www.fpsbindia.org

Volume I | Issue IV

				

NOVEMBER-DECEMBER 2017

Portfolio
Optimisation

07
Charter Member Speak

28

Looking Beyond Returns Risk Measurement Tools

34

Sundeep Sikka

Executive Director and CEO
Reliance Nippon Life Asset Management

Corporate Governance
Disclosures and Retail
Investors : Time for more
active participation

Rs. 200

To me the greatest pleasure of writing is not what its about,
but the music the words make
- Truman Capote

Wanted
Writers/Contributors
for

Financial
Planning
Journal

alok

Volume I, Issue IV

Cover Story : Portfolio Optimization

The Official Publication of

RNI Registration No: MAHENG/2015/60742

November-December, 2017
Editor
Ranjeet S. Mudholkar, CFPCM
Assistant Editor
Alok Kumar, CFPCM
Cover & Design
Mahesh Jadhav
Research
Pushkar Chugh, CFPCM

14 Asset Allocation Models: Managing
the Risk-return Tradeoffs
Chetan Pandya, FRM, CFPCM

Marketing
Payal Dhuri
Ravi Arora
Sajju Joy
Shilpi Sapra
Regional Operations (North)

Charter Member Speak

07

Mohit Sharma
Subscription & Memberships
Prashant Dhuri
Rutika Bade
Trupti Mayekar

24

Finance & Administration
Jyoti Anand
Mohamed Iqbal
Vijesh Bhoir
For bulk subscription enquiries, advertisement
opportunities, article submissions &
letters to Editor kindly write to:
The Manager, Financial Planning Journal,
Financial Planning Standards Board India
702, 7th Floor, Leela Business Park, Andheri Kurla
Road, Andheri (East), Mumbai - 400059,
Phone : +91 22 6171 2424, Fax: +91 22 6171 2444
Email : journal@fpsbindia.org
Website: www.fpsbindia.org
Printed and published by Ranjeet S. Mudholkar
on behalf of
Financial Planning Standards Board India
and published at
702, 7th Floor, Leela Business Park,
Andheri Kurla Road, Andheri (East),
Mumbai - 400059.
Editor: Ranjeet S. Mudholkar
©Copyright
Financial Planning Standards Board India
All rights reserved throughout the world.
Reproduction in any manner is prohibited
without prior permission from the publisher.

28

"Streamlining the MF
Schemes will benefit the
customers and the industry"

Sundeep Sikka
Executive Director and CEO
Reliance Nippon Life Asset Management

Cover Story

Portfolio Optimization
Strategies
Niti Guhathakur, CFPCM

Looking Beyond Returns Risk Measurement Tools
R Varadarajan, CFPCM

Corporate Governance
Disclosures and Retail
Investors: Time for more active
participation
Pardhasaradhi Madasu, FIII; CFPCM

40

Interview

Decoding the "Coffee Can"
Portfolio - Saurabh Mukherjea

Practice Management

Delayed Gratification: A
Client’s Best Friend
Amit Maheshwari, CFPCM

article

50

Income Tax Returns and
How to File Them

58

Wills – An important element of
Estate Planning

Article

Practice Management

34

46

62
70
72
74
75
76
78

Balwant Jain, CFPCM

article

Alisha Jain, CFPCM

Capgemini Research Paper

‘Top 10 Trends in Wealth
Management 2018’
Event
Bookshelf
Trending Terms
Tax Queries
Education Partners’ Directory
Continuous Education Quiz

Financial Planning Journal is published by Financial Planning Standards Board India
(FPSB India). Opinions and views are solely of writers and do not necessarily reflect those of
the FPSB India & their respective organizations as well. Material published in the Journal
is of a general nature and is not intended to be comprehensive nor does it constitute advice.
The material should not be relied upon without seeking independent professional advice and
FPSB India is not responsible for any loss suffered in connection with the use of such material.
Readers are suggested to approach Financial Planners for comprehensive advice.
CFPCM, CERTIFIED Financial PLANNERCM and
are certification marks owned outside the U.S.
by Financial Planning Standards Board Ltd. Financial Planning Standards Board India is the marks licensing
authority for the CFPCM marks in India, through agreement with FPSB Ltd.
Financial Planning Journal | 3

UTI CHILDREN’S CAREER FUND - SAVING PLAN

Volume I | Issue IV | November-December | 2017

Editor Speak

Risk Reduction with
Portfolio Optimisation
Portfolio Optimisation strategy is at the core in determining the best
possible asset allocation to deliver the required return for a given level
of risk. Asset allocation is the first level of diversification to mitigate
risk by choosing classes of assets which are uncorrelated when perceived
from major risks like Market risk and Interest risk, but together provide
a consistency of return in a portfolio. The second level of diversification
is within the chosen asset classes where again optimization strategies
can be applied for consistent required return from such assets.
Investors are instinctively applying optimization: when they select an
asset giving nearly the best return for a given level of risk; and conversely
when they choose the least risky asset to provide a given quantum of
return. The examples are the different classes of mutual fund schemes
which provide return consistent with various levels of risk profile; and
choice of fixed deposits, post office schemes which show the least risk
for a given return.
The quantum and the consistency of returns from portfolios has been
the concern of the portfolio managers since the beginning of stock
trading. This narrows down to Portfolio Optimisation and the whole
range of theories around this concept.
Harry Markowitz, during 1950’s created a strategy for optimizing
portfolio returns while minimizing the variance. Markowitz’s meanvariance method provides a quick strategy for determining stock
positions. There are researches world over for addressing the key
concerns of the Markowitz’s method. One is the estimation error created
Financial Planning Journal | 5
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with the sample covariance matrix, which includes a set of extreme
values leading to extreme asset weights within the optimization of the
portfolio. A ‘Shrinkage’ theory applied to Markowitz Portfolio pulls
these extreme values towards a central value, which itself is determined
by applying appropriate pressure or shrinkage intensity on the sample
covariance to reach this centre. There is also a focus on finding out how
much data is necessary in order to make accurate decisions about the
future by applying a Correlated Brownian Motion Simulation to create
the simulated data for analysis.
Further, the traditional Markowitz approach is based on single
period models which do not utilize any data, or decisions, beyond
the rebalancing time horizon. Multi-period optimization includes
approximate forecasts so that long-term policy decisions beyond the
rebalancing time horizon can be taken. Thus, it offers the opportunity
of wait and watch in policy decisions beyond immediate portfolio
rebalancing. In alignment, an approach has taken shape to strive for a
composite Alpha, which includes both the short-term Alpha to predict
returns at the end of the rebalancing period and the long-term Alpha
to sustain forecasts even beyond.
For the Financial Planning practitioners, maximizing or chasing Alpha
is not the goal of optimization. The optimal portfolio should depend
on the investor's preference over different risk–return trade-offs or the
utility. The strategic containing of risks to strive for consistent positive
returns and tactical rebalancing of portfolio assume a far greater role in
defining wealth creation over the long term.
There are our regular segments as well to read and the Continuous
Education (CE) Quiz where you can test your knowledge. We solicit
your comments to the articles in the Journal and help us to increase our
knowledge and understanding of the Financial Planning profession
and practise.
Happy Reading!!

Ranjeet S Mudholkar, CFPCM
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"Streamlining the MF Schemes will
benefit the customers and the industry"
The mutual fund sector in India, with assets under
management of more than Rs. 23 trillion, has risen
about 25% in the last one year, powered by a 38% growth
in retail assets. The stock markets gave good returns
during 2017 and it has been easy for asset management
companies to get investors to put their money into equity
funds. The ‘Mutual Funds Sahi Hai’ campaign seems to
Sundeep Sikka
Executive Director and CEO be paying off and there have been record inflows through
Reliance Nippon Life Asset Management the Systematic Investment Plans (SIP) route. Securities
and Exchange Board of India (SEBI) meanwhile is
constantly tinkering with mutual fund regulations in
order to make it easier for lay investors to understand,
decipher and choose from the products and schemes on
offer. Sundeep Sikka, Executive Director and CEO,
Reliance Nippon Life Asset Management has years
of experience in the asset management industry. The
Financial Planning Journal reached out to him in
an effort to know whether the regulatory changes are
benefiting the investor community and the effect it is
having on the sector.
Financial Planning Journal | 7
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Financial Planning Journal (FPJ): There are a
lot of developments in the mutual fund industry.
What has been the impact of the rationalisation
and streamlining of mutual fund schemes so far?
We still see new schemes being launched with
some rather innovative names - doesn't this run
contrary to the spirit of the regulations? After the
consolidation is done, since the merged schemes
will virtually become a new scheme, how can
investors/distributors analyse their track record?
Sundeep Sikka: The streamlining of the mutual
fund schemes is for the benefit of customers and
the mutual fund industry. Consolidation will
bring about standardization. Going forward,
different funds from various fund houses would have
similar characteristics within a particular category;
this becomes so much easier for all stakeholders –
distributors/investors to assess and understand funds.
Fund houses from here on can have only one
scheme under each category, the name of which has
also been largely standardized. This means there is
no scope to be ‘innovative’ here, and the question
of running contrary to the spirit of the regulations
does not arise. As far as the performance track record
goes, SEBI has recently issued a circular to depict
performance in the case of mergers. Only where
the merger has resulted in an outright new strategy,
would the past track record not be available, in
which case, investors would have to evaluate the
fund as a new fund offer.
FPJ: With imposition of dividend distribution
tax on equity schemes, do you think mutual
funds will stop declaring dividends on such
schemes, or encourage investors to move into
growth schemes? What kind of impact do you
think this would have, specifically on schemes
with dividend reinvestment option?
Sundeep: Between the Growth Option and the
Dividend Option, growth option was always
better considering the compounding benefits it
would bring to the investments. With dividend
distribution tax, which will be levied upfront every
time a dividend is declared, growth option becomes
even more beneficial. One, there is deferment of
8 | Financial Planning Journal
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tax. Two, there is a possibility of offsetting losses
with gains, reducing the overall tax incidence. And
last, up to Rs. 1 Lakh of long term capital gains is not
taxable. We would certainly encourage investors to
look at growth option and consider options such as
Systematic Withdrawal Plans (SWP) over dividends.
As far as dividend declaration is considered, taxation
per se is not crucial to decision making. Subject to
available distributable surplus, fund houses may
continue with their dividend strategy. Investors’
net dividend pay-out/reinvested amount would be
lesser to the extent of dividend distribution tax.
FPJ: Do you see long term capital gains tax
(on gains over Rs.1 lakh) as a dampener for the
industry, especially as it has come at a time when
inflows into equity funds are robust? How do you
think investors should be persuaded to invest in
equity schemes in such a scenario?
Sundeep: Equity remains one of the few asset classes
which could deliver higher returns over a period,
and hence aid in wealth creation. Introduction of
a nominal tax, on the returns made, does not affect
the merits of investing into equities. Investors
should be shown the track record of equities, and
taken through the growth potential the asset class
offers. Data points on equity fund performance, SIP
returns, etc. could be further used to substantiate,
reaffirm and build confidence amongst investors.
FPJ: How does the recent reduction in expense
ratios by 15 basis points affect the asset
management companies in so far as distribution
is concerned? While investors should benefit
from the reduction in expenses, which are the
areas where the expense reduction could have an
impact?
Sundeep: The Mutual Fund Industry has come
a long way. From humble beginnings, today the
Industry is serving over 7 crore investors, managing
assets more than Rs. 23 lakh crore. As the industry
matures, cost structures are bound to reduce. The
scale of operations should more than compensate
for the reduction in cost for all the stakeholders.
Whether it is the Asset Management Companies

Volume I | Issue IV | November-December | 2017

(AMC) or distributors, the focus should be on
increasing the volume of business, to offset cost
implications, if any. With the advent of technology
and digital solutions, reaching out and serving
substantially large number of clients with minimal
cost has to be a natural strategy.
FPJ: On a broader level, how do you see the equity
markets playing out in the near and medium
term? What is your particular view on equity
valuations and do you think recent corrections
should be an opportunity for buyers?
Sundeep: The calendar year 2017 had been
phenomenal for equities – indices gave returns
ranging from 30% to 60%. This was due to a
combination of improving global and domestic
macro conditions, and expectations of earnings
growth coming through in the near future. We
expect Indian earnings growth to be good, in decent
double digits, in the next few years. However, given
the fact that valuations are not entirely cheap, the
high earnings growth may not result in equivalent
corresponding returns in equity markets. Investors
should be happy with lower double-digit returns.
Any correction should of course be used as a buying
opportunity.
Both for equities and debt, investors should bear in
mind that there has been a paradigm shift in global
and domestic inflation levels and interest rates. In
such low-inflation environment, nominal returns
also would be relatively low when compared to
returns witnessed in the past.
FPJ: Liquidity in ETFs is still a major issue in the
Indian markets.What is your fund house doing
to popularize this instrument and at an industry
level are there any initiatives being taken to
encourage more investor participation? Is there
any scope to introduce debt ETFs in the future?
Sundeep: As you may know due to our conviction
in ETFs we had acquired Goldman Sachs ETF
business in 2016 and today we have the most
comprehensive ETF bouquet along with most
experienced ETF team. Most of our ETFs have
highest traded volume amongst peers on the stock

Charter Member
CoverSpeak
Story
exchange(s) which is ultimately reflected by way of
low impact cost.
To popularise ETFs, we have taken various
initiatives. Few of them are: 1) Organising ETF
conclave wherein we had called experts across
industry to discuss how ETFs can be used to seek
market exposure in their portfolio. 2) Initiating
discussions on social media to reach out to end
investors wherein we have discussed basics to
benefits to applicability of ETFs. 3) Initiatives/
marketing campaigns with various distributors
to educate the end investor about ETFs as an
investment tool. 4) We are also under the process
of constructing a unique ETF transaction platform
which will help retail investors transact in our ETFs.
In addition to these initiatives we believe that the
CPSE ETF mandate, which we are handling for
Government of India (GOI), has acted as a mass
tool which has popularised ETFs amongst masses.
We have taken the initiative to submit a whitepaper
to the regulator via AMFI wherein we have analysed
operational/taxation and various other issues related
to ETFs which will ultimately help the industry as a
whole to popularise ETFs as an investment vehicle.
Additionally, we have even had various discussions
with regulators to allow mutual funds to participate
in commodity futures markets which will lead to
creation of commodity derivatives based ETFs
ultimately bridging the product gap.
The liquidity of an ETF is dependent on the
liquidity of the underlying; hence on the fixed
income side we have a Liquid ETF and a Gilt ETF
which represents the most liquid segment. The
corporate bonds are traded over the counter and
hence for us to launch ETFs based on corporate
bonds, it is very critical that the underlying should
be traded with abundant liquidity on the exchanges.
There have been various committees which have
worked to develop the corporate bond markets in
the past; we will be happy to launch ETFs based on
corporate bonds once a vibrant/liquid corporate
bond market is developed in the future.
Financial Planning Journal | 9
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United States Adds Record
Numbers of CFP® Professionals

I

n the United States of America
the year 2017 ended with a record
number of CERTIFIED FINANCIAL
PLANNER™ professionals being added
during the year, taking the count to
more than 80,000.
In a press release the CFP Board said that the
American public could now rely on more than
80,000 CFP® Professionals who could provide
competent and ethical Financial Planning services.
"CFP® certification has become the musthave designation for those providing financial
advice," said CFP Board's Chief Executive Officer
Kevin R. Keller, CAE. "We look forward to 2018 as
we build on our success and see more professionals
become certified and more Americans using CFP®
professionals for their financial planning needs."
Here are the highlights of the performance of the
CFP Board during the year:
• The total CFP® professionals count at the end
of 2017 stood at 80,035, a 43% rise since 2007
• New certifications during the year were 4,930
of which 1,250 were women
• The total women CFP® professionals stood at

18,578 at the end of the year
• More than 59,000 people
subscribed to CFP Board's online
Candidate Forum
The release explained that the record
number of women CFP® professionals
can also be attributed to the programs delivered
by CFP Board's Centre for Financial Planning.
The Centre was established to facilitate the future
of the profession and to create a more diverse
and sustainable financial planning profession.
With programs like "I Am a CFP® Pro," a job
re-entry initiative, its Women's Initiative (WIN)
Council and other efforts, the Centre helps create
opportunities for women and people of different
ethnicities to learn about financial planning as a career
and, specifically, how to earn the CFP® certification.
Financial professionals can choose from nearly 180
designations, according to FINRA's designation
database. CFP® certification provides advisors the
training in personal financial planning desired by
today's consumer. CFP® certification is one of only
six financial designations accredited by the National
Commission for Certifying Agencies.

Financial Planning Software Market to Reach
$1.69 billion USD by the end of 2022

T

he global market for financial planning
software is expected to touch $1.69 billion
by 2022, led by the United States, whose role in
the development of the industry is seen having
significant impact. The forecast was made by
market research firm Radiant Insights Inc., which
pointed out that this market segment was seeing a
huge growth from the level of $191 million that it
was at in 2016.
Financial planning software is categorised as
technology that aids and helps financial consumers
in their financial planning process. Other uses

10 | Financial Planning Journal

include asset management, data warehousing, and
management of funds According to the survey,
with the dominant role that the US is playing in
this segment and the rapid evolution that is taking
place, any changes there would also have an impact
in Europe where the estimated size of this segment
was $191 million in 2016 and is seen rising to
$521 million in 2022, at an annual growth rate
of 18.17%. The Asia Pacific region is expected
to have far greater market share in the future
especially with the fast growing economies in Asia
such as China and India.
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U.K.’s FCA Seeks Inputs on Pension
Decumulation Strategies

U

K’s financial services and securities
regulator, Financial Conduct Authority
(FCA) has called for inputs from the retirement
industry on decumulation strategies being
offered by them to participants. This exercise is
expected to help pension subscribers of defined
contribution plans gain from drawdowns. This
action by the watchdog body comes on the heels
of a review where it found that participants were
able to get 37% more income if they kept their
savings invested and withdrew annually rather
than withdrawing them in a lumpsum.
The review also showed that retirees and
pensioners were unable to make an intelligent
comparison of the different drawdown plans
available in the retirement products as the fees

varied widely from 0.4% to 1.6% depending on the
provider. For this reason many of the retirees chose
to receive their retirement funds in cash at one go.
In a news release, FCA’s Executive Director,
Christopher Woolard said, "We know that the
choices introduced by the pension freedoms
(regulation in 2015) have been popular with
many consumers. However, they're now required
to make more complicated decisions than ever
before. Many people need more support when
making choices.”
He added, “The measures we have (proposed)
today will help them think about that earlier,
create investment pathways to help them with
their choices and make costs and charges easier to
understand.”

British Public Wary of UK’s Open Banking Regulations

O

pen Banking regulations in the UK came
into effect in January 2018 under the Revised
Payment Service Directive (PSD2). But awareness
about the concept as well as the benefits that it can
bring to customers seem to be lacking. Customers
in fact are justifiably wary about the new regulations
as they are reluctant to hand over private financial
information to third parties.
Under Open Banking Regulations customers
can exercise the choice to share information about
their financials to third party service providers
(largely technology companies), enabling them
to better provide their services to the customers
in sync with their needs and situation. The
regulations force nine of the country’s biggest
banks to open up their data and share it in a secure
format with ‘authorised’ third party entities, all
of this taking place at the explicit request of the
customers.
The banks that have to provide the information
are Barclays, RBS, HSBC, Santander, Bank of
Ireland, Lloyds, Nationwide, Allied Irish and

Danske. The new regulations are aimed at giving
consumers control of their data, giving them access
to financial information and the way that they
consume and use banking / financial services.
Alasdair Smith, chairman of the UK's retail
banking investigation, had said last year: "Open
banking will make a transformational change
to banking for personal customers and small
businesses."
"For the first time innovative and secure apps
will provide personalised services and information
to cover all financial needs in one place, and make
it easy for people to find out what bank account is
best for them."
Financial Planning Journal | 11
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SEBI Permits Sharing of Co-location Facilities

E

arlier this year India’s market watchdog
Securities and Exchange Board of India
(SEBI), following a decision taken at a Board
meeting, decided to permit traders to share their
co-location facilities. This will reduce the cost
of algorithmic trading for the members while
it will also address the allegations and concerns
related to unfair access. According to SEBI, stock
exchanges will also be providing tick-by-tick data
feed for free.
Algorithmic trading has been on the radar of
the regulator ever since a controversy erupted
over the National Stock Exchange providing

T

preferential co-location access to some select
traders. That case is still under investigation.
The other concern that was raised was that algo
trading clogged up the system since the traders
executed a large number of orders in a short span
of time.
Algorithmic trading refers to orders generated
using automated execution logic. Co-location
refers to the positioning of servers on the exchange
premises so that a broker renting a co-location
rack is able to gain in terms of trading costs from
the speed at which information about a stock or
its derivative flows between the exchange and the
servers to which the broker’s trading terminal is
connected.
Prior to this SEBI decision, stock exchanges
did not permit sharing of co-location facilities.
NSE used to charge an annual fee between Rs 35
to 40 lakhs to rent out a co-location rack, making
this prohibitively expensive for a large majority of
the traders.
With the decision to allow sharing, the
regulator has ensured a level playing field between
traders while also limiting the charges levied on
brokers to avail the facilities of algo trading.

