
For example, Karvy's research team does continuous
research and suggests investing in good companies.
Ganesh can take advantage of this opportunity by
having a Trading and a Demat account and certain
surplus amount set aside for the purpose.

Takinginto considerationthedifferentinvestmentoptions
Ganesh can create wealth by investing in mutual funds,
stocks and insurance. Karvy can be of immense help
for an aspiring professional like Mr.Ganesh in wealth
creation and risk mitigation process by providing advisory
services on the whole gamut of financial products.

Fina-graphic details

Personal Details Financial Details
Name Mr. Kishore Chopra Annual salary Rs.8,40,000
Age 37 Yrs (married) with 2 children, | Section80C-exhaustedthrough Rs.1,00,000
son aged 6 years and daughter | PF, ELSS and child’s tuition
aged 3 years fees
Parents Mother (dependant) Taxes paid Rs.1,75,000
Accommodation Rented house Net take home Rs.6,65,000
Staying Staying with family Current expenditure Rs.2,94,000
Other details Intends to purchase a house Lifestyle expenditure Rs.60,000
Mortgage — car loan EMI Rs.84,000
Other investments - IPOs Rs.60,000
Surplus Rs.1,67,000

PF/AG/0407/189
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Profession
Post-tax income

Diagnosis of existing wealth creation flow

chart

Kishore is middle aged who has financial responsibilities
such as maintaining his family comprising of his wife and
children.

Lifestyle
expenses

Current
expenditure

Being the sole bread winner for the family, he takes care
for all his family’s house hold expenses, children’s education
fees etc.

Investment | | Mortgage

Core capital

He has most of his savings in his bank a/c. he is risk averse

capital and did not look into other investments options available
| wealth | [Long-term goals| | except few IPOs.
Figure 1.2.1 — Existing wealth creation He also has not looked into the insurance need for himself
flow chart and his family.

Proposed wealth creation flow chart Profession

Kishore seems to distribute his income prudently towards
current expenditure, savings and life style expenses.

Post-tax income

However, it should be noted that he is not able to
channelize his savings effectively. It can be seen that
most of his savings are lying idle in the bank for the

urpose of contingency. (7%
purpose of contingency
Kishore seems to miss the importance of a risk cover,

as he does not utilize his income for it.

Current
expenditure

Lifestyle
expenses

Investment

Contingency
fund

Mortgage

&10%)

sk
As suggested in this chart, what Kishore should work on capita
is prudent channelizing of savings. He should consider | Wealth | [Long-term goals]
all options available to him for wealth creation and long Figure 1.2.2 — Proposed wealth creation
term financial planning. flow chart

Financial growth path: Risk cover:

Prudent financial planning is the trump card for It is always important for one to understand the

financial prosperity. The route in which one channelizes importance of insurance in one’s life. Insurance covers
one against all kinds of risk. In case of Kishore, it must
be noted that as he is the only earning member in his

family taking a risk cover in the form of life insurance

his surplus or savings determines the level of one’s
financial prudence.

One’s income must be channelized prudently for the s ¢ ytmost importance. It is suggested for him to take

following areas: insurance cover for Rs.60 lacs to commensurate with
1. Current expenditure his requirement, the premium for which will work out
2. Life style expenses to Rs.25,000 p.a. i.e. Rs.2,083 p.m. This will make his

. . L o
3. Savings which must be used and channelized risk premium contribution close to 5%.

for risk premium, contingency fund, investments Core capital:
and for loan payments
Core capital forms an integral part of wealth creation.

After managing ones finances of a house hold, one It refers to the basic foundation on which wealth is

should concentrate more on optimum utilization of
created.

savings, to take care of all kinds of financial needs
such as wealth creation, protection, etc.

6 PF/AG/0407/189
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The critical factor in building a core capital is asset
allocation. Kishore must look for utilizing various
investment options available for wealth creation.

* Mutual funds: Kishore has not looked into
mutual funds as an effective investment option.
Investing in mutual funds is always a worth while
proposition because of

<  Professional management of money
% Spreading of risk through diversification
% Liquidity

Investment in mutual fund will help in creation
of core capital.

