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Editor Speak

Implementing Portfolio
Strategies with ETFs
The Exchange Traded Funds (ETFs) are of relatively recent vintage
in the investment ecosystem of the securities markets than the age old
equity stocks, mutual funds, bonds and commodities. Structured on
the concept of synthesizing the virtues of mutual funds and stocks,
ETF ensures returns of the underlying while taking away the costs of
active management. The aspect of costs and risks associated with active
management makes ETF a very competitive instrument especially
when the stakes are large and the time horizon long.
ETFs are proponents of the efficient market hypothesis developed by
the US economist Eugene Fama. According to Fama, it is impossible
to beat the market through stock selection or market-timing because
all relevant information related to companies and their ecosphere is
already reflected in the stock prices.
The first ETF in the United States was launched in 1993. In their early
days, ETFs were used primarily by institutional investors to execute
sophisticated trading strategies. Soon afterward, individual investors
and financial advisors embraced ETFs. In twenty-five years since their
introduction, the US market for ETFs commands a massive US$ 3.4
trillion in assets, and has grown almost seven times since the 2008 crisis
(Source: Vanguard). Global ETF assets, which totaled just US$417
billion in 2005, had reached US$ 4.4 trillion by the end of September
2017 – a cumulative average growth rate (CAGR) of around 21%
(Source: Ernst & Young – Global ETF Survey 2017).
Financial Planning Journal | 5
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As you know, Asset Allocation is the primary factor in determining a
portfolio's risk and return. ETFs can be effective tools for implementing
a variety of short-term and long-term portfolio strategies – both
strategic and tactical. At the heart of the strategic allocation are four
core broad-market ETFs, across the Stock markets and Bond markets
as well as across local market and broad international market. This will
give us exposure on debt, equity with geographical diversification. The
tactical strategy can be implemented by fund managers to suit shortterm objectives or unique investment objectives of a select group of
investors, such as in portfolio management. The same can be achieved
by adjusting the concentration in a security, industry sector, market
segment, or asset class to a desired tilt towards specialized equity ETF,
e.g. value or growth, or a specialized debt ETF, e.g. duration play as in
dated government securities, corporate bonds, or accrual orientation in
medium risk papers.
The inherent strengths of the ETF vehicle are transparency and low
costs, mentions Ernst & Young in their Global ETF Survey 2017.
They expect ETFs to continue to benefit from the global regulatory
focus on eliminating bias and improving transparency. However, on
the other side there is growing awareness amongst the ETF promoters
on how regulation can affect tracking error, and thus harm an ETF’s
investment performance especially in respect of those ETFs where it is
harder to precisely track an index, e.g. currency-hedged ETFs or such
other ETFs which are not 100% invested in underlying assets. There
are signs of a growing regulatory focus on systemic risks, typified by the
International Organization of Securities Commissions’ (IOSCO) review
of liquidity risks.
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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Customers need to be
educated about ETFs!

Shilpa Kumar
MD & CEO,
ICICI Securities

India got its first ETF in the form of Nifty BeES in
2001 which was launched by Benchmark AMC and it
managed merely Rs. 70 crore in 2004. Today, the size
of the Indian ETF market has grown to over Rs. 65,000
crore. During the same period, the size of the actively
managed equity funds has galloped from Rs. 29,000
odd crore to more than Rs. 9 lakh crore. Reasons behind
the slow growth of ETFs in India could be many. The
most important one could be the superior performance
of actively managed funds vis a vis passive funds.
Financial Planning Journal | 7

Charter Member Speak
Shilpa Kumar, MD & CEO, ICICI Securities
has years of experience in the Securities industry.
The Financial Planning Journal reached out
to her in an effort to know how the ETFs are
benefitting the customer of equity market and the
efforts being taken by the industry to popularize
them further.
Financial Planning Journal (FPJ): Recently, the
Government has taken the Exchange Traded
Funds (ETFs) route to disinvest its holdings in
public sector companies through the Bharat 22
ETF. With this, the recent debate in the advisory
industry between choosing the actively managed
mutual funds or the passively managed exchangetraded funds (ETF) has got more intense. In
which segments of the securities market do your
see a significant shift taking place in the next
decade?
Shilpa Kumar: We see growing interest at an
AUM level in the ETFs. At an aggregate level ETFs
are now approx 4% of total AUM in the funds.
This is up from less than 0.20% just five years back.
The availability of a larger choice of ETFs, their
performance and EPFO choosing to directly invest
into ETF has led to this.
In the coming years ETFs are likely to become more
popular. The performance of ETFs will become
even better as our markets continue to develop and
become more efficient. Today, there are over 95
ETFs available, the choice will increase multi fold
- covering more asset classes and strategies. ETFs
are being offered at a fraction of the cost of actively
managed funds. With increased liquidity the overall
impact costs will reduce further.
So, overall we do expect an increased preference
towards investing into ETFs over the next
few years.
FPJ: While the Index funds and ETFs attract
a bulk of investors’ money in the developed
markets, ETF market in India is still quite
nascent. What steps are needed by institutional
players, both in product and intermediation,
8 | Financial Planning Journal
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to make ETFs more attractive among Indian
investors?
Shilpa: The performance of an investment and
variability of returns are very important factors.
ETFs in large cap space have performed well.
However, that is not true for all categories of ETFs.
Also, while there are many well performing smart
beta indices available, very few are available in the
form of ETFs for investments. There is a need to
introduce more variety of ETFs.
Passive investing is a new concept and needs
better understanding. A passive investment is rule
based and has more clarity on strategy at the time
of investment. Because ETFs are traded on
exchanges, they can be effectively used for
margin purchases or to park in markets while you
decide on a portfolio strategy or even as a very
effective asset allocation strategy that can be rebalanced across asset classes. The motivation to
use ETF as an instrument can really vary. ETF is
specifically useful for new customers who want
to invest in markets but do not have the funds to
build a fully diversified portfolio. There is a need to
educate customers about the how ETFs fit in their
investment strategy.
FPJ: Globally, we have ETFs on new themes like
Robotics, Artificial Intelligence, Internet of
Things (IOT), Industrial Innovation, Disruptive
technologies, etc. What factors are driving this?
Shilpa: Digital advice is a growing market. It
is becoming popular in developed markets as a
cheaper and alternative way of advising investors.
The back bone of this type of advisory is the
availability of variety of well performing ETFs.
ETFs are available across asset classes and are ideal
for an asset allocation strategy. They are specifically
useful while rebalancing as they can be traded
like any stock. Instead of focusing on choosing
a fund, digital advisory platform focus on
financial planning, asset allocation strategies and
timely re-balancing.
FPJ: As a leading player in the securities market,
what is your vision to expand the cake and make
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it affordable for small investors to achieve
financial well-being, and at the same time make
the things attractive for others to create and
manage wealth?
Shilpa: At ICICI Securities we offer various
products including ETFs on our platform. As a
part of our on-boarding process we encourage
investors who are new to markets to invest into
ETFs through a regular SEP order. ETFs give the

flexibility to trade online on the exchange as well
as give the benefit of diversification like a mutual
fund. We continue to look at opportunities to
further enhance the proposition to our customers.
For example, we now offer equity advisory services
that help our customers to invest in factor based
strategies developed by MSCI. This is a part our
own initiative to popularize rule based and passive
investment strategies.
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Around the World

Jobs Changing With AI But No Mass
Unemployment Expected, Say UN Labour Experts

R

ise of frontier technologies like Artificial
Intelligence has caused fears of robots taking
over blue-collar jobs. However, a UN expert says
mass unemployment is not expected as humans still
have the upper hand given their creative abilities.
Ekkehard Ernst, Chief of Macro-economic policies
and job unit at the UN International Labour

Organization (ILO), says the
manufacturing sector does not stand
to profit most from AI, at least not
in developed countries, and will not
suffer the forecast demise. The jobs
more likely to be impacted are in
service sectors such as construction,
health care and business.
“It is not so much about losing
jobs but about how jobs are being
transformed and employees in these
sectors will add new tasks to their
profile while being supported by computers and
robots in others,” Ernst said. The type of tasks that
are being replaced by AI algorithms are routine,
repetitive tasks that take a lot of time and can be
more easily and more effectively performed by
machines and by robots – leaving people to focus
on interpersonal, social, emotional skills.

US Economy Grows At Fastest Pace Since 2014

A

ccording to the Bureau of
Economic Analysis, real
US gross domestic product grew
at an annualized rate of 4.2% in
the April June 2018 quarter. The
new number is based on more
complete data, which for the
second quarter included higher
business investment and lower
imports.
It remains the highest rate since
the third quarter of 2014. The
robust number can be explained
in part by businesses rushing to export their
products in advance of expected tariffs on foreign
goods imposed by the White House, which have
drawn retaliatory duties from China.
However, the purchasing manager's index,

10 | Financial Planning Journal

another indicator of where the economy is headed,
declined in August month for both manufacturing
and non-manufacturing businesses. Morgan
Stanley's estimate of business' capital expenditure
planning for the next six months rose slightly in
July, after falling from an all-time high in March.
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FINRA Releases Report On The
Rise Of Regtech

INRA has released a white paper outlining
recent regulatory technology (RegTech)
developments within the securities industry
in the US and potential opportunities and
implications these technologies may have for
broker-dealers.
The report follows an indepth review conducted by
FINRA on the emergence
of RegTech tools within
the securities industry and
summarizes the study’s key
findings. Notably, FINRA
highlights five areas where industry participants
have most prominently leveraged RegTech
innovations: surveillance and monitoring,
customer identification and antimoney
laundering compliance, regulatory intelligence,
reporting and risk management and investor

risk assessment.
The paper goes on to identify key benefits
and risks including potential regulatory and
implementation implications for brokerdealer firms to consider as they explore and
adopt RegTech tools.
Potential benefits that
RegTech
innovations
may offer include better
risk management and
improved efficiency through
automation. FINRA also
outlines a number of
possible regulatory and implementation issues
for broker-dealers to consider as they explore
RegTech services.
The entire report is available at www.finra.org.
FINRA has requested comments and feedback
from interested parties by November 30, 2018.

Corruption Costs $2.6 Trillion or 5 Per Cent Of
Global GDP, Says UN Chief Antonio Guterres

T

he cost of corruption is at least USD 2.6
trillion, or five per cent of the global GDP,
UN Secretary-General Antonio Guterres has said
and urged the international community to work
effectively against money laundering, tax evasion
and illicit financial flows. According to the World
Bank, businesses and individuals pay more than
USD 1 trillion in bribes each year, the UN chief
said during a session on tackling corruption for the
sake of peace and international security citing the
World Economic Forum estimates.
US Ambassador to the UN Nikki Haley, holding
the Presidency of the Security Council, chaired a
council meeting on corruption and the undeniable
role it plays in leading to and exacerbating violence
and conflict. The US-organised thematic briefing

marked the first time the Security Council held a
meeting focused on corruption and its consequences
for conflict around the world. People globally
continue to express outrage over their corrupt
leaders, noting how deeply corruption is embedded
in societies.
Financial Planning Journal | 11
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Indian Insurance To Be $280 Billion
Industry By 2019-20: Assocham

he Indian insurance industry is expected to
grow to $280 billion by 2019-20, aided by
the Centre’s Ayushman Bharat health insurance
scheme, said industry chamber Assocham, citing
a joint study conducted with research firm APAS.
The study indicated insurance penetration in
the country to have reached 3.7 per cent in
2017, from 2.71 per cent in 2001, and that gross
premium had increased from Rs 3.2 lakh crore
($49 billion) in 2011-12 to reach Rs 5 lakh crore
($72 billion) in 2017-18.
“The Indian insurance industry is expected
to grow to $280 billion by FY2020 with the
government’s flagship Ayushman Bharat and
other growth drivers like rising disposable
incomes, presence of global players and easing of
the regulatory regime, helping penetration of the
insurance culture in the country,” the study said.
“The push by the government and the regulator

has helped increase the penetration of insurance,
as spread of schemes have also increased. Several
factors such as growing middle class, young
population and increasing awareness towards the
need for protection and retirement planning will
enable further growth,” it said.

National Pension System goes
subscriber-friendly with new PoP norms

I

n order to expand the reach of National Pension
System (NPS) and encourage independent
and effective distribution channels, PFRDA (the
pension fund regulator) has notified new norms for
Point of Presence (PoP). The new norms replace
the 2015 regulations.
The PoPs are the principal distributive points
for NPS and they will be responsible for receiving

12 | Financial Planning Journal

and processing all subscriber requests.
They will receive filled application
form along with Know Your Customer
(KYC) documentation and conduct
customer due diligence procedures as
required under the Prevention of Money
Laundering Act. They will also help
subscribers if they put in a request for
shift from one PoP to another PoP.
As on June 30, 2018 there are 2.20 crore NPS
subscribers with assets under management of
Rs. 2,46,313 crore. While the bulk of the subscribers
are central and state government employees, the
number of corporate and un-organised sector
subscribers is growing fast because of additional
tax breaks.
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Aadhaar Not Mandatory For Booking
International Parcel: Department Of Posts

T

he Department of Posts has clarified
that Adhaar is not the only document
of identity proof that needs to be produced
for important transactions like booking an
international parcel or for sending merchandise
overseas for safety and security reasons.
Moreover, all such documents, which could
include driving license or passport or voter
ID among other valid ID documents, are only
required for office records and won’t be pasted
on the consignments, the postal department
said in a release Monday.
Aadhaar, as per the prevailing rules, is not a
mandatory document to be produced at the time
of booking. It added that a copy of any ID proof,
which could include Aadhaar, is needed for
booking of international parcels or
merchandise for security purposes.

Postal Department To Set Up
Insurance Company In 2 Years

T

he Department of Posts is working to set
up insurance firm as a special business unit
after launching of a payments bank and the parcel
directorate. Prime Minister Narendra Modi
launched India Post Payments Bank (IPPB)

on September 1 that aims to take banking to
the doorstep of every citizen by arming three
lakh postmen and 'Grameen Dak Sewaks'
with digital aids to deliver financial services.
IPPB, which will be available through 650
branches and 3,250 access points immediately,
scaled to all 1.55 lakh post offices by December
2018, is like any other bank but with a smaller
scale of operations and without involving any
credit risk.
The freshly-minted payments bank will accept
deposits of up to Rs. 1 lakh, offer remittance
services, mobile payments/transfers/purchases
and other banking services like ATM/debit
cards, net banking and third-party fund transfers.
However, it cannot offer loans directly, or issue
credit cards.
Financial Planning Journal | 13
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Government Wants IBC As Its Main
Weapon Against Bad Loans

he government wants to deploy Insolvency
& Bankruptcy Code (IBC) as the main tool
for bank debt resolution and is not keen on the
use of asset reconstruction companies (ARCs)
and proposed asset management companies
(AMCs). While some of the banks have shown
their keenness in pursing the plan proposed by
a committee headed by PNB chairman Sunil
Mehta, which prepared Project Sashakt, a section
in the government believes that the move will
once again give discretionary powers to bankers,
something that the IBC has done away with.
Project Sashakt was seen as an alternate
mechanism to push through resolution of large
assets and improve recoveries for banks, which
have to deal with ARCs that offer low payouts.
The idea was to push through resolution during

180 days and with AMCs managing the assets
and banks as partners, the panel had hoped that
lenders would be able to realise better value.