Multiple house owners get tax relief

here is some relief on the personal tax front
for those who own more than one house
in their names. In a recent ruling the Mumbai
bench of the Income Tax Appellate Tribunal
has held that a taxpayer can change the designated
self-occupied property in order to reduce
tax outgo due to deemed rent from the other
property.
So if an individual has two houses and one of
them is in an upscale neighbourhood (compared
to the other and thus higher annual value) the
owner has the liberty to change the self-occupied
status to that property (and therefore having nil
annual value). In other words the property owner

12 | Financial Planning Journal

gets to choose which of the properties is ‘self
occupied’ while filing tax returns in order to reduce
the tax impact from deemed rental income.
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IRDAI comes down on MISPs for
discriminatory practices

M

otor Insurance Service Providers (MISPs)
are the intermediaries who link vehicle
dealers with insurance companies and facilitate
the sale of vehicle insurance policies to purchasers
of vehicles. Original Equipment Manufacturers
(OEMs) obviously have influence with their
dealer network and this relationship ensured that
they were prompting them to sell policies of some
particular insurance companies.
While IRDAI has no authority over OEMs and
dealers, it has come down heavily on MISPs and in a
circular, has directed that they cannot enter into any
kind of agreement with any OEMs to preferentially
sell selective insurance covers. A number of
insurance companies were being excluded from such
informal panels in contravention of competition
rules and despite their repeated representations to
all the parties concerned, including IRDAI.
Taking cognisance of this, the regulator said in the
circular, “The Authority is of the view that with the
commission / remuneration levels for the insurance
intermediaries and MISP being stipulated, the

creation of a panel of insurers is restrictive, which
can lead to undesirable market practices.”
This means that MISPs have to offer the
products from all insurance companies allowing
the customers to make their choice. Neither
the MISPs nor insurance brokers can create a
panel of insurers for selling the covers. However,
according to the directive, insurers can enter
into service level agreements with the MISPs and
insurance brokers on completely transparent and
objective terms.

Long-term third party vehicle insurance

I

RDAI, the insurance regulator, has now
advised insurance companies to devise longterm insurance covers for owners of passenger
cars and two wheelers. Despite the frequency of
motor accidents and fatalities on roads, Indians
are notoriously lax when it comes to taking
third party cover, which is mandatory under the
Motor Vehicles Act.
At present policies are renewable annually,
based on rates fixed by IRDAI, and it is not
unusual to find vehicle owners ignoring renewal
notices or have forgotten about them. In order to
prevent such occurrences the insurance regulator
has asked insurers to issue covers of three years
validity for four wheelers and five years validity

for two-wheelers.
In a recent communication to non-life
insurance companies, the IRDAI stated, “With
a view to ensuring that these uninsured vehicles
are covered against motor third-party insurance,
the Supreme Court Committee on Road safety
is of the view that general insurance companies
should issue long term insurance covers, namely
five-year policy for two-wheelers and 3-year
policy for four-wheelers.”
This is expected to reduce the hassles of yearly
renewal while ensuring premium rate protection
for three to five years, depending on the vehicle
owned. Non-life insurers are still debating on the
pricing of such covers.
Financial Planning Journal | 13
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Asset Allocation Models:

Managing the Risk-return Tradeoffs

“Don’t put all your eggs in one basket”: It is an idea
as old as investing itself. Even Shakespeare knew it, as
Harry Markowitz later recalled:

Chetan Pandya, FRM, CFPCM
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“…I thank my fortune for it,
My ventures are not in one bottom trusted,
Nor to one place; nor is my whole estate
Upon the fortune of this present year;
Therefore my merchandise makes me not sad”
- Merchant of Venice, Act I, Scene I
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C

onstruction of most investment theories
revolves around risk, return and asset
allocation. Out of these three subjects, risk remains
the most fascinating aspect of all. It is the central
topic of discussions on investments but still mostly
ignored at the right times. Risk has a mean reverting
property, that is low risk period invariably is
followed by high risk period and vice versa. From
a theoretical point of view this mean reverting
property makes risk analysis more scientific and
adds to the predictive ability of the model.
Behaviourally, risk remains the Achilles heel for
most investors. Quest for risk-free return often
leads to return free risk. Also, as it has become
clear now, as an investor we all have loss aversion
bias along with many other biases. This means, we
feel 2.25 times more pain on the downside (loss /
negative outcome) than the happiness we feel on
upside (profit / positive outcome). This suggests
that it is very important to have a process or model
which makes investment decision-making easy,
objective and consistent.
An important aspect of the risk-return relationship is
that as risk increases, the range of possible outcomes
(payoff) increase. Therefore, by increasing risk, the
investor increases possible range of higher returns
rather than return itself.
Defining Risk: Risk is something one can quantify;
one can calculate the odds to win or loss and put
a price on risk. Uncertainty is risk that is hard to
measure. To put it differently, risk can be budgeted
while uncertainty cannot. Most of the historical
errors including the global financial crisis can be
attributed to confusing uncertainty with risk and
having a false illusion that one is controlling risk.
Improper assessment of risk, confusing uncertainty
with risk and having a false illusion of control are
hallmarks of all past crises. While there has been
demonstration of hubris at the peak of each cycle,
the following excerpt from an article (published by
Bloomberg in 1997) illustrates the mania which
characterises every such cycle.
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"Financial engineers don't wear lab coats. They don't
experiment on rats or perform gas chromatography.
Their raw material - money - isn’t as jazzy as
what biologists or physicists investigate. But the
innovations they produce will contribute just as much
to economic growth.
Maybe more, in fact. Because without the science
of finance, all other sciences are just a bunch of
neat concepts. Ideas begin to contribute to human
betterment when they're financed by venture capital,
stock offerings, loans or buyouts.
The finance revolution in the past 25 years rivals the
one that gave us the microchips. Look at the changes,
mortgage loans are cheaper because financiers have
found a way to repackage so that they can be resold.
The new finance will master money the way computer
has mastered data and biotechnology has begun to
master DNA. With the new theoretical tools, financial
engineers can break down any new investment into its
components, and then synthesize from them something
more saleable: not just mortgage-backed securities but
also strips, swaps, swaptions - the list goes on.
The entire economy benefits when financial rocket
scientists create products that simultaneously meet the
needs of supply capital and those who use it.”
One year after this article was published the financial
market collapsed. Ironically, players who aggravated
the crisis (Long-term Capital Management) were
one of the pioneers of options theory which created
a revolution in terms of bundling of risk.
Their own hedge fund went bust due to improper
assessment of risk in the Russian market. This
is what precisely happens when uncertainty is
confused with risk. This backdrop of risk and
return leads us to the central theme of this article,
‘Asset Allocation’. Asset Allocation, in essence
is diversification across asset classes to mitigate
loss. One popular view is that diversification is
a hedge against one’s ignorance, which is true. As
we do not know the true nature of the uncertainty
it is always advisable to have diversification and
Financial Planning Journal | 15
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hedge uncertainty. So risk should be managed and The success of CAPM lies in the universality of
uncertainties should be hedged to create a robust its appeal across different fields of finance. The
third one is the Option Model by Fisher Black,
investment framework.
Robert Merton and Myron Scholes. Black & Scholes
Evolution of Investment Theory1 option model helped the finance world to price
options and quantify risk. The ability to value
Louis Bachelier (1900)
Work in this field began with young French granularity of risk helped the financial markets to
mathematician Louis Bachelier. In 1900, come up with different complex products which
Bachelier expounded the ‘random walk theory’ promised to solve many fundamental problems
in his dissertation “The Theory of Speculations.” of society.
According to Bachelier, price movements of securities
are random and independent and have no relation One small note of caution would be appropriate here.
to their historical price movements. One important It is very natural to ask questions at this stage why
aspect of this postulate was that it assumed that the these models are often criticised or even blamed for
shape of the chart of change in price movement was the financial crisis that rocked the global economy
in 2008. We will get into the details of limitation
bell shaped, that is a normal distribution.
of models but it is equally important to remember
that any model is as good as its assumption. More
Eugene F Fama (1964)
Eugene F Fama broadened Bachelier’s work and often than not, models fail because assumptions are
developed it into a great edifice of modern economics forgotten and its utilities are stretched way beyond
and finance by presenting the Efficient Market original conceptualisation and perhaps its actual
Hypothesis. The hypothesis holds that in an ideal application.
market all relevant information is already priced into
a security today. Echoing the random walk theory, Harry Markowitz: Modern Portfolio
it stated that yesterday’s price does not hold any Theory (MPT) – Defining Risk2
influence on today’s price, each price change being An important contribution of Modern Portfolio
independent.
Theory is that it has reduced any investment
decision to two variables, risk and return. It has
This theory gave practitioners a toolkit for analysing asked a fundamental question that while taking a
the market, measuring “variance” and “betas” of decision of uncertain payoff, what is the risk one is
different assets and classifying portfolios by their assuming. Modern Portfolio Theory has introduced
probability of risk. It was considered the financial the concept that at a given level of risk, returns can
equivalent of alchemy.
be optimised. Also known as portfolio management
theory, it suggests that investors can construct
Asset Allocation Models
an efficient frontier of optimal portfolios. MPT
There were three very important pieces of work done quantifies the benefits of diversification, also known
in the last century which has enormously contributed as not putting all your eggs in one basket.
to asset allocation models. While all three models are
built on the intellectual construction of conventional As it can be observed, both risk and return are
theories, they individually and collectively bring dependent on the weights assigned to each asset/
more applications to the financial markets.
security. This shows that by changing the allocation
of the capital across various asset classes/securities,
First one in the series is Modern Portfolio Theory investors can expect different risk-reward situations.
by Harry Markowitz which has contributed in terms This brings us to the concept of optimal weights. In
of simplicity of approach. The second was Capital an ideal situation, asset weights can be positive or
Asset Pricing Model (CAPM) by William Sharpe. negative (short).
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However, to find the optimal weights, we need to know
all the different possible combinations of portfolios.
The efficient frontier is the set of portfolios that
would give the maximum return for a given level of risk
(variance). If any given portfolio is below the efficient
frontier, that would mean that it is not optimum and
that asset weightages can be redistributed to achieve
a higher return at the same level of risk. Similarly, if
the portfolio plot point is moved to the right, it is still
sub-optimal because the investor receives the same
amount of return for a higher risk.

CAPM tells the investor the expected rate of return
on an asset. The model incorporates systematic risk
(also known as Beta) into its calculations in order
to include non-diversifiable impact on the expected
return. CAPM has a vast range of practical application
such as estimating the cost of capital of a firm,
evaluating performance of a managed portfolio, etc.
Formula:

Expected return: E(Rp ) = Σi wi E(Ri )

CAPM states that the return on any asset is the sum
of: The domestic risk-free rate and a risk premium
based on the asset's volatility to the market portfolio
and expected return on the market portfolio in
excess of the risk-free rate, that is:

where, E(Rp )is the return on the portfolio,

E(Ri) = Rf + βi * [E(Rm) – Rf]

Formula for the same is as below:

Ri is the return on asset i and
Where βi = Cov(Ri,Rm) / Var (Rm)
wi is the weighting of component asset i (that is the
proportion of asset ‘i’ in the portfolio)
One could also look at the model as Expected Return
= Time Value + Market Risk Premium
Portfolio return variance : σp2 = Σi wi2 σi2 + Σi Σj≠i
wi wj pij σi σj
This means that the return on an asset (risky asset)
needs to be compensated for two reasons:
where, σ is the (sample) standard deviation of the
periodic returns on an asset, and pij is the correlation 1. The compensation for the time given to the asset
coefficient between the returns on assets i and j.
obliges it to give at least a return that is equal to the
risk-free rate. Think of it as lending the money to
Depending on the investors risk tolerance, an person X, you would at the least expect to get the
investor would be better off choosing a portfolio opportunity cost of lending that money to a riskthat suits their profile as long as it is on the efficient free borrower (risk-free rate) called person Y. Thus,
frontier line. The more towards the left on the added to the expected return.
line an investor moves, the lower return they can
expect but at a significantly lower level of risk. This 2. The second part of the equation is regarding
is recommended for highly risk-averse investors. the market risk premium. In theory, market risk
Conversely, if an investor has a higher tolerance for premium is the reward for taking on additional
risk, they should go for a portfolio that is towards the risk in the form of risky assets instead of a risk-free
right end on the efficient frontier.
asset. It is a good measure for investors or portfolio
managers to see whether taking on further risk is a
William Sharpe: Capital Asset Pricing Model – sufficiently beneficial option or not. The formula
has two main components:
Quantifying Worth of Assets2
CAPM is a continuation of MPT, and it labours to a. Beta: Beta is the systematic risk or the market risk.
simplify the concept and make it more applicable to In theory, securities have two forms of risks. Alpha
and Beta; alpha is diversifiable and unique risk, in
the real world.
Financial Planning Journal | 17
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simple terms it refers to the risk that is associated
with the specific security. Say for example, the risk
on the price of a stock due to a bad management, or
failure of a new product. This risk can be diversified
because you could own shares of different companies
in the same industry or even different companies in
different industries. However, the CAPM model
captures the effect of Beta, which can also be called
market risk. This type of risk is non-diversifiable,
which means that even through owning securities
in different industries, this risk cannot be reduced.
Factors that affect the economy as a whole such as
political incidents, economic policies contribute to
this risk.
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Formula for valuing option is as below:
C = SN(d1 ) – N (d2 )Ke-rt
d1 = ln (S/K) + (r + s2 /2 )t
s . √t

d2 = d1 - s . √t

where,
C = Call premium
S = Current stock price
t = Time until option exercise
K = Option striking price
r = Risk-free interest rate
N = Cumulative standard normal distribution
e = Exponential term
In technical terms, Beta is covariance of the security s = Standard Deviation
and the market portfolio divided by variance of the ln = natural log
market.
Option pricing model has a great practical
b. The second component consists of subtracting implication starting from valuing ESOP, to hedging
return on the risk-free rate from the return on the commodity inputs, buying portfolio insurance
market portfolio. This tells you the excess return one and so on. It also broadened the application from
can expect by taking on additional risk of including corporates and big business houses, bank treasuries,
securities that are not considered risk-free.
currency dealers, endowment and provident funds
to individual investors.
CAPM has very wide applicability starting from
finding cost of equity for project, to assigning right In terms of portfolio construction it allowed
weight to a portfolio for different assets.
portfolios to hedge exposure. Though it comes with
a cost but still it is better than looking at a drawdown.
Fisher Black, Robert Merton and Myron Scholes
(1973) – Quantifying Risk2
In conclusion Black and Scholes model allowed
putting a price on the risk and buying it at a
Another fillip to understanding asset allocation given price. Only caveat is that the definition and
came when Fischer Black, Robert Merton and quantification of the risk should be correct. This is
Myron Scholes introduced the Black-Scholes model. where the problem starts, which we discuss in the
next section.
Black-Scholes-Merton models price variation over
the time of financial instruments. This model Black and Litterman Model (1990)3
also continues the intellectual construct of EMT Mean-variance-optimisation and CAPM both have
(Efficient Market Theory) where a lot of the key limitations and Black and Litterman model helps to
assumptions are same.
address them. It is difficult to construct a portfolio
which has widely diversified asset classes. Also these
Option pricing models value option of the security models do not allow for an investment manager’s view.
by quantifying risk and using available variable like
current price, strike price, implied volatility, risk free The Black-Litterman model uses a Bayesian approach
rates and expiry date.
to combine the subjective views of an investor
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regarding the expected returns of one or more assets
with the market equilibrium vector of expected
returns (the prior distribution) to form a new, mixed
estimate of expected returns. However, the process
of building the required inputs is complex.

where,
τ = A scalar number indicating the uncertainty of
the CAPM distribution (It is usually within the
range of 0.025- 0.05)

The Black and Litterman asset allocation model P = A matrix with investors views; each row
combines CAPM, Reverse Optimisation, Mixed a specific view of the market and each entry of
Estimation, Universal Hedge Ratio and Mean the row represents the weights of each assets
(KxN matrix)
Variance Optimisation.
In mean variance optimisation, one of the important
vectors is the expected return. But with studies it has
been observed that small changes in expected return
result in large concentration in portfolio positions.
The Black Litterman model is then developed to
provide neutral weights for the investors that can
be adjusted according to their opinions about the
market.

Q = The expected returns of the portfolios from the
views described in matrix P (Kx1 vector)
Ω = A diagonal covariance matrix with entries of the
uncertainty within each view (KxK matrix)
Σ and Π as described in previous section.

Once expected return incorporating investor’s
One can start using Black and Litterman model by view is calculated the posterior variance matrix
obtaining implied market return from CAPM. If can be arrived with this input. Thus, with the new
one agrees with the implied return then they can covariance matrix new weightage of the portfolio
use neutral weights given by Black and Litterman to can be arrived.
develop their optimal portfolio.
New Co-variance matrix formula: M = [(τΣ)-1 +
However, if one disagrees, the investor has the flexibility PT Ω-1P]-1
to modify the neutral weightage as per his view.
Investors can have an absolute or relative view; as they Portfolio Weightage formula: Σp = Σ + M
have to determine confidence levels for the view.
Thus this model provides an excellent tool to
There are two stages of Black and Litterman model the investor for portfolio construction and has
an advantage over the previous two models. But
Stage 1: Arriving at a market neutral rate with the help subjectivity in Scalar (uncertainty in CAPM
of CAPM model. Equation for the same is as below distribution) and Investor(’s) view remains abstract
and difficult to quantify.
Π = λΣω
Criticism of Conventional Theories
λ= Risk aversion co-efficient
As mentioned earlier, problem starts when
Σ=Co-variance matrix of the assets
ω= Weights of assets according to their capitalization uncertainty is confused with risk. Due to this
the entire intellectual construct which started
Once implied return is derived, expected return from Bachlier and till Black & Scholes suffer
can be calculated using the model. Formula for the from this lacuna. Post the global financial
crisis these conventional theories have been under
expected return is as below:
heavy criticism by regulators and practitioner
E(R) = [(τ Σ)-1 + PT ΩP]-1 [(τ Σ)-1 Π + PT ΩQ] equally.
Financial Planning Journal | 19

Cover Theme

Volume I | Issue IV | November-December | 2017

Primarily two critical assumptions have been mean-variance theory into a new mental accounting
theory.4
questioned:
1. Price changes are not independent – financial
price series has “memory” of sorts.

According to them at the core of mean-variance
theory (MVT) there is a production function. These
factors are risk / return and they are well defined. In
2. Price changes are very far from the bell curve. In the real world most of the problems are associated
practice, prices across the securities and asset classes with the consumption function, that is utilisation of
display much more frequent and extreme variation. returns generated from a portfolio for life goals and it
In the language of statistics, tail is much fatter than is defined by life goals rather than exact quantitative
numbers. At the core, objective of the investment is
the theory assumes.
to satisfy some goals such as retirement, children’s
S&P single-day price change between 1916 and education, vacation etc.
20031
In Mental Accounting (MA) model some
As per CAPM Model
Actual
modification to the theory is proposed. One of the
Movement > 3.4%
58
1001
Movement > 4.5%
6
366
primary changes is where the investor is allowed to
Movement > 7%
once in 3,00,000 years
48
mention their consumption goal with probability
of reaching a threshold rather than their riskOne more assumption which is also challenged is aversion co-efficient. Second is, investors are able
“All investors are rational and investors work towards to state threshold and probability for their mental
maximising its utility value”. Whereas the fact is accounting sub-portfolios. (e. g. retirement, children
that most investors work with certain inherent biases education).
and these biases get expressed in decision making
which creates a major anomaly in the market and And the overall portfolio is treated as an aggregation
of all mental accounting sub-portfolios. When
makes it inefficient.
tests were done and compared with mean-variance
In the recent past there has been major work on portfolios, following results came through :
Behavioural Finance and is gaining traction inspired
by the work done by Nobel laureates Daniel 1. There was no loss in efficiency comparing MVT
Kahneman and Amos Tversky. It is a brilliant piece and MA portfolios if short-sell is allowed.
of work on the existence of various biases in decision
2. There was a few basis points loss of efficiency in
making.
MA portfolio if no short-sell is allowed.
Practical Aspects of Asset Allocation
Once we go through the entire gamut of theoretical With this piece of work there is a validation for
construct and models for asset allocation, we are having separate goal-wise portfolios according
presented with challenges of applying it in the real to the life situation of the investor and also have
world. The primary challenge is how to link asset a consumption function application to asset
allocation theories to life goals or an individual’s allocation models.
ability to handle risk in the portfolio? How to
Risk Profiling
quantify risk at the investor level?
Another practical challenge is in converting an
Fortunately there is good work done in this individual’s risk tolerance and capacity into a risk
field by Sanjay Das, Jonathan Scheid and score - in practitioners language ‘to do risk profile’ of
Meir Statman trying to integrate Markowitz investor. While the entire endeavour of risk profiling
20 | Financial Planning Journal
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5. Moderately Aggressive
6. Aggressive
7. Very Aggressive

is to quantify the risk for individual investor, risk
profiling exercise itself has gone through rapid
evolution5 :
Stage 1
Early-mid 80s

The first risk profile questionnaires covered
a mix of goals, time horizon, risk tolerance
and investment experience. Scoring was
rudimentary and arbitrary. Scores were
mapped to a set of asset allocations/model
portfolios.