Kishore can make systematic investments of
Rs.400 p.m., which will in a long run be useful
for meeting his long term financial objectives.

<> ULIPs: it will help Kishore secure some protection
for his family in the event of his untimely
death and at the same time provides him an
opportunity to earn a return on his premium
paid. The advantage of ULIP is that since the
investments are made for long periods, the
chances of earning a decent return are high,
apart from giving him a risk cover. He can invest
Rs.750 p.m. in ULIPs which will give him a risk
cover and marker linked returns.

<> IPOs and front line stocks: since Kishore has
already starting investing in IPOs, he has made a
start for wealth creation through equities. Kishore
must reduce his quantum of IPO investments so
that he can make more diversified investments.
He can invest Rs.500 p.m. in IPOs.

1.3 Case lll

Profile:

<> Traditional investment avenues: these are time
tested investment avenues which are useful for
building core capital. These include investment
in sovereign schemes such as PPF, NSC, Post
office recurring deposits, etc.

Kishore has been investing Rs.5,000 p.m. in PPF
(part of his salary structure). This will be useful
for him at the time of his retirement or any
long term objectives such as children’s higher
education, marriage, etc.

Risk capital:

Risk capital acts as a top up for wealth creation. The
critical factor for building risk capital is to seize the
opportunity in the financial markets. Risk capital can
be built by short term trading, investing in momentum
stocks, IPOs to be held for short term, investing in
commodities and futures and options.

For Kishore, it is advisable to use Rs.1,600 p.m. for short
term trading, investing in momentum stocks etc, which
will bring his investments for risk capital up to 3%.

Mortgage:

It is very important for one to leverage financial profile
using debt.

Currently Kishore has a car loan, for which he is paying
an EMI of Rs.7,000. This constitutes 12.63% of his
income. His car loan will be paid off in the current year.
The ideal ratio for mortgage is 24%. Later he can take
purchase a house worth Rs.11 lacs by availing a home
loan, for which the EMI will be close to Rs.14,000. This
will bring his mortgage ratio to the ideal 24%.

Fina-graphic details

Personal Details Financial Details
Name Mr. Pratap Rathod Annual salary Rs.19.50 lakh
Age 45 yrs (married) with 1 son aged | Section 80C exhausted Rs.1.00 lakh
19 years through PF
Parents Staying with Pratap Taxes paid Rs.5,71,032

PF/AG/0407/189
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Accommodation Own house Net take home Rs.13,78,968
Current expenditure Rs.4,92,000
Lifestyle expenditure Rs.1,44,000
Risk cover Plan for Rs.2.00
lakhs
Rental income (p.a.) Rs.60,000

Mortgage — loan taken on | Rs.40,000
house property

Current investments Savings mainly used
fortradinginthe stock
market

Profession

Diagnosis of existing wealth creation

flow chart

Post-tax income

Mr.Pratap is a risk taker. He believes in punting in the stock

marketwiththeobjectiveofmakingreturns.However,though

Current
expenditure

Lifestyle
expenses

he can make returns, this process is not without its risks.
Mr.Pratap has a number of responsibilities like arranging

Contingency || Investment | | Mortgage the requisite funds for his son’s higher education, son’s

marriage, planning for his own retirement, etc.

Core capital

capital

In the light of the above profile, Mr.Pratap, should adopt
|__Wealth | [Long-termgoals| | a more systematic approach to financial planning. The

flow chart given will highlight some of the key ratios
Figure 1.3.1 — Existing wealth creation flow chart | for Mr.Pratap.

Proposed wealth creation flow chart

Mr.Pratap has taken one insurance plan to the tune
of Rs.2,00,000. Considering his profile, he will have
to increase the sum assured so as to provide a more
comprehensive cover. An ideal option would be to

Profession

Post-tax income

Current Lifestyle
expenditure expenses

supplement his existing insurance plan with a term D
assurance policy. In order to ensure that he has Contingency |[investment| [ Mortgage

adequate surplus at his disposal for making fruitful

investments, we also recommend that he optimizes
his lifestyle expenses. The ideal proportions that he capital

Core capital

should consider is shown in flow chart. [ wealth | [Long-term goals|

Figure 1.3.2 — Proposed wealth creation flow chart

8 PF/AG/0407/189



» karw 7 Finapolis
Yous Pevpnpal Fissece Aduisnn

Financial growth path:

As it has been mentioned, trading in the stock markets
is indeed one of the ways to make returns. However,
it is not the only way. When it comes to the question
of wealth creation, there is no substitute to long term
investment strategy. An ideal approach to wealth
creation would be to encompass different investment
avenues.