SEBI Announces Changes In
TER Of Mutual Funds

S

ebi, in its board meeting on September 18, 2018,
announced changes in the total expense ratio
(TER) of mutual funds. It made the changes to
bring in transparency in appropriation of expenses,
and reducing mis-selling and churning.
In a press release, SEBI said, “All commission
and expenses, etc. shall necessarily be paid from

14 | Financial Planning Journal

the scheme only and not from the AMC/
Associate/Sponsor/Trustee, or any other
route. Further, the mutual fund industry must
adopt the full trail model of commission in
all schemes without payment of any upfront
commission or upfronting of any trail
commission. A carve out has been provided for
upfronting of trail commission in case of SIPs
subject to fulfillment of certain conditions.”
On TER structure, SEBI has introduced
fresh AUM slabs and given a roadmap to fund
houses on how they can make changes to their TER
based on asset size of the scheme. While the market
regulator has capped TER at 2.25% in equity
funds and 2% in other than equity funds, SEBI
has followed economies of scale to reduce TER
systematically.
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ETFs and their Suitability in Portfolios

ETFs are exchange traded funds i.e. they are bought
by the investor, unlike mutual funds which were
sold to the investor, till the introduction of direct
schemes. ETFs came to India in 2001 and have grown
exponentially in the last three years.
Renu Maheshwari, CFPCM

16 | Financial Planning Journal
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T

he active funds generally have an expense ratio
of 1.5% to 2.5%, which is relatively higher than
ETF expense ratio of .07% to 1%. This has made
it an attractive tool to take exposure to the equity
market. As the markets become more efficient, it
becomes increasingly difficult for the fund managers
of active funds to create alpha and justify the extra
expense. Tracking a broad-based index gives similar
results with minor tracking errors. Internationally
the share of ETFs has been steadily increasing.

Cover Story
Indian saver has just caught on to the idea of
mutual funds after a secular bull run and aggressive
selling of SIPs to investors. ETF has some way
to go till it becomes a tool of the masses for
getting an exposure to equity market. ETFs in
India rose exponentially over last few years. As
per one report by Bloomberg Intelligence, India’s
ETF market has doubled from $1.9 billion to
$ 4 billion in the last 3 years. One third of this
unprecedented growth though can be attributed

ETF Market share percentage of total net assets of global open-ended funds (data collected in 2017)
With approximately 3.4 trillion US dollars in 2017,
ETFs in USA have seen continuous growth. It has
become a popular tool to take exposure to equity
market for pension funds and retail investors alike.

to CPSE ETF. The entry of pension funds and
other institutional investors gave a boost to ETFs
in India, retail investor though still has not caught
up to the idea.

Financial Planning Journal | 17
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Figure: Growth in assets under ETF management in last three years
(Source: Live mint)
The above data clearly shows that ETFs are catching
up across the globe at the retail investor level. It
should be just a matter of time when the Indian retail
investor starts looking at it as the primary tool to get
exposure to the market. RIAs world over deal with
ETFs for their retail clients, as they are supposed
to work in fiduciary capacity on the client’s side.
Presence of direct option of index mutual funds is a
differentiating factor. Hence, the international data
will have to be adjusted to the realities of the Indian
market.
In a country where mutual fund SIPs are
understood as risk free products, ETFs are an alien
concept. In my interactions with end users, I find
that the understanding of risk-return profile of this
product is missing. At the one end of spectrum are
the investors who assume it to be a safe product
and on the other side is the end user who looks at
it as an undecipherable complex product not to be
touched. For investors to lap up a commission free
product, its risk return profile should be interpreted
accurately.
For the industry to grow, investors need to be
educated about the risk and rewards associated with
ETFs. The advisors / intermediaries need to take
proactive steps to add this product to the client’s
portfolio.
18 | Financial Planning Journal

WHAT IS THE RIGHT TIME TO START
ADDING ETFs TO A PORTFOLIO?
The answer could be when they either prove to be
a product superior to existing alternatives or serve a
purpose not served by any other instrument. ETFs
are exchange traded funds and their comparison
can be done with mutual funds. The superiority
can be measured in terms of risk, return, costs and
convenience of transactions.
In common parlance ETFs are synonymous
with passive investment. But there are actively
managed ETFs in USA and other parts of the
developed world. The classification for those
markets will be different from Indian market. It will
be - mutual funds sold by distributors and ETFs

Figure: Classification based on distribution style
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the same level of risk as the underlying index and
the ETF.
The ETFs are traded on stock exchanges and
hence can result in better price discovery like
any stock price. This technically makes it a
superior product. But it can also add to higher price
volatility.

Figure: Classification based on investment style

2. RETURN
Investors bear the risk of volatility in equity market
to gain higher returns. Return on ETF will be always
compared with the return in direct option of similar
mutual fund scheme in India. The following chart
depicts how the ETFs have fared in comparison to
mutual fund schemes.

bought and sold on electronic
exchange with lower cost of
distribution.
Presently the ETF space in India
is occupied with index ETFs. The
index ETFs are comparable with
direct mutual funds.
Any product’s suitability for a
portfolio is decided on four factors:
1. Risk
2. Return
3. Liquidity
4. Convenience of operation

Figure: Return on ETFs as compared to return on large cap funds

1. RISK
All market investments have inherent market risk.
Mutual funds and ETFs have similar degree of
market risk associated with them.
The index ETFs are marketed as passive
investments. Passive investment bears only market
risk and not company or business specific risk.
This makes index ETFs less risky than the actively
managed funds. An index mutual fund scheme has

The trend shows that although the mutual fund
schemes have outperformed the index (and in
turn the index ETF) in the past, the gap has been
decreasing gradually.
Final return on an investment is a function of
multiple factors:
a. Return on the investment:
Return on index ETF will be the return on the
market / index. Index ETFs are a product for
passive investment i.e without the interference of
a fund manager. Passive investment gives higher
returns when:
Financial Planning Journal | 19
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i. The markets are efficient
First ETF – NIFTY BeES came to India in 2001.
The markets were far from efficient and an alpha in
the range of 4% by the fund managers was the norm.
Over time the markets have become more efficient,
resulting in a better price discovery thus reducing the
alphas gradually. In the last few years, we are seeing
declining alpha in large cap space. With TRI, the
residual alpha in large caps is disappearing. Hence a
low-cost passive index gives better returns.

secular bull run in mid cap and small cap of 20162017 is a good example. See the figures below from
one of my client’s portfolio:

With re-categorization of schemes by SEBI, the
alpha visible in few funds will also disappear. In such
a scenario, advisor will not be able to justify the high
cost of investment.

b. Tax treatment and associated costs:
ETFs and mutual funds are treated in the same
manner with respect to capital gains tax in India.
ETF does attract STT in the hands of the investor.

None of the mid cap and small-cap schemes
could beat the index during that phase. Though it
is also true that mid-cap and small cap cannot have
secular bull rallies for long. During the non-secular
rallies, Indian markets still offer enough opportunities
to create alpha in small-cap and mid-cap space.

Figure Scenario changing in favour of passive investment in large cap space

The table below is a proof of disappearing alphas in
actively managed large cap funds.
ii. During secular bull run
During a secular bull run period, the overall index
usually does better than actively managed fund. The
20 | Financial Planning Journal

c. Costs associated with the product:
ETFs do not have exit load. ETFs do not have
commissions / brokerages built into the cost of the
unit. The expense ratio of ETFs ranges from 0.07 %
to 0.14%. ETF transactions attract STT on sale of
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units which can be 0.125% of the value.
Direct mutual funds do not have the distribution
DSPBR Equal Nifty 50 fund
HDFC Index Nifty 50 fund
ICICI Nifty Next 50 Index fund
SBI Nifty Index fund

Direct MF
0.5%
0.1%
0.44%
0.29%

Figure Expense ratio of direct mutual funds (Source:
Money Control)

costs either. Fund management charges of direct
index mutual fund can range from 0.1% to
0.5%. Most of the equity mutual funds come
with an exit load which is not applicable in the
case of ETFs.
The additional cost associated with ETFs is
the Demat charge and STT. There is an annual
maintenance cost of about Rs. 500 in most demat
accounts and additionally 0.5 to 1 per cent,
depending on the amount of transaction. Few
Financial Planning Journal | 21
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The pension funds entry to equity market through
ETFs will provide increased liquidity to the small
investor.
4. CONVENIENCE:
ETFs are supposed to be easy to transact, by way
of buying on stock exchange without having to fill
forms etc. Unfortunately, in Indian environment, it
is more cumbersome to invest in ETFs than direct
mutual funds.
SIP and STP are very useful options in mutual funds.
discount brokerages also offer fixed or no charges at While SIP has made regular small investments
all for trading. But ETFs do not have any exit load, possible, STPs have enabled the investor to gradually
move the money into the market without hassle.
thus giving more freedom to buy and sell.
Although they can be bought on stock exchange,
there is no such option available for the ETF investor.
3. LIQUIDITY:
The difference between mutual funds and
ETFs is that while mutual fund schemes are When will the advisor start recommending ETFs
redeemed by the AMC, ETFs are portfolios that are as part of portfolio?
traded on the stock exchange. The prices can have World over ETFs are offered by advisors working on
intra day variations just like stocks and theoretically client side. Fee only RIA’s who work on the buy side
they have more liquidity and better price discovery. of industry usually lap up the low-cost product. In
India, RIA practice did not pick up the way Regulator
And this attribute also implies that liquidity of expected it to. Five years down the road, RIA license
an ETF is a function of not only the liquidity of holders are still few. Of these the fee only - advisor
underlying stocks but also the tradability of that is a miniscule number. With the option of direct
portfolio. Liquidity in ETFs is a function of volume. index funds and more convenience even the buy side
As per AMFI data the total share in the industry is advisors have not taken up ETFs in big way. With
merely around 0.3%. In Indian environment liquidity no one to take the product to the masses, ETFs may
of ETFs is a factor to be considered while investing have a long way to go. In a product centric market
in them. The market makers are responsible for there is usually no incentive for the intermediary to
providing liquidity but that happens in market lot offer ETFs to the investor. Till such time that the
sizes. The odd lots may not have easy liquidity till the ‘buy side’ advisory picks up the intermediary will not
actively recommend ETFs.
volumes pick up.
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The ‘buy side advisors’ also face operational
difficulty in transactions and tracking the portfolio.
‘Buy side’ advisory takes care of client’s transactions
and operational issues too. With no platform
offering proposer / approver facility, the advisor
must depend on the client for transaction, which
makes the process operationally challenging.
And when the ETF is added to the portfolio,
do not do it blindly. Do the homework in picking
the ETF. Take the following factors into
consideration:
1. Place of ETF in the portfolio. Do not forget
the basic asset allocation. Avoid duplication of
similar products.
2. 
Total expense ratio as compared with the
direct mutual fund. The expense ratio of direct

mutual fund is an all-inclusive cost. ETF will
have additional STT and demat related expenses
too.
3. 
Volumes of the ETF because it decides the
liquidity.
The world over ETFs are favoured by pension funds
for long term investment and ‘Buy side advisor’. In
India, the pension funs have started moving in but
it will take some time for the advisors to actively
consider this option. Operational inconveniences
coupled with the absence of buy side advisors
has not helped the situation either. Direct schemes
of index funds can give similar return experience
with similar cost and more convenience. ETFs have
some way to go till they become as popular as the
mutual funds.
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Passive & Semi-Active Investing:
A primer for Financial Advisers

There are several approaches to managing equity
portion of the portfolio. These include passive
management, active management and semi-active
management.

Rajendra Kalur, CFA, CFPCM
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Passive Equity Investing: The first indexed
portfolio was created by Wells Fargo way back
in 1971 for a pension fund. In 1976 Wells Fargo
developed a fund using capitalisation weighted
S&P500 index as a template. Within a decade
Wells Fargo had developed index funds that gave
investors a fund that could track companies outside
of S&P 500 as well.
For retail investors, Vanguard launched an index
fund in 1975. Indexing has now taken firm roots
globally and assets exceed over US $1 Trillion and
indexed portfolio is regarded as the core part of
investor’s equity holding.
Much of the success of index investing is owed to
people like Burton Malkiel, who in his book ‘A
Random Walk Down Wall Street’ wrote, “…..What
we need is a no-load, minimum management fee
mutual fund that simply buys the hundreds of stocks
making up the broad stock-market averages and
does no trading from security to security to catch
up with winner”. There were other economists who
advocated index investing as well including Paul
Samuelson, Charles Ellis and William Sharpe.
Ellis said that the growing institutional share of
equity markets left very little room for the fund
managers to outperform the market. William
Sharpe in his masterly article in “The Arithmetic
of Active Management” cogently argues that an
average investor would find it extremely difficult to
beat the market for these two reasons:
1. Before costs, the return of actively managed fund
would equal return on passively managed fund
2. After expenses, the return of actively managed
fund will be less than the return on an average
passively managed fund.
The advantages of index investing across a range of
equity market segments are manifold, as given below:
1. The relatively high informational efficiency of
large-cap equity segment reduces the probability
for active managers to outperform.
2. 
In case of less efficient smaller- or mid-cap