Stage 2
Late 80s/early 90s

Stage 1 questionnaires were used to select
an asset allocation/model portfolio for
which expected returns were projected
against goals. Projection techniques were
rudimentary, but broadly recognised that
risk tolerance could be a constraint on what
otherwise might be recommended.

Stage 3
Mid-late 90s

The introduction of psychometric risk
tolerance testing marked the introduction of
science into the risk tolerance assessment
process.

Stage 4
Early-mid 00s

Risk capacity was introduced into the mix
as a separate constraint evaluated through
stress-testing in modelling software.

Once bucketing is done, it paves the way for asset
allocation, for which steps are as below :
Asset Allocation
In practice one can start constructing asset allocation
model drawing from the Modern Portfolio Theory.
Three decisions have to be taken to get it to an ideal
asset allocation are:
1. A representative index is chosen for each asset
class to be included in the investment portfolio.
2. Time frame is chosen for computing the optimal
portfolios.

At present, to do risk profiling, there are very
specialised services available to help investors to know
their own correct risk score(e.g. finametrica.com).

3. Constraint to be incorporated to mention the
Once a risk profile score is done, it is bucketed in the lower and upper bound for each index so as to avoid
appropriate category. While theoretically there can an unconstrained model from under/over allocating
be n portfolios for n risk scores on efficient frontier, to a single asset class in the portfolio.
in practices risk scores are bucketed anywhere from
Given the above steps, the model is run to arrive at
3 to 7 categories.
the optimal portfolios which give the most efficient
combination of risk and return as compared to other
One of the examples of risk bucketing is as below:
portfolio combinations using the same criterion.
1. Very Conservative
2. Conservative
An illustrative allocation for the above risk buckets
3. Moderately Conservative
is given below:
4. Moderate
Very
conservative

Conservative

Moderately
conservative

Moderate

Moderately
aggressive

Aggressive

Very
aggressive

-

11.07

15.39

22.76

22.06

17.89

15.95

b)Mid-Cap

-

5.54

9.37

12.01

16.28

22.66

24.12

c)Small Cap

-

-

-

-

4.36

9.83

13.38

10.25

12.64

15.45

18.35

19.59

21.73

4.70

4.12

4.30

4.03

4.33

5.80

6.72

-

-

-

2.20

3.47

4.19

4.93

a) Debt - Long Term

16.91

5.56

9.13

5.94

6.23

5.51

-

b) Debt - Short Term

58.89

51.73

40.33

27.43

12.99

0.96

-

c) Debt – Liquid

19.50

11.73

8.85

10.18

11.92

13.56

13.17

Total

100.00

100.00

100.00

100.00

100.00

100.00

100.00

Risk Assets
Domestic Equities
a)Large Cap

International equities
Commodities
a)Gold
b)Diversified Comm
Protection Assets
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This portfolio can further be refined by imposing Attribution to sources used in this article :
views on each asset class. Weightage to this view can 1. Mandelbrot, Benoit. The Misbehavior of Markets:
A Fractal View of Financial Turbulence (p. 72).
be arrived either by using the Black Litterman model
or it can be a subjective band e.g. if one is overweight
2. 
https://www.investopedia.com/ (CAPM and
on large cap equities, weightage can go up by 10%.
Black & Scholes)
By this process one can arrive at an implementable 	http://www.cs.brandeis.edu/~magnus/stocks/
node5.html
model of asset allocation and money can be invested.
	http://www.accaglobal.com/in/en/student/
exam-support-resources/professional-examsConclusion
studyresources/p4/technical-articles/risk-return.html
Omission is Science and Selection is Art: While
implementing or evaluating any rule based system or
model, one should always appreciate what it brings 3. A Step-By-Step Guide To The Black-Litterman
to the table. Along with bringing an element of Model, Incorporating user-specified confidence
objectivity to the entire decision making process it levels, Thomas M. Idzorek*
helps in avoiding big mistakes by virtue of minimising
Black – Litterman model , Patrick Xu, Allen Chen,
risk at different stages of the market cycle.
Pui Wah (Emily) Tsui 4/29/2008
Model is as good as assumption: A vital mistake while
implementing a model is to take assumptions behind 4. Portfolio Optimisation with Mental Accounts,
the model less seriously, which makes model a black Sanjiv Das, Harry Markowitz, Jonathan Scheid and
box. There is a problem which is known as ‘Coupled Meir Statman. Journal of Finance and Quantitative
and Complex’. Not only do various asset classes behave Analysis vol 45, No. 2, Apr. 2010
symmetrically at the time of crisis but also complexity
of the market makes it very difficult to locate causality 5. https://www.fpi.co.za/documents/Business Solution
in the case of crisis. Hence it always pays to look for Centre/Investments/Articles/Risk_Profiling_-_
Art_and_Science_SA_20120522.docx
true diversification and keep the model simple.
Bayesian model has more practical success6 : On
the face of it Bayes’ rule is a simple, one-line theorem;
by updating our initial belief about something
with objective new information, we get a new and
improved belief. Bayes’ theorem is in a way counter
to the deeply held conviction of having objectivity
and precision, but it offers flexibility to adapting to
different scenarios and keeps on responding. It also
accepts human limitations of having inadequate
data, from approximation and from ignorance.

(Chetan Pandya is Head (Investment Advisory &
Risk Management) at TrustPlutus Family Office &
Investment Advisers (India) Private Limited)

Human biases play important role in investor’s
return: Recently there has been a good amount of
work happening in the field of behaviour finance and
how human biases impact human decision making.
Any model on financial decision making should
make room to incorporate these biases to improve
judgment under risk.

Authors’ note: The views expressed in this article are those
of the author alone and do not necessarily reflect the positions
of either the TrustPlutus Wealth Managers (India) Private
Limited and TrustPlutus Family Office & Investment Advisers
(India) Private Limited , nor their policies and practices.
Although the author has taken every care to ensure that the
information contained in this article is true and correct at the
time of publication. Neither the author, nor the TrustPlutus
make any representation or warranty with respect to the
accuracy or completeness of this article.
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6. McGrayne, Sharon Bertsch. The Theory That
Would Not Die: How Bayes' Rule Cracked the
Enigma Code, Hunted Down Russian Submarines,
and Emerged Triumphant from Two Centuries of
Controversy (p. 6). Yale University Press. 
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Portfolio Optimization Strategy
It is said that failing to plan is planning to fail, and
rightly so. The same applies to Financial Planning as
well. An investment is the sacrifice or commitment of
money or other resources in the present time, expecting
to benefit from that sacrifice or commitment at the
future point of time.
Niti Guhathakur, CFPCM
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T

he process of constructing an investment
portfolio could begin by introducing two
concepts in portfolio theory which focus on risk.
The first is that investors would avoid risk unless
they can anticipate a reward for engaging in risky
investments. The second is a “personal utility
function” which allows us to quantify investors’
personal trade–offs between anticipated risk and
expected return.
Diversification is a risk management strategy
of combining a variety of assets to reduce the
overall risk of an investment portfolio. Portfolio
optimization is the process of selecting the best
portfolio asset allocation to achieve the predefined
objectives such as - expected return, minimizing the
costs and protection against financial risk. Portfolio
Optimization can also be understood as a mathematical
approach to making investment decisions across a
collection of financial instruments or assets.
While many principles of investments are quite
general and apply to almost all investors, some are
different and vary from investor to investor due to
their unique circumstances. For example age, risk
tolerance, job stability, number of dependents, tax
bracket, existing wealth corpus, etc.
The two main concepts in Modern Portfolio
Theory are:
1) Every investor aims to maximize return for any
level of risk, and
2) Risk can be reduced by constructing a diversified
portfolio of unrelated assets.
For example assume two portfolios A and B both
have an average return of 15%. Portfolio A has a
risk (standard deviation) of 10% and Portfolio B
has a risk of 12%. As both portfolios have the same
expected returns, we should select portfolio A as it
has lower risk in comparison to portfolio B.
Of course, there is no single “correct” investment
process to satisfy all situations. However, the
systematic approach to managing finance involves
framework containing four stages:

Cover Theme
1. Listing financial goals and accessing risk profile,
2. Accessing current financial position by tabulating
Assets-Liabilities and Income-Expenses concluding
the surplus available for investments,
3. Formulating policy for portfolio allocation,
4. Monitoring and updating the portfolio as needed.
Considering the objectives and the constraints, the
investment policy statement needs to be formulated
basis which the portfolio asset allocation should be
concluded.
The process of asset allocation can generally be
referred in the following 3 steps:
1. Identify the asset classes to be included in the
portfolio (Debt, Equity, Real Estate, Gold,
Commodity, Art, Insurance etc.)
2. Specify return expectations from each asset class
basis both historical data and economic analysis
over the relevant holding period.
3. 
Derive the “efficiency portfolio frontier” or
“efficiency frontier”. This step consists of finding
portfolios that achieve the maximum expected
return for any given degree of risk. The efficiency
frontier is the graphical representation of a set
of portfolios that maximize expected return for
each level of portfolio risk. Rational investor will
select a portfolio on efficiency frontier.
We could refer THE MARKOWITZ PORTFOLIO
SECTION MODEL for a better understanding.
Start by identifying the risk-return combinations
available from the set of risky assets. These are
summarized by the minimum-variance frontier of
risky assets. Next, we identify the optimal portfolio
of risky assets by finding the portfolio weights that
result in the steepest Capital Allocation Line (CAL).
Finally, we choose an appropriate portfolio by mixing
the risk-free asset with the optimal risky portfolio.
This frontier is a graph of the lowest possible
variance that can be attained for a given portfolio
expected return. Diversifying the investments
leads to portfolio with higher expected returns and
lower Standard Deviation. All the individual assets
Financial Planning Journal | 25
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that lie on the minimum-variance frontier from the
global minimum-variance frontier form the global
minimum-variance portfolio. Moving upwards from
such global minimum-variance portfolio, assets
provide the best risk-return combinations and thus are
candidates for the optimal portfolio. The part of the
frontier that lies above the global minimum-variance
portfolio is called the efficient frontier of risky assets.
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mix between the optimal risky portfolio A and the
risk-free assets.
Let us take a hypothetical case of constructing an
optimal risky portfolio with twwo risky assets and
risk-free asset. The steps to be followed to arrive at
the complete portfolio are:
1. Study and make note of the return characteristics
of all securities (Expected Return, Variance,
Covariance)

Fig. 1

2. Establish the risky portfolio
(i)

Calculate the optimal risky portfolio

Weight of Debt, WD, in the portfolio,

Standard deviation (Risk)

Weight of Equity,

R and σ2, respectively denote Return and Variance of
The second step of the optimization involves the risk the assets Equity and Debt
– free asset. As done earlier, we search for the capital
allocation line with the highest reward-to-volatility (ii) Calculate the properties of portfolio A using the
ratio (refer the diagram below).
weights determined in step (i). The expected return
on the portfolio, rA, is a weighted average of expected
Fig. 2
returns on the component securities with portfolio
proportion as weights:

And the variance of the two-asset portfolio is

3. Allocate funds between the risky portfolio and the
risk free assets:
(i) Calculate the fraction of the complete allocated
portfolio A (the risky portfolio) and to the risk-free asset
The CAL, which is supported by the optimal
portfolio A, is tangent to the efficient frontier.
This CAL dominates all alternative feasible lines.
Portfolio A is therefore the optimal risky portfolio.
In the final step the investor chooses the appropriate
26 | Financial Planning Journal
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(ii) Calculate the share of the complete portfolio
invested in each asset and in risk free asset.

Optimal Complete Portfolio
An investor with a coefficient of risk aversion 'a' of 4
would take a position in the portfolio A

Let us work on these equations with numbers to
understand them better. Given below are descriptive
statistics for 2 mutual funds:
Debt

Equity

Expected return E(r)

8%

13%

Standard deviation σ

12%

20%

Covariance Cov(rD,rE)

72

Thus the investor could invest 74.39% of wealth
in portfolio A and 25.61% in risk free. Portfolio
Correlation coefficient, ρDE
.30
A consist of 40% in debt, so the fraction of wealth
in debt will be ywD=0.4*0.7439=0.2976 or
Portfolio Risk and Return
Let us apply this analysis to the data by applying the 29.76%. Similarly, the investment in equity will be
formulas for the Expected Return, Variance and ywE=0.6*0.7439=.4463 or 44.63%.
Standard Deviation of the portfolio as a function of
the portfolio weights.

Optimal Risky Portfolio
Using our data, the solution for the optimal risky
Portfolio optimization can be achieved by optimizing
portfolio is:
weights of asset classes, and optimizing weights of
assets within the same asset class. An example of
the first step would be choosing the proportions
placed in equities versus bonds; the second step
would be choosing the proportions of the stock
sub-portfolio placed in stocks A, B, and C. Equities
and bonds have fundamentally different financial
The Expected Return and Standard Deviation of characteristics and have different systematic risk
and hence can be viewed as separate asset classes.
this optimal risky portfolio are:
Holding some of the portfolio in each class provides
diversification, and holding various specific assets
within each class affords further diversification.
Optimal risky portfolios for different clients also
The CAL (Capital Allocation Line) of this optimal may vary because of portfolio constrains such as tax
consideration, dividend yield requirement or other
portfolio has a slope of:
client preferences.
Thus, it is vital to understand the importance of
Portfolio Optimization Strategy while constructing
a Financial Portfolio.
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In the global world smart beta Exchange Traded
Funds (ETF) have emerged as one of the most
exciting and debated investments during the past
10 years. Today, smart beta ETFs represent almost
45% of the listed ETFs in the United States and a third
of all ETFs in the US market. These numbers are
huge when you know that ETFs now represent the
largest of investors’ assets in the US and other parts
of the world.
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T

he term “Risk” refers to the damage or
destruction or loss of an asset in general.
But in the investment world the concept refers to
the degree of variation in the anticipated returns
besides the possibility of fall in the value of the
investment. Everyone makes an investment with
the idea of making money from such an investment
by way of returns.

Risk Analysis

Creating an ideal portfolio with maximum
possible return and least possible risk is the crux of
investment planning. There are a number of risk
measure indicators which are applied to analyse the
securities like stock and mutual funds. These are
time tested statistical measures to predict the risk or
volatility with particular reference to the market/
bench mark returns or risk free returns so as to help
investors decide the risk- reward constraints.

We are all aware of the maxim “There is no gain
without pain” which effectively means that only
those who are willing to take higher risk can expect a
higher return. Alternatively, it would mean that the
prospective higher return also comes with the threat
of greater loss. This direct relationship between risk
and return is called risk-return trade-off.
The evaluation of risk involves two aspects – one
is subjective which applies to the individual’s
risk tolerance or risk appetite and the second is
objective, which is inherent to the security. The risk
tolerance of the individual depends upon several
factors like age, financial back-ground, investment
horizon, attitude towards risk, past experience etc.
and the product would be chosen according to his
risk appetite.
The objective risk, which pertains to the security , is
the one which can be measured through statistical
measures. Here again, the risk falls under two
categories:




 ystematic Risk results from the political, economic
S
or social factors like change in economic policy,
exchange rates, drought or other calamities which
affect all the securities. Naturally, all or certain
groups of securities would move in a particular
direction and such risk cannot be diversified.
 nsystematic Risk results from the factors limited
U
to a particular or a selective group of securities like
strike or unexpected calamity, bankruptcy, adverse
report on the products of the company etc. which
can be controlled or reduced, through evaluation
and diversification.

1. Standard Deviation: Standard Deviation
measures the dispersion or divergence from the
mean return. Suppose the securities A & B give
returns of 7% & 9% in the 1st year and 15% & 13%
respectively in the 2nd year. Although the average
return is 11% in both cases, security A is considered
more volatile since its variation from the average
is more than security B. Standard Deviation is the
statistical tool that measures the degree of volatility
or variation of return from the average return. If a
security has an expected return of 12% and standard
deviation of 3%, then the returns are likely to fall
within the range of 9% to 15%. A security with a
lower standard deviation would be more stable and
give more consistent return compared to another
with a higher standard deviation. The calculation
of Standard Deviation involves complex procedure
of finding the Mean of the data; find the divergence
of each observation from the Mean which should
be squared up and the sum is divided by the number
Financial Planning Journal | 29
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of observations to get the variance. The square
root of variance is the standard deviation and is
mathematically expressed as follows:
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visualise this as the sensitivity of the security with
reference to the market. Beta can be calculated
through the following formula:
β = Covariance(x,M) /σ2M

Where s = standard deviation, xi =observed value,
x = mean of the observation & n= number of
observations
Sharpe Ratio: Originally called “reward to
variability”, Sharpe Ratio, developed by Nobel
laureate economist William Sharpe, in 1966,
measures the excess return over risk free return, per
unit of risk i.e. Standard deviation.
Sharp
Ratio =
		

(Rp-Rf)
σ

where Rp is the return from the portfolio or a
security, Rf =Risk Free (Treasury Bill return) & σ=
standard deviation.
Sharpe Ratio indicates whether the investment
returns are due to excess risk or due to shrewd
investment decisions. Let us consider two funds
A & B with returns of 27% & 22% with standard
deviation of 9% & 5% respectively. Performance
of fund A looks better, on the face of it. Let us
find the Sharpe Ratio of both, assuming a risk free
return of 6%:
Sharpe Ratio of A = (27-6 )/9= 21/9 =2.33
Sharpe Ratio of B = (22-6 )/5= 16/5 =3.20
This would mean that Fund B has provided better
return per unit of risk and hence its performance is
superior to fund A. Higher the Sharpe Ratio, better
would be the performance.
Beta: Beta Coefficient, which goes by the name Beta,
is a statistical measure that identifies the systematic
risk of a portfolio compared to the market. Beta is
calculated through regression analysis and one can
30 | Financial Planning Journal

where Covariance between the returns of security
x, and the market M, is a measure of the returns of
security x and Market (index), & σM is the Standard
Deviation of the market return. Beta of the Market
is 1, and it varies from -1 to +1 in respect of other
securities. The following is the interpretation of
various values of Beta:
β > 1 : Aggressive security (β =1.2, 10% change in
market will have 12% change in stock)
β < 1 : Defensive security (β =0.8, 10% change in
market will have only 8% changes in stock)
β = 0 : Risk-free security (Not impacted by market
fluctuations.)
β = 1: Market Portfolio (Security replicating
market index) (Same Change)
R-Squared: R-Squared is a statistical measure that
indicates what percentage of a stock or portfolio's
movement could be attributed to the index or the
benchmark or how far the same is diversified with
reference to the index. It is expressed as a percentage
between 0 and 100. An investor looking for a
portfolio that moves like the benchmark should
choose a portfolio with a high R-squared. R-Squared
is calculated using Beta and the Standard Deviations
of security & the market, as per the formula:
R-Squared = β2xσ2M ÷ σ2a where σm & σa are
Standard Deviations of Market & the security.
The range for the interpretation of R-Squared is as
follows:
70-100% = Good correlation between the returns
of portfolio and the index.
40-70% = Average correlation between the returns
of portfolio and the index.
1-40% = Low correlation between the returns of
portfolio and the index.
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Index funds will have an R-squared very close to
100.
Alpha: Alpha is a measure to examine the veracity
of the investment’s Beta with reference to its actual
performance. A high positive Alpha indicates
a superior performance while a low or negative
indicates the reverse. Alpha is used to measure
the performance of a security on risk adjusted
basis. According to Modern Portfolio Theory
if an investment is twice as volatile as the index,
an investor should receive twice the return for
accepting the additional volatility risk. Investor
would be willing to accept a lower return than the
index, if the investment is less volatile than the
index.
Suppose the Sensex returned 12% for the year,
while the treasury bills rates are 6%. The investment
with a Beta of 1.2 has returned 15%. According
to the Modern Portfolio Theory of Harry
Markowitz, one could expect a return of 13.2 %
[6% + 1.2*(12-6)].

Risk Analysis

Sharpe ratio, whereas it is the standard deviation of
the excess returns in the case of information ratio.
A higher Information Ratio indicates that the
investment has outperformed consistently and the
lower ratio indicates the opposite.
Upside and Downside Capture Ratio: Evaluation
of a Portfolio or fund performance is generally
done with reference to the index or a benchmark.
The analyst would be interested to know how
consistently the fund outperformed the index and
the quantum of risk involved. The benchmark or
index return could be either positive or negative.
Upside Capture Ratio evaluates how consistently
the portfolio or the fund has performed when the
benchmark has given a positive (>0) return. The
calculation of the ratio is little complicated and
is done through spread sheet by calculating the
Upside CAGR of the Index/benchmark and the
fund and then calculating the ratio as:
Upside Capture Ratio =(Upside CAGR of the
Fund)/(Upside CAGR of the Index/benchmark)

Information Ratio: Information Ratio demonstrates
the efficiency of the investment management
strategy or fund, to deliver superior risk-adjusted
returns consistently. It is calculated as following:

Suppose we are calculating monthly returns of a
fund for 12 months.

Information Ratio = (( Portfolio ReturnBenchmark Return))/(Tracking Error)

We calculate the CAGR of the fund for those
months when the index/benchmark returns are
positive (i.e.>0 ), which gives the Upside CAGR of
the fund.