Some of the key avenues that can be recommended
for Mr.Pratap is:

Risk cover:

<> Conventional insurance plan: Mr.Pratap is
married with one son. Additionally, he has taken
a home loan and is paying EMIs to the tune
of Rs.40,000. Hence, the quantum of insurance
policy should necessarily be commensurate with
his requirement. In this case he can take up a
term assurance plan for Rs.30,00,000. The term
assurance plan would primarily seek to provide
the loan that he has taken for his house.

Core capital:

Core capital forms the building blocks of wealth
creation. The returns from core capital can be used to
fund financial goals and objectives and is an integral
part of wealth creation.

* Exposure to markets through insurance: As
one of the avenues to wealth creation, Mr.Pratap
can also consider unit linked insurance plans. In
the vast ambit of unit linked insurance plans,
he can look at unit linked pension plans. These
plans facilitate creating a corpus which can be
utilized for the sunset years. By providing market
linked returns, these pension plans help in wealth
creation and serve as an excellent supplement
to the age old provident fund.

<> Mutual funds: Considering Mr.Pratap’s income,
he can look at investing in aggressive mutual
funds like sector funds which will help in capital
appreciation over a long term.

<> Quality IPOs and front line stocks: Mr.Pratap
can also look at quality IPOs and front line
stocks and avail the benefit of long term capital
appreciation.

3 Sovereign back schemes: In order to give a
conservative edge to the portfolio, Mr.Pratap
can also look at post office savings schemes
like NSC, POMIS, etc.

Risk capital:

Once core capital has been created, he can consider
risk capital. Currently Mr.Pratap is only looking at short
term trading. However, in addition he can also consider
avenues like futures & options and commodities.
However, a word of caution is that Mr.Pratap should
not redeem is core capital investment avenues and
invest in risk capital avenues.

Conclusion:

As a final word, some of the key aspects that come
to light are:

Wealth creation is indeed a simple process. The key
factors for wealth creation will have to be consistency
and perseverance.

In the journey towards wealth creation, it is important
for the individual to invest across different products so
as to avail the benefit of diversification.

The investment landscape in India consists of diverse
products like equities, mutual funds, insurance,
commodities, etc. Each avenue has its own advantages
and disadvantages which need to be understood. While
creating wealth it is always important to create core
capital which can be used to fund long term objectives
and create wealth, while interim opportunities in the
market may be exploited by looking at risk capital.

Such an all encompassing approach across different
products is indeed the passport to financial success.

PF/AG/0407/189
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Not so ‘General’
Insurance

2.1 Health Insurance Plan:

Also known as medical insurance plan, this provides for reimbursement of expenses related to hospitalisation of
an insured person. Unique features of these plans support the allied expenses as well, thus securing one from
financial hardships caused due provision of expensive medical attention and treatment

Cholamandalam Health

Insurance Policy

Healthwise Plan

Royal Sundaram
Healthshield Guard Plan

Cholamandalam General

Reliance General Insurance

Royal Sundaram General

Provider Insurance Company .. Insurance Company
Limited (dorpegy e Limited
Unique Selling 24 hours emergency Sum insured for family on 24 hour helpline and
Proposition assistance available. floater basis. Continuous ambulance referral facility.

General health and eye
examination cover. Hospital
daily allowance.

coverage of 2 years.
Coverage of existing diseases
after 2/4 policy years.

Age at Entry (min.
& max.)

Maximum 55 years for
proposer and 69 years for
dependant parents

3 months - 65 years

3 months - 75 years

Sum Assured (min.
and max.)