Cover Story
markets, while the opportunity for active
managers to outperform could be there, it is
offset by large transaction costs.
3. In unfamiliar markets, Indexing is the preferred
choice so as to eliminate the informational
disadvantage.
There are three distinct ways in which an investor
can participate in a passive investment vehicle. One
can choose between (a) investment in an index
fund or a portfolio, (b) a long position in cash and
a long position in futures on the underlying index,
or (c) a long position in cash plus a long position in
index swap.
There are three most common ways in which
indexed portfolios are available to investors.
They are:
1. Traditional Index Mutual Funds
2. 
ETFs or Exchange Traded Funds based on
benchmark indexed portfolios, and
3. Pooled accounts designed to track a benchmark
index
The key difference between traditional index
funds and ETFs is that while investors in index
funds buy or sell with the fund at a Net Asset Value
(NAV) the ETFs are bought and sold in public
stock exchanges and prices are determined on real
time basis.
Here, the key parameter that differentiates an index
fund from one another is the tracking risk. Fund
managers try to minimize the tracking risk and
while trying to do that, sometimes, come under
scrutiny for failure to implement changes in the
index composition.
Fund managers attempt full replication of index
in cases where the number of stocks and costs of
full replication are reasonable. Full replication
signifies that all stocks in the index are represented
in the portfolio in the same weight in the fund.
If the complexity of index composition is high
then the fund manager may use optimization or
stratified sampling.
Financial Planning Journal | 25
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Full replication results in minimal tracking risk and, Semi-active investing, commonly known as enhanced
index investing, is designed for investors wanting to
if value-weighted, it is self re-balancing.
outperform the benchmark while carefully managing
The return on a full replication index fund is lower than the portfolio risk. Although the tracking risk is higher
in this case, the portfolio manager believes that the
the index return by an amount equal to the sum of:
incremental returns more than compensate for the
1. Fund administration costs
2. Transaction costs for adjustments in portfolio to increase in risk. Semi-active investing strategies can
be either synthetic (derivative based) or stock based.
reflect changes in index
3. Transaction costs of inflows and outflows
4. In an upward trending market, performance-drag Another variant of enhanced index strategy is called
smart beta. Smart beta developed around the time of
from cash positions
the collapse of the tech-bubble in 2000 - 2002 period.
Optimisation is a mathematical approach to index This period led to several institutional investors
to incur massive losses in their portfolio. Some of
fund construction and involves the use of:
them later were convinced that if the individual
a. Multi-factor risk model against which the security weightings were divorced from the index
risk exposures of index and individual stocks are cap weightings it could have led to improvement in
portfolio performance (Arnott, Hsu & Moore, 2005).
measured, and
b. An objective function that specifies the proportion
in which securities are to be held to minimize It was not long after that smart beta strategies were
introduced mostly through ETFs. However, Smart
tracking risk.
beta strategies do not fit into a homogenous category
As is evident, optimization comes with a lot of since some strategies are based on single factor while
drawbacks as an approach to index funds. First, others are based on multi factor. In each of these
no risk model is perfect and it is almost impossible cases the strategy deviates in some respect from the
to construct a model that exactly captures risk market-cap weighted category of the benchmark.
associated with a security over a period of time.
Then there is also a problem of over fitting the data. Enhanced index strategies generate alpha by
Optimisation requires frequent trading to keep the identifying stocks that will either outperform
risk characteristics of individual securities consistent or underperform the underlying index. Risk is
with the index, even in the absence of index changes controlled by limiting the degree of overweight or
underweight and the portfolio’s exposure to factor
or dividend flows.
risks as well as sector concentration limits.
Currently the flows in passive funds far exceed the
flows in active funds as can be seen in the chart below: The key difference between an active strategy and
enhanced index is that in an active strategy the fund
manager will not invest in a stock if it does not hold
his/her conviction. However, in case of an enhanced
index the frame of reference is the index and it’s only
the weightings that can vary.

Source: Article by John Sepak, Money Week (October 5, 2018)
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One reason why enhanced index strategies are
gaining popularity can be understood through
the Fundamental Law of Active Management as
developed by Grinold & Kahn. The Fundamental Law
of Active Management states that IR=IC√Breadth.
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What this means is that the Information Ratio industry & the increasing allocation to passive funds
(IR) is approximately equal to the product of the by institutions have ensured that the passive funds
Information Coefficient (IC) and the square root of are here to stay despite the obvious shortcomings.
the investment discipline breadth.
Semi-active investing also called factor based or
The Semi-active investment strategy is not without enhanced index investing gets increased allocation
due to the controlled risk environment under which
limitations and some of them are:
alpha is sought to be generated.
1. A technique which generates Alpha can become
This doesn’t take away from the fact that skilled
obsolete as others may try to replicate it
2. Quantitative techniques derived from past data investors do exist. However, for skilled investors
to outperform the index takes not just a lot of skill
may not hold true in future
3. Markets are dynamic and may not mirror the past but patience and the ability to endure pain for a
prolonged period as this illustration shows:
performance
4. 
Mathematical models may not hold true in
extreme conditions
ILLUSTRATING FUNDAMENTAL LAW OF
ACTIVE MANAGEMENT:
A financial adviser is evaluating two fund managers:
A & B. Manager A follows 400 stocks and the IC
for each of the stock is 0.04. Manager B follows 100
stocks and the IC is 0.06. Based on only this piece of
information which of the fund manager should the
adviser select?
Source: Wes Gray (Alpha Architect)
This article is prepared by the author in his personal
capacity and the views expressed are those of the author
alone and do not necessarily reflect the positions of either
the TrustPlutus Wealth Managers (India) Private
So based on this information, the Financial Adviser Limited and TrustPlutus Family Office & Investment
Advisers (India) Private Limited, nor their policies
will select Manager A.
and practices. Although the author has taken every care
So are Passive & semi-Active investing here to stay? to ensure that the information contained in this article
is true and correct at the time of publication neither the
The increasing regulatory curbs on active investing, author, nor TrustPlutus make any representation or
the sub-optimal performance of expensive hedge warranty with respect to the accuracy or completeness
funds, technology shaping the asset management of this article.
Using Fundamental Law of Active Management,
Manager A’s IR=0.04*√400 = 0.8
Manager B’s IR=0.06*√100 = 0.6
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ETFs: Some Guiding Concepts

Taresh Bhatia, CFPCM

28 | Financial Planning Journal

First created in the year 1993, an ETF or Exchange
Traded Fund is part of growing popularity of an
investment fund which is "traded" on stock exchange
only. An ETF is a marketable security that tracks
an index, a commodity, bonds, or a basket of assets.
They are index funds that are listed and traded on
exchanges just like stocks. ETFs are a basket of stocks
that imitate the composition of an index like Sensex,
Nifty. Imagine that you are buying and selling mutual
funds in real time at a price that fluctuates throughout
the day.
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HOW DO ETFs WORK?
ETFs are mutual funds which can be bought or
sold only on a stock exchange, each day. Their
attraction lies in their low cost of operation (lower
transaction cost as well as management cost) and
tax optimisation too.
The market price of an exchange-traded fund is the
price at which shares in the ETFs can be bought or
sold on the exchanges during the trading hours. Its
NAV represents the value of each share's portion of
the fund's underlying assets and cash at the end of
the trading day.
ETFs are, in effect, passive funds wherein the fund
manager does not select stocks to be invested into,
on your behalf. However, it tries to imitate an
index and hence attempts to copy its performance
also. Services of fund managers are therefore not
fully utilised all the time, thus saving cost. That
might also lead to the avoidance of poor selection
of stocks by a fund manager, while having a broad
diversification also.
Most of the ETFs imitate an index - like a stock index
or a bond index. ETFs don't try to outperform their
corresponding index but try to be the market! The
trading value of an ETFs shall be linked to the net
asset value of the underlying stocks that an ETFs is
mirroring.
Some prevalent ETF types in the Indian Markets
• Equity ETFs
• Debt ETFs
• Commodity ETFs
• Overseas Equity index.
• Thematic like shariah ETFs, Gold ETFs.

WHY SHOULD ONE CONSIDER
INVESTING IN ETFs
Across the world, ETFs have been positioned ahead
of active mutual funds primarily due to their low
cost, flexibility and simple structure. One of the
most significant advantages of ETFs is that they
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trade like stocks. But every time, you buy or sell an
ETFs, you pay a commission. Hence, it is essential
to understand the trading fees compared to mutual
funds. Also, ETFs have higher daily liquidity and
lower fees than any mutual fund schemes, thus
making them an excellent alternative for retail
investors. However, as they contain more than one
underlying position, they are affected by volatility.
ADVANTAGES OF INVESTING IN ETFs
• They have better trading flexibility which makes
them a smart investment option for all kind of
investors.
• The average cost of buying an ETF is low. Their
expense ratio is also low compared to mutual
funds and can thus provide larger benefit to high
ticket buyers over a more extended period.
• Transparency is due to their ability to enable
arbitrageurs to take up opportunistic trades, thus
keeping the ETF unit prices close or adequately
aligned to the portfolio's NAV. This kind of
transparency can help investors to understand the
underlying risk involved on a daily basis.
• Due to low transaction cost, ETFs could be better
suggested for large investors who are investing
in lumpsum money or for those who are active
traders.
• As they are designed to be created and redeemed
in kind, ETF shareholders do not have any specific
tax events like capital gains. However, when ETF
redeem stock/shares in-kind transfers, they may
be shedding out shares on low cost or retain shares
on high-cost basis. This, in turn, reduces capital
gains which remain in the ETF.
• ETFs get their liquidity from the trading of the
units in the secondary markets. The liquidity of
the ETF is in fact the liquidity of those underlying
assets. So, if those particular shares are liquid in
the market, the ETF is having liquidity.
• ETFs provide an entire range of diversified
portfolio with the simplicity of being able to trade
in stocks at the same time.
• ETFs prove to be a cost-effective and suitable
method of diversification. A broad array of the
equity market is available for investors in ETF.
Financial Planning Journal | 29
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This opportunity offers a range of spectrum in
terms of size and style.
• Being traded on stock exchange, buying/redeeming
through a stockbroker via demat account makes it
convenient.
• While being cost-effective, the investor gets an
opportunity to participate in the equity or bond
market with smaller amounts also.
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needs to have a demat account to invest in an ETF.
However, in an index fund, you don't need a demat
account and can buy or sell its units directly from
the mutual fund.

HOW TO GET STARTED WITH AN ETF
First-time investors should start with those ETFs
which are tracking indices like Nifty 50 index. ETF
can be bought on the exchange or directly from the
fund. The fund creates or redeems units only in
DIFFERENCE BETWEEN ETF AND
those specific predefined lot sizes in exchanges for
INDEX FUND
• ETF is priced to the market throughout the trading a predefined underlying portfolio basket. This is
day. This could mean that they could be bought or called as "creation unit".
sold easily if required. Meanwhile, index fund is
priced at the close of the trading day based on the An investor can otherwise follow the cash
subscription method wherein they pay directly to
NAV of the underlying securities.
• ETF is available only on the stock exchanges. One the fund for purchasing.
Snapshot of ETF performance in the last five years in India.

Source : Ifast Financial India Pvt. Ltd.

Taresh Bhatia, CFPCM is the Partner, Founder and the Chief Financial Planner at Advantage Financial
Planners LLP-a Fee-only Financial Planning firm, registered with SEBI as “Investment Advisor” (RIA). He
can be reached at taresh@advantagefp.in
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The rise of ETFs &
Passive Investments
Gauri Sekaria, FRM (GARP, USA)
Biharilal Deora, CFA, CFPCM

S

ince their debut, Exchange Traded Funds (ETFs)
and passive investments have seen a tremendous
growth globally. They continue to capture a bigger
market share every year as their popularity grows.
Today, the ETF industry commands over US$5
trillion in assets globally, growing at an average
annual rate of about 20% since the financial crisis
of 2008.
There are more than 7,200 ETFs worldwide trading
on 60 Exchanges with more than 25% of total ETFs
in the US alone. The top 15 most traded ETFs in
the US account for more than 50% of total ETF
trading volume and their liquidity is such that they
attract the world’s biggest foreign institutions. In
fact, the traded value of ETFs in the US each year is
approximately US$20 trillion, more than the entire
GDP of the US which is approximately US$18.4
32 | Financial Planning Journal

trillion (Source: Bloomberg Markets: Everything You
Need to Know About ETFs Right Now: Intelligence
by Eric Balchunas).
While ETFs account for a 13% market share in
the US, they still have a lower penetration rate
in Europe and other global markets. However,
increasing focus on cost transparency and changes
in regulatory framework and market structure will
further fuel the growth in the market for index
tracking products. PwC in its report titled “ETFs –
A Roadmap to Growth” expects assets in passively
managed funds to exceed US$7 trillion by 2021
Index Funds and ETFs can be viewed as the
Netflix or Uber of the asset management industry,
disrupting and redefining investment management
through low cost innovative products.
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Index Funds are just like any other mutual fund
in terms of structure, except that they seek to
provide returns in line with the underlying index
they track. Units of an index fund are issued at
closing NAV. An ETF on the other hand can be
viewed as an index fund that trades on an Exchange
just like a stock! Units of an ETF can be bought
and sold throughout the day on the stock exchange.
It is a marketable security that tracks an index,
a commodity, bonds or a basket of assets like an
index fund.
In India, the first ETF – Nifty BeES, was launched
in 2001 by Benchmark Asset Management
Company. While the response to onshore ETFs
in India was initially relatively muted, as compared
to traditional Mutual Funds, passive investments
were popularised by the success of Gold
ETFs and subsequently through Government
of India’s disinvestment program through the
ETF route. The phenomenal participation
that these funds have received has definitely
created a buzz around passive investing in India.
This has had an overall positive impact in terms
of enhanced awareness about passive investments
with ETFs and index funds having found favour
from institutions.
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The passive industry in India has grown
phenomenally over the past decade from Rs.8,900
crores in 2008 to over Rs.1 lakh crore in August
2018 (Source: MFIE). However, it still accounts
for a small fraction of Rs.25 lakh crore Indian
mutual fund assets as active fund management has
a much longer history and natural appeal due to its
potential to outperform the benchmark in India.
Although the mutual fund industry has registered a
rapid growth in assets over the last decade, India has
one of the lowest mutual fund investments to GDP
ratios at 11%, signifying an untapped opportunity
for further growth in the mutual fund industry. The
average Mutual Fund assets globally as a percentage
of GDP are in the range 15% whereas in peer Asian
economies like Thailand, Korea and Malaysia, this
ratio is between 25% and 30%. In the US the MF
assets to GDP ratio is more than 100%, and in Hong
Kong and Singapore this exceeds 400%. (Source:
World Bank - Non banking financial database)
In recent times, there is more focus on increasing
penetration of the mutual fund industry. Growth
of digital technology has also helped fund houses
to enhance their distribution reach. Permitting
payment banks to sell third-party MF products
through their platforms has further revolutionized

Global ETP Assets

Source: BlackRock Global ETP Landscape, Aug 2018
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Growth of Indian ETF Industry

that grow in line with the broader market, while a
satellite portfolio can be intensively managed to
Mutual fund regulator SEBI has also been pushing generate Alpha. This can be easily achieved with
for increased transparency, focus on lowering a core allocation to low cost products like ETFs
expense ratios and deepening mutual fund product that have become building blocks for today’s more
offerings. Scheme re-categorization, which has come dynamic, diverse portfolios providing access to a
into effect since April 2018, and a move to report range of asset classes and global markets. Since they
Price Returns Index from hitherto Total Returns trade just like stocks, ETFs give investors the ability
Index, for benchmarking performance are some to adjust their portfolios nimbly and efficiently as
of the changes that will augur well for the passive markets shift. A satellite exposure to equity can be
segment. Additionally, ETFs and Index funds are taken through investments in either direct stocks or
expected to get a further boost with SEBI’s focus actively managed funds.
on advisory models and driving the growth of direct
While the debate on whether Active managers have
plans to increase retail participation.
the potential to outperform Passive will continue
Any investor looking to access the markets at a from a global context, what Indian investors really
reasonably low cost can consider investing in ETFs need is a blend of both. There is a need for adopting
and Index Funds as part of his or her overall asset both styles through a “Core & Satellite” approach to
allocation. Investors may expect better risk-adjusted portfolio management in order to mitigate the risk
returns by having a core portfolio of passive funds of underperformance.
the reach and efficiency of mutual fund industry.
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Fixed Income ETFs –
An Opportunity For Investors