Where Portfolio return is the aggregate return,
Benchmark return is the return on the index that
is being considered to assess the excess return &
tracking error is the standard deviation of the excess
return, or the Alpha.

In the same way, we also calculate the CAGR of
the Index/benchmark for those months when the
index/bench mark returns are positive (>0), which
gives the Upside CAGR of the Index.

Although it appears similar to Sharpe ratio in
identifying the risk adjusted returns, there are two
subtle differences. (a) The Sharpe Ratio measures
the excess return over the risk free return, while
the Information Ratio measures the excess return
over the Index or benchmark return & (b) The
denominator is Standard Deviation in the case of

If the Upside Capture Ratio is more than 100% then
it has beaten the benchmark during the periods of
positive returns. If the ratio is less than 100%, then
it would mean that the fund has not captured the
positive returns of the benchmark fully. Hence,
higher the upside capture ratio (>100%), the better
it is.
Financial Planning Journal | 31
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Downside Capture Ratio evaluates how effectively
the fund could resist the losses, when the index/
benchmark has given negative returns.
The calculations are similar to the calculations of
Upside Capture Ratio, except that we would be
looking at the returns of the fund and the index
when the index or benchmark has given negative
returns. The steps would be to calculate the
downside CAGR of the Fund and the downside
CAGR of the Index/benchmark and then calculate
the ratio.
Downside Capture Ratio =(Downside CAGR
of the Fund)/(Downside CAGR of the Index/
benchmark)
Sortino Ratio: While discussing the volatility,
we all know it could be either upside or downside,
although the investors would not treat them
equally. While the investor would be delighted
with upside volatility which would result in
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unexpected gains, he would be concerned about
the downside which would cause unexpected
loss of income. The investor would naturally
look for a measure to assess the downside
volatility. This is where Sortino Ratio comes
into picture. The Ratio was developed by
Dr. Frank A Sortino in the year 1980 while analysing
the investment options for pension funds.
Sortino Ratio is a refinement over the Sharpe
Ratio with a view to eliminate the adverse effects
of negative returns or downside volatility which
are inbuilt within the Standard Deviation. Sortino
Ratio is calculated after subtracting the target
return or risk free return from the expected return
and dividing the same by the downside standard
deviation. Sortino Ratio is given by the formula:
Sortino Ratio=(E(R)-R_F)/σ_D
Where E(R ) = Expected Return, RF = Risk Free
Return & σ_D= Standard Deviation of Negative
Return
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Disclosures and Retail Investors:
Time for more active participation
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Investment advice requires an in-depth research. The
financial advisors put in lot of efforts to find the gems
out of the mud for advising their respective clients.
The difficulty for discharging the role of the financial
advisor comes from the mere fact that the companies
which looked financially strong and showed promise
on stock markets have lost reputation and value overnight. The reasons for these corporate scandals could
not only be tracked from financial details but could
be traced to the poor ‘Governance’ in the corporate.
All these issues make it imperative for the financial
advisors to focus on the corporate governance related
issues also. On the other hand the listed entities
are publishing lots of disclosures related to their
corporate governance ecosystems. This paper is
an attempt to advocate the need for reviewing the
corporate governance related issues and use them for
choosing a company for investment.
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Introduction
Over the last few decades corporate entities are
growing in size and scope also brining in prosperity
to the nations as well as the investors. Alongwith,
there is also the rise in the ‘Corporate Scandals’
that are rocking the financial system as a whole.
The common point that could link all the recent
corporate scandals is the weak ‘Governance’
system in the respective companies and the lack of
shareholder activism. In this backdrop, the question
that arises in the minds of the researchers and
the industry leaders is “How can these corporate
scandals be snubbed in the bud?” The answer for
the said question could be traced to two important
concepts viz. ‘‘Corporate Governance” and
‘‘Shareholder Activism”.
Traditionally, the suppliers of capital (both
retail investors and institutional investors) were
concerned with the ‘Returns’ that could be earned
from investment in respective corporations/
companies. The returns could be measured in
terms of ‘Dividends’ or ‘Capital Appreciation’
of investments. For a few investors, companies
which were paying regular dividends were great
investment options. However, for the other
category of investors, the companies which were
having good governance and sustainable business
practices were a good option for investment. The
divide between these two categories of investors
was very wide. However, times are changing and
now the well-governed and value-based companies
are becoming the favorite of a majority of investors.
Corporate Governance is becoming the buzz word
among the analysts and investors.
The market regulators, industry leaders and
academic leaders in India are following the footsteps
of developed economies with respect to the
promotion of good corporate governance practices
in India. As of today, listed companies in India are
required to comply with the Corporate Governance
requirements as specified in the Companies Act,
2013 and SEBI (Listing Obligations & Disclosure
Requirements) Regulations, 2015. Majority of
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the listed companies in India have started to
put in place the mechanism of good Corporate
Governance. One of the parameter to have good
governance in place is the timely and transparent
flow of information between the company and
the stakeholders (both internal and external). To
allow comparability of Corporate Governance
related aspects among listed companies, BSE
has collaborated with the International Finance
Corporation (IFC) Washington, a member of the
World Bank Group for developing a "Corporate
Governance Scorecard" for Indian corporatesi.
Good governance in companies is not only going to
benefit individual retail investors but is also going
to benefit the economy as a whole. Lot of academic
research has been conducted to understand the
relationship between the Corporate Governance
practices and the corporate performance. Concern
with corporate governance arose partly because
of corporate failures and gross strategic errors by
companies. Accordingly, a reasonable objective
of good governance is to reduce the riskiness of
corporate performance and the probability of ‘nasty
surprises’ (Abdullah & Page, 2009). The research
studies have considered corporate performance as
dependent variable and Corporate Governance
related variables as independent variables. The
influence of Corporate Governance variables such
as board independence, ownership structure, board
size, CEO duality, stock pledge ratio and deviation
between voting rights and cash flow rights was
tested using statistical tools (Wu, Lin, Lin, & Lai).
Every stakeholder in the financial system is required
to promote the culture of good governance in the
companies. Financial planner’s community is also
doing its bit in promoting the idea of investing
in companies that are having good governance
structure. Having set the backdrop the present
paper is aimed at bringing out the finer points
of Corporate Governance related issues which
would be handy when deciding on the equity
portfolio for the clients. The analyst could use
Corporate Governance lens to scan the securities
Financial Planning Journal | 35
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in collaboration with other financial performance
metrics. The article advocates the idea that stocks
which may be very good as per the financial metrics
may sometimes be not worthy to invest due to the
weak Corporate Governance culture.
Role and Scope of Corporate
Governance
Corporate Governance is the system by which
business corporations are directed and controlled.
Because of its critical role in economic life
Corporate Governance has for a long time, been
an important item on the agenda of policy makers
and practitioners (Isaksson, 1999). The growing
importance of Corporate Governance could be
traced to the simple fact that business-corporation
has become an increasingly important vehicle for
creation of wealth all over worldwide. The company
form of business procures capital both from
individual/retail investors as well as the institutional
investors. Many times it could be observed that
individual/retail investors are placed in relatively
disadvantageous position when compared to the
institutional investors (Tamil Nadu Investors'
Association, 2014).
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Board. One of the major reasons for such a conflict
of interest could be traced to the wide geographical
distribution of the shareholders and their inability
to participate in the regular business decisions of
the investee company. The role and importance of
Corporate Governance comes from the very fact that
the corporate form of business organization many
times suffers from ‘Agency Conflict’. The conflict
between the suppliers of funds and the board which
actually manages the operations could be traced to
the ‘Agency Theory’ii.

Another reason that makes the Corporate
Governance related issue more prominent is the
prevalence of high ‘Promoters Shareholding’ in the
listed companies and many of these companies could
be referred as ‘Family-Run’ businesses. We could
trace three major groups among the shareholders
a) Promoters and allied group, b) Institutional
investors (FII/DII), and c) Retail/Individual
investors. With respect to analyzing information
or participating in the decision understanding the
Corporate Governance culture of any investee
company becomes more relevant for the weak player
in the corporate structure viz. retail shareholders.
Few research studies have shown that promoters
In simple terms, the Corporate Governance structure have made decisions which were unfavorable to the
deals with having control over the corporate boards minority shareholders. Hence the need to invest
and also to safeguard the interests of the investors in companies with strong Corporate Governance
at large. Growth and progress of financial/capital practices.
markets largely depends upon the ‘Trust’ of the
capital providers and if the trust is lost, the markets Corporate Governance
would collapse. The capital market regulators and Disclosures
accounting standard setting boards take it as their As a financial advisor it would be worthy if a bit of
responsibility to build good Corporate Governance research is taken up with respect to the Corporate
ecosystem to retain the trust of the capital providers. Governance infrastructure of the company which
has been shortlisted based on financial performance.
Technically, the company is owned by the The appropriate place to find the Corporate
shareholders but practically, the company is run by Governance related information of any listed entity
‘Board’ as elected by the shareholders. Everything is the Annual Report of the respective company.
would be fine, provided, the interests of the capital
suppliers (shareholders/debtholders) and the Corporate Governance ecosystem focuses on
Board are same. Many times it could be seen that dissemination of timely and relevant corporate
the interests do not match and there is a conflict of information to all the stakeholders of the investee
interests between the suppliers of capital and the company. The capital market regulators would
36 | Financial Planning Journal
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decide on the broad framework of Corporate composition of the board certainly matters for an
Governance disclosures that should be published by analyst. The following diagram is an example of how
the listed entitiesiii. Listing agreements that the listed companies disclose the detail of the Board:
entities enter with the stock exchanges is the critical The composition of board such as diversity in
link between the investors and the listed entities experience, age, gender diversity as well as the national
for Corporate Governance disclosures. Apart from and foreign national present on the board would
the scope and extent of Corporate Governance certainly tell lots about the ability of the boardiv.
disclosures, structure of the Board and allied issues As an analyst the financial advisor may also have
relating to conduct of the meeting also form the a look at the profiles and the role of ‘Independent
basis of strong Corporate Governance ecosystem.
Directors’ . Analyst may find some clue from this
The financial advisor who scrutinizes the financial information also. The way the board evaluates and
and operational details of the companies also has to assesses its own performance is also relevant to the
analyze the Corporate Governance practices in the well-functioning of the company.
investee
company.
The following
the on
prominent
Corporate
Governance
ecosystem are
focuses
dissemination of timely and relevant corporate information to all the
stakeholders
of
the
investee
company.
The
marketCorporate
regulators would Governance
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details that could be found in majoritycapital
of the
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Corporate
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Scorecard
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Table 1: Contents of Corporate Governance Report of Listed Entities
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of one company with the other is a difficult task.
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As an analyst, the financial advisor could use the Corporate Governance status as well as provide
Corporate
Governance report to understand the investors a standardized measure of the Corporate
As an analyst, the financial advisor could use the Corporate Governance report to understand the strengths and
status would
of any
company.
strengths
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of team.
the The
management
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the management
details of the Governance
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give a Companies
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and composition of the board certainly matters for an analyst. The following diagram is an example of how
would
certainly
give the
a fair
idea
about
the ability of self-assess themselves and identify the parameters
companies
disclose
detail
of the
Board:
the current management team and the succession where they are lacking and take corrective actions to
planning in the company. The details of size and rectify the same. The companies can also reach out
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to the investors by making their scores public after InGovern and Stakeholder Empowerment Services
the same has been duly verified by the empaneled (SES) that provide these services. The views of these
proxy advisors would be certainly helpful for retail
Verifying Agencies.
investors who may not be able to fully understand
The Corporate Governance Scorecard is developed the implications of the corporate actionsvii.
on the basis of four OECD principles for Corporate
Governance namely, Enforcing rights and Equitable Conclusion
treatment of shareholders, Role of Stakeholders, Financial advisors hold a fiduciary position in relation
Disclosures and Transparency, Responsibilities of to his/her client. It is not only the analysis of return
the Board.
and risk that form part of the financial advisor’s
job but it is also the duty of the financial advisor
Right and Duty of Retail Investor to look into the sustainability of the companies
– Voting
in which investments are made. Strong corporate
Being in fiduciary position, the financial advisors governance is one such requirement that leads to a
would always encourage their clients (who have sustainable organization. In today’s financial world
long term interest in investee companies) to be it is not so difficult to ascertain the Corporate
actively involved in investee companies meetings. Governance status of any listed entity. The listed
‘Voting’ is one such weapon in the hands of the retail entities themselves are publishing lot of Corporate
shareholders which could be collectively used to Governance related disclosures and these disclosures
improve the governance at the investee companies. could be used for analysis. Financial advisors are now
Annual General Meetings (AGMs) provide an required to analyze the qualitative data of Corporate
opportunity for retail shareholders to influence the Governance disclosures and also keep track of the
management. Vote of retail investors at AGMs have recommendations of the proxy advisors. If the retail
significant power.
investor is properly advised, the voting by retail
investors at the AGMs or EGMs is one good way of
Seasoned financial advisors would always assist their promoting a good Corporate Governance ecosystem
clients with preparation of list of questions that in India. 	
could be sent in advance to the management for
clarification during the AGMs. In today’s world of Works Cited
internet and high end electronic devices, it would be Abdullah, A., & Page, M. (2009). Corporate
inappropriate if e-voting facility is not utilized to the Governance and Corparate Perforance: UK FTSE 350
fullest . It is the duty of the retail investors (on the Companies. Edinburgh: The Institute of Chartered
advice of the financial advisor) to understand each Accountants of Scotland.
and every aspect of the agenda that is going to be
discussed at the AGM.
Chow, H. I., Chun, H., & Yin, X. (2013). Attendance
of Board Meetings and Company Performance Financial advisors and the individual retail investors Evidence from Taiwan. Journal of Banking and
could now access additional information on Finance.
company’s resolutions and advice on voting from
shareholder advisory services or proxy solicitation 
Isaksson, M. (1999). Investment, Financing and
agencies. The proxy advisory service providers would Corporate Governance: The Role and Structure of
conduct research on the agenda issues of AGM and Corporate Governance Arrangements in OECD
guide the shareholders with respect to the voting. Countries. OECD.
India has home-grown proxy advisory firms such
as Institutional Investor Advisory Services (IiAS), 
Subramanian, S. (2017). Proxy Advisory Voting
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Recommendations in India - An Exploratory Study.
Journal of Indian Business Research, Emerald
Publishing Limited.
 amil Nadu Investors' Association. (2014) Corporate
T
Governane and Retail Investors. Chennai: TIA.
 u, M.-C., Lin, H.-C., Lin, I.-C., & Lai, C.-F.
W
(n.d.). The Effects of Corporate Governance on Firm
Performance. National Changhua University of
Education .
iF
 or the year ended 2018, HDFC Bank, Infosys,
Wipro are at the top on CG Scorecard and the
companies which are service-focused (IT, Telecom,
Financial Services and Consumer staples) tend to
have a better CG Score.
ii Agency theory states that there is a difference
between ‘Ownership’ and ‘Control’. This
separation is the root for the conflict of interests of
various stakeholders of company form of business
entities.
iii Indian capital market regulator SEBI has recently
made efforts to strengthen the CG practices for
listed companies. The committee headed by Mr.
Uday Kotak (Kotak Committee Report) has
recommended many changes to the CG practices
in India.
iv As per the new directions of SEBI (based on
Kotak committee report) every listed company
should have at least six independent directors,
including one woman on their boards. Article
titled “No independent woman directors at
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40% of NSE Companies” published on
October 09th 2017 in The Economic Times,
states that among 1670 companies listed on
the NSE, as many as 637 do not have a woman
independent director on their board. Companies
Act, 2013 also mandates a certain class of
companies to have at least one woman director on
board.
v Independent directors (IDs) are those directors
who are not related to management but are on the
board to protect the interests of the stakeholders
other than management. Basically, they are the
trustees of the shareholders. The IDs are expected
to bring ‘Objectivity’ in the decision making.
Individually the IDs may not be able to stop any
decision or can stop the fraud at the highest level
of the corporation but collectively the IDs can
bring in due-diligence and transparency in board
meetings.
vi

Companies Act, 2013 has made e-voting

mandatory for listed firms. Now companies have
to offer a platform so that shareholders can log
on to the resolutions proposed and vote. Both
depositors NSDL and CDSL offer the e-voting
platform.
vi
i 
Proxy advisory firms have in many instances
questioned the inappropriate actions of the
promoter shareholders. To quote one such
instance, the action of controlling shareholders
removing independent director Mr. Nusli Wadia
from board of Tata Chemicals, Tata Steel and
Tata Motors has been questioned by the proxy
firms.
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Decoding the "Coffee Can" Portfolio
You can make more money being passively active than actively passive
~ Robert G Kirby

In 2003, Maruti Suzuki shares were offered to the public in an Initial Public
Offer at Rs. 125 a share. A retail investor investing Rs. 2 lakhs would have been
allotted 1600 shares. In December 2017 the share price of the car manufacturing
company touched Rs. 10,000, valuing the investor’s holding at Rs 1.6 crore, a
compounded annual growth rate of 34% – provided the investor had held on
all this while. That is what the ‘Coffee Can Investing’ is all about. Buy the stock
of a good, growing company and stay with it. It will definitely lead to wealth,
barring unforeseen circumstances. The "Coffee Can" portfolio was originally
propounded by Robert G Kirby in his 1984 paper “The Coffee Can Portfolio”
published in the ‘Journal of Portfolio Management’.
40 | Financial Planning Journal

Volume I | Issue IV | November-December | 2017

Investing in equities is a risky proposition as
stocks are subject to many market forces, over
which the management can have no control. It
is also true, however, that over the long-term,
equities generate superior returns compared to
other asset classes. For building wealth it is the
best asset class. So it is the classic risk-return
trade off, but most investors see only the risk and
shy away from investing in equities. How about
if the risk element in equities can be mitigated
to some extent, enough so that a lay investor sees
more of the benefits which investing in equities
bring?
Saurabh Mukherjea, Rakshit Ranjan and
Pranab Uniyal – all from Ambit Capital – have
devised a system to minimise the risk of equity
investing so that investors can reap the maximum
gains from it with the risk factor reduced to a
minimum. The trick is to identify the good stocks,
by using certain performance parameters, buy those
stocks and then stick to them over the next 10, 15,
20 years. One can always accumulate when the prices
go down, thus containing the cost of acquisition
within a certain range. One should definitely keep
an eye on the stocks, (without feeling the need to
sell or churn) and of course also on the companies
to ascertain that the company is performing and
growing as expected and forecast.
The book is pretty much a re-iteration of
what Berkshire Hathaway Chairman & CEO,
Warren Buffet has been telling us all this while
– stay invested in good companies for the long
haul and they will make you money. However,
‘Coffee Can Investing’ has been written for an
Indian audience with Indian sensibilities in mind
and considering the paucity of literature on equities
investment in the Indian context, this book comes
at a time when Indians have started to look beyond
real estate, gold and fixed deposits for their wealth
creation needs. The importance of staying invested,
being patient through the downturns and times of
volatilities have been stressed throughout the book.
As a bonus there are some insights into mutual funds
(ruthlessly digging into their investing style and
expense structure, which eats into investor returns),
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that can only add to the knowledge base of investors
while they are evaluating investment avenues.
Saurabh Mukherjea has two previous books to his
credit – “Gurus of Chaos: Modern India’s Money
Masters” and “The Unusual Billionaires” in both of
which the Coffee Can Theory has made appearance.
Financial Planning Journal caught up with
Saurabh to get a first hand account of writing the
book and its contents. Here are edited excerpts
from the interview.
Financial Planning Journal (FPJ): This is your
third book and in this you have focused totally
on the Coffee Can investing theory. Could you
give us some idea of the thoughts behind writing
this book?
Saurabh: Before we talk about the book and the
theories I want to give a bit of background on the
investing culture in India and the importance of
goals. What I find very interesting is that everyone in
India talks about investing in stocks, mutual funds;
but I don’t think too many people until recently,
including myself, are too clear what exactly we are
investing for. What are you saving money for? Is it
just for retirement, then what sort of retirement do
you desire? How much amount of money do you
see yourself spending on retirement? Is it for your
children's education or are you saving for their
marriage?
Before we think about investing, it is more
important to start with the goals in mind. Just as
before we pull out a physical map or a Google map,
we have a destination in mind, the maps are relevant
only in the context of our destination. The whole
discussion on investing is only the journey and it is
only relevant in the context of our goals.
We have started out with the presumption that
whoever is reading this piece has in mind a set of
goals. There is another step to think about before
we get to investing. What I have seen in India is
that investing for good returns is only half the
game. Keeping expenses low is equally important
and I don’t say this for rhetorical purposes. I
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think keeping expenses low, paying low fees,
keeping churn low, making sure that your
distributor/Independent Financial Advisor (IFA)
is not the guy who is making 2% from you, keeping
expenses low is 50% of the game in terms of getting
to a satisfactory outcome.
The satisfactory outcome is, of course, meeting your
goals. Its only after you've got your goals nailed, its
only after you have figured out how to keep your
expenses low, do you actually start thinking about
'how should I invest.’
How should I invest, what should I invest comes
in only Step 3. First two steps are very important
and setting of goals is the most important piece of
the process. So in that context what stocks you buy,
what mutual funds you buy are actually a matter
of detail. Far more important is goals and keeping
expenses low.
FPJ: What about investing in mutual funds? They
have expert fund managers and analysts who
can select the best stocks and there are mutual
funds which have shown themselves to be good
performers...
Saurabh: Let us talk about the mutual fund
phenomenon. Once you come to the investing
piece, what I've very strongly believed for a long
time is that buying tracker funds is very, very
powerful - whether it is in India, whether it is in
America, whether it is in equities or whether it is
in gold. I think that tracker funds with 0.2-0.5%
fee are good investment vehicles. There are a 20-21
equity tracker funds in our country. Index funds are
a powerful way to get healthy returns, which tracks
the market obviously but with very low fees.
The other thing you need to think about when
buying actively managed funds – and there are
hundreds of these in our country – is that most of
them are tracker funds masquerading as actively
managed funds. So buying them and paying 2%plus fees is devastating for your financial health.
The vast majority of large cap mutual funds in
India, and indeed in many other countries, are
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actually giving you outcomes similar to a tracker
fund but obviously for fees which are 2% points
higher.... 2% is a massive amount, so if you and I
save over the course of a 40-year working career and
you buy a tracker fund and I buy a large cap mutual
fund, you will end your career 2.5 times richer than
I will. So you might think ‘2% is not a great deal of
money and why should I be counting the pennies
and expenses but as we show in our book, the guy
who retires with Rs. 2.5 crores is a tracker fund
subscriber and the guy who retires with Rs. 1 crore
is the active large cap mutual fund subscriber.
So, applying in ETFs (exchange traded funds) was
something that I started doing when I was 24; in
fact my first stock market exposure was through
an ETF.
The second piece which I and my colleagues figured
out in the last four years was that if you combined
an ETF with a simple stock buying filter, which
identifies for you great companies and let the
portfolio be - if you combine ETFs with a simple
equity filter rule you can make a lot of money.
FPJ: So was that the start of the Coffee Can
Investing.....?
Saurabh: The equity filtering we hit upon is called
the Coffee Can Portfolio, which we described in
Unusual Billionaires from a corporate perspective
and which we describe in this latest book from a
portfolio building perspective.
The simple rule is that at any point of time you
look back at the preceding 10 years and you look
for companies that have grown revenues by at least
10% per annum and combine that with 15% ROCE
(return on capital employed). It’s not 10% CAGR
(compounded annual growth rate) by the way - you
want revenue growth to be at least 10% per annum
and along with that you want the return on capital
employed to be at least 15% every single year.
Think of every company as a castle - where the
ROCE is the depth of the moat and the revenue
growth is the height of the castle. I'm using these two
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filters to capture these two dimensions of investing;
I think these two are the only dimensions one needs
to consider. You could come up with some other
factors or models but as long as your parameters
span these two aspects of corporate performance. I
found these two the most efficient. I have an open
invitation to anyone out there - if you can come up
with better parameters than this I'd be happy to take
yours. But I haven’t seen anyone come up with better
parameters than this.