Subject to underwriting

Rs.1,00,000 - Rs.5,00,000

Rs.75,000 - Rs.5,00,000

Requirement of pre-
insurance medical
test

N.A.

N.A.

60 years onwards

Cashless
hospitalisation
facility

Available in a network of
1400 + hospitals

Available in a network of
3000 + hospitals

Available at network of
hospitals tied-up with the
insurance company

Pre and post
hospitalisation
expenses
reimbursed for

60 days prior to and 90
days post hospitalisation

30/60 days prior to and
60/90 days post hospitalisa-
tion (for standard/gold &
silver plan option)

30 days prior to and 60
days post hospitalisation

Day care procedure
expenses
reimbursed for

130 minor surgeries
requiring less than 24 hours
of hospitalisation

Available for certain
treatments / diseases like
Cataract, Chemotherapy,

Available

Health check up or
renewal benefits

Available under value
added services for an
additional premium

Applicable

Sum insured increases by
5% for every claim free
year, subject to maximum
of 60% of sum insured

Ambulance Only in case of use Rs. 1000/ 750/ 500 for gold | Ambulance reference
expenses of ambulance in an / silver / standard plan option | service available at no
reimbursed emergency and to the respectively for local road additional cost
nearest hospital where ambulance service
Emergency health facilities
are available
10 PF/AG/0407/189
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2.2 Motor Insurance:

In India, third party liability cover is mandatory for all the vehicles to be used on the road and at public places. A

comprehensive motor insurance policy for this mandatory cover and also the cover against the loss / damage of the

vehicle.

Motor Insurance Policy

Motor Insurance Policy

Private Car
Comprehensive
Insurance Policy

Bajaj Allianz General

Cholamandalam MS General

Reliance General

cars

Provider Insuran_ce_Company Insurance Company Limited Insuran_ce.Company
Limited Limited
Covers 2 wheelers and private 2 wheelers and private cars All types of private cars

Extent of cover

Accidents including
theft, earthquake, flood,
riot, strike and malicious
act.

Accidents including malicious
act, terrorist activity,
landslide, rockslide.

All accidents including
earthquake, flood, riot,
strike and malicious acts.

Third Party
Liability covers

Legal liability of insured
towards third party
personal injury and
property damage arising
out of an accident
involving the insured
vehicle.

Legal liability of insured whilst
in transit by road, rail, inland
waterway, lift, elevator or air
towards third party personal
liability to an unlimited extent,
and property liability up to
Rs.1,00,000/- for 2 Wheelers
and Rs.7,50,000/- for private
cars.

Legal liability of insured
towards third party
personal injury and
property damage arising
out of an accident
involving the insured
vehicle. Unlimited legal
liability towards property
damage of third party

Own Damage
Cover includes

Repair / replacement

of the parts of vehicle;
payment for market
value of vehicle in case
of a total loss, provided
that the originating
cause of such damage
is an accident, theft,
earthquake, flood, riot,
strike and malicious acts

Losses/damages occurring due
to: fire, explosion, self-ignition,
lightning, burglary, house
breaking, theft, riot & strike,
earthquake (fire & shock
damage), flood, typhoon,
hurricane storms, tempest,
inundation, cyclone, hailstorm,
frost

Repair/replacement of
parts of the vehicle;
payment of market value
of vehicle in case of a
total loss, provided that
the originating cause

of such damage is an
accident, including theft

Added benefits /
features

For claim free
experience, discount
available on subsequent
renewal. Discount
available if voluntary
excess opted for.
Discount available for
installing approved anti-
theft device. Cashless
settlement of repair
claims at preferred
garages

Personal accident cover for
insured, driver of vehicle and
unnamed passengers as per
the seating capacity of the
vehicle; legal liability towards
ones employees arising due
to an accident involving the
vehicle; wider legal liability
cover widening the extent

of legal liability towards

paid drivers, cleaners or any
other persons involved in the
maintenance of the vehicle.

For claims free
experience, discount is
available on subsequent
renewal. Likewise loading
is applicable for claims
made. Policy extensions
cover loss of accessories;
legal liability to paid
driver, cleaner or any
workman; personal
accident to occupants

PF/AG/0407/189
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2.3 Householder’s Insurance:

Most people spend majority of life savings acquiring their house and its contents. Hence, adequate protection

from contingencies and risks become necessary to preserve the house property.