Jitendra Solanki, CFPCM

Mutual Fund industry is witnessing a stupendous
growth. ETFs are expected to emerge as one of the
drivers of this journey. The way government went for
divestment through ETFs, and the manner in which
EPFO is investing, there is no second thought that
ETFs are being promoted as a low cost investment
option for retail investors. Add to it the SEBI recategorization of mutual funds and it might be just
the right time for ETFs growth in India.
Looking at numbers all this growth is currently
focused towards Equity ETFs. The EPFO has already
invested more than Rs. 45,000 crore in Equity ETFs.
With 500 more private PF trust coming under EPFO,
it is expected that more money can flow in Equity
ETFs. This means equity markets will continue with
its inflows. What about debt? Though it’s a difficult
market to understand the opportunities are as good
as equities. Any advisor who has been recommending
debt mutual funds to its investors will understand
the window of opportunities it provides.
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FIXED INCOME ETFs - US SCENARIO
Globally, more than equity ETFs fixed income ETFs
have been attracting inflows from investors. The
asset under management of Bond ETFs has grown
more than US $800 billion globally as put by Black
Rock Inc. U.S. The US bond ETFs, which are more
than 300 in numbers, have grown to more than
US $600 billion in last 10 years. Today, the growth
rate of bond ETFs is higher than Equity ETF’s. This
means that fixed income ETFs are witnessing a much
higher interest from investors. One of the reasons
for this is the depth and wide variety of categories
available within the bond market.
The US has largest asset base of ETFs including fixed
income ETFs. The largest bond ETFs in the world
originate from this country. Below are the top five
ETFs as per their asset base measured in US $MM.
AGG

iShares Core U.S. Aggregate
Bond ETF

Bond $56,130.87

BND

Vanguard Total Bond Market ETF

Bond $36,093.49

LQD

iShares iBoxx $ Investment
Grade Corporate Bond ETF

Bond $34,542.17

BSV

Vanguard Short-Term Bond ETF

Bond $25,561.58

TIP

iShares TIPS Bond ETF

Bond $24,193.32

Source:www.etf.com
In the US, there are four types of bond ETF’s:
• S overeign ETFs which track government securities,
• Corporate ETFs which track bonds issued by
companies,
• Municipals ETFs which track bond issued by local
US municipalities, and
• Broad market ETFs, where mix of all type of
bonds will be the underlying investments.
These are very broad categories. Within each of
these categories there are a number of different
ETFs available which actually create a much
larger fixed income space. For example, within
Government Securities there is US Treasury ETF,
Treasury Inflation Protected Securities (TIPS)
ETFs, Mortgage Based Securities (MBS) ETFs
and International Bond ETFs. Similar to this,
there are number of ETFs within other broad
categories. Beyond these categories there are also
some sophisticated ETFs like Money Market

Alternatives, Leverage ETFs and actively Managed
Tactical Bond ETFs. With such a wide spectrum
within fixed income space the opportunities for
investors are immense.
HOW A FIXED INCOME ETF WORKS
Fixed Income ETFs have quite a good difference
from the way equity mutual funds work. Though
structural similarities are there, the underline
investments are of different nature. And so, it’s
wiser to understand how a bond ETF generates
income for investors.
Fixed incomes ETFs are special type of mutual
funds where the underline index is a specific bond
market index. This index is created by a financial
institution that tracks the overall bond market or
can be a specific sector or based on specific strategy
such as bond maturity. The Bond ETFs track
these indexes.
In general any fixed income instrument has 2
components – Capital and Interest. The capital
invested is returned at maturity while interest
is paid periodically. When you invest in a bond
what you earn is interest income. Contrary to this,
any security listed on stock exchange will have
capital gains income. So an ETF has capital gains
earning for investors. In stocks ETFs that’s the only
income ETF earns for the investors. But In a fixed
income ETF there is both interest income and the
capital gains. Both these component is distributed
to the investors in form of monthly dividends. Thus
bond ETFs provides a fixed income to investor
which is based on the coupon rates of these bonds.
Additionally these ETFs can offer annual dividend
to investors.
There is one more characteristic of bond ETFs. A
bond will always have a fixed maturity period. But
ETFs don’t have that since they are traded on stock
exchange. This means every day there is some bond
which will be sold and some bond which will be
bought. Thus for bond ETFs there is no maturity
period and that what’s make them special for a fixed
income investor.
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RISK FACTOR IN BOND ETFs
Bonds, with a fixed interest, are considered to be
primarily a safe instrument. The reason is you earn
a periodic interest and also receive your principal on
maturity. Not to forget that interest rate risk, default
risk, marker risk etc. are the risks associated with fixed
income investing. What about bond ETFs? They do
not guarantee any safety of principal because they are
traded on stock exchange and the prices vary on daily
basis. The other factor is that bond ETFs give a fixed
income which means that any change in interest rate
will not have any impact on your earnings from the
bond. But you may stand to gain or lose from the
interest rate movement.
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has already begun to create a Bond ETF Market in
India. Not only this, in Budget 2018, for the retail
investor government has announced a CPSE Debt
ETF based on central PSU Bonds. The details are
being worked out and will take time to implement.

EXPENSE RATIO
One of the benefits of Exchange Traded Funds is
the low cost when compared to actively managed
funds. This expense ratio is dependent on many
factors. Considering the fact that there are not
many ETFs in the fixed income space, and also the
low interest scenario, it is difficult to judge at this
moment. Reliance Liquid BeES ETF has an expense
ratio of 0.65% which may be considered high when
So, if the interest rate rises then you won’t benefit we compare only numbers. Also the fund does not
from it, but if it falls you may be affected since you are allow investment below Rs. 1 lakh. Reliance Gilt
earning fixed income. Since the ETF prices are based ETF expense ratio is 0.04%.
on the underlying bonds, they get impacted by the
risk factors inherent to these bonds. So, interest rate SHOULD ADVISOR RECOMMEND
risk, default risk, prepayment risk, market risk and all Indian debt market is yet not deep enough to bring
other risks which these underlying bonds carry, will large number of ETFs and so we have a long journey
be applicable to the bond ETF. Occurrence of any of ahead. But ETFs will be hard to miss in future. Fixed
these risks, to the underlying bonds will impact the income ETFs will present a wonderful opportunity
price of ETFs. Thus, in fixed income ETFs there are to the investors as they provide four major benefits
risks associated with investment which need to be to the investors:
known before making a decision to invest.
1. Varied exposure to different segments of bond
markets which is not viable when we invest
FIXED INCOME ETF IN INDIA
directly in bonds. One can choose to invest within
India has a good list of ETFs now. But most ETFs
these ETFs based on personal objectives.
are equity based. We have not done much progress 2. Low management fee - Bond ETFs will bring this
on fixed income ETFs.
advantage to the investors, which is a major factor
for investing in fixed income mutual funds.
The oldest debt ETF in India is Reliance Liquid 3. Transparency.
BeES. This ETF was launched initially by benchmark 4. Better tax efficiency for fixed income investors
mutual fund and subsequently acquired by Goldman
leading to better returns.
Sach and then Reliance. This fund tracks NIFTY 1
Day Rate Index (Index based on CBLO Overnight Apart from this, bond ETFs have large implications for
rates). Then, we have 2 ETFs in gilt funds from the markets. ETFs will provide easy access to investors
Reliance and SBI which are 2 years old. These ETFs who cannot trade in those underline bonds. Also, bond
track long term government securities. Apart from ETFs will provide liquidity and a fixed regular income
this, we have some development in fixed income to investors even though bonds may have a different
market which will lay the foundation of more ETFs frequency and some of them may run with liquidity
in the future. In 2017 India listed its first ever bond issue. We do not have them in numbers today but the
index on the London Stock Exchange opening up way it’s being pushed by the government emergence
debt market to the rest of the world. The process of fixed income ETFs is bound to happen.
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Derivative Strategies :

Hedging with Futures and Hedging with Options

Sarang Tembe, CFPCM

After stellar performance in 2017, equity markets
have been on roller coaster ride since beginning of
2018! India being no exception! Starting off on high
note, NIFTY crossed the magic number of 11,000 in
the month of Jan, tanked below 10,000 in the month
of Mar and now back-up and ready to conquer the
high of 2018! That’s over 2,000 points move in a
span of 7 months!
And this looks far from over given high crude
prices, volatile currency, US imposed trade war,
Fed rate hikes so on and so forth. Domestic
factors like inflation, RBI policy, state elections
which includes major states like Rajasthan and
Madhya Pradesh will also keep market participants
on the edge!
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hile investing in asset class like Equity one
should be cognizant of such global and
local factors which add volatility to Equity returns.
Volatility leads to uncertainty around the realized
gains v/s the notional gains at times even ending
up with realized losses! One can deal with this
uncertainty with the help of financial derivatives by
protecting from the anticipated losses.
Financial Derivative is an instrument derived from/
linked to some underlying asset class like Equity,
Equity Index, Forex, Interest rates or Commodities.
These instruments primarily comprise of Forward,
Future, Swaps & Options.
One of the key functions of financial derivative
instrument is Hedging! The dictionary meaning
of term ‘hedge’ is – ‘to protect oneself against loss
on (a bet or investment) by making balancing or
compensating transactions’. So futures and options
help participants in financial markets to protect
against the loss which they may suffer on their
existing portfolio. It helps in reducing volatility in
portfolio returns.
Even though Future & Options both are derivatives
they differ from each other on various parameters.
It’s very important to understand the differences
between the two so that one can make ‘informed
decision about choosing the appropriate
instrument’ while hedging the portfolio!
In this article we will focus on understanding some
of the key differences.
Before moving onto strategies let’s spend some time
in getting familiar with some of key terminologies.
Spot price: It is the price at which the underlying
asset trades in the spot market.
Futures: Futures contract is an agreement executed
through a recognized stock exchange to buy or sell
a fixed amount of financial asset on a future date at
an agreed price
Option can be of 2 types - Call (CE) or Put (PE).
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Call Option (CE): Gives its buyer the right but not
the obligation to buy the underlying asset at preagreed price on certain pre-agreed date.
Put Option (PE): Gives its buyer the right but not
the obligation to sell the underlying asset at preagreed price on certain pre-agreed date.
Lot/Contract Size: Lot size is the number of shares
of underlying asset in a derivative contract. E.g.
NIFTY lot size is 75 units; Minimum quantity one
can buy/sell in derivatives is 1 lot and in multiples
of that.
Premium: Is the price which the option buyer pays
to the option seller. Premium is quoted for single
unit/share of the underlying asset. To arrive at total
premium one needs to multiply the premium with
the contract size of the underlying. E.g. NIFTY
10900 CE is quoting at INR 140, buying 1 contract
of call option will cost the buyer 75*140 = 10,500
which will be received by option seller.
Strike/exercise Price: Is the price per share for
which the underlying asset may be bought (in case
of Call) or sold (in case of Put) by the option buyer.
Expiry: It is the last trading day of the contract. Last
Thursday of the month (e.g. 26 Jul 2018) is the
expiry/settlement of futures and options contracts
on equity/index in India.
Beta: Beta represents the relationship between the
price move of stock/portfolio of stocks and overall
market (Index) price move. E.g. if a stock has a beta
of 1.4, it means if the index (say NIFTY) moves
up by 10%; the stock will move up by 14% (10%
* 1.4). This is important to know as Beta helps in
calculating the value/notional of hedge one needs
to buy. Portfolio Beta can be calculated by taking
weighted average beta of stocks in that portfolio.
Reference prices for strategies discussion:
NIFTY Spot 10,900, NIFTY JUL18 Future
10,925, Portfolio Value INR 6, 50, 000, Portfolio
Beta is 1.25, NIFTY 1 lot=75 units
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NIFTY JUL18 10,900 CE Px 120, NIFTY JUL18
11,200 CE Px 15, NIFTY JUL18 11,500 CE Px 4,
NIFTY JUL18 10,900 PE Px 85, NIFTY JUL18
10,600 PE Px 26, NIFTY JUL18 10,300 PE Px 11
(** Please note that all the option payoffs discussed
are the ones occurring on expiry day of contract.
Payoff graphs are given only for the option or future
strategy, for combined payoff of the ‘portfolio and
option hedging strategy’ pls refer the Tables)
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Trader enjoys profit of INR 22,500 [(10,92510625) * 75] on the 1 lot he has sold. On the other
hand, if NIFTY goes higher (say 11,225) then
Mr. Trader suffers loss of INR 22,500 [(10,92511,225)*75].
Table 1

Hedging is protecting your portfolio from
anticipated losses. Portfolio can be either LONG
(makes profits when price of underlying assets
increases) or SHORT (makes profits when price of
underlying assets decreases).
Graph 1
We will be limiting our discussion to hedging
LONG portfolio. We can hedge LONG portfolio by· Shorting (selling) NIFTY Future
· Buying NIFTY PUT Option

In this context first let’s understand pay-off profiles
of Short NIFTY Future and Long NIFTY Put
Option (PE)
SHORT FUTURES PAY-OFF:
As we have seen earlier, futures contract is an
agreement executed through a recognized stock
exchange to buy or sell a fixed amount of financial
asset on a future date at an agreed price
In Futures contract the BUYER and SELLER
both are under obligation to settle the contract
irrespective of the price move.
Illustration:
Mr. Trader expects markets to correct (go down)
due to ongoing tariff war between US and China.
Therefore to make profit from this move, he decides
to SHORT or SELL 1 contract (lot) of NIFTY
JULY future @ prevailing price of 10,925.
Following table depicts pay-off (profit/loss) of this
SHORT Future trade at various levels of NIFTY.
E.g. if NIFTY moves lower to 10,625 then Mr.
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As you can see from above graph, profits or losses
on the Future trade are directly proportional to the
movement of NIFTY. In other words, 1 point move
in NIFTY results in INR 1 profit / loss depending
upon direction of the move! Thus, pay-off of Future
is LINEAR or SYMMETRICAL in nature.
If NIFTY goes higher to 11,225, Mr. Trader has
OBLIGATION to pay that much amount. On
the other hand if his bearish view proves right and
NIFTY goes lower to 10,625 he is entitled to receive
INR 22,500 as his profit.
LONG PUT OPTION PAY-OFF:
BUYER of Put option has RIGHT but NOT
OBLIGATION to exercise to sell the underlying
asset at pre-agreed price on certain pre-agreed date.
Remember, in FUTURES BUYER and SELLER
both are UNDER OBLIGATION to settle the
losses.
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Illustration:
Mr. Trader decides to BUY 1 lot (contract) of
10,900 Strike JULY expiry PUT instead of Shorting
1 lot of the future (refer earlier illustration). Table
2 depicts the pay-off of 1 lot for various levels of
NIFTY.
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size 75 = INR 6,375. This is because Mr Trader has
RIGHT but NOT OBLIGATION to SELL the
underlying. If he is not making profit then he will
not exercise his right.
This is a significant difference in FUTURE and
OPTIONS.