FPJ: But there has been a lot of re-rating also over
the years ....
Saurabh: PE (price to earnings) multiples are
irrelevant. PE multiples have very little bearing
on investor returns. That is a very powerful
illusion. People get very wrapped up in this whole
notion of PE multiples and this is expensive and that
is cheap. That is actually noise from an investing
perspective; there’s no useful data that the PE
multiple gives you.

There are 5000 companies listed in India and in
a typical year only 15 or so pass this filter. The
remarkable thing about the filter is whether you ran
the filter in the year 2000, 2006, 2017 or this year
whenever you run the filter, if you buy the 15 stocks
which emerged from the filter, hold or held them
untouched for the next 10 years, you make 10x in
10 years with the volatility of your portfolio 40% less
than the broader market.

FPJ: The PE ratio was one of the favourite metrics
of Peter Lynch and he elaborated quite a bit on
that concept in his books...
Saurabh: One of the things to avoid is to take foreign
books and apply them to India. The reason for that
is there are at least three fundamental differences
between India and the western financial markets.
First, accounting fraud is routine in our country. I
would say that one in two companies cooks their
books; and part of the reason is there are no real
sanctions against or punishment of the auditor for
cooking the books. In the west you go to jail for
cooking the books and in India you just move on to
cooking the next company's books. Second challenge
is, until last year we didn’t have a bankruptcy regime
in our country. As a result even if you were a poor
capital allocator, you didn’t go out of existence, you
just carry on for decades. There's no penalty as such
for them and they take the banks to the cleaners
decade after decade. That obviously doesn’t work
in the western context. The third difference is that
in India there is no market for corporate control,
because of the way our Takeover Code works.
It’s very difficult for an institutional investor to
overthrow the promoter. Because there’s no market
for corporate control, you can ruin a company many
times over.

In our frontline index, churn hasn’t increased. If
anything, churn has come down in the frontline index
over the last 15 to 20 years. Churn in the Indian market
was at its highest in the 5 to 6 years after liberalisation.
The churn was very low about six years ago; even now
the Nifty churns by about 25% every 10 years. Most
frontline indices in most countries churn by around
10 to 25% and the Nifty is in line with that. Churn
is relevant in India more in the context of small caps.
BSE 500 churns by 30% every 5 years, it churns twice
as much as the Nifty. Therefore, small cap investing
is a completely different paradigm, which we shall
describe one day in the future.
But for buying high quality large cap companies,
straight forward algos work well. What happens
with all this disruption stuff is - people read about
it and they think the world is turning upside down.
That actually isn’t the case. You see something as
essential in our lives as retail banking - the retail
banks which dominate our lives today are the same
as 10 years ago. You take a large industry such as
auto, the companies dominating the industry were
exactly the same 10 years ago. If you take FMCG, it
is the same.

What that does is, because there's no market for
exit - there was no exit process until the bankruptcy
code came along - and since there's no market for
corporate control it gives you enormous longevity
in our country. Basically, unless you are daft as a
promoter, unless you are seriously incompetent you
can’t really go out of business.
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FPJ: That’s a pretty grim picture ....
Saurabh: To look on the positive side of things, if
you are a competent promoter, doing a decent job
of capital allocation, it is difficult for you to not
make outstanding ROCEs in India. Therefore,
straightforward things like biscuits, two-wheelers,
paints, cars, pipes, building materials, retail banking,
sensible SME banking, for a whole plethora of
activities which don’t require any technological
inputs, which require just competent management
and decent systems and processes, you can make
ROCE well in excess of the cost of capital in our
country for very long periods of time. That doesn’t
exist in America and as a result taking American
adages on value investing and to apply it in India is
to take the roadmap of Bombay and try to find your
way through the streets of New York. A part of the
problem in the Indian stock markets is that some of
us here go by western adages in investing.
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FPJ: Have you been successful using the strategies
you have explained both for your clients and for
yourself...?
Saurabh: As the book shows, as the Ambit clientbase shows and as my personal investments show - it
makes a great deal of money year after year. So it’s
made 10x in 10 years for me and most of our clients.
For as long as we can access financial data, this system
beats the markets hands down by a long way.

Remember the spread between ROCE and WACC
(weighted average cost of capital) is free cash flows.
The DCF model discounts free cash flows. So the
spread between ROCE and WACC is big and it is
staying big and it is getting bigger over the years, that
means your DCF is in fact incalculable..it is infinite.

FPJ: One of the main criticisms levelled against the
book is that some of the stocks that you have picked
are not doing well or the company itself has gone
out of existence. So this theory - that you should
buy a stock and forget about it for the next 10, 20
years does hold that danger...?
Saurabh: The way to think about it is this – every
time you build a portfolio is like planting seeds in the
garden. Just take a typical portfolio of 15 stocks, so
you are planting 15 seeds. As any seasoned gardener
will tell you, to expect every one of those 15 seeds to
grow into a lovely banyan tree is obviously insane.
When you are planting the trees, you do so knowing
well that 2 or 3 will become banyan trees, couple of
them will die and the remaining 10 will be middling
plants. Now the challenge with conventional mutual
fund investing is that when these trees are growing
into banyan trees the mutual fund manager cuts the
position because of the risk limitation, because the
mutual fund rules says that no one stock can form
more than a certain percentage of the portfolio.
Now if you keep cutting trees just as they look to be
promising to grow into a banyan tree, your garden
will never have a banyan tree.

If you say this to anyone steeped in the value investing
school of thought or anybody who religiously learnt
his DCF, he or she would obviously say, "you are
an illiterate person". But the data on great Indian
allocators suggest that it is indeed true. So you
should be attributing to them far higher share prices
than the stock market does. As I have explained in
my books, you can get substantial returns in excess
of the markets steadily, systematically, with low
volatility by following a simple thumb rule of buying
great companies and staying patient.

Suppose you gave me 100 rupees and I put it in 2
stocks - Stock A and Stock B. Assume that stock
A goes to zero in 24 hours and Stock B goes to 10x
in 10years.. You gave me 100, I put 50 in stock A
which became zero and another 50 becomes 500 in
10 years. Compounded rate of return is 18% and I
only got one stock right. Now again assume, rather
than getting one stock right, out of 15 stocks I get
3 right and 2 go to zero, and the other 10 are alright
and give market-related returns, the three give 10x
in 10 years. Would I rather have that than invest in

So there are thumb rules you can use, which will work
in India. Broadly speaking, the warranted PE of a
stock is equal to the statistical EPS growth and that is
not relevant in India. There is a variant of that which
I will describe one day in the future - that variant
works in India, but that variant is substantially
different from the American masters’ prescription.
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a 60 stock, large-cap, mutual fund portfolio where
every decent stock that does well is cut down? Half
the large cap mutual funds in our country have zero
capital allocation skills.
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the easy options in life. The easy options are - 'I will
call up a stock broker’, ‘I will call up a distributor
and he or she will, for some divine reason, take me
to the promised land’and so on. If we are impatient
we are also lazy..... lazy in the sense that, because
we have day jobs which are demanding we don’t
want to spend further mental energy in building
a sensible portfolio for ourselves. We believe we
will outsource it to somebody and that person, for
reasons I don’t fully understand, will have my long
term interests in mind.

What we've been trying to do is a simple algo for
those who don’t have the skill or the patience to
weed the Nifty. When you have weeded the Nifty
don’t do the nonsense of annual rebalancing and
cutting down your winners. Let your promising
stocks grow into your banyan trees. That’s where the
bulk of your portfolio returns come from. Unless
The third piece is that we have this tendency to
you let your winners run, you will never get rich.
forecast. Whenever you do forecasting you are in the
FPJ: If everyone decides to do Coffee Can Investing realms of speculation, you are in the realms of mental
and everyone, including institutional investors, fallibility. If you can find a way that helps you invest
decided to stick to their investments for years, what today without making any forecasts about GDP,
earnings growth, ROE you are likely to be better
do you think would happen to the markets?
Saurabh: Coffee Can Investing is simple but not off; but we all suffer from the knowledge illusion
easy to follow. It is like reading Warren Buffet's and we make this incredible allocation based on the
books or Peter Lynch - it looks easy and simple profound knowledge of every single Nifty stock.
enough but it is not easy to implement because This knowledge illusion leads us to both constantly
of three factors that get in the way of building a make investment calls and forecast the future. The
high quality portfolio. First, patience is something reason that it is hard to be a Warren Buffet or the
all of us struggle with; you keep thinking you'll reason it’s hard to follow the Coffee Can Portfolio
be doing something every month to get richer, is not because the math is difficult or there is some
but it never happens. Patience is a scarce commodity convoluted reasoning - there is a psychology that
the world over and if you don’t have patience it’s suggests to me that I am cleverer, I will buy portfolio
going to be very difficult for you to compound your of every single stock and I'll be constantly looking at
my portfolio each year to figure out what might die
portfolio.
and immediately kill it and if in the process I kill the
The second is - as we have discussed, everybody wants banyan tree along with the weeds, then so be it.
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Delayed Gratification:
A Client’s Best Friend

Amit Maheshwari, CFPCM
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There is an age-old conflict between finding
happiness juxtaposed with seeking pleasure. All
the philosophical jargon available asks us to shun
pleasure and look for happiness. ‘Experts’ say
happiness is eternal and pleasure is like a bubble. It
will vanish as fast as it appears. Smoking a cigarette is
seeking pleasure by killing the urge that leads to the
desire to smoke. So are drinking and any other form
of addiction. That gratification will last only a few
minutes or hours before the urge regenerates.
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uitting smoking is happiness that will last
a lifetime. Having said this, it is easier said
than done because seeking pleasure or immediate
gratification is natural for people staying in
this highly consumerist society. In fact, all the
commercial and marketing activities promote
gratification. Anything that pleases our five senses
is gratification.
Visualization plays a very important role in
gratification. Food companies, financial services
companies offering loans bombard people with
images that show happy families moving into
their dream home or vacationing in exotic locales.
The message is blatant: ‘take a loan and that
pleasure could be yours’. Instantly! It appeals to
the imagination and to the senses. Touch and feel
is also a compelling means to sell. In an apparel
store shoppers are encouraged to try on as many
clothes as possible. Actual sales happen in the trial
rooms, or on test drives, or a tour through model
homes. Once an individual tries it, they are trapped.
Gratification through ownership of the product
becomes an overpowering force.
Understanding Gratification
Is gratification bad? That is, of course, subjective
but personally I feel that unless you are a monk
or a saint, it is a natural human reaction. Our
basic needs are limited and that is fulfilled with
very little resources. It is (needless) gratification for
which people spend the majority of their lives earning
money.
In this fast paced world, which is further gaining
speed, gratification is making lives financially
difficult for people – especially unplanned
gratification. As financial planners we can address
this challenge to an extent. If there is a seemingly
unnecessary purchase for which the client is even
ready to wait, I probe and try to get it removed
from the financial goals sheet. This involves deep
understanding of psychology but converting an
instant gratification to a delayed one is an easy and
low hanging fruit. This process starts at the time of
creating the financial goals sheet.
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Delayed Gratification in
Financial Goals
I read the phrase ‘delayed gratification’ for the first
time in the book “Rich Dad Poor Dad” by Robert
Kiyosaki. In general, it is a good way to live but
it is also an excellent tool for financial planners.
Using this, a planner not only drives a client to make
better financial decisions, it also helps in discarding
certain goals that were in the list without being of
any merit.
Big Ticket Goals
Usually goals that find a place in the financial goals
sheet are big-ticket purchases and they are limited.
After all how many houses, cars or international
vacations would a client need? It is up to the planner
to discuss and find a reason for the timelines of
big-ticket purchases. I will take two examples here.
Example 1:
A client of mine wanted to buy an Audi A4 after
one year. He wanted me to plan for the down
payment which was Rs. 8 lakhs. For the balance Rs.
30 lakhs, he was ready to take a loan. His present car
was a decent sedan and was just two years old. His
running was average and he could use this car easily
for many more years. I understood that gratification
was the guiding factor and not a genuine need for a
new car. I did a rough calculation and showed it to
the client. It read as below:
After one year, when he has Rs. 8 lakhs for down
payment, there were two options available to him:
Option A:
Car loan: Rs. 30 lakhs @ 9.5%
EMI: Rs. 49,032 for 7 years
Total input including down payment: Rs. 49 lakhsplus.
Option B:
Investment 1: Rs. 49,032 per month for 5 years @
12% per annum in equity mutual fund
Investment 2: Rs. 8 lakhs (saved for down payment
in one year) for 5 years @ 12%, again in an equity
mutual fund.
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Amount after 6 years: Rs 54 lakhs (approx)
Total input including down payment: Rs. 37.5 lakhs
Total savings: Rs. 10.5 Lakhs
Even if the price of the car increases by 6% yearly
and becomes Rs. 51 lakhs, he will save Rs. 3 lakhs,
which can be used for a 2 weeks luxurious road trip
to Leh and back. What a way to celebrate the new
Audi! Delayed gratification can get him additional
gratification in the form of a luxurious road trip.
Outcome:
The client was stunned looking at the calculations.
He decided to use the existing car for 8 years in place
of just three. It’s been more than a year now. He is
happy about his decision. He has accumulated Rs. 8
lakhs, which remain invested. He is now investing
Rs. 49,000 per month and will decide on the car
model at the end of 5 years. Delayed gratification
helped him utilize his existing car better, is saving
a lot of money for him and will reward him with
additional gratification in the end.
Example 2:
In a similar case regarding residential property, a
client wanted me to plan for Rs. 20 lakhs as down
payment to buy a second house in three years for
Rs. 1 crore. He planned to take a housing loan
for the balance Rs. 80 lakhs. He was living in his
first house. I am not a great believer in real estate
as an investment and wanted him to reconsider
his decision. When confronted, he disclosed
that he wanted to have the second home as he has two
children and wanted to bequeath one house to each
of them. The need was not immediate and hence I
calculated and presented him the following facts:
For a down payment of Rs. 20 lakhs, he had to
invest Rs. 50,000 for 3 years in a debt fund giving
8% return. A loan of Rs. 80 lakhs for 20 years @
8.5% would translate to an EMI of almost Rs.
70,000 per month.
Total investment in owning the house: Rs. 1.84
crores
Alternatively, he can start investing Rs. 60,000 per
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month in an equity fund giving 12% return. In 13
years he will have a corpus of Rs. 2.15 crores. Longterm inflation in real estate is about 7.5%. Going by
that rate if he bought the same house after 13 years,
he would still have Rs. 8-10 lakhs to spare.
Total investment in owning the house: Rs. 93
Lakhs.
It is obvious that he chose the second option, as he
did not need the house immediately.
The above examples show that if one can delay the
big-ticket purchases and invest the same amount,
the cost of acquisition decreases even if we take into
account tax saving under Section 24.
Delayed Gratification in Daily Life
The above two cases were easy to handle and
convince the clients as the difference in acquisition
cost prompted the clients to delay their purchases.
Gratification is more difficult to handle when
it comes to daily stuff. People go to malls often
without any fixed agenda and certainly not with
any fixed shopping intent. The idea seems to be
to buy whatever seizes their fancy, for that instant
rush of ‘feel good’ emotions that a new acquisition
provokes. A classy shirt, a new casual shoe, a justlaunched gadget or an attractive gym accessory lures
consumers to give in to instant gratification.
A client once called me for an urgent meeting.
On meeting him I was told that the monthly
investments were taking a toll on him and he
wished to reduce the outflow. I was surprised, as
the plan had taken care of the cash flow basis his
earnings and expenses. On checking, the real culprit
was discovered. You may call it killing boredom or
a need for change. Like many of us he frequented
malls on weekends along with his family. A quick
meal, a movie with popcorn and regular household
groceries were on the planned expenses. What we
discovered was that he was spending more than
budgeted, with ‘unplanned’ impromptu expenses.
Taking corrective steps, he decided to go for a strict
implementation of the budget. We decided to
review the situation after a month.
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The subsequent month on meeting him, I realized
that the situation had not changed much. He was
spending a little less but it was still way over the
budget. He had to give in to the gratification calls
of his two teenage children, at times of his wife and
he too was falling prey to it. Whenever he refused,
the family revolted. I could visualize the kids
throwing tantrums when a particular accessory
was denied. Being a loving father and husband, he
had to give in after initial refusals. I recommended
that he should avoid taking credit and debit cards
with him. He was to make a list of the stuff he
wanted to buy and take cash with him accordingly.
We decided to again review the situation after
a month.
The client was smiling when I met him after a
month. He reported that things were working out
fine. He was now carrying just enough cash to fulfill
the list of planned purchases. With no spare cash or
easy-to-swipe credit card, any impromptu demand
was noted down as the next week’s planned expense.
He discovered that most of the impromptu stuff
was deleted by the requestor after a day or so. The
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euphoria of buying new accessories died when given
some time to think. It was working for his family. It
was a smart way to handle the instant gratification
call! Delay it and in most of the cases, good sense
prevails and one realizes that the accessory was
actually a gratification call rather than a need.
Conclusion
The pressure to please the senses can be an insidious
one and hard to resist once it takes hold. The current
generation which is driven by social media, with the
‘time to live is now’ slogan and peer pressure gives
in to this force more easily but this can be a problem
for anyone. Refusing to give into this enormous
pressure by delaying the urge will help one make
better spending decisions. It helps to separate the
needs from the noise of ‘wants’. Taking a loan and
buying products and services is easy but wasteful.
Investing the same amount and buying the same
stuff after an interval of time can help save a lot of
money as well as lead to gratification.
(Amit Maheshwari, a former IT professional, is the
founder of Neofin Financial Planners)
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Income Tax Returns and
How to File Them