Plan

Provider

HomeShield Policy

Royal Sundaram General
Insurance Company Limited

Home Secure Policy

Tata AIG General Insurance
Company Limited

Householder’s Package
Insurance Policy

Reliance General Insurance
Company Limited

Introduction
to plan

A comprehensive package of
insurance benefits covering build-
ings and its contents against

all possible kinds of perils such
as fire, earthquake, terrorism,
storm, flood, cyclone, burglary
and breakdown of appliances.

Pre-packaged covers we have, to
satisfy varying home insurance
needs

Policy covers household / do-
mestic property for which an
householder is accountable and /
or legally liable

Extent /
scope of
cover under
the policy

Policy provide insurance cover to
householdcontentssuchasclothing,
linen, furniture and fixture, and
curtains, utensils and crockery
againstfireandalliedperilsincluding
earthquake, terrorism, burglaryand
housebreaking, including larceny
and theft. Household appliances
such as television, refrigerator,
washing machine, microwave oven,
music system, VCR / VCP, DVD
player against electrical mechanical
breakdown and loss / damage due
to fire and allied perils including
earthquake and terrorism, burglary
& housebreaking, including larceny
andtheft.Jewelleryissecuredagainst
fire and allied perils including
earthquake, terrorism, burglary &
house breaking including larceny
and theft, snatching of jewellery
whilst worn in person. Add on
cover (optional) under the plan
provide for insurance of personal
computer, air conditioner and air
cooler against fire and allied perils
includingearthquakeandterrorism,
burglary&housebreaking,including
larceny and theft, and electrical and
mechanical breakdown.

Policy provides insurance cover as:
Fire cover—loss/damageof property
due to fire; explosion / implosion;
aircraft damage; riot, strike, mali-
cious damage; impact by rail / road
vehicle or animal; bursting and /
or overflowing of water tanks, ap-
paratus and pipes; missile testing
operations; leakage from automatic
sprinklerinstallations;lightning;loss
caused by storm, cyclone, typhoon,
tempest, hurricane, tornado, flood
and inundation; destruction by sub-
sidence of part of the site on which
the property stands or landslide;
bush fire. It covers the building,
its contents as well as rent for al-
ternative accommodation in case
of loss or damage to the premises
caused by aninsured peril rendering
the premises unfit for occupation
and forcing its occupants to shift
to an alternative accommodation
for a maximum period of 30 days.
Liability cover — legal liability of a
householder towards other persons
(thirdparties)anddomesticservants,
including legal liabilities to public /
workmen. Burgalary cover — loss /
damage of household property and
contents due to burglary or theft
during the normal course of occu-
pancy. Purchase cover — automatic
protection for newly purchased ar-
ticles against fire and burglary up to
30 days from purchase date. Apart
from these, pedal cycle cover, plate
glass cover, baggage cover, audio
visual appliances cover, domestic
appliances cover, relocation / trans-
fer cover, etc. assist in protecting
insured articles/belonging against
damage/ loss as well as third party
liability.

Policy provides insurance cover as:
Section | (compulsory cover)—house
and its contents fire & allied perils.
Sectionll-contentsin houseagainst
burglary, housebreaking, theft and
larceny, damage to house and /
or safe due to burglary and/or
housebreaking or any attempt
threat. Section Il — jewellery and
valuables against loss/damage
due to accident or misfortune
whilst anywhere in India. Section
IV - all domestic, electrical and
mechanical appliances (other than
air-conditioners covered at extra
premium & special terms) in the
house against mechanical and / or
electrical breakdown. Section V —all
risks cover for personal computers
(including accessories and printer)
in the house. Section VI — all risks
cover for TV / VCR / VCP / VCD /
DVD player in house. Section VI
— loss/damage to fixed plate glass,
frames or framework (including
letteringconsequentuponbreakage
ofglass)duetoaccidental breakage,
sum insured being equal to current
new replacement value. Section VIl
—loss of personal baggage. Section
IX — loss of or damage to pedal
cycles. Section X—for compensation
towards accidental injury/death
coveringthehouseholderand family
members.SectionXI-Legalliabilityto
domestic servants and third parties.
All the standard exclusions of the
respectivepoliciesshallbeapplicable
for the respective sections. The sum
assured under Section IV, V and VI
should be equal to the replacement
cost of a new item of the same
kind and capacity.