Table 2
When Mr. Trader’s view on markets went wrong
(i.e. market moved up) he incurred losses in equal
magnitude on SHORT Future position! But in
Long PUT strategy his MAXIMUM LOSS was
LIMITED to premium paid and did not increase
proportionately as Market went higher. Say at
11,225 NIFTY he lost INR 22,500 on SHORT
FUTURE but in case of options his loss was limited
to INR 6,375.
Graph 2

Table 3: Comparison of Future and Option Pay-off

PORTFOLIO HEDGING:
Let’s move on to portfolio hedging with help of
these 2 strategies.
E.g. If Mr Trader’s view of market going
down proves to be correct, he will keep on making
money with every down move in NIFTY. 10,900
PUT gives Mr. Trader right to sell NIFTY
@ 10,900 irrespective of prevailing level of
NIFTY. So when NIFTY goes down to 10,725
he makes (10,900 – 10,725 =) 175 points
gain. Adjusting further with premium paid NET
GAIN works out to (175-85) = 90 per share.
NIFTY lot size is 75, so total net gain (90 * 75) =
INR 6,750!
On the other hand, if NIFTY goes higher
(Mr. Trader’s view proves wrong) MAXIMUM
LOSS suffered by him is LIMITED TO THE
EXTENT OF PREMIUM PAID = INR 85 * lot

The dictionary meaning of term ‘hedge’ is –
‘to protect oneself against loss on (a bet or
investment) by making balancing or compensating
transactions’. So futures and options help
participants in financial markets to protect against
the loss which they may suffer on their existing
portfolio. Simply put hedging acts as insurance for
the portfolio!
Value of Hedge: = Portfolio Value * Portfolio
Beta = 6, 50, 000 * 1.25 = 8,12,500 (approximately
equals to 1 lot) . Important to note that one
cannot have hedge notional EXACTLY equal
to the required amount as the contract sizes are
standardized and therefore there can be some
mismatch.
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Scenario Analysis

Let’s understand the table.
Scenario 1:
10% up move in NIFTY will propel it to 12,018
from current level of 10,925. Since beta of the
portfolio is 1.25, change in portfolio value would be
(10% * 1.25 =) 12.5%. This translates to (6,50,000 *
12.5% = ) 81,250 profit / absolute change. On the
other hand, since NIFTY moved up, short NIFTY
hedge position made a loss of 81,938 (column E).
Combining these 2 (column D+E) we can see that
combined pay-off of ‘portfolio and short future
hedge’ resulted in no gain/loss on overall position.
(gain on portfolio was knocked away by short
future hedge)
However in case of LONG PUT as a hedge, Mr.
Trader could enjoy almost the entire upside in
the portfolio as maximum loss for option buyer is
limited to the premium he has paid! Combining D
+ G combined pay-off for ‘portfolio and Long Put
hedge’ returned 12%!
Scenario 2:
10% correction (fall) in NIFTY will again lead to
no gain no loss on overall ‘portfolio and short future
hedge’ position. This scenario will be opposite of
scenario 1 as with 10% fall in NIFTY, whatever is
the loss in value of portfolio (beta adjusted) will
be made good by gain in the short future position.
So again on net basis there is no loss to Mr. Trader
because he had hedged his portfolio!
At 9,833 level of NIFTY, 10,900 PUT will make
(10,900 – 9.833 =) 1,068 * 75 = 80,063 profit.
Adjusting for the premium paid net profit will be
(80,063 – 6,375 =) 73,688. Combining it with the
loss on portfolio value (column D) overall P/L on
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‘portfolio and Long Put hedge’ is 1%! (which is
approx. the premium paid)
Long Put hedge lets you enjoy benefit of upside and
protects from downside losses. However, this comes
at a cost of Premium!
OTHER DIFFERENCES:
Variety of strategies:
Unlike Futures, with call and put options variety
of pay-offs can be constructed to achieve desired
results. E.g. one can execute Bear Put Spread strategy
instead of just BUYING 10,900 Put. Say if there is
expectation of 5% correction (current Nifty 10,925),
then one can SELL 10,400 Put to reduce the cost of
buying 10,900 Put.
Another strategy could be to sell upside Call to reduce
the cost instead of selling 10,400 Put. So, we BUY
10,900 Put and SELL 11,400 Call. In this strategy,
unlike Bear Put Spread one can get protection for
entire downside but the risk here would be the
surprised upside move! If NIFTY moves higher and
beyond 11,400 there will be loss on option strategy
(which will eventually get compensated with the
gains in the portfolio)
Likewise there can be many different combinations
those can be worked out! However, before
implementing these strategies one needs to
understand the risks involved.
Margin Requirements:
Margin requirements for futures and options is
different. Option BUYER has to pay the premium
margin. On other hand, option seller has to pay %
margin of the notional value and MTM margin as
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specified by the exchange from time to time. As far as maturity of instruments (for how long one needs
Futures are concerned, BUYER and SELLER both to hedge), transaction costs must also be kept in
have to pay % margin of the notional value along mind.
with MTM margin.
Like NIFTY, one can use other indices like
BANKNIFTY to hedge sector specific exposure.
Upfront Cost:
Buying option (call or Put) involves upfront cost in Individual stocks also can be hedged ahead of a
form of premium that needs to be paid. For buying specific event (crucial court verdict on something,
future contract there is no need of paying upfront results, any other big corporate announcement etc.)
premium cost but just the margin (as defined by the with help of futures / options.
exchange) which is released after the position / trade
Please remember that the process of managing
is squared off.
your investments is not only about making profits
One must analyze futures and options in terms but it’s also about maintaining them by proactively
of risk/reward or cost/benefit before making a protecting them from possible losses. Right hedging
choice for hedging. Options can be used to create strategies with appropriate instrument at right time
multiple strategies for hedging however one must will certainly help in achieving this goal!
understand the risk/reward thoroughly before
taking the position. Other things like liquidity, Sarang can be reached at Sarang.tembe@gmail.com
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Challenges in Building a
Financial Planning Practice

Nisreen Mamaji, CFPCM
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Financial advisors today have a myriad of challenges
facing them in their daily practice. They must wear
many hats, including those of asset manager, financial
planner, psychologist and marketer in order to
succeed. And, while most advisors can wear some of
these hats well, there are always one or two roles that
most struggle to play.
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communication with Gen X or Gen Y needs to be
enerally, things are pretty good for advisors.
addressed very differently.
Mutual funds' asset base rose to over Rs. 24 lakh
crore in July-September quarter, a 14% surge from
the year-ago period, driven by participation from • Another emerging area for advisors to make a
retail investors and a spirited investor awareness
difference is women investors. There’s an enormous
campaign by the industry.
shift of wealth underway to women as inheritance
laws have changed, more women are obviously
The latest AMFI data shows that the mutual fund
following careers, parents are not differentiating
distribution force has grown by 26% from 92,565 in
in education of their daughters, double incomes
August 2017 to 1.16 lakh in August 2018.
especially in urban India is the norm rather than
exception and as women increasingly come to
earnings parity and outlive their partners they
While the recent SEBI regulation to cap upfront
are an ideal client, yet they are tremendously
commissions could be a roadblock for new
underserved.
distributors, industry experts believe that this
will not deter serious players as our market is still
untapped.
The result of those demographics is that there will
be “an enormous amount of money in motion”
Here are the changes all advisors will need to grapple
over the next decade.
with:
LOOMING ADVISOR TRANSFORMATION
ENORMOUS CONSUMER
• Even though more ARN’s are being issued
OPPORTUNITY:
are we taking this business seriously? Like the
cobbler whose children have no shoes, many
• As advisors’ oldest clients continue to age and
financial planners have not planned for their own
pass away, there’s a huge inter-generational wealth
retirement. A new study released by the Financial
transfer opportunity. In USA, 70% of heirs fire a
Planning Association in partnership with Janus
financial advisor within 12 to 18 months of the
Henderson reveals that 73% of financial advisors
client’s death. This indicates that forming a bond
don’t have a written succession plan, including 60%
with inheritors and creating succession plans for
of those within five years of retirement. Succession
middle aged to senior clients should be a priority
planning is critical for financial advisors, for the
with our practices.
benefit of the clients so they know they will be
taken care of when their advisor retires.
• Millennial are also a vastly under-estimated and
under-tapped sector for advisors. Gen X and Gen
Y can’t be approached the same way advisors have • The other key areas to productivity are: being
approached their parents. Point to note from
planning centric, working on advisory teams,
mature markets, such as USA, is that “clients under
segmenting clients, outsourcing investment
45 grow at an average of 14.1% a year, compared
management and maximizing technology.
to a 7.7% annual growth rate for older clients.” In
my personal practice I have noticed that parents • The skill-set to form strong relationships with
are suggesting my services as soon as their child
clients and centers of influence is different than
earns their first paycheck and also recommending
just the ability to sell. It requires the key skill of
that the young earner develop a personal style of
empathy – an ability to be aware of and cognizant
investing different from the parent’s. This trend is
of the feelings of other people, so that one can
very encouraging since millennial spend and save
adjust his communication style and approach in
very differently from mature investors and advisor
order to connect with them.
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• The skill-set to form strong relationships with
clients and centers of influence is different than
just the ability to sell. It requires the key skill of
empathy – an ability to be aware of and cognizant
of the feelings of other people, so that one can
adjust his communication style and approach in
order to connect with them.
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of individual investors. Along with lower cost of
computing and storage, advances in machine learning
and artificial intelligence are making customized
advice possible.

For financial planners to remain relevant and
justify cost structure, we must go the extra mile to
counsel and handhold clients. We must play to our
• Each client’s financial portfolio is unique and strengths which is the capability to subjectively
requires different approaches. A Financial Planner analyse client demographic and financial profile,
has to be able to exercise patience in the face of read body language, de-jargon financial planning,
pressure. He or she must possess strong problem soft skill implementation in review and alternation
solving and mathematical skills to help his or her of financial plans especially in times of crises or
emergency.
client make prudent financial decisions.
• A Financial Planner
needs to solicit new
businesses and network
with
associates.
Therefore, the ability
to relate to people and
find common grounds
is crucial. Additionally,
the financial industry
is filled with jargon.
Its documents are
often complex and
confusing. A Financial
Planner needs to
explain clearly, in layman terms, for his or her ENGAGING CLIENT EXPECTATIONS
client, to make an informed decision. If building a This is an area where advisors need to understand
new relationship is important, then retaining one client psychology in order to succeed. While managing
a client’s portfolio may be a very straightforward
is just as critical to the business.
endeavor, managing their expectations can be much
harder. Many clients have unrealistic expectations
RISE OF DIGITAL-HUMAN INTERFACE
Globally, the market for robo-advisory services when it comes to investment returns and interest
is growing and experts believe that the Indian rates. Advisors need to be able to show their clients
market will follow suit. According to a Business how they add value to the investing equation. One of
Insider Intelligence forecast, robo-advisers the ways that they can do this is by helping clients to
(with some element of automation) will manage maintain a long-term perspective in their investing
investment products worth $1 trillion by 2020, so that they don’t go off track with every movement
which will go up to $4.6 trillion as early as in the market. Of course, it takes time to do this
2022. Over the years, technology advancement consistently but clients who can begin to see how
has also enabled robo-advisory services to be their advisor is keeping them on track will be much
developed and scaled up to meet the specific needs more likely to remain loyal to their advisor.
48 | Financial Planning Journal

Practice Management

Volume I | Issue V | January-February | 2018

you casting your message out into the world and
EMOTIONAL ENGAGEMENT
hoping it appeals to enough of the right people.
Many financial advisors are very rational, analytical
people who think logically. However, many client
decisions are based upon emotion. Advisors need • Adopt a well-designed digital marketing strategy.
to be able to relate to their clients on an emotional
The core of this strategy should be your website.
level in order to maintain a working relationship.
It presents the best opportunity for you to
This may involve explaining the emotional
offer relevant information to demonstrate your
ramifications of an investment or planning decision,
understanding of your target market’s needs.
so that the client can see how it will impact them
on an emotional level. Some advisors get caught up • All other social media tools, the most important of
trying to stay abreast of the ocean of information
which is your Linkedin profile, should draw people
that’s available online and elsewhere. Smart
back to your website. Have a professional business
advisors focus more on client behavior instead
photo at the top, as well as an intriguing position
of reacting to the latest news. Advisors also need
description, such as “personal CFO to successful
to be able to direct their clients to reliable sources
business owners” vs “financial advisor.”
of data that have stood the test of time in terms
of accuracy; especially due to recent market • Push the chronology of what you have done and
volatility. This can help to avoid misunderstandings
your credentials well down the page. Your profile
and prevent clients from making mistakes,
should give readers a compelling reason to take a
redeeming investments, stopping SIPs’ based upon
deeper look – via your website.
misinformation.
• Outsource your social media activities. The return
THE NEW MARKETING PARADIGM
on investment will be high if your professional
providers are competent.
• The traditional ways in which advisors marketed
their business don’t work as well as they used to.
Content marketing is the new paradigm to create Nisreen is Founder of MoneyWorks FA and can be
a value impression in the marketplace that results reached at nisreen@moneyworks.co.in,
in qualified prospects seeking you out rather than www.moneyworks.co.in

STAND OUT
IN THE CROWD

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.
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Fixed Income Strategies for
Retirement Planning