Balwant Jain, CFPCM
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The due date for filing of income tax returns (ITR)
for this year is extended by a month this year. It is high
time we discussed everything about filing of ITR right
from preparing to file the returns to understanding
what happens if the ITR is not filed by the due date or
not filed at all. This article should help all taxpayers,
tax consultants and tax preparers know about
ITR filing.
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Preparation for Filing ITR
Before actually sitting down to file the tax returns
there are certain tasks that should be completed
beforehand. We should also know what the
prerequisites are for filing the ITR.
a) Verify the Tax Credits from Form 26AS: Since
no physical documents can be attached with
the ITR, the credit for Tax Deducted at Source
(TDS) as well as any tax paid by the individual is
given on the basis of the data available with the
income tax department. It is, therefore, strongly
advised that the taxpayer verify the details of the
advance tax paid as well as of the TDS well in
advance so that any corrective measures can be
taken. Such data can be viewed in Form 26AS.
The data of TDS and advance tax are furnished
to the income tax department through returns of
TDS filed by the person deducting the tax or by
the bank in cases of taxes paid by the individual
in the bank. Proper credit for such taxes may not
reflect in Form 26AS due to errors either on the
part of the bank or the tax deducutor.
Form 26AS can be viewed either through the
individual’s internet banking login or through
login to the Income Tax department web
site. Please verify that all the tax deducted or
collected or paid is correctly reflecting there. Any
discrepancy should be promptly pointed out to
the deducutor or the bank where tax was deposited
with a request to take appropriate corrective steps
to ensure that true tax credit is reflected. This
exercise will ensure that the taxpayer gets proper
credit for taxes paid when the return is processed.
b) Verify the Form 16/16A: By now most salaried
citizens would have received all the forms for
TDS, be it Form 16 or 16A. Please verify that
the Permanent Account Number (PAN) is
correctly mentioned by the employer. Please
also verify that all the exempt allowances such
as House Rent Allowance (HRA), medical
reimbursement, Leave Travel Allowance (LTA)
etc., are shown as exempt in Form 16. There may
be some discrepancy if the taxpayer has failed to
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submit the documents on time and therefore
the employer would have deducted tax on it and
treated it as taxable. It is also advised to verify
the amounts of various deductions available
for payments such as life and health insurance
premiums, home loan repayments, interest on
education loans, school fees etc, and they are
properly mentioned in Form 16 as Chartered
Accountants or tax consultants will generally
take these numbers while filing ITR. In case of
any discrepancy in Form 16, it has to be brought
to the notice of the employer immediately with a
request to get it corrected.
Similarly verify Form 16A received from bank or
any other deductor for correctness of PAN, amount
of income shown and amount of TDS mentioned
on it.
c) Open the capital gains account before July 31,
2018: There are certain things which needs to
be done by the due date of filing of ITR even if
the returns are not filed by the due date. So in
case there are any taxable long term capital gains
on which the taxpayer wants to avail the tax
exemption either under section 54 or 54F by
investing in another residential house (though
the law allows an individual longer period
for making such investments), it requires the
individual to deposit the unutilized money in a
capital gains account to be opened with specified
bank by due date of ITR, if the individual is not
able to fully utilise the money by the due date of
filing of the ITR.
Incomes generally not included
in the ITR due to oversight
a) Interest on Savings Bank Accounts and Fixed
Deposits: While filing the ITR, salaried people
generally disclose their salary income only or
provide copy of Form 16 to their Chartered
Accountants presuming that interest on saving
account is fully exempt and as TDS has already
been deducted on their fixed deposits interest,
there is no need to include them in their ITR
again. Though interest on savings account is
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the taxable income is taken at nil. However, this
eligible for tax deduction under Section 80TTA
option is available for one house property only; so
upto Rs. 10,000 (even if the amount of interest
where an individual owns and occupies more than
on saving bank account is less than Rs. 10,000)
one house for occupation either by self or family
individuals are required to first include it in their
members, the norm is to treat any one of such
income and then claim deduction under Section
houses as self-occupied and the other/s are then
80TTA. Similarly, though banks deduct tax on
treated as deemed to have been let out. Such a
fixed deposit interest, the TDS rate and the tax rate
situation may also arise where people have a house
applicable in each case may be different, and they
property in their native place reserved for their
need to include it in their income and discharge
occupation as and when they visit native place and
the balance tax liability or claim refund as the case
thus is deemed to be self occupied by the person
may be. So, though the tax is deducted at 10%,
in addition to the property owned and used as
the rate applicable may be 5%, 20% or 30%
residence at the place of work. In respect of such
depending on the particular tax bracket under
deemed-to-have-been-let-out house, individuals
which the taxpayer falls. It is the individual’s
need to offer the notional rental income for
liability to discharge the differential tax liability.
tax. Please note notional rent is not the same as
Even in cases where a person is entitled to a
nominal rent. The income to be offered for tax is
refund, he/she is still required to include the fixed
the rent which is normally expected to be received
deposit interest in the income. Even for Fixed
for such property if let out in the open market.
Deposits which have been renewed on maturity
during the year and thus are not reflected in the
Income of Minor Child: Income earned by
bank accounts, individuals have to show the d) 
a minor child is to be clubbed with the income
interest on such renewed FDs. They also need
of the parent whose income is higher. Parents
to include the accrued income on National
normally invest money belonging to their minor
Savings Certificates purchased in earlier years
child received as gift on several occasions. The
as well as accrued interest on fixed deposits of
income/interest earned by the minor on these
longer tenure.
investments is required to be included in the
income of the parent. As income upto Rs. 1,500
b) C
 apital Gains from Units of Mutual Funds
per child is exempt per year, the amount in excess
Switched During the Year: Any switching of
of Rs. 1,500 for each of the minor children is to
units from one scheme to another scheme of the
be clubbed in the income of parents. The income
same fund house does not get reflected in bank
received by the minor due to his own skills or
statements and thus any profit or loss made on
efforts is not required to be included.
such switching may get unreported. The switching
may happen due to poor performance of a scheme
or due to Systematic Transfer Plans (STP) e) Gifts or Other Benefits Received in the Course of
Business: This is the age of promotion of business
mandate given to the fund house. The profit/loss
by discounts and gifts not only to the customer
on switching of units may be short-term or longbut also to the businessman. So, entrepreneurs
term entailing different tax treatment. Even tax
and those running their own businesses,
treatment for debt funds is different from equity
might have benefited by tangible and valuable
oriented funds. Individuals need to disclose the
gifts from their business associates. Some may
profits or loss on such switching transactions
have enjoyed foreign tours as incentives. Since
to their Chartered Accountants for proper and
such items are not reflected in bank accounts and
correct treatment.
books of accounts it would go unreported. Please
disclose this to CAs/tax consultants to be fully
c) Notional Rental for Deemed-to-Have-Beencompliant.
Let-Out Property: For a self occupied house
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the specified deductions or exemptions and thus
Who is required to file ITR?
no tax liability ultimately, tax returns still have to
Based on my conversations with many salaried
be filed.
people I’ve realised that majority of them have the
idea that they are not required to file any ITR if
appropriate income tax has been deducted from b) Assets Owned and Signing Authority Outside
India by Resident Taxpayers: Individuals are
their salaries. Most of them take deduction of tax
also required to file income tax returns in case
at source as filing of the ITR by the employer. Even
they are resident in India for tax purposes and
retirees feel that as the bank has already deducted tax
own any asset outside India in their own names
on the fixed deposit interest, they are not required
as beneficial owners or have interest in any asset
to file their ITR. This is not so. Filing of income tax
outside India or even when they are an authorized
returns and making good on the tax liabilities are
signatory for any account located outside India.
two different responsibilities and both have to be
Please note that the asset which they may own
discharged appropriately. People are also under the
outside India may be an immovable asset as well as
impression that if they fail to file the return by July
movable asset. So this will apply to them though
31st in a financial year, they cannot do it later on
they may not be aware of it. For example, if any
as that deadline is sacrosanct and is a now-or-never
individual had gone outside India on deputation
thing. Let us understand who is required to file the
or employment and had opened a bank account
income tax return. This discussion is restricted to
and forgot to close it, this provision will apply
provisions applicable to Individuals and does not
to the individual even if there is no money left
cover other taxpayers.
in the bank account there. Likewise, if anyone
has invested in shares, bonds or mutual fund of
a) Gross Total Exceeding Basic Exemption Limit:
foreign companies, they are required to file ITR
One has to file an income tax return if aggregate
irrespective of their income levels for the year.
of all income before deduction under various
They will also have to file the ITR in case they
sections of Chapter VIA - 80C, 80CCC, 80 CCD,
have received Employee Stock Options (ESOPs)
80D, 80E, 80G, 80 GGA, 80TTA - exceeds the
from a foreign company which is the holding
basic exemption limit. These sections deal with
company of their Indian employer.
deductions available for various investments and
payments made by for PPF, NPS, ELSS, NSC,
repayment of home loan principal, school fees, Due dates
life insurance premiums, mediclaim premiums, a) The Last Date For Filing of Income Tax Return:
Before we discuss the consequences of failing to
donations, interest on education loan, rent paid
file the income tax return by the due date let us
by self employed etc. Section 80TTA allows
first understand the due dates applicable. For
deduction for interest earned on savings bank
general category, which covers all the salaried
account. The basic exemption limit for the year
persons, the due date for filing of the income
ended March 31, 2018 is Rs. 2.50 lakhs for an
tax return is July 31, 2018. However, for those
ordinary individual, Rs. 3 lakhs for a resident
engaged in any business or profession and whose
individual of over 60 years (referred to as senior
accounts are subject to tax audit, the due date
citizen) and Rs. 5 lakhs for a resident individual
gets extended till September 30, 2018. Even for
above 80 years referred to as super senior citizen.
working partners in a partnership firm, the due
While arriving at the basic exemption limit for
date would be September 30, 2018 if the accounts
this limited purpose of filing of ITR, add the
of the partnership firm are subject to tax audit.
exemptions available under Section 10(38) for
The business persons for whom the provisions
long term capital gains on listed equity shares and
of transfer pricing are applicable the due date is
units of equity oriented schemes. So effectively,
November 30, 2018.
though there may not be any taxable income after
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b) What happens if The Deadline is Missed: In
case taxpayers fail to file the tax returns by July
31, 2018 they can still file the same by March 31,
2019 and not beyond that. If they fail to file the
returns by the due date, and there are any business
losses or capital gains loss in the current year, they
will not be able to claim/carry forward of such
losses which they want to set off against profits
of subsequent years. Moreover, in case they are
entitled to get an income tax refund, they will lose
the interest in respect of the refund claim for the
period of delay attributable to them. They will
also have to pay penal interest on the amount of
tax for the period of delay in case any tax deducted
at source or paid as advance tax falls short of the
tax liability. There is also a late fee for delayed
filing of such return. The late fee would depend
on when the income tax return has been actually
filed and the total income of the individual. In
case the individual files the tax return after July
31, 2018, but by December 31, 2018, he/she will
have to mandatorily pay a late fee of Rs. 5,000
and in case this deadline is overshot as well, the
late fee applicable will be Rs.10,000. There is
a relief for small taxpayers with income up to
Rs. 5 lakhs, where the amount of late fee is
restricted to Rs. 1,000.
c) Return not filed by March 31, 2019: In case the
taxpayer fails to file the tax returns by the last date
and the income tax department comes to know
about it, the income tax department can levy
a penalty of 50% on the income for the year/s.
Moreover the income tax department can also
launch prosecution against the individual for the
failure to file the tax returns in case the tax sought
of be evaded is more than Rs. 3,000. There is also
a provision of imprisonment depending on the
amount of tax involved.
Disclosure of Assets in the ITR
In order to detect cases of disproportionate assets
owned by a taxpayer as compared to the known
sources of income, the income tax department wants
the taxpayer with income of over Rs. 50 lakhs to
report various assets and liabilities in the ITR. The
54 | Financial Planning Journal

Volume I | Issue IV | November-December | 2017

requirement was implemented in 2016 and has since
been modified from time to time. Let us discuss the
latest requirements in detail.
a) To Whom This Requirement is Applicable: It
is applicable only in case the individual’s taxable
income exceeds Rs. 50 lakhs for the year. People
who are eligible to file the ITR1 do not have to
furnish these details. Moreover, in case the taxpayer
is engaged in a business and thus providing the
balance sheet in the ITR, then he/she is required
to furnish only the details of the assets which are
not already disclosed in the balance sheet.
b) Assets Required to be Reported: The format of
disclosure of assets and liabilities is the same for all
the ITRs except in ITR3 and 4 where the taxpayer
is required to submit the details of interest in the
firm where he/she is a partner. People are required
to furnish the details of assets and liabilities as on
March 31, 2018 under the schedule AL. So any
asset disposed off during the year will not form
part of the schedule.
c) Disclosure for Immovable Properties: Details
of immovable properties, such as land and
buildings owned, have to be disclosed in schedule
AL. This includes not only assets purchased
by own funds but also those that are gifted
and inherited. In case anyone owns a house
in their ancestral village through inheritance,
then those details will have to be disclosed. All
details of joint ownerships of property will also
have to be provided. While submitting details of
immovable properties, mention the description,
cost and address of the property. In case of
inherited property it is possible that the original
cost of purchase may not be known; in such
cases, in order to comply with the requirement,
and as a safe measure, taxpayers can indicate
the market value as on April 1, 2001, as this is
acceptable as cost for capital gains calculation
purposes. In case any money is borrowed for the
immovable property, or is borrowed on security
of the asset, the same also needs to be disclosed in
the schedule.
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used if the taxpayer owns just one house property,
d) Disclosure of Movable Assets: Under movable
whether self occupied or let out. This form is
properties, the assets to be disclosed include
not to be used in case there is any taxable income
financial assets such as cash in hand, bank balances,
under the head “Capital Gains”.
shares and securities, loans and advances and other
assets such as jewellery, bullion, vehicles, yachts,
boats and aircraft, works of art etc. as on March b) Who Cannot Use ITR1: Since this ITR can
only be used by an Individual, any other taxpayer
31, 2018. Under the category of jewellery along
including an HUF cannot use it. Likewise, anyone
with the details of jewellery, taxpayers also need to
having income under any of the heads “profits and
disclose the bullion held in raw form including any
gains of business or profession” or “capital gains”
gold bars or coins, with their purchase cost. In case
cannot use ITR1. Individuals whose taxable
of inherited assets, the same principle as discussed
income exceeds Rs. 50 lakhs or those who own
above should be used. Details of bank balances to
more than one house or have income from a source
be disclosed include savings and current accounts,
outside India or have agricultural income over
recurring and fixed deposits and loan accounts in
Rs. 5,000 or own more than one house property
case they have positive balance. In case of shares
cannot use this form. Moreover, a resident, who
and securities received as gifts or inheritances and
owns any asset outside India or has any interest
the cost is not known the market price as on April
in an entity outside India or has authority to sign
1, 2001 may be furnished as a safeguard.
for any account outside India, cannot use ITR1.
So, in case any taxpayer has invested in shares of
The traditional insurance policies may be treated
a foreign company or mutual fund schemes of
as investments; but the term insurance plans,
foreign mutual fund house, they cannot file their
which have only death benefits, cannot be treated
returns with ITR1. In case there are any brought
as investments. However, since no distinction is
forward losses or there are losses in the current
made between the traditional policies and term
year which have to be carried forward, then
plans, I would advise taxpayers to include the
ITR1 cannot be used. Even if the taxpayer owns
premiums paid till date on term plans as well
only one property, bought with a home loan and
under the head insurance policies. Taxpayers are
which is let out he/she still cannot use this ITR
also required to disclose the details of vehicles,
if the loss computed under the head “Income
yacht, boats, aircraft etc. as the vehicles which
from house property’ exceeds Rs. 2 Lakhs, as
are not used and are not yet discarded or are
loss only up to Rs. 2 lakhs can be set off against
being maintained as antique piece also need to be
other income and any unabsorbed loss has to be
disclosed.
carried forward. Note that if the individual has
won any lottery or has any income from a horse
Which ITR Form to Use
race in the last year, they cannot use ITR1. For
Different forms are required to be used for filing the
taxpayers who wish to claim relief in respect
tax returns depending on whether the individual is a
of double taxation under Section 90 or 91 also
resident individual or not and the sources of income.
cannot use ITR1.
These are ITR1, ITR2, ITR3 and ITR4 to be used
by individuals.
c) Who Can File ITR2: This form can be used by
individuals as well as an HUF. ITR2 can also be
a) 
Who Can Use ITR1 (popularly known as
used in case there is income taxable under the head
Sahaj.): This form can only be filed by an
“capital gains” in addition to income under the
individual who is a resident in India having
head “salaries”, “income from house property” and
income up to Rs. 50 lakhs under any of the heads
“income from other sources”. Those individuals
“Salaries”, “Income from House Property” and
whose agricultural income exceed Rs. 5,000 and
“Income from other sources”. This can only be
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cannot use ITR1, can use ITR2. It has be used by
individuals having any sources of income from
abroad, as well as by resident individuals who own
any asset or have any interests in any asset located
outside India or have any signing authority for any
account situated outside India, provided they do
not have any income under the head “Profits and
gains of business or Profession”. One can also use
ITR2 if one wishes to avail rebate for taxes paid
in any foreign country on any foreign income
earned outside India under Section 90 or 91. In
case of brought forward losses or losses for current
year under any head except “Profits and gains of
business or profession” then also one can use ITR
2. If an individual owns more than one house
property or has income from lotteries or horse he
can use ITR 2. So, broadly anyone who cannot use
ITR1 can use ITR 2.
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willing to pay tax on net profit at 8% of the total
turnover under Section 44AD. The presumed
net profit in case of business gets reduced to
6% in respect of the payments which have been
received either through banking channels or
through electronic payments including credit
card. Even if the taxpayer is engaged in specified
professions covered under Section 44ADA, he/
she can also use this form if the gross receipts
do not exceed Rs. 50 lakhs in the year and are
willing to offer 50% of their gross professional
receipts as profits and pay tax on it. In case
the income is lower than what is presumed by
law, they have to get their accounts audited
and get the audit report submitted before
submission of the ITR. Moreover, in that
situation they cannot use this form and have to
use Form 3 or 5 depending upon whether the
taxpayer is an individual or HUF for which Form
3 is applicable or a firm where Form 5 is required
to be furnished.

d) 
Who cannot use ITR2: There is only one
restriction as to who cannot use this form and
that is individuals and HUF who have income
under the head “Profit and Gains of Business or How to File the ITRs
There are two ways in which taxpayers can file ITRs.
Profession”.
One is the traditional way of submitting paper
e) Who can use ITR3: ITR3 can be used by any returns and the other is via electronic filing or online.
individual or HUF who has any income taxable
under the head “Profits and Gains of Business or a) Who can File Paper Returns as well as Electronic
Returns: All Individual taxpayers who are 80 years
Profession”. This form cannot be used in the cases
or more have an option for paper returns. Likewise
of business or profession where taxes are required
any Individual or HUF whose total income does
to be paid on presumptive basis for which a
not exceed Rs. 5 lakhs for the year ended March
separate form is prescribed.
31, 2018 and is not claiming any refund of excess
taxes paid or deducted also has the option to file
f ) Who can use ITR4: This form is commonly
paper returns. However, physical paper returns
called Sugam and can be used by any Individual,
cannot be filed if the taxpayer has taxable capital
HUF or a firm, but not a LLP (Limited Liability
gains or business income other than which is
Partnership), who are engaged in a business or
taxable under presumptive basis and for which
profession on which tax is required to be paid
ITR4 Sugam is required to be filed. There is no
at predetermined presumptive basis, business
bar for all these taxpayers from filing their ITR
income which is taxable at certain predefined
electronically who otherwise have option to file
basis either as percentage of gross receipt/sales
physical paper returns.
or the income is presumed at fixed amount per
income yielding asset owned by the individual
such as commercial vehicles etc. The form can also b) Who has to file electronic returns: Taxpayers
who do not have the option to file paper returns
be used by a person whose total business turnover
have to mandatorily file the ITR electronically.
during the year does not exceed Rs. 2 crores and is
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tax audit by virtue of their turnover exceeding
How the ITRs are to be Verified
specified limits.
The ITRs filed by individuals have to be verified
in the prescribed manner. In case of physical paper
ITR affix the wet signature at the appropriate place b) Through modes other than digital signatures:
All the taxpayers who have filed their ITRs
in the form. However in the case of electronic filing
electronically and are not required to verify
the e-verification has to be done in the manner
their ITR by digital signature can verify the
prescribed under the law. There are different
ITR by various other modes. The oldest such
methods for verifying the ITRs filed.
form of verification is by way of sending the
copy of signed ITR V to the Central Processing
a) Through Digital Signature; The ITR filed by
Centre Bangalore within 120 days of
electronically can be verified by signing the same
submitting it electronically. The taxpayers
with the digital signature (if the individual has
who have filed their ITR electronically and do
one). For some class of taxpayers verification
not have digital signature and also do not
of ITR by digital signature is mandatory. This
want to send the physical copy of ITR V to
category includes all the Companies and also
CPC can verify their ITR by way of an electronic
Individuals, HUF, Partnership firms and Limited
code generated through various means including
Liability Partnerships engaged in any business
based on Aadhaar or net banking.
or profession and whose accounts are subject to
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Wills – An important
element of Estate Planning