12
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Debt funds —
Discovering the niche

Investors, who have been maintaining bank balance for quick liquidity and investing in Bank FDs for assured

returns, have something to cheer upon. Changing scenarios in the debt market have brought forth lucrative
opportunities for such investors. Is it the right time to benefit out of them? If yes, then what are the promising
opportunities? Let’s find out....

3.1 Betting on debt funds

At this point of time, investing in certain categories of debt funds makes sense due to the below mentioned
reasons:

<> Attractive yield on short-term papers: Over the last couple of months, yields on debt papers have
risen. The benchmark 10-year g-sec is trading at 8% plus levels. However, the striking point is that
short-term yields have risen higher. As result, 1-year CPs and CDs are offering yields of 10%-plus levels.
Therefore, if somebody wants to invest his monies for a duration of up to 1 year, debt papers appear
very attractive.

K3
¢

Tax efficiency: Choosing the suitable plan would offer better post-tax returns. For details, refer respective
sections of recommended funds.

Other Benefits:

< Portfolio diversification: Due to low correlation between stocks and bonds, having a mix of equity and
debt would work in the favour of portfolio diversification.

<> Hedge against inflation: With debt products currently offering yields in the range of 7-10%, these

avenues are apt to protect investments against the vagaries of inflation (currently in the range of 5-6%).

3.2 What are the options?

Investors could look at the following categories of debt funds:

Suitability Investment duration Investment option Exit load
Up to 1 month Liquid Funds No
. o o
For investors 1 month — 3 months Liquid Plus Funds 0% — 0.15% if redeemed

maintaining current and
savings bank a/c balance

before 7-15 days

0.25% — 1% if redeemed

More than 3 months Arbitrage Funds before 25-180 days

1 month, 3 months, 6 months,
12 months, 16 months & 18 FMPs
months

0.5% — 2% if redeemed
before maturity

For investors investing in
Bank FDs

PF/AG/0407/189 13
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The following table compares the returns offered by various short-term debt avenues:

Products

Returns (per annum)

6 months

Bank Deposits

3.50% - 6.00%

6.00% - 7.60%

7.50% - 9.50%

FMPs 8.00% - 9.50% 8.00% — 10.00% 9.00% - 10.50%
Liquid & Liquid Plus Funds 9.90% 7.70% 7.05%
Arbitrage Funds 9.90% 8.97% 8.08%

Note: 1. Source of bank deposit returns: SBI, IDBI, ICICI Bank, HDFC Bank, PNB, BoB, OBC, Bank of India, Andhra Bank,

Allahabad Bank.

2. Returns of recently launched FMPs are considered.

3. Returns for liquid & liquid plus funds and arbitrage funds is the respective category average (source: Bloomberg)

as on Apr 17, 07.

A. For investors maintaining current & savings bank a/c

balance:

1. Liquid Funds

Liquid funds invest majorly in very short-term debt
papers and money market instruments. They are
suitable for:

<> Very short-term investors having an investment
horizon of up to 1 month.

< Investors looking for weekend parking to earn
return on idle money.

1.1 Which plan to choose?

K3
e

For investors falling under the 30% tax bracket,
dividend plan proves to be a better option than
growth plan. (STCG in case of growth plan is
the applicable slab rate while DDT is 28.325%).
For others, growth plan is apt.

K3
°e

Individend plan, dividend reinvest plan (preferably
daily re-investment) should be opted for. Since
return is earned on a daily basis, dividend re-
invest plan would enhance the returns.