Kiran Telang, CFPCM
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The world is changing at a mind boggling pace. Life,
the way we see it today, will probably not exist in a
few decades. The advances in science and medicine
will lead to longer life spans for individuals, far longer
than we plan for currently. The World Bank Data
on Life Expectancy at Birth in India shows a growth
from 41 years in 1960 to 69 years in 2016. Data
for most countries in Europe and North America
show life expectancy at birth beyond 80 years; our
neighbour China stands at 76 years and Hong Kong
is at 84 years. And this is only likely to improve in
the coming years. Mapping the first human genome
took 15 years and US$3billion. Today you can map
an individuals’ DNA at a cost of a few hundred
dollars in a couple of weeks. Personalised medicine,
i.e. medicine that matches treatment to DNA, has
already begun.
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ll this is going to impact retirement planning
in a big way. There are two key areas of
concern that I see in light of these advancements.
One, the time period that an individual will have to
support himself from his investments will be equal
to or more than his earning years - so the corpus
requirement will be huge. Second, there are softer
issues beyond money that need to be addressedlike healthcare, living requirements, positive
engagement with society, changing relationships
with family, emotional stability etc.
As practising Financial Planners, our role is to help
people realise the importance of these matters, help
them make better decisions regarding their money
and nudge them towards taking a holistic approach
to retirement. Let us analyse at one part of this
entire scenario - the money management strategies
and the challenges.
KEY CHALLENGES
Today retirees face the challenge of getting a decent
income out of their retirement corpus, as fixed
income investments are giving lower yields and
investing in growth assets is getting complicated.
Though the rate of inflation is seen to be coming
down in India, it is still a challenge to keep up
income in retirement to beat inflation. Costs of
healthcare keeps going up that can eat away a major
chunk of the retirement corpus, if medical insurance
is not available. We need to work out strategies that
will keep a balance between protection and growth
in the retirement portfolios, while at the same time
providing enough liquidity to keep anxiety and
panic at bay.
LADDERING STRATEGY
Laddering is basically a time diversification
strategy. Here you use single/multiple fixed income
instruments maturing at different time intervals.
For understanding let us look at a simple fixed
deposit ladder. Five fixed deposits of Rs.1 lakh each
(or the corpus that you are working with) maturing
at 1/2/3/4/5 years. The interest from all these
fixed deposits can be used for living needs. As and
when each of the FD matures, it can be renewed

Practice Management
for 5 years each, thus creating a continuous ladder
in the future. So year 1 FD will be renewed for 5
years, thus maturing in year 6 since inception of the
strategy, 2nd year FD will be renewed for 5 years,
hence maturing in 7th year and so on.
The benefit of this strategy is reducing reinvestment
risk. Depending on the movement of interest rates
in the markets, the FD’s maturing at different times
will capture different part of the interest cycle.
Hence, it reduces the chances of getting caught in a
situation when a single FD matures at the time that
the rates are depressed.
While the example is of a simple fixed deposit,
the same strategy can be used with a combination
of fixed income instruments like Senior Citizens
Savings Schemes, Postal MIS, National Savings
Certificates, Kisan Vikas Patra and Pradhan Mantri
Vaya Vandan Yojana, bonds, annuities etc. The
design of the ladder will depend on several factors
like the income required, corpus available and the
tenure of the income requirement.
The caveat is that if any of the amounts, instead of
being reinvested, are used up for expenses/goals,
there might be a break in the ladder which might
impact the future income. This will be a challenge
in the early years of retirement, but as age increases,
dipping into capital might become a smaller risk.
Hence, it is better if the laddering strategy is used
to create a portfolio only after making sufficient
provisions for emergency funding and healthcare
expenses.
Since the strategy primarily uses fixed income
instruments, the risk is lower, there is negligible
volatility and the returns are likely to be at par
with, or lower than, inflation. Hence, this strategy
can run well only if the corpus available to invest is
sufficiently large to generate the income required.
BUCKETING STRATEGY
This is another widely used strategy in retirement
planning. The idea is to create buckets of different
kinds of assets to derive income for varying tenures.
Financial Planning Journal | 51
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While the near term income requirement, say for a
period of upto 3-5 years, may be kept in liquid/near
cash instruments, the further requirements of 5-7
years will use short/medium term debt products
and balanced funds, while beyond 7 years bucket
may use equity products.
As the first bucket holds liquid/near cash product
the client gets a visibility of his income position
for 3-5 years. This gives a reassurance to the client
about meeting his day to day requirements for the
immediate future. As the funds in this bucket get
used up, it can be refilled by booking profits from
the longer tenure buckets.
In theory the idea is to give sufficient time to
the other two buckets to grow unhindered and
protected from unwarranted actions, in reaction
to market movements. However, in practice,
emotional reactions do come into play. When there
is market turmoil - either in debt or equity - and
the portfolio value declines or profits start getting
wiped out, the client might develop a tendency to
redeem everything in panic.
As financial planners we understand the value
of holding on and sticking to the plan, but the
panic in the clients mind may derail the entire
plan. The client may want to cash out and wait
on the sidelines till market conditions improve,
before deciding to re-enter. However, this decision
could effectively erase all the profits that may
accrue by just staying invested and riding the
recovery wave. This can be a very expensive
decision for a retirement portfolio, as the growth
in the long term buckets will be compromised
and might take a very long time to come back on
track. In case of larger withdrawal/s from the
portfolio, the portfolio might never be able to
recover and the client may run out of money before
his lifetime.
COMBINATION OF LADDERING AND
BUCKETING
A combination of laddering and bucketing might
prove to be better than either of the strategies by
52 | Financial Planning Journal
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itself. The initial 10-15 years of retirement income
can be planned using laddering and the subsequent
years can use bucketing. In this case, the bucketing
will largely use equity and related products in the
beginning and change structure 5-7 years into
retirement to move the profits into fixed income.
The benefit will be that the visibility of income will
be for a fairly long period of 10-15 years. That is
likely to reduce the panic decisions on rest of the
portfolio.
While creating retirement portfolios, it is important
to be aware of sequence of events risk. The sequence
in which risks associated with equity investments play
out can impact the portfolio especially in retirement.
In the accumulation phase, when the individual
is building up the retirement corpus, in the initial
years of career the investment amounts are small; a
flat or declining market in that phase will not make
a difference. A bull market towards later years, when
the new investments coming into the portfolio also
increases, can add to the corpus growth significantly.
However, a reverse sequence of events can prove to
be disastrous.
Towards the end of the career, when the investment
corpus has become sizeable, the impact of market
conditions on the portfolio will be huge. The
increase in value of the portfolio will be much
higher in the later years as a result of compounding;
even bigger regular investment into the corpus
might seem insignificant in comparison to the
value increase due to compounding. As a result,
any fall in the market will pull down the portfolio
value significantly. Hence, as the retirement date
approaches, it is advisable to pare down the equity
exposure.
In India, most corporate employees have their
major retirement corpus tied down to their EPF
account. Hence, it is automatically protected from
equity market. But this risk can play out in case of
portfolios of professionals or business owners who
are planning for their own retirement by creating
investment portfolio in equity.
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immediately after retirement. Typically these can
While there is no templatised solution for
be relocation expenses, setting up a home in a new
retirement, some of the above mentioned ideas can
location, pending education costs or marriage of
form the base of the strategy. The success of the
children.
strategies will depend to a large extent on managing
the behaviour/emotional reactions of the client. 4. Ease of transactions is a big comforting factor.
Some of the emotional aspects of money that need
Create the set-up and do a few small value
to be taken care during the initial transition period
transactions initially to put the client at ease with
could be:
how you operate.
5. Spouse buy-in is needed for all decisions and
1. The stopping of salary credit to the account needs
operational issues. Anxiety of spouse about the
financial decisions can rub off to the decision
to be replaced with a good amount of regular
maker among the couple, and can impact the
credit into the account.
portfolio.
2. There needs to be a substantial amount in the
savings account at least in the first couple of years to
give the retiree a level of comfort of having enough In conclusion, there is no one solution fits all strategy
to live by. Once the credits into the account from for retirement. Broad strategy can be common,
investments become a regular feature, the excess but needs to be fine tuned to individual situations.
amount from savings account can be redirected to Risk of longevity is very high, hence protection
and growth need to go hand in hand. Behaviour/
better earning avenues.
3. There needs to be a clear visibility of funds for emotions management will play a key role in ensuring
any short term goals that might be coming up comfortable finances in retirement.
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Establishing an
“Advisor for Life” Practice

Nita Menzes, CFPCM
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The focus should be to build incredible relationships
with clients and work in their best interests so
that they want you to help them make smart and
informed decisions in their life. By doing so your
clients will buy things you recommend without
ever feeling “sold” and they will not just want you
as their ‘Advisors for Life’ but in fact be your
‘Brand Ambassadors’
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ach one of us is looking at setting a flourishing
Financial Planning practice and reaching the
next level of success – whether we have just started
out, or have been fairly established or we have
been doing extremely well. Having said that, each
financial planner is also looking at achieving his/
her own unique next level. This could be any of the
following:

• Enhancing current level of income
• Becoming financially independent
• Having more free time at hand
• Being respected in fraternity and by clients as their
Coach & Confidante
• Being a better parent, wife or husband
• Enjoying good health with optimal level of fitness
• Contributing and giving back to community and
society
• Having a sense of accomplishment and being
established as an expert in own field/domain
The success of our business goes hand in hand with
the above list. This article deals with the softer
aspect of building a flourishing practice.
The success that we have as a Financial Advisor rests
solely on our ability to manage our relationships
with our clients. For some advisors, the 1st step
of the mere recognition which they get from
their client, is in fact a relationship. However, our
relationship with our clients is where our practice
begins, continues and ends.
It is important to know that the job of a financial
advisor is not just to choose the right product - mutual
funds, stocks - or to employ best risk management
products, but to rather guide clients to achieve their
long-term goals and in turn fulfill their core values.
Trust is the single most important pre-requisite here.
The winning mantra is “Think process not
products, Relationship not Transactions.”
The old saying is true and holds good even today,
“People don’t care how much you know. Until
they know how much you care”. So, care for

Practice Management
your clients and client’s money the way you would
take care of your own, your parents or your best
friends’ money. It is important that clients feel you
care about them as people and not just a source of
revenue to fill your coffers.
Remember, “Selling is not about closing. It’s about
opening a high trust relation with people who want
you to help them with their financial life more than
you want to sell financial products.”
Once you decide to set up a practice, the first thing
is to build a roadmap for your success and put it
together in your Business and Marketing Plan.
Having a clearly defined target market and the
effective implementation of a focused strategy can
shorten the time it takes to have a financial services
practice that is simple, profitable and propels you
rapidly towards your goals and fulfilling your values.
A prudent approach is to freeze on your client
segment.
(a) On the basis of Profession – Business Owners,
Corporate, Celebrities, Medical Professionals,
Lawyers, etc. Each segment has their unique set
of requirements. For e.g. a Corporate is used to
a regular monthly income and they accumulate
a kitty via a provident fund or receive pension
once they retire. However, in case of Professionals
and Doctors the income flow varies depending
on whether they are full time consultants or
free-lancing and they have to make their own
retirement provision. Celebrities, on the other hand,
have a varied lifestyle and fluctuating incomes which
they receive in spurts, whilst their income life-span
varies depending on their profession and their skills.
(b) On the basis of Income/AUM group – Only
Salaried, Professionals/Consultants, Retirees,
NRIs, Millennial, etc. with an annual income of say
Rs. 50 lakh and above or an AUM of say Rs. 5 crore
and above.
(c) Army/Navy Professionals, Women, Professors
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and Teachers, etc. Here the needs can be more and routine jobs and focus on building a pipeline of
specific so that you can create a niche in that segment prospects and creating stronger relationships.
and focus to spread your wings in that segment.
Top sales professionals spend as much as 80% of
It is important to note that the basic principles their time on prospecting and qualifying activities.
of investing are similar for all these categories. Striking a balanced approach with prospecting is the
However, while creating a holistic written strategy most effective means of filling your sales pipeline no
and constructing a well-balanced portfolio, the matter what your industry product is or what service
important points to be kept in mind are the person’s sector you are in. You need to have an ideal mix of
goals, investment time horizon, and his or her risk emailers, cold calling (when you are just starting off),
appetite. Also, every profession or career has its own word of mouth, networking, social media, etc.
set of challenges and opportunities, planning for
which gives rise to uniqueness in the portfolios of Writing relevant articles and even Authoring a book
can help position you as an expert in your field. Your
people belonging to specialized professions.
clients will be proud to introduce you as their Financial
Once you freeze on your niche, get laser focused on Coach and Advisor. An autographed book works
your ideal clients – Create an ideal client profile and better and preferable than a visiting card. Speaking
engagements targeting your niche clientele also helps.
develop the skills necessary to get them as clients.
Another mantra is to be a Specialist and not a Work alongside your clients’ tax consultants
Generalist. This will help develop a niche – an area and team members. Ensure your clients have a
Will in place. Collaborate with other Chartered
of specific and exclusive focus.
Accountants, Lawyers and investment bankers to
Also, commit yourself to great service for your clients. help build your practice.
Understand their challenges, pain points and work
with them closely to understand what they need and Once you have a decent amount of ideal clientele
work as their coach and advisor. Service does not you need to work on building ‘Centre of Influences’
only mean actively communicating with them on and ‘Brand Ambassadors’ within your existing
a frequent basis, but also closely monitoring their clientele. You also need to work on various referral
investments and helping them gain the investment strategies, get feedback and create video testimonials
returns they need to achieve their goals. Position of your ideal clientele. At a later stage, creating a
yourself as providing a custom-tailored financial ‘Board of Advisors’ would also be a good idea where
planning solution and not a cookie-cutter approach. you involve your clients and take their inputs and
guidance to build your Practice.
Setting out to establish a niche practice for exclusive
clients - whether a Doctor, Business Owner or a Build your clientele as you would build your dream
Celebrity Practice, involves understanding the home by setting the expectations right from day one,
space, their challenges, their behavior trends, etc. and it will help build a stronger relationship.
It starts with prospecting and landing in front
of the decision makers and the influencers. It is The focus should be to build incredible relationships
important to organize your day such that you with clients and work in their best interests so that
have time for prospecting, time for meetings, time they want you to help them make smart and informed
for presentations, time for closing, and time for decisions in their life. By doing so your clients will buy
mundane but necessary administrative tasks, CRM things you recommend without ever feeling “sold”
data entry and paperwork. Once you build your and they will not just want you as their ‘Advisors for
practice you can delegate most of the monotonous Life’ but in fact be your ‘Brand Ambassadors’.
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Asset & Wealth Management Revolution:
Embracing Exponential Change

Change in the asset and wealth management industry is now accelerating at an
exponential rate. Although the industry is set for growth over the next ten years,
asset and wealth managers must become business revolutionaries, even disruptors,
if they’re to survive and prosper.
In their recent research report titled ‘Asset & Wealth Management Revolution:
Embracing Exponential Change’ PwC observes that asset and wealth
management has been in a period of upheaval globally since the 2008-2009 global
financial crisis. The wealth management industry will be substantially reinvented
over the next ten years and there will be major changes to fees, products,
distribution, regulation, technology and people skills.
Full text of the report can be accessed at https://www.pwc.com/gx/en/
asset-management/asset-management-insights/assets/awm-revolution-full-reportfinal.pdf
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Financial Planning Journal has extracted some salient indicators from the report as below.
FOUR TRENDS WILL REVOLUTIONISE THE INDUSTRY

Buyers' Market
The shift of power to investors is accelerating, pushing down pricing for asset managers and
wealth managers alike.
Fees are being pushed down by investors and regulators. Increased regulation,
competition and new entrants are disrupting value chains. As low-cost products
gain market share, and larger players benefit from scale economies, there will be
further consolidation and new forms of collaboration

Digital Technologies: do or die
Technology is set to disrupt all areas of the industry.
The industry is a digital technology laggard. How well firms embrace technology
will help to determine which prosper in the years ahead. The race is on ...