Everyone can benefit from the development of an
estate plan; young or old, wealthy or middle class.
Assets we own in our individual name at the time
of our death are subject to probate. Probate can be
time-consuming and may involve significant costs.
A simple solution is developing an Estate Plan.
Alisha Jain, CFPCM
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aking sure that our loved ones can retain
the existing quality of life involves financial
planning. The distribution of our assets according
to a Will is one aspect of this.
Characteristics of a Will
A Will takes effect after the death of the testator.
During his lifetime, it is an ambulatory document
revocable any moment, having no legal effect,
secret and confidential document, which the
testator is never required to produce. The primary
characteristics of a Will are:
• Legal declaration - A Will must be legal and
executed by a legally competent person.
• Disposition of property - The declaration in the
Will should relate to disposit on of the property
of the person making the Will. Thus, mere
appointment of a successor is not a Will.
• Takes effect after the death of the testator The declaration (in the Will) for disposal of the
property must be intended to take effect after his
death. A gift that is to take effect during the life
of the donor is a deed/settlement and not a Will.
• Revocability - The essence of every Will is that
it is revocable during the lifetime of the testator.
Section 62 of the Indian Succession Act provides
that a Will is liable to be revoked or altered by its
maker at any time.
A properly executed Will allows us to specify
exactly how we would like our estate to be handled
upon our death, including how, and to whom, the
property should be divided, who should watch
over our minor children (if any), and who should
manage the administration of our estate.
A Will should contain:
• the testator’s name and address,
• statement in writing that the testator is of sound
mind and is writing the Will on his own accord,
• statement declaring the document as your Will
must be included,
• a revocation clause,
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• a clause appointing at least one (but preferably
two or more) executors,
• a t least one provision that names a personal
guardian for a minor child,
• a list of legacies,
• a residuary clause, disposing of the remainder of
the estate,
• the date,
• the testator’s signature
If the Will is not written by hand the testator
must sign the Will and it must be attested by two
witnesses who are not beneficiaries and who saw
the Will signed by the testator. Further, without
a residuary clause, any property not specifically
referred to, would pass according to the rules of
intestacy.
Also, an undated Will is not necessarily invalid,
but a witness will have to swear that the Will was
executed before the testator died. The expertise of
a legal practitioner will make sure that the Will and
the testament is a rock solid legal document.
Types of Will
People write Wills to pass their estate to their loved
ones after their death. In order to avoid a Will
contest and to ensure that the wishes are carried
out, it is very important to ensure that a Will is
valid and meets the legal requirements. In general, a
Will is presumed to be valid under the law until and
unless someone challenges the Will.
Wills may be of the following types:
Privileged Will: It is an informal Will which does
not comply with the formalities but can still be
valid. The advantages of this is that it can be made
at short notice where a person is about to put their
life at risk.
Unprivileged Will: All other kinds of Wills, which
are not privileged, are called unprivileged Wills.
These are the Wills that require certain conditions
to be fulfilled to be valid. These are the Wills
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Holographic Will: Holographic Wills are written
by the testator in their own handwriting. They are
Joint Wills: A joint Will is a testamentary hard to prove and there are numerous restrictions
instrument whereby two or more person agree placed on them. Even for a Holographic Will witness
to make a conjoint Will, where a Will is joint and signatures are compulsory.
intended to take effect after the death of both; it
will not be entitled to be implemented during the Legal requirements
Generally, a Will is not valid unless it fulfills the
lifetime of either.
following requirements:
Joint Wills are revocable at any time by either of the
testator during joint lives or, after the death of one, Legal Age: A person must be of legal age to make a
by the survivor. The survivor shall be treated to be Will. Most states consider you to have legal capacity
the trustee in the joint property if there is a contract if you are 18 years of age or older.
not to revoke the Will.
Testamentary Capacity: A person has ‘testamentary
Mutual Wills: Two persons may agree to make capacity” if he has a sound mind, realizing that
mutual Wills, i.e. to confer on each other reciprocal he or she is making a Will and its effect;
benefits. A Will is mutual when the two testators understand the nature and extent of the estate; and
confer upon each other reciprocal benefits by each understand that he or she is disposing of property
of them constituting the other their legatee. Thus, and assets.
in mutual Wills, the executants fill the roles of both
testator and legatee towards each other. But when Intent: A person has intent to make a Will if at
the legatees are distinct from the testators, there can the time of the signing, he or she intends to make
a revocable disposition of property in the event of
be no position of a mutual Will.
his/her death. The document must specify that his
Conditional or Contingent Wills: These Wills intent should be carried out after his death.
take effect only on the occurrence of some
contingency or condition. If the contingency and Voluntary: A Will must be voluntarily entered into
condition does not happen, the Will cannot be and signed by the testator. A Will executed by a
person who was forced into signing the Will, or who
implemented.
signed the Will under pressure, is not considered to
Oral Will: A Will may be made orally if it is a be a valid Will.
privileged Will (a Will which can be made by
a member of the armed forces employed in an Proper Disposal of Property: A Will must properly
expedition or engaged in actual warfare). Being dispose of the testator’s property. This includes listing
placed in exceptional circumstances involving all property and assets and properly distributing
greater uncertainties to life members of the armed them among friends and family according to the
forces are conferred with the power to make testator's wishes.
privileged Wills. Section 66 of the Indian Succession
Act recognizes that they may make a Will by word Signed, Dated and Witnessed by Two Other
of mouth declaring their intentions before two Parties: A Will can be handwritten on a single
witnesses who are present at the same time. The piece of paper or elaborately typed within multiple
Section also says that a Will made verbally would pages, depending on the size of the estate and
be null at the expiration of one month after the preference of the testator. It must also be signed and
testator being alive has ceased to be entitled to make dated by the testator in front of two “disinterested”
witnesses, who must also sign. Disinterested
a privileged Will.
commonly made by the masses.
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the executor named in the Will within 30 days
of the death of the testator. The probate process
is a court-supervised procedure in which the
Registration of a Will is optional under the authenticity of the Will left behind is proven
provisions of Indian Registration Act and no adverse to be valid and accepted as the true last testament
inference can be drawn against the Will in case of of the deceased. The court officially appoints the
executor named in the Will, which, in turn, gives
non-registration.
the executor the legal power to act on behalf of the
deceased.
Revoking a Will
A Will is liable to be revoked or altered anytime
when the maker is competent to dispose his property An application/petition for probate must be
by Will. A testator who wishes to revoke his original filed in court along with the original will in
Will, which is made by him on a specified date and question. The application should contain the
time, can make a revocation of the Will himself by following facts:
writing a subsequent Will and by destruction of the
• time of the testator’s death;
previous Will.
• declaration that the Will attached is the last Will
and testament;
A person can revoke, change or alter his Will by:
• statement that the Will was duly executed;
• Executing a new Will that revokes the earlier Will • value of assets which are likely to be inherited;
and registering the new Will (if the old Will was • title deeds pertaining to the immovable property
mentioned in the WiIl, if any, and
registered);
• statement that the executor making the application
• Destroying the old Will; or
is named in the Will.
• Making a codicil.
witnesses include those who will not personally
benefit under the Will (like beneficiaries).

When a Will is evoked by a subsequent Will, the On the receipt of the application, the court
issues notice to the next of kin of the deceased to
Will so revoked will have no operation.
file their objections, if any, to the grant of probate.
If a Will is lost it is presumed to be revoked. If A general public notice is also given in a newspaper.
the Will was seen with the testator, but could not The executor is asked to establish the (a) proof of
be found after the death of the testator, it is then death of the testator; (b) proof that the Will has
presumed that the same has been revoked by the been validly executed by the testator; and (c) proof
that the Will is the last Will and testament of
testator by destroying the same.
the deceased.
Probate Process
A probate is the first step taken in administering Conclusion
the estate of a deceased person and distributing There are two main reasons why we should put
assets to the beneficiaries. A probate is a legal together a Will: (a) Protecting minor beneficiaries,
process in which a Will is reviewed to determine and/or (b) Protecting adult beneficiaries from bad
whether it is valid and authentic. Probate also decisions, outside influences, creditor problems. A
refers to the general administering of a deceased Will defines how you want your assets to be owned,
managed and preserved during your lifetime and
person's Will.
how you want them disbursed after your death. It
Procedure to Apply for a Probate can simplify and speed the transfer of assets to the
When a testator dies, the custodian of the Will next generation and help ensure that beneficiaries
must take the Will to the probate court or to are protected. 
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‘Top 10 Trends in
Wealth Management 2018’

In a Research Paper titled ‘Top 10 Trends in Wealth Management 2018’
Capgemini* has provided deep insights on the top 10 Wealth Management
industry trends in present times. The Paper suggests that the firms need to
navigate through these trends in order to remain competitive in the industry.
Also, the present day challenges faced by the Wealth Management industry are
those of fee compression, stricter regulations, and evolving customer needs. Such
a scenario is giving rise to critical trends in customer preferences, evolution of new
technologies, changing advisory models, and security and compliance aspects. The
Wealth Management clients are becoming more astute about Financial Planning,
and they are seeking digital capabilities and better advisory options.
*

(Full report can be accessed at www.capgemini.com/Wealth)
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T

he Paper also states that while the emerging
technologies such as Artificial Intelligence
(AI) and Robotic Process Automation (RPA)
are developing rapidly in the wealth management
space, Application Programming Interfaces (APIs)
and block-chain is also seeing a surge in its use and
adoption.
Further, the industry’s advisory model is undergoing
transformation, shifting from commission-based to
performance-based, while increasing its focus on
the traditionally underserved segments. Increasing
competition and client demand for transparency is
forcing firms to relook at their strategies to acquire
and retain clients.
Financial Planning Journal takes a closer look
at two of the Trends cited under the focus
area ‘Changing Advisory Trends’ viz. ‘Trend
9: Development of Next-Gen Genome-Based
Segmentation and Increased Focus on Traditionally
Underserved Segments’ and ‘Trend 10: Evolution
of Fee Models Due to Client Demands, Regulatory
and Competitive Pressure’.

Trend 9: Development of Next-Gen GenomeBased Segmentation and Increased Focus on
Traditionally Underserved Segments
Background:
• Traditionally underserved segments which were

Capgemini Research Paper

out of the ambit of traditional wealth management
industry are gaining attention as digital tools and
technology make it possible to serve complex
investment needs which were economically
unattractive in the traditional investable assetbased segmentation.
• These segments have distinct needs and
preferences, understanding which can unlock a
vast amount of assets.
• Firms can also analyze their client base to
determine unserved/underserved segments to
introduce differentiated offerings that cater to the
unmet needs of those segments.
Key Drivers:
• Personalized solutions catering to niche segments
can be a client acquisition tool to attract younger,
less-affluent customers, who might potentially
require private banking services in the future.
• As competitiveness within the wealth management
industry increases (with digital platforms offering
similar services at a fraction of the cost), making
inroads with the female and mass affluent
sections will provide growth opportunities for
organizations.
• As women continue to attain financial
independence, they will increasingly make
investment decisions tailored to their needs.

Trend Overview:
• Traditionally, most of the big banks serve clients
across different segments covering retail, mass
affluent, and HNWIs:
• Wealth management firms fit customers
within rigid investable wealth-based segments
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without being sensitive to their distinctly different
needs
Implications:
• It is critical for firms to customize their
approach and engagement to attract
women investors.
• Firms need to retrain and improve
wealth manager capabilities to help
understand the distinct needs of the
new client segments
• Firms need to be agile to revamp their
internal infrastructure and competencies
to adjust to newer business models.
• Firms must create a robust feedback
mechanism to become more receptive to
the expectations and concerns of these
segments to offer pertinent services
Trend 10: Evolution of Fee Models Due to Client
Demands, Regulatory and Competitive Pressure

Volume I | Issue IV | November-December | 2017

design transparent pricing and to put the client at
the center of fee models in which value delivered is
a critical parameter.

Trend Overview:
• HNWIs, globally, pay an average of US$65,795 in
annual fees, which amounts to a fairly high 8.4% of
assets under management
• HNWIs are now looking for fee models where they
pay for services that add value to their portfolios
and not just as a percentage of assets under
management
• As seen in the 2016 World Wealth Report
preference for the pay-for-performance model cuts
across almost all wealth segments and was especially
popular among the ultra-wealthy
• Firms are now adapting to client demand and
competitive pressure by designing better fee models

Background:
• Wealth management fees have primarily been
charged as a percentage of assets under management
(AUM)
• Diminishing returns have driven clients to examine
the fees they pay and how they are calculated
• HNWIs are also demanding better transparency
around fees.
• Competition from Fin-Techs is forcing wealth
managers to assess their pricing strategies and to
consider better fee models to acquire and retain Implications:
• Wealth management firms are likely to devise
clients
transparent fee models in line with what clients want
• They need to move toward client-friendly
Key Drivers:
models such as fees based on performance, a
• As noted in the 2017 World Wealth Report,
fee-by-service module, fixed yearly fees, or a
HNWIs are not very comfortable with the level of
combination model
fees being charged by wealth managers
• The lack of comfort also originated from lack of • With the possibility of marketplaces that sell their
own and third-party products, incumbent firms
transparency in fees, concern with value of services
will have to seriously consider modular fees
delivered, and availability of lower-cost alternatives
from new entrants who are disrupting the industry. • The share of fees as a percentage of assets is destined
to go down, though not completely, but fees by
• Regulators in US and Europe are mandating
performance and by module will likely be the most
stricter fee disclosure rules for investment services
popular models in the near future 
and products, making it difficult for firms to
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Fpsb’s Model Rules of Conduct
For CFP Professionals
FPSB’s Model Rules of Conduct establish standards for the level and type of
conduct expected of CFP professionals. The Rules are not designed to be a basis
for legal liability to any third party.
The Rules of Conduct serve as the enforcement mechanism for the Code of
Ethics and Financial Planning Practice Standards.The Rules of Conduct are
binding on all individuals who have the right to use the CFP marks in a territory.
CFP professionals must be knowledgeable and aware of all territory-specific
Rules of Conduct and must apply and abide by rules that are relevant to the CFP
professionals’ activities.
Violations of the Rules of Conduct may subject a CFP professional to discipline
by an FPSB Member. Because FPSB and FPSB Members are financial planning
certification and standards-setting bodies that require individuals to meet initial
and ongoing certification requirements, discipline for violations of the Rules of
Conduct extends to the rights of individuals to use the CFP marks in a territory.
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Rules of Conduct for CFP
Professionals
1. 
A CFP professional shall not communicate,
directly or indirectly, to clients or any other
parties, any false or misleading information
directly or indirectly related to the CFP
professional’s qualifications or services.
2. A
 CFP professional shall not mislead clients or
any other parties about the potential benefits of
the CFP professional’s service.
3. A
 CFP professional shall disclose all relevant
facts where the disclosure is necessary to avoid
misleading clients or any other parties.
4. A
 CFP professional shall not engage in
conduct involving dishonesty, fraud, deceit or
misrepresentation, or knowingly make a false
or misleading statement to clients or any other
parties.
5. A
 CFP professional shall clearly identify with
the client the assets, if any, over which the
CFP professional will take custody, exercise
investment discretion, or exercise supervision.
6. A
 CFP professional shall identify and
keep updated records of all funds or other
property of the client in the custody, or
under the discretionary authority, of the CFP
professional.
7. A
 CFP professional shall not commingle the
client’s property with the property of the CFP
professional, the CFP professional’s employer,
or with other clients’ property unless the
commingling is permitted by law, is explicitly
authorized and defined in a written agreement
between the parties, and the CFP professional
has sufficient record-keeping to track each
client’s assets accurately.
8. A
 CFP professional shall at all times place the
interest of the client first.

Code of Conduct
9. A
 CFP professional shall treat the client fairly
and provide professional services with integrity
and objectivity.
10. A CFP professional shall ensure that his or her
personal biases or interests do not adversely
affect his or her services to clients.
11. 
A CFP professional shall make and/or
implement only recommendations that are
suitable for the client.
12. 
A CFP professional shall offer advice to
clients only in those areas in which he or she is
competent. In areas where the CFP professional
is not competent, the CFP professional shall
seek the counsel of, and/or refer clients to,
qualified professionals.
13. A CFP professional shall maintain competence
in all areas of his or her professional practice.
14. 
A CFP professional shall keep informed
about developments in financial planning
and participate in continuing professional
development.
15. If the services include financial planning or
material elements of the financial planning
process, a CFP professional shall disclose the
following information in writing to the client:
a. 
An accurate and understandable
description of the compensation
arrangements being offered. This
description must include information
related to costs to the client and general
form and source of compensation
to the CFP professional and/or the
CFP professional’s employer; and terms
under which the CFP professional and/
or the CFP professional’s employer
may receive any other sources of
compensation, and if so, what the sources
of these payments are and on what they
are based;
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a. 
The client is a member of the CFP
b. A general summary of likely conflicts of
professional’s immediate family;
interest between the client and the CFP
professional, the CFP professional’s
b. The CFP professional is an employee of
employer or any affiliates or third parties,
an institution in the business of lending
including, but not limited to, information
money and the money lent is that of the
about any familial, contractual or agency
institution, not the CFP professional.
relationship of the CFP professional or
the CFP professional’s employer that
A CFP professional shall treat the client’s
has a potential to materially affect the 18. 
information as confidential except as required
relationship with the client;
in response to proper legal process or regulatory
requirements; as necessitated by obligations
c. 
Any information about the CFP
to a CFP professional’s employer or partners;
professional or the CFP professional’s
to defend against charges of wrongdoing; in
employer that could reasonably be
connection with a civil dispute; or as needed to
expected to materially affect the client’s
perform professional services on behalf of the
decision to engage the CFP professional;
client.
d. Any information that the client might
reasonably want to know in establishing 19. A CFP professional shall take prudent steps to
protect the security of the client’s information
the scope and nature of the relationship,
and property, including the security of stored
including, but not limited to information
information, whether physically or electronically,
about the CFP professional’s areas of
that is within the CFP professional’s control.
expertise; and
A CFP professional shall exercise reasonable
e. 
Contact information for the CFP 20. 
and prudent professional judgment in providing
professional and, if applicable, the CFP
professional services.
professional’s employer.
On an ongoing basis, the CFP professional shall 21. A CFP professional shall be in compliance with
all applicable legal and regulatory requirements
make timely disclosure to the client of any material
governing professional services provided to the
changes to the above information.
client.
16. A CFP professional shall not borrow money
22. 
A CFP professional who is an employee/
from a client. This Rule does not apply when:
agent shall perform professional services with
dedication to the lawful objectives of the
a. 
The client is a member of the CFP
employer/principal and in accordance with the
professional’s immediate family;
FPSB Member’s Code of Ethics.
b. The client is an institution in the business
of lending money and the borrowing is 23. A CFP professional shall abide by the terms of all
agreements with the FPSB Member, including,
unrelated to the professional services
but not limited to, using the CFP marks properly
performed by the CFP professional.
and cooperating fully with the FPSB Member’s
trademark and professional review processes and
17. A CFP professional shall not lend money to a
requirements.
client. This Rule does not apply when:
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The CFP professional and the client shall
24. A CFP professional shall meet all of the FPSB 32. 
mutually agree upon the services to be provided
Member’s requirements, including continuing
by the CFP professional.
professional development requirements, to
retain the right to use the CFP marks.
33. If the services include financial planning or material
elements of the financial planning process,
25. 
A CFP professional shall notify the FPSB
prior to entering into an agreement, the CFP
Member in writing of any conviction of a crime
professional shall provide written information
(as defined by the Member), or any professional
and/or discuss with the client the following:
suspension or revocation within the time
specified by the FPSB Member after the date on
a. The obligations and responsibilities of each
which the CFP professional is notified of the
party under the agreement with respect
conviction, suspension or revocation.
to defining the client’s objectives, needs
and priorities; gathering and providing
26. 
A CFP professional shall notify the FPSB
appropriate data; examining the result
Member of changes to contact information,
of the client’s current course(s) of action
including e-mail address, telephone number(s)
without changes; the formulation of any
and physical address, within the time specified
recommended actions; implementation
by the FPSB Member of the change.
responsibilities for the financial planning
recommendations; and responsibilities
27. A CFP professional shall not engage in any conduct
for reviewing for the financial planning
which reflects adversely on his or her integrity
recommendations;
or fitness as a CFP professional, upon the CFP
marks, or upon the financial planning profession.
b. 
Compensation that any party to the
agreement or any affiliate to a party to
28. A CFP professional shall provide professional
the agreement will or could receive under
services in a timely and thorough manner.
the terms of the agreement; and factors
or terms that determine costs to the
29. Consistent with the scope of the engagement, a
client, how decisions benefit the CFP
CFP professional shall undertake a reasonable
professional and the relative benefit to the
investigation of the products and services to be
CFP professional;
recommended to clients. A CFP professional
may rely upon an investigation undertaken by
c. Terms under which the CFP professional
a third party provided it is reasonable to place
will use proprietary products;
reliance on the quality of such investigation.
30. A CFP professional shall provide reasonable and
prudent professional supervision of, or direction
to, any subordinate or third party to whom the
CFP professional assigns responsibility for any
client services.
31. 
A CFP professional shall return the client’s
property upon request as soon as practicable
or consistent with a time frame specified in an
agreement with the client.

d. Terms under which the CFP professional
will use other entities/professionals to
meet any of the agreement’s obligations;
e. 
The process for
relationship; and

terminating

the

f. 
Procedures for resolution of client
claims and complaints against the CFP
professional. 
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Workshops Conducted
Workshops titled ‘Tax Planning for Individuals and HUF’ was conducted in Mumbai by
Mr. Balwant Jain and ‘MS-Excel based Financial Plan Construction’ was conducted in Hyderabad by
Mr. Karim Lakhani. Besides these, some other workshops were also conducted in
Kolkata, New Delhi and Chennai.