1.2 Recommended schemes:

<> Canliquid Retail Fund

*,

2
o3

HDFC Cash Management Savings Fund

K3
°e

LICMF Liquid Fund

2. Liquid Plus Funds

Liquid plus funds have an advantage over liquid funds
as they attract lower DDT rate (14.1625%). However,
these funds generally have CDSC period. Hence liquid
plus funds are suitable for:

* Investors who do not require instant liquidity
and are looking to invest for a period of 1- 3
months.

2.1 Which plan to choose?

<> For investors falling under 20% and 30% tax
bracket, dividend plan proves to be a better
option than growth plan.

<> In dividend plan, dividend re-investment option
(preferably daily) is recommended.

2.2 Recommended scheme:

* HSBC Liquid plus fund

14
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3. Arbitrage Funds

Arbitrage funds encash upon the arbitrage opportunities
that arise out of mis-pricing in the cash and derivative
markets. The balance assets are deployed in debt and
money market. Arbitrage funds are suitable for:

* Investors looking for investment duration of 3
month or more could consider arbitrage funds.
Since arbitrage funds charge CDSC*, schemes
having low CDSC (charge and period) should
be preferred.

<> They are apt for investors who are not looking
for very liquid investment.

*Contingent Deferred Sales Charge which is payable on early
exit, as stipulated by the fund.

3.1 Which plan to choose?

For equity-oriented arbitrage funds:

< Dividend re-investment option should be opted
due to nil DDT on equity-oriented funds.

For debt-oriented arbitrage funds:

<> Investors who fall under the 20% and 30% tax
bracket should go for dividend plan.

3 Investors who fall under the 10% tax bracket (or
don't fall under any tax bracket) should prefer
growth plan.

3.2 Recommended schemes:

3 Standard Chartered Arbitrage Fund

B. For investors investing in Bank FDs:

1. Fixed Maturity Plans (FMPs)

FMPs are close-ended debt funds which invest in debt
papers having maturity in-line with that of the fund.
These funds are suitable for:

<> Investors who invest in Bank FDs. Their higher
post-tax returns (than FDs) with a risk profile
similar to that of FDs, give them an edge over
the latter.

< Both long-term (more than 1 year) and short-term
investors (few months), not looking for liquid
investments, could consider FMPs.

<> Investment duration of the investor should match
with the maturity of the FMP in order to realize
the yield as indicated by the fund.

1.1 Which plan to choose?

(@) For FMPs with maturity less than 1 year:

<> For investors who fall under the 20% and 30%
tax bracket, dividend plan stands at an advantage
over growth plan. (STCG for growth plan is
charged at applicable slab rate while dividend
plan would be taxed at 14.1625%).

< Investors who fall under the 10% tax bracket (or
don't fall under any tax bracket) should prefer
growth plan over dividend plan.

(b) For FMPs with maturity slightly greater than
1 year:

* For FMP with maturity period of slightly more
than 1-year, dividend plan (with indexation)
could be more tax efficient than growth plan.
Notional long-term capital losses can be off-
set against other long-term capital gains (on
property, gold, debt funds, etc.). Such losses can
be carried forward for 8 financial years. Hence, if
an investor is incurring long-term capital gains,
dividend plan is a better option.

* However for an investor, who does not attract
long-term capital gains, growth plan (without
indexation) is a better option.

Note:  This is assuming that the FMPs launched after the month of

March are not offering double indexation benefit.

1.2 Recommended schemes:

Various FMPs are launched from time to time. Since FMPs
are open for only 1-5 days for subscription, investors
should be in constant touch with their financial advisor,
or visit our site www. the-finapolis.com for information
on launch of FMPs.
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Disclaimer

The information and views presented in this report are prepared by Karvy Stock Broking Limited. The information contained herein is
based on our analysis and upon sources that we consider reliable. We, however, do not vouch for the accuracy or the completeness
thereof. This material is for personal information and we are not responsible for any loss incurred based upon it. While acting upon any
information or analysis mentioned in this report, investors may please note that neither Karvy nor Karvy Stock Broking nor any person
connected with any associate companies of Karvy accepts any liability arising from the use of this information and views mentioned
in this document.

The features described in the product comparison tables are as applicable on the date of release of this report.

This report is intended for a restricted audience and we are not soliciting any action based on it.