Funding the future
New opportunities for profitable growth are emerging.
Asset and wealth managers have been filling the financing gaps resulting from the
Global Financial Crisis. Their involvement in niches such as trade finance, peerto-peer lending and infrastructure will dramatically increase. Helping individuals
to save for old age, as governments step back, will also support growth.

Outcomes matter
Investors want specific outcomes rather than style-focused funds.
Active, passive and alternative strategies have become building blocks for
multi-asset, outcome-driven solutions. Firms must either have the scale to
create multi-asset solutions or be content as suppliers of building blocks.

$145

trn
By 2025, assets under
management to almost
double from US$84.9
trillion in 2016
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60%

Of global assets under
management sees active
management growth
reaching $87.6 trillion
by 2025

$21

trn
In 8 years time, real
assets, private equity/
debt will more than
double in size

25%

Of global assets under
management sees
passive management
reaching $36.6 trillion
by 2025
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TIME TO ACT

Since the 2008-2009 Global Financial Crisis, the forces of regulation, technology and fierce
competition have begun to usher in transformational change.
This period of reinvention will accelerate rapidly in the years ahead, forcing the industry to re-imagine itself.
In five to ten years, fewer firms will manage far more assets significantly more cheaply. Technology will be
vital across the business. And, the industry will have found some new opportunities to create alpha, and
restore margins. It’s time to act.
KEY PROJECTIONS
If interest rates remain relatively
low globally and economic growth is
sustained, our projections foresee AuM
growing from US$84.9 trillion in 2016
to US$111.2 trillion by 2020, and then
again to US$145.4 trillion by 2025.
Growth will be uneven; on a percentage
basis, it’s slowest in developed markets
and fastest in developing markets.

Passives will gain huge market share,
rising from 17% of AuM in 2016 to
25%, while alternatives go from 12% to
15%. However active management will
still represent 60% of global AuM.

If current growth is sustained, the
industry’s penetration rate (managed
assets, as a proportion of total client
assets) will expand from 39.6% in 2016
to 42.1% by 2025.
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ASSET MANAGERS NEED TO ACT NOW AS THEIR INDUSTRY MOVES
TO A NEW PARADIGM
With change accelerating, all firms must decide how they will compete in tomorrow’s world.
Will they be scale or niche players? How will they become more productive?
Whatever they decide, they need to act now.

Strategy
Asset and wealth managers must be more efficient and
entrepreneurial, being prepared for success in some areas
and failure in others. All firms must have a view of the
landscape of tomorrow, a clear strategy and know their
differentiating capabilities. They should reorganise their
business structure to support the differentiating capabilities
and cut costs elsewhere. As befits a time of great change,
they must have a long view, take radical steps and invest in
building their businesses strategically.

Research Report

Technology
Every firm must become a technology business. Artificial
intelligence, robotics, big data and blockchain are
transforming the industry. Technology will determine
which firms are the winners in a fast-changing landscape.

People
Old ways of hiring and nurturing people are changing.
New skills are needed and new employment models must
be embraced. Hiring and retaining the best will depend
more than ever on diversity and inclusion, and meeting the
needs of the whole person. Talent is a global challenge and
excellent people with leadership skills will be absolutely vital
as firms reinvent themselves – moving into new countries,
new technologies, different distribution channels and
leading-edge products.
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The Future of Retirement :
Bridging the Gap 2018
(HSBC Research Report)

For many people today, the prospect of being unable to make ends meet in later
life is a genuine concern. And it is a particular worry for women. According to
new research from HSBC, 51% of working-age women around the world are
afraid they will struggle to afford food and other basic necessities after they retire.
‘The Future of Retirement: Bridging the gap’, HSBC’s latest investigation into
global retirement trends, suggests there is a significant gap between the sexes
when it comes to being financially prepared for post-work life. A survey across
16 countries and territories shows that 46% of working-age women either do not
know how much they are saving for retirement or have not started saving at all.
This compares with 37% of men.
The Future of Retirement is a series of independent research reports,
commissioned by HSBC, into global retirement trends. The latest report is
the 15th in the series and draws on the views of more than 17,000 people in
16 countries and territories, including India, worldwide.
Excerpts from the factsheet are ‘Reproduced with permission from The Future
of Retirement, Women’s Futures, published in 2018 by HSBC Holdings plc.’
The complete report may be accessed at https://www.hsbc.com/news-and-insight/
insight-archive/2018/the-retirement-gap
Financial Planning Journal | 61
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WOMEN IN RETIREMENT
Almost half (46%) of working age women around the world either don't know how much
they are saving for their retirement or have not started saving at all. Women across the
world are less financially prepared for retirement than men, and there are numerous reasons
why, but it's not too late.
The Future of Retirement is a world-leading Independent research study into global retirement
trends. It provides authoritative insights into key issues associated with ageing populations
and increasing life expectancy around the world.
This factsheet represents the views of 17,405 people in 16 countries and territories
and provides a snapshot of some of key research findings about how men and women
prepare for later life. There are also some practical tips to help people plan for the retirement
they want.
KEY FINDINGS
RETIREMENT BASICS

Working age women worry more about meeting future retirement needs than their male
counterparts. Three in five (60 per cent) worry they will not have enough money to cover
medical or care expenses (compared to 55 per cent of men), and around half (51 per cent)
fear they will struggle to pay for basic necessities during retirement (compared to 47 per cent
of men).
For women of working age, concerns about their financial future are heavily linked to
long-term health fears. Over half (56 per cent) worry they will not have enough income to pay
for basic living needs if they or their partner had to retire early due to ill health (compared to
52 per cent of men).
If the worst happened and their partner passed away, 47 per cent of working age women worry
they would find it hard to cope financially (compared to just 41 per cent of men). This fear
is borne out in reality; women already in retirement are indeed more likely than men to expect
to rely on their spouse's income or pension (57 per cent vs. 52 per cent) and financial support
from their children (54 per cent vs. 45 per cent).
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Women worry
about meeting
financial burdens
when in retirement

KNOWLEDGE IS POWER
Women are less likely to back their own financial know-how than men. 42 per cent of women
rate themselves as well-informed on financial matters (compared to 54 per cent of men). Just
over a quarter (27 per cent) of women in relationships pitch their level of financial knowledge
as higher than their partners. In contrast, around half (49 per cent) of men think their
financial acumen is superior.

Women are less likely
to consider themselves
financial knowledgeable
For many reasons, women are also less likely to take responsibility for household financial
decisions. The only area where women assume sole financial control is groceries and
day-to-day purchases; over half (58 per cent) of women living with their partner are solely
responsible for this (compared to 32 per cent of men living with their partner).

Around the world,
household financial
responsibility typically
falls to men

Financial Planning Journal | 63

Cover Story
HSBC
Research Report

Volume I | Issue V| January-February | 2018

LOOKING AHEAD
Knowing how far your money will go can take the stress out of retirement planning. A quarter
(26 per cent) of working age women do not know what proportion of their pre-retirement
income they would need for a financially comfortable retirement (vs.18 per cent of working
age men).
Women are also more likely to feel anxious about money matters (55 per cent of women
compared to 49 per cent of men).

Women are more likely
than men to worry
about their finances

LIFE AFTER RETIREMENT
Although working age women have concerns about managing finances during retirement,
they are generall y more positive about other aspects of life after work than men.
More than three quarters (78 per cent) of working age women look forward to pursuing old
or new hobbies and interests in retirement (compared to 73 per cent of men). A further 65 per
cent anticipate retirement as a time to rediscover themselves (compared to 62 per cent of men)
Women also have a more positive take on their relationship with younger people. Fewer
working age women think that visiting them will become a chore or obligation for their
children as they age (34 per cent of women compared to 41 per cent of men), and only a third
(32 per cent) think that young people will look down on them when they are older (compared
to 37 per cent of men). Women are also more likely to be confident about life after the death
of their partner. Only a third (36 per cent) of retired women say their life wouldn't be worth
living without their partner (compared to 55 per cent of men).

Women are less likely
to worry about life
without a partner
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In fact, more women feel that they'll continue to be in control once they retire. Only 35 per
cent of working age women think they will have less choices over their life as they get older,
compared to 42 per cent of working age men.

Men are more likely to worry that their choices will be taken
away in retirement

THE RESEARCH
The Future of Retirement is a world-leading independent research study into global retirement
trends, commissioned by HSBC. It provides authoritative insights into the key issues associated
with ageing populations and increasing lif e expectancy around the world.
This is the fifteenth in the series and represents the views of 17,405 people in 16 countries and
territories. Since The Future of Retirement programme began in 2005, more than 194,000 people
have been surveyed wor ldwide.
The survey
The findings are based on a representative sample of people of working age (21 +) and in retirement,
in each country or territory.
The 16 countries and territories are Argentina, Australia, Canada, China, France, Hong Kong,
India, Indonesia, Malaysia, Mexico, Singapore, Taiwan, Turkey, United Arab Emirates,
United Kingdom and United States.
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Clubbing Provisions under
Income Tax Act, 1961

Normally, a person is taxed in respect of income earned by him only. However,
in certain special cases income of other person is included (i.e. clubbed) in the
taxable income of the taxpayer and in such a case he is liable to pay tax in respect
of his income as well as the income of the other person too. The situation in
which income of other person is included in the income of the taxpayer is called
“clubbing of income”.
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For example, a husband diverts some part of his
income to his wife to reduce his tax burden. Then,
such transferred income is added and taxed as
income of husband only and not his wife.

FPCover
Classroom
Story
Condition 1 The taxpayer is an individual.
Condition 2 He/she has a substantial interest in a concern.
Condition 3 Spouse of the taxpayer (i.e. husband/wife of the
taxpayer) is employed in the above mentioned concern.
Condition 4 Spouse is employed in the concern without any
technical or professional knowledge or experience.

The clubbing provisions are applicable even if there
is no intention to reduce tax liability. The intention
here is to make sure that there is no tax that escapes,
in case an individual is moving assets or incomes in
the family. In a situation where he has incurred a loss,
such a loss (wherever allowed to be adjusted against
an income) is also not allowed to be transferred to
anyone and will be 'clubbed' to his income only.

Notes:
A. For the purpose of clubbing, salary has to be
computed in accordance with the provisions of
sections 15 to 17.

CIRCUMSTANCES WHICH MAY
ATTRACT 'CLUBBING' OF INCOME
A. Transfer of Income without Transfer of
Asset - When a taxpayer retains the ownership of
an asset but decides to transfer its income by doing
an agreement or any other way, the Act will still
consider that income as his income and it will be
added to his total income for taxation purposes. It is
applicable if the following conditions are satisfied:

C. An individual has a "substantial interest" in any
of the following two situations:
1. In the case of a company - If an individual
beneficially holds (individually or along with his
relatives) 20% (or more) of equity shares in the
company at any time during the previous year.
2. In the case of a concern other than company
- If an individual is entitled to 20% (or more)
share in profit in the concern (individually or
along with his relatives) at any time during
the previous year.

Condition 1

The taxpayer owns an asset.

Condition 2

The ownership of asset is not transferred by him (he
has retained the ownership of the asset).

Condition 3

Income from the asset is transferred to any person
under a settlement, trust, covenant, agreement or
arrangement.

Condition 4

The above transfer may or may not be revocable.

Condition 5

The above transfer may have been effected at any time.

If the above conditions are satisfied, the income
from the asset would be taxable in the hands of the
transferor.
B. Transfer of Asset - which is revocable - When
a taxpayer transfers the ownership of an asset and
makes such transfer revocable, income from such an
asset will continue to be added to his income. The
transfer for this purpose includes any settlement,
trust, covenant, agreement or arrangement.
INDIVIDUAL ASSESSABLE IN RESPECT
OF REMUNERATION OF SPOUSE
Salary income of the spouse will be taxable in the
hands of the taxpayer if the below mentioned
conditions are satisfied:

B. The expression "concern" covers both business
concern and professional concern and both
proprietary and non-proprietary concerns.