Conducted by Mr. Balwant Jain

Tax Planning for Individuals and HUF
April 2018, Mumbai

Learning Objectives of the Workshop
•	Tax planning for salaried people
•	Tax planning through Home loan
•	Tax planning of capital gains through
family members
•	Tax planning through provision of
section 56(2)
•	Tax planning through National
Pension System
•	Tax planning through ownership of
residential house

 r. Jain explaning
M
the concept to the
CFPCM Certificants

 ddressing the
A
query of one of the
CFPCM Certificant

Disscussion round
during the workshop
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by FPSB India
MS-Excel based Financial Plan Construction
Conducted by Mr. Karim Lakhani

June 2018, Hyderabad

CFPCM Certificants
engrossed in
calculations during
the workshop

Contents discussed in the Workshop:
•	The concept of Financial Plan
Construction.
•	Areas to be considered for drafting
Financial Plan.
•	Simulation with Real Life case study.
•	Guide to build Templates.
•	Contents covered – InsuranceNeed calculation, Loan Schedules,
Investments approach, Asset
Allocation, Retirement corpus,
Taxation etc.
•	Goal-based Financial Planning.
•	Preparation of alternatives and
presentation of the Plan.

Group photo of the
participants with
the trainer
Mr. Karim Lakhani
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I Will Teach You to be Rich
(Workman Publishing Company)
By Ramit Sethi

T

his is a ‘get-rich book’ which promises to teach you everything you need
to know about making wealth in six weeks. It is different from most other
books in this genre in that it talks about increasing an individual’s earning
power rather than just focusing on spending less and investing more. For this
reason it is also meant for those in the age group of 20 to 35 who have the
time, opportunities and the ability to reskill and upskill themselves. This book
has the added attraction of being recommended by the redoubtable Michael
Kitces. You can catch Ramit on his blog https://www.iwillteachyoutoberich.
com/blog/

The Panama Papers: Breaking
the Story of How the Rich and
Powerful Hide their Money
(Pan Macmillan India)

By Frederik Obermaier & Bastian Obermayer

T

he scandal of the Panama Papers broke in 2016, after investigations
led by Frederik Obermaier and Bastian Obermayer (the former acting
on an anonymous tip-off giving him access to secret data on offshore
wealth held by the rich and powerful across the globe). This is a firsthand
account of the tax scandal, written by the two journalists who with the
help of a network of reporters across the world, blew open the lid on how
an elite few stashed their money and assets in tax havens to evade taxes
and launder money.

How to Retire Happy, Wild,
and Free: Retirement Wisdom
That You Won't Get from Your
Financial Advisor
(Visions International Publishing)
By Ernie J. Zelinski

Y

ou don’t need a lot of money to retire happy – well, not that much
but you do need something to make your sunset years tolerably
comfortable. Assuming that you have saved up something (even if
it’s your retirement money from your employer) this book helps you
to make the most of what you have. Retirement, according to the
author, is not the end but the beginning of a happier phase of life
and individuals need not necessarily have to work longer and harder
to achieve that state. Hopefully, those on the verge of retirement can
take away some happy tips from this book.
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Book Review

Book Review: Financial Planning,
Money Maps© & More….
By Yogin Sabnis

At any stage of life cycle you are, read Yogin Sabnis authored Financial
Planning, Money Maps© & More…., and you will instantly relate your
life gone by, what you did in terms of achieving your financial goals,
what you missed, and what to do next to align your personal finances
and life goals. It covers the entire life cycle of personal finances,
from the time you earn first penny, gradually build your life and
wealth, ease into peaceful retirement to the time of distribution of
last penny, i.e. passing on your estate. Such is the lucidity of this
work by Yogin that a given financial complexity in your mind finds
an approach instantly that could lead to an apt solution.
The author uses the power of Mind Maps to relate the transactions
of money throughout and christens them Money Maps©. They
summarize the various forces at work, most importantly the
financial behaviour of individuals, and the theory and practice
of money into neat diagrams, which read in cyclical fashion,
guide what is appropriate financial proposition at any stage of
your life.
The book succinctly tells and advises the right attitude to
money at all life stages – starting your first job (age 22-29), newly
married (age 29-35), married with young kids (age 35-48), well-settled with grown
up kids (age 49-60) and preparing for retirement to actual retired life and succession
planning. It teaches how to strike a fine balance between savings/investments and
spending in early stages which instills the required discipline to be practiced throughout
one’s life to avoid instant gratification and create wealth for oneself and the society
at large. It dwells on the right protection measures to cover life, health and assets
adequately at various stages, achieving a right asset allocation and rebalancing with
changing contours of one’s life.
The salient point of the book is that the author picks the right behavioral aspect at
every stage of life that should propel one’s financial decision. The reader would find
that at any given point the appropriate action conjoins modestly with existing decision
for a course correction. The book touches upon things to do in situation of sudden job
loss. It guides one what to look out for if starting an entrepreneurship in the middle
stages of life: the resources to back up and protections to fall back on. It stresses upon
the importance of a medical fund and nudges more often to create one in addition to
having health insurance and top-up. It covers retirement planning financially and in its
emotional aspect too. Lastly, though not literally the last act in one’s financial conduct,
the book advises in a very simplistic and practical way how to write a Will and, if needed,
create an appropriate Trust. The book devotes a separate section on “How to choose a
Financial Advisor?” The criteria to select a financial advisor and the role an advisor is
expected to play in one’s financial wellbeing, are well covered.
Yogin has been extra careful not to use any jargon while explaining critical aspects of
personal finance. So, the reading appeals to all classes of profession, as money does
to all individuals. It is advisable for all age groups to devour this book to grasp a good
hold on their financial matters. The book is a must read for all aspiring students of
financial planning who can get an unmistakable grip on the subject before they launch
themselves to intricate number crunching.
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Trending Terms in the World of Finance
Bail-In
‘Bail-in’ has become an infamous
catchphrase in India following its inclusion
in the FRDI (Financial Resolution and
Deposit Insurance) Bill. A Bail-in is opposite
of a Bail-out. In the latter case, government
rescues a beleaguered institution by fresh
infusion of funds, typically using taxpayers’
money (or by bringing in an external
investor). In a Bail-in, the depositors and
creditors stand to lose a good part of
their money that is held by the bank or
financial institution. While Bail-outs are
more common in general, frequent failures
might prompt governments to use the Bailin option. It saves the government from
having to take a hard decision which may
not find favour with the taxpayer.

Efficient Frontier
Investors are usually doing a balancing
act between return and risk. Given
the level of their risk tolerance or the
volatility in the market, they have to find
an optimal return, that is, the best return
they can have in the circumstances. The
Efficient Frontier, a concept under the
Modern Portfolio Theory, depicts the riskreturn trade-off and the returns they can
expect from their portfolio. In the figure
above, where the return-risk graph is
plotted, the curve is the Efficiency Frontier.
The closer a point is to the curve, the
more optimal (or efficient) the portfolio in
terms of returns and extending that logic,
the further away from the curve, the more
inefficient the portfolio.
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Beating the Gun
All those who sold their
equity holdings while the
announcements (pertaining
to the introduction of longterm capital gains tax)
were being made in the
General Budget 2018 (or
even prior to it), would be
congratulating themselves
for ‘beating the gun’.
The phrase is actually
slang-speak for the ability
displayed by investors who
react fast to events (before
the majority of the market
wakes up to the implications)
and buy and sell securities.
Those who anticipate an
event before it takes place
and appropriately sell or buy
securities (at a price at which
they benefit) can also be
said to be ‘beating the gun’.
Most of us wish to beat the
gun, but generally end up
trailing the market.
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Tax Queries
1. My mother is 65 years old. She has a mediclaim
insurance policy and pays an annual premium
of Rs. 18,000 for the last 20 years. The heath
insurance policy was due for renewal. The
insurance company gave an option to renew the
policy after changing the assignee of the policy,
i.e. I will pay the premium on behalf of my mother.
The certificate under section 80D of the Act for
the amount of premium paid will be issued in my
name but insured will continue to be my mother.
In such circumstances, will I be able to claim the
benefit of section 80D of the Act. Further, will my
mother be able to claim the deduction in respect
of medical expense? Please advise the taxability
under this situation.
A. In the given situation, the insurance amount
will be paid by you for your mother, therefore, you
can claim the tax benefit of the premium paid
by you under section 80D of the Act. Further,
with regard to the medical expenditure incurred
by your mother, please note that the proviso to
Section 80D states that in case of a senior citizen,
where any premium has been paid on the health
insurance policy of that senior citizen, then no
deduction of medical expenditure can be claimed
in that case. Accordingly, even if the premium on
the health insurance of your mother is paid by you,
then the deduction of medical expenditure under
Section 80D cannot be claimed by her as there is
an effective health insurance policy of your mother.
2. I am 70 years old, Please advise if I can open
an account under National Pension Scheme under
section 80CCD of the Income Tax Act for availing
the tax benefit.
A. There are two pension schemes which have
been notified under section 80CCD dealing with
the deposit of amount under the said section. The
scheme notified in the year 2016 under section
80CCD(1B) of the Income Tax Act, 1961 (The Act)
prescribes the age of 18 to 40 years. The scheme
notified in 2003 does not provide the age as to

when a person can start depositing the amount
though it prescribes the age of exist on or after 60
years. A logical conclusion would thus be that a
person who is aged above 60 years cannot open
an account under National Pension Scheme. Since
you are 70 years old, you cannot open an account
under National Pension Scheme.
3. I am a citizen of USA. My brother, who is a
resident of India, wants to purchase a land here,
in his own name, to practice farming. I believe
that income from agriculture is not taxed in India,
but will his agricultural income in USA be taxed in
India? He believes that his taxability will remain
NIL even if he makes a profit from agriculture in
USA. Please advise.
A. Under the Indian Income-tax law, agricultural
income means income from agricultural land
situated “in India”, which is exempt from tax in
India, subject to prescribed conditions. However,
agricultural income from land situated in USA will
be taxable in India. It would be included under the
head ‘Income from Profits and Gains of Business or
Profession’, if it is carried on as a business activity
and in any other case under the head ‘Income from
Other Sources’.
Your brother can however, claim credit of tax paid
on such agricultural income in USA, if any, in
India as per the provisions of the Double Taxation
Avoidance Agreement between India and USA.
Financial Planners can mail their Tax queries at info@scvasudeva.com.
Tax experts from S.C.Vasudeva & Co. would answer the queries, which
shall be published in the subsequent issues.
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FPSB INDIA’S AUTHORISED EDUCATION PARTNERS
S.No.

City

Education Partner

Branch Address

Contact No.

NJ Gurukul Pvt. Ltd.

1st Floor, Neptune house 2, Above Vijaya Bank,
Besides Shree Krishna Centre, Mithakhali

9320337324

Financial Planning Academy

Rana Investments, 22- Lawrence Plaza, Lawrence
Road, Opp. Selection Point, Near Corporation Bank

9815203808

NJ Gurukul Pvt. Ltd.

1st Floor, Ahinsa Bhavan, Ahinsa Nagar, Opp Akashwani, Jalna Road

9320337324

4

NJ Gurukul Pvt. Ltd.

S-302, Manipal Center, S-Block, 47, Dickenson Road

9320337324

ICICI Direct Centre for Financial
Learning

ICICIdirect Centre for Financial Learning, No.7, Shah
Complex, 1st Floor, 9th Main, Jayanagar 5th Block,
Diagonally Opp. to Dena Bank

9108683683, 9742273109

5

Knowise Learning Academy

#12/3, HC Chambers, 3rd Floor, S-1, Opp-Blue Cross
Chambers, Infantry road cross

9980166321

NJ Gurukul Pvt. Ltd.

2nd Floor, R-22, Sairam Complex, Opp. Railway
Track, Near Spectrum Coaching, M.P Nagar, Zone - 2

9320337324

C/O- SmartFin Education, Plot No: - 2132/5140,
Ground Floor, BJB Nagar (Behind Aditya Hyundai,
Lewis Road)

9937016539 / (674)2430950

NJ Gurukul Pvt. Ltd.

4th Floor, SCO 208-209, Sector 34-A

9320337324

NJ Gurukul Pvt. Ltd.

Shreehari, 64/35, Josier street, Opp. SBI, Tirumurthi
Nagar, Nungambakkam

9320337324

Ennsignn Advisory Services

No. 7, Srivatsa Shree Apts, No 13, 6th Main Road,
R A Puram

9840579659

12

Educators Guild Pvt. Ltd.

Suite 1B, 1st Floor, Shakthi Towers, 766, Mount
Road, Next to Spencer's Plaza

044-30064550, 9940100035,
9567550550

13

NJ Gurukul Pvt. Ltd.

2E/24, Jhandewalan Extension

9320337324

International College of Financial Planning

3rd Floor, Gulab Bhawan, 6 Bahadur Shah Zafar
Marg, Near Times of India Building

9711435556

ICICI Direct Centre for Financial
Learning

2E/ 22, Ground Floor, Jhandewalan Extension

011-43251018/26, 8588816146

NJ Gurukul Pvt. Ltd.

305, Gera's Imperium - II,Above Ritz Classic, Patto
Plaza

9320337324

RARE Academy

D. NO. 5-25-36, Sree Ramanjana Complex , Opp.
AXIS Bank ATM, 3/7, Brodipet

9246746110

Stratagem Financial School

201/A, Shubham Sirisampada, Rajbhavan Road,
Somajiguda

8801016767

ICICI Direct Centre for Financial
Learning

6-3-902/A/S/A, 2nd Floor, Central Plaza, Raj Bhavan
Road, Somajiguda, Landmark: Above Ratnadeep
Supermarket

8427484084, 040-60020037/39

1

Ahmedabad

2

Amritsar

3

Aurangabad

Bengaluru

6
7
8
9

Bhopal

Bhubaneswar Financial Planning Academy
Chandigarh

10
11

14

Chennai

Delhi

15
16

Goa

17

Guntur

18
Hyderabad
19
20

Indore

NJ Gurukul Pvt. Ltd.

105 & 105 (A), 1st Floor, Bansi Trade Center,
M. G. Road

9320337324

21

Jaipur

NJ Gurukul Pvt. Ltd.

509-511, 5th Floor, Trimurty's V-Jai City Point, Near
HDFC Bank, Ahinsa Circle

9320337324

22

NJ Gurukul Pvt. Ltd.

2nd Floor, 1, Lee Road, Opp. Rangoli Banquet

9320337324

23

TeamSkills Private Limited

PS Srijan Corporate park,18th floor,Unit-V,Saltlake
(Near RDB Cinema,Pantaloons)

9830108989

International Institute of
Research and Wealth Management (IIRWM)

Metropolitan Building, 7 J. L. Nehru Road, 2nd Floor,
Flat No. 3

9433175383

ICICI Direct Centre for Financial
Learning

ICICI Securities Ltd., Flat No 21, 2nd Floor, Parijath
Building, 24A Shakespeare Sarani

8697748159, 9230-700996/97

24

Kolkata

25
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FPSB INDIA’S AUTHORISED EDUCATION PARTNERS
S.No.

City

Education Partner

Branch Address

Contact No.

Educators Guild Pvt. Ltd.

City Plaza; 3rd floor, M.G Road, Thevara, Opp. Kochi
Shipyard

0484 - 4030550, 9567550550

Financial Planning Academy

40/6133, 3rd Floor, Lalan Towers, Banarjee Road,
High Court Junction

9961813730

International College of Financial Planning

A-29, 1st Floor, Above Oriental Bank, Nirala Nagar,
Near Ram Krishna Math

9899904117

29

BFC Akademia

# 2/10 , Vineet Khand , Gomati Nagar

9792202239

30

NJ Gurukul Pvt. Ltd.

22/28, Raja Bahadur Compound, Near CAMS, Mumbai Samachar Marg, Fort

9320337324

International College of Financial Planning

C/O Kiran Devi Saraf Institute of Complete Learning,
3rd Floor, R S Campus, Opposite Bajaj Hall, S V Road
Malad (West)

9323540474

31
32

ICICI Direct Centre for Financial
Learning

2nd Floor, Citi Point, Rajarshi Shahu Maharaj Road,
(Teli Galli), Andheri (East)

8451943442, 022 42371904/
962 /902

33

Financial Planning Academy

3rd Floor, Cama Building, Dalal Street, Next to Bombay Stock Exchange, Fort

8452002506 /
65657989/4959

022-

34

Financial Planning Academy

1st floor, Dharmakshetra II, Shimpoli Road, Near
Gokhale school, Borivali (W)

9930467946 /
65657989/4959

022-

35

Financial Planning Academy

Ground Floor, Purnima Building, Opp. Thane Railway
Station, Near Girnar Tea Shop, Thane (W)

8433720061

36

Ambition Learning Solutions

Shop No. 6, Shailendra Apts, Chittaranjandas Road,
Ramnagar, Dombivli (E), Thane

98198 85877

37

BANK EDGE

304,3rd Floor,Sakinaka,Khairani Road,Crescent Business Square,Opposite Gundecha Enclave,Andheri East

9820312755

Mahavir Commerce Academy

Shop No. 1,2,3,4 Mahavir Commerce Academy,
Beside Kasturi Hospital , 60 Feet Road, Bhayander
–West, Thane 401101

7718874066

38
39

Next Level Education Pvt Ltd

Unit No. 512 Hubtown Viva, WE Highway, Shankarwadi, Jogeshwari East Mumbai 400060

9029043838

26
Kochi
27
28

Lucknow

Mumbai

40

Mysore

International College of Financial Planning

169/1, New no. 29/1, 3rd stage, Industrial suburb,
Fort Mohalla, Manandhavadi road

9740028310

41

Nagpur

NJ Gurukul Pvt. Ltd.

Plot No 218, 1st Floor, Besides Vijaya Bank, South
Ambazari Road, Bajaj Nagar

9320337324

NJ Gurukul Pvt. Ltd.

3rd Floor, Suma House, Above Bank of Maharashtra, Beside Datta Mandir, Near Kamla Nehru Park,
Erandwane

9320337324

42
43

ICICI Direct Centre for Financial
Learning

Ground Floor, SANAS Memories, Fergusson College
Road, Near Deendayal Hospital

8390904865, 020-40009247/48

44

Financial Planning Academy

C – 149, Akshay Complex, Dhole Patil Road

9370253364

45

Ambition Learning Solutions

6, Mayuresh Apartment, Third Floor, Mayur Colony,
Kothrud

98223 29045/
022 – 25433778

46

Ambition Learning Solutions

Office no 101C,1st floor, Phase 2, Mayur Trade Center

8600889998

NJ Gurukul Pvt. Ltd.

2nd Floor, Pramukh Paradise, Near Mangal Shanti
Apartment, Nirmala Convent Road

9320337324

D.No: 12-19-1/1 A, II Floor, Undavalli Vari Street,
Besides Akira Eye Hospital, Aryapuram

0883-6451960 / 2434960,
9052004960

NJ Center 'B' Tower, 801, Udhna Udyog Nagar
Commercial Complex, Central Road No. 10, Udhna

9320337324

PC Sarani, Near NTS More, Deshbandu Para

9641422925 / 9749310138

47
48

Pune

Rajkot

Rajamundhry Financial Planning Academy

49

Surat

50

Siliguri

NJ Gurukul Pvt. Ltd.
International Institute of Research
and Wealth Management
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uestions for CE

1
2
3

Details of the advance tax paid, as well
as of the tax deducted at source, can be
viewed in___.
a Form 16/16A
b Form 26AS
c Sahaj
d Saral
_________ was designed as a measure to
assess the downside volatility.
a R-square
b Alpha
c Sortino Ratio
d Standard Deviation
An important aspect of the risk-return
relationship is that as the risk increases,
the range of possible outcomes_____.
a increase
b decrease
c first decrease and then increase
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6
7

5

A joint Will, whereby two or more persons
agree to make a conjoint Will, is entitled
to be implemented ______.
a upon the death of either person
b upon the death of the elder person
c after the death of both the persons
d during the lifetime of either person
IRDAI, the insurance regulator, has
advised insurance companies to devise
long-term insurance covers for owners of
passenger cars and two wheelers having
_____ year validity for four wheelers and
___ year validity for two-wheelers.
a two, four respectively

two, three respectively
c three, four respectively
d three, five respectively
b

Logon to website www.fpsbindia.org for answering the
questions online. Select ‘Continuous Education’ under the
‘Publications’ Menu.
Entries with 8 or more correct answers will earn
4 CE points. Look for answers in the articles published.
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Modern Portfolio Theory has reduced all
investment decisions to the following
variable/s:
a Risk
b Return
c Asset category
d both Risk and Return

8

As per Section 66 of the Indian Succession
Act, Oral Wills are considered null at the
expiration of ____ month/s after the
testator has ceased to be entitled to
make a privileged Will.
one month
b two months
c three months
Oral Wills are not considered under
d
the Indian Succession Act

a

d remain the same

4

Corporate Governance structure deals
with having control over the corporate
boards and also to safeguard the interests
of the investors at large.
a True
b False

9
10

The company form of business may
procure capital from _____.
a Individual investors
b Retail investors
c Institutional investors
d All of the above
Under Section 80TTA of the Income Tax
Act,1961 interest on savings account is
eligible for tax consideration as below:
assessee is required to first include
a it in his income and then claim
deduction.
assessee is not required to include
b it in his income if the amount is less
than Rs.10,000.
assessee is required to include the
c amount exceeding Rs. 10,000 in his
income.
interest on savings account is not
d
taxable.
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