D. Relative in relation to an individual means
the husband, wife, brother or sister, or any lineal
ascendant or descendant of that individual.
E. When both husband and wife have substantial
interest in the concern, and both are in receipt
of the remuneration from such a concern,
remuneration being received without any technical
and professional qualification, in such a scenario
remuneration will be included in the total income of
the husband or wife whose total income, excluding
such remuneration, is greater.
F. If once clubbing is done in the hands of X, salary
of X and Mrs. X will be included in the income of
X (in the subsequent years), even if income of X is
lower than that of Mrs. X in that year. In such a case,
the Assessing Officer can club the income of X and
Mrs. X in the hands of Mrs. X only if the Assessing
Officer is satisfied that it is necessary to do so. 
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A Guide To Using Social Media For
Financial Planning Professionals
Prepared by the CFP Board (Edited excerpts from the guide)

S

ocial media has transformed the way people find
information and interact with each other. It has
become an important addition to the marketing and
communication tools available to business people in
every profession, and those working within financial
services are no exception.
In the Financial Planning profession, where trust
and communication are key components to developing
a strong relationship with clients, social media can be a
valuable asset for enhancing this relationship, providing
a platform for real time, two-way communication.
To help Financial Planning professionals effectively
use social media, CFP Board created this resource
to provide tips and best practices for getting started
with social media or enhancing a current social media
strategy.
HOW FINANCIAL PLANNERS ARE USING
SOCIAL MEDIA
CFP Board’s CFP® Professionals and Social Media
survey indicated that many CFP® professionals use social
media as a source to keep up with professional news
and trends, and share relevant information with their
clients and social network. Many financial planners
are using blogs to share original content, strengthen
ongoing relationships with clients and connect with
new clients. Other social media platforms, like Twitter
and Facebook, can be used as avenues to share one’s
expertise, or to promote personal and company blogs.
Social media does not require all original content –
social media makes it easy to organize and share your
social network relevant content that others have
shared online.
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Some advisors use social media to gain valuable insight
into clients’ financial lives, allowing them to better
meet their clients’ needs. Social listening, or observing
messaging produced by clients on social media channels,
can help advisors understand what is important to
their clients, deepening the professional relationship.
Many financial planners also use social media
to connect and network with other financial
professionals. Similar to in-person networking events,
many financial planners use LinkedIn, for example,
as a means to network, share financial strategies and
business ideas and discuss trends in the Financial
Planning Profession.
Best Practices for using social media in the Financial
Planning Profession
Below are some general, best practices applicable to
all social media networks:
1. PAUSE BEFORE YOU POST.
If you have just created your account on a social media
network, take some time to see how others are using
the network successfully before you become active on
the network.
2. KEEP YOUR BRANDING CONSISTENT.
The style and imagery on your social media pages should
reflect the look and feel of your other business materials.
3. OUTLINE A SPECIFIC PURPOSE FOR
YOUR SOCIAL MEDIA ACTIVITIES.
Define your desired audience to give yourself guidance
on the proper content and tone for your activities. Give
people a reason to connect with you on social media by
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providing information not contained on your website
or other materials.
4. CREATE A STRONG NETWORK.
Social media allows you to connect with the colleagues
and clients in your immediate circle, as well as with
respected experts and resources.
5. AVOID COMMENTS ON SPECIFIC FINANCIAL
STRATEGIES OR PRODUCTS.
Your post may be viewed by people you will never meet,
and may be construed as a recommendation. This may
also be in violation of various compliance department
rules and government regulations.
6. BE RELEVANT TO YOUR FOLLOWERS.
Post information on topics relevant to your followers
and engage them with posts they can interact with,
whether by sharing with their networks or by adding
comments in response. For example:
a) Sharing links to updates on your website, or to
featured articles in your company newsletter or blog.
b) Commenting on the news of the day.
c) Sharing your perspective as a Financial Planning
Professional, and highlighting related issues that
individuals should discuss with you or another
financial advisor.
7. DISTINGUISH THE PUBLIC FROM THE
PRIVATE.
Determine what types of content and conversations
are appropriate for public posting and what topics are
best addressed privately through direct messaging or
offline communication.
8. PROVIDING GENERAL INFORMATION
ABOUT FINANCIAL PLANNING.
Pose a question to generate discussion around a
specific topic. Don’t forget to also share other posts
that discuss Financial Planning.

Social Media Guide

9. INCLUDING MULTIMEDIA ELEMENTS IN
YOUR POSTS.
Video, audio and photos can enhance a message on
social media and make your posts stand out to your
followers and connections.
10. USE A LINK SHORTENING TOOL.
Hyperlinks are often extremely lengthy and can take
up valuable character space in a social media post;
however, link shortening tools condense the length of
links and make posts more concise. Link shortening
services, such as bit.ly, ow.ly or goo.gl, also commonly
provide information on how many people click each
shortened link.
11. WATCH THE TIME.
Pay attention to what times your followers are online
and interacting with the social media sites, and schedule
your social media activities during those times. To
help with scheduling, create an editorial calendar and
prepare a group of posts in advance.
12. USE SCHEDULING/ MONITORING /
ARCHIVING TOOLS.
Consider using social media tools to assist with
scheduling and monitoring of social media posts.
Services such as HootSuite or Tweetdeck allow you to
connect to multiple social networks from one source,
schedule posts in advance, and monitor your social
media efforts using analytics tools. Services such as
SocialWare or arkovi can assist with archiving your
social media activities.
13. LISTEN.
Paying attention to what others are saying on social
media can help you improve your social media strategy,
as well as identify opportunities for meaningful
interaction with people in your network. A client’s
Facebook post, for example, may relate to a major life
change that affects his or her Financial Planning.
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Workshops Conducted
Conducted by Dr. Vinod Kumar

Equity Valuation and Research
September 2018, Delhi

Key learning objectives:
•	To understand the real objectives of
equity research.
•	To understand the Accounting system
and financial statements.
•	Processing of Data for equity research.
•	Understanding DCF Techniques, EVA,
MVA, FCF metrics.
•	Understanding concepts of justified
P/E, justified P/S.
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by FPSB India
NRI Investments & Banking Provisions
Conducted by Mr.Balwant Jain

September 2018, Mumbai

Contents discussed in the Workshop:
•	Residential status for taxation and investment purposes.
•	FEMA provisions for investments, limits and repatriability.
• FATCA, CRS and DTAA.
• Types of accounts (NRE, FCNR, NRO, RFC, etc).
• Capital Gains structure for NRIs.
• Acquisition and Sale of immovable property.
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Mindful Retirement
By Kiran Telang

N

umerous surveys confirm that a majority of India’s
working population is ill-equipped to manage its
affairs during retirement. The single-minded focus
however is on the financial aspect. Kiran Telang, a young
Financial Planner and a CFPCM professional, in her latest
book Mindful Retirement goes beyond a mere ‘quantum
of money’ as the main concern and focuses on many
aspects of retirement which individuals are not mindful
of. A vacuum sweeps into the life of a just retired person
due to an instant release of space one has occupied
all one’s life. She lays emphasis on discovering one’s
“value-system” to negotiate this change. A financial life
planner can unravel a person’s distinct facet relevant to
retirement through a meaningful conversation.
Many of us tend to get stuck in areas of expertise, which
we accidently get into and pursue for the sheer reason
of money. This money-minus-passion in work often leads
to emptiness after retirement. A sense of self-worth
and a life beyond work-life can compensate this loss of
identity. Moving into retirement, the quality of life along
with a sound physical and mental health is essential.
We need to nurture ‘relationship with self’ by identifying
our beliefs and core values as the labels/titles given by
the external world become redundant. It is invoking our
“inner self”, the conscience which often gets drowned
in pursuing earthly goals. Other relationships; with the
spouse, children, relatives, friends and the society in
general, which are usually are taken for granted need
to be strengthened too. Being in the latter part of life, a
person may face situations of loss of loved ones amongst
family and friends. The pain and grief are natural
feelings. Each person is vested with own mechanism to
traverse this emotional journey by finding strength from
within while accepting well-meaning external support.
72 | Financial Planning Journal

Internalizing to some extent but gradually detaching and
letting go is the path suggested to overcome emotional
numbness, despair and depression.
The author in chapter “spirituality”, compares and draws
inferences from Taittiriya Upanishad’s Panch Kosha
Theory and the Theory of Hierarchy, by an American
psychologist Abraham Maslow. The Panch Koshas or
five sheaths are Annamaya, basic physiological needs;
Pranamaya, energy to vitalize body and mind; Manomaya,
mind and thoughts leading to knowledge; Vijnanamaya,
intellect and wisdom for a nuanced understanding of
things; and Anandamaya, the stage of ultimate bliss rising
above the emotions of fear, greed, guilt, ego, etc. These
Koshas exist within one another in a human being, hence
attaining spiritual growth is possible without securing
the lower needs. Maslow’s theory however represents
these stages in a Pyramid form, meaning that the
physiological needs, safety needs, love/belongingness,
esteem and self actualization are successive stages,
one leading to the next. Many people are dissatisfied,
restless, and in a state of ongoing conflict despite having
attained a stature in wealth and fame. Indian scriptures
encapsulate bountiful knowledge that can be tapped to
develop one’s own thinking to deal with such conflicts.
On the financial aspect, the author reckons that the
present scenario requires sustenance with lifestyle costs
for 30-40 years vis-à-vis previously the basic household
expenses for 20-25 years. A good asset allocation
can ensure the necessary growth in retirement funds
along with regular cash flows. The right mindset is to
judiciously utilize wealth rather than hoarding at that
stage. She advises seeking suitable retirement solutions
for an advisory fee than frittering away retirement funds
in unsuitable investments. Wealth needs to be properly
accounted. The creation of Will is highlighted to pass
wealth as one desires rather than the State deciding its
allocation as per applicable Succession Acts.
The author cherishes to lead into the golden years with
right emotions; a positivity reverberating the times gone by,
a renewed humbleness to earn respect, the trait to let go
and the condoning of self of past acts, egos and sourness
in ties. The security: financial, emotional and physical, is
paramount on retirees’ mind. It is however just a ‘feeling
of security’ as no amount of security in any aspect would
be enough. This has to be understood and addressed
to allay anxieties and fears. A retiree must learn to trust
more and find joy even in trivial things. Kiran recalls a
prayer from Yajurveda where she wishes a hundred years
of vision, life and sustenance, intellect and purity of
mind; and prays such progressive thoughts to transcend.
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Yogi on Dalal Street
By Arun Thukral

Y

our search for a reliable guide on your path to wealth-creation is
about to end! If you do not believe us, read ‘Yogi on Dalal Street for
yourself. This book authored by industry veteran, Mr. Arun Thukral, is
a ready-reckoner of what it takes to become a successful investor.
With its unique approach, this book draws wisdom from the ancient
Yoga Sutra to give invaluable insights into investor psychology. By
taking the readers on a journey to understand the working of the
mind, this book trains us to control our inherent tendencies which
often serve as an impediment to creating phenomenal wealth.

What sets ‘Yogi on Dalal Street’ apart from other books on
financial planning is its simplicity. While most books on finance
look at the Western world to draw wisdom, this book connects
us to our roots and ancient scriptures, like Yoga Sutra, to help
us accumulate wisdom for becoming successful investors. By
using simple and relatable analogies from Yoga philosophy, this
book explains 22 traits which influence the decision-making
process of an individual and effective ways of controlling these
tendencies to make the right choices. Apart from showing the
way to make smart investment decisions, this book can also
help the readers to tap the true potential of their life by drawing on the ancient
secrets of Yoga Sutra.
The brilliance and profound knowledge of the author, Mr. Thukral, is reflected in the
ease with which he has combined the ancient wisdom of Yoga Sutra with the modern
investor psychology to teach the art of wealth-creation through value investing. With his
love for Yoga and passion for expanding retail participation in equity markets, the author
entreats the readers to approach investments, particularly stock market, with the same
calm and stable mind as that of a Yogi.
The book has been divided into five modules to elaborate on different aspects of the
workings of our mind. The module on ‘Chittas of Investing’ or state of mind is particularly
intriguing. It showcases that any shift in our mental state can affect the process of
wealth creation and management. The book says that our mind manifests itself in
five different forms, namely, Kshipta (wandering and restless mind), Mudha (dull and
drowsy mind), Vikshipta (mind oscillating between being steady and distracted), Ekagra
(focused and concentrated mind) and Niruddha (the ultimate state when the mind is in
complete control of the individual). Being aware of these state of mind and associated
tendencies can definitely help us to improve our financial decision-making capabilities.
With a practical and comprehensible take on investing, this book is a must for everyone
who yearns to grow their material as well as spiritual wealth. By encouraging investors
to seek true knowledge for sound investing, this book will greatly inspire the readers to
study the field of investment in a constant and endearing manner. The book is strongly
recommend to all those seeking to make their money grow.
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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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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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Q

Q

Tax Queries
I am 82 years old and pay tax to the
Central Government on my total income.
By a registered Will, my deceased cousin
(mother's sister's daughter) bequeathed a
property (house) to a gentleman with a
mandate that he should pay me Rs 5.25
lakh. This money is expected to be received
in February 2019. Kindly advise on the
taxability of the said amount.
A. As per the provision of section 56(2)(x)
of the Income Tax Act, where any person
receives an amount from any person, other
than a relative, without any consideration
in excess of Rs. 50,000, the same is
chargeable to tax under section 56(2)(x)
of the Act. However, as per the proviso
to section 56(2)(x), the amount received
under a Will or by way of inheritance is not
chargeable to tax. Therefore, the sum of
Rs. 5.25 Lakh received as per the Will of
your deceased cousin is not chargeable to
tax in your hand.
I am the Karta of my Hindu Undivided
Family (HUF). If I deposit Rs. 1 lakh in my
married daughter's PPF account, will I get
deduction under Section 80C from my
HUF income?
A. HUF can claim the deduction under
section 80C of the Income Tax Act, in
respect of contribution to Public Provident
Fund made to an account standing in the
name of any member of HUF. Prior to
2005, as per the Hindu Succession Act,
1956, the daughter, on her marriage,
ceases to be a member of her father’s HUF

and becomes a member of her husband’s
HUF. However, after the amendment in the
Hindu Succession Act, 1956, the daughter
(married or unmarried), is considered
as a part of her father’s HUF. Therefore,
if you deposit Rs. 1 lakh in your married
daughter’s account, you will be entitled to
get the deduction under section 80C of the
Act.

Q

I am a farmer and the government has
acquired my land for construction of road.
Kindly advise whether the compensation
received by me from government is taxable
or not.
A. You have stated in your query that you are
a farmer. It is presumed that the land was
used by you for the agricultural purposes
during the period of two years immediately
preceding the date of acquisition and such
compensation is approved by the Central
Government. Further, it is presumed that
the land was situated within the municipal
limits or any other local authority of similar
nature or within 8 km measured aerially
from the municipal limits or any other
local authority of similar nature. In such
a case the compensation received will be
exempt from Income Tax under section 10
(37) of the Act.

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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uestions for CE

1
2
3

In a fixed income ETF there is ___ .
interest income
b capital gain
c fixed maturity
d both (a) and (b)

a

One of the key functions of a financial
derivative instrument is ___.
a Tax management
b Hedging
c Capitalisation of losses
d Cost Price indexation

Which of the following aspect of an ETF
is NOT true in comparison to a mutual
fund?
a Higher daily liquidity
b Higher expense ratio
c Average cost of buying is low
d ETFs trade like stocks

4
5

When a taxpayer retains the ownership
of an asset but decides to transfer its
income, for taxation purposes such
income from the asset shall be added to
the total income of the_______.
a transferor
b transferee
Some of the limitations of Semi-active
investment strategy are ________.
a

Quantitative techniques derived from past
data may not hold true in future

Markets are dynamic and may not
mirror the past performance
Mathematical models may not hold
c
true in extreme conditions
d All of the above
b
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6
7

ETFs and mutual funds are treated in
the same manner with respect to capital
gains tax in India.
a True
b False
Laddering, a time diversification
investment strategy, has the following
benefit:
a Lower investment corpus
b Low management cost
c Lower re-investment risk
d Tax avoidance

8

Bond ETFs do not guarantee any safety of
principal because ___.
they are traded on stock exchange
b their prices vary on a daily basis
c they have long maturity
d both (a) and (b)

a

9

10

In their research report titled ‘Asset
& Wealth Management Revolution:
Embracing Exponential Change’ PwC
observes that asset and wealth managers
must act now to focus on _____.
a Strategy
b Technology
c People
d All of the above
Buyer of a Put option has the ______ to
exercise to sell the underlying asset at
pre-agreed price on a certain pre-agreed
date.
a Right
b Obligation
c either (a) or (b)
d none of the above

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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