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Let’s play financial Cricket

Indians are fanatic about cricket and so, let us use the game of cricket as an
analogy to discuss the investment process. | f we are coach of an Indian team, we
need to focus on following parameters to win the match.

1.

GOOD START: In the game of cricket a good start always gives an
upper hand to any team.

Investing at an early age proves more beneficial in the long run.
Being rich = MONEY + TIME

At age 30 if a person starts investing Rs. 5000 every month then by age
60 he can have approximately Rs. 2.77 crore. On the other hand at age
40 i f a person invests Rs. 5000 p.m. then by age 60 he can have
approximately 66 lakhs.

RUN RATE: Run rate at which you should score runs depends on your
target.

Similarly, rate at which your i nvestment should grow dependson your
financial goal and time (no of years) you have in your hand.

One should factor inflation while determining net return from an
investment product.

ASSESSING THE SITUATION AND ACT: coach assesses the situation
and decides their game plan

[tisimportant to asses your current financial health, ri sk profile and
goals before charting out a financial roadmap for future years.

KEEP SCORING AND REACH THE TARGET: In the game of cricket
batsmen need to keep the scoreboard ticking to reach the target.

Investing i s not aone -t ime activity itis continuous process till you
achieve your financial goals.

So, to sum up plan, Invest and ac hieve you’re Goals.



1) AUTHOR’S FIRSTWORD

Dear friends,

“Plan your wealth by understanding asset classes” aims to bring
awareness amongst our investors about different asset classes -—equity,
debt, real estate, gold their advantages and disadvantages , what is the
power of compounding and how it helps investors to create long term
wealth.

We believe that Financial Literacy is a very important. Any decision
about money impacts your overall finances. A decision that you take about
money and that has an impact on your overall financial situationis
financial planning. The irony i s that most people carry out financial
planning unknowingly and in an unstructured manner, whether it is
buying insurance policies, or stocks, or investing in real estate, orin
mutual fund or taking aloan. These decisions are taken in i solation with
no relation to each other, and without consi dering the impact of one
decision on the other.

In this book, we have introduced investment part of f inancial planning so that our
investors can take informed f inancial decisions in line with their financial goal and
r i sk appetite and not just buy f inancial product randomly.

Herewith w e would like to thanks Mr. Shailesh devi for inspiring and
designing our book. We would also like to thank our FINANZINDIA team
member & Kamlesh Jadhav for their effor ts for this book.

We hope that this book can help you to start journey of wealth creation!!

Financial planners from FINANZINDIA have contributed towards writing of this book.
The authors have extensiv e experience in portfolio management and investing to
create long term wealth for their clients.

Kavita Devi CFPcm

Pravin Mutha CFPcm

Trupti Wani CFPcm



2) ASSET CLASSES

im portant

Assets could mean different things to different people but balancing among all i s

Physical Assets (Durga symbol of
<%

Shakti) =

Financial assets (Laxmi symbol of

Money) ' %

Mental asset ( sarswati symbol of
Knowledge) k’ﬁ’

&

Philanthropic assets ( parvati

symbol of emotions) =#%.

Assetclassesbasedonrisk-returncharacteristics

2 .1Debt
2 .2 Real estate
2 .3 Equity

2.4 Gold

Debt and equity i s financial asset. Real estate and gold i s physical asset.
Let’s understand ri sk —return characteristics of each asset class.

2.1 DEBT FUNDS:

What is Debt Funds?

Debt funds are the wealth preservation Asset class. Generally the amount which we
r equired in short run says 1 to 3 years should keep in these funds. | t can give
returns likewise inflation and has limited scope for capital appreciation .

Every debt investments exp osed to the following risks.

A. Credit Risk ( ri sk of default)

B. Reinvestment Risk ( reinvesting
coupons of the bond at lower
interest rate)

C. Interest rate Risk (change in
interest rate)

D. Inflation Risk (high inflation)




Following Investments come under the debt umbrella :

1. Fixed Deposits

2. PPF,EPF (Employees Provident Fund)/VPF (Voluntary Provident Fund)
3. Traditional li fe Insurance Policies

4. Post office Investments (small savings scheme)

5. GOI/ RBI 8% Taxable Bonds

6. Debt mutual funds ( FMP fix maturity plan, Bond funds Income funds,
gi ltother)

Points to consider:

e Debtinvestments Yield lower return than growth oriented a ssets such
as equity and real estate.

e Atthe same time some debt investments are sometimes un able to
provide positive return post tax and post inflation.

Example: Mr. Investor has invested several lakhs in FDs, Post office MIS & Debt
mutual fund.

Scheme Interest Tax slab Post tax | inflation | Real returnspost
rate (high test) return tax andinflation
Fixed
deposit 9% 33.99% 5.94% 8% 5.94%-8%-= -
2 .05 %
Post ( MIS)
now no 8.4% 33.99% 5.54% 8% 5.54%-8.4%= -
bonus 2.86 %
Debt
mutual 9% 33.99% 8.2% 8% 8.2%-8%=
fund appr. 0.2%




Comparison chart of post tax return between Debt mutual fund and fixed
deposit:

Assumed rate of return: 9 % p.a..

Sr | Investme NAV Withdra Units Capital CG Tax Tax/
nt wal p.m | redeem Gains Withdra
ed wal
Rs.
1 | 10,00,000 |Rs.10.00
2 Rs.10.07 | Rs. 7500 | 744.417 | Rs. 55.83 | Rs. 17.08 | 0.23%
3 Rs 10.15 | Rs. 7500 | 738.875| Rs.111.25 | Rs. 34.04 | 0.45%
4 Rs.10.22 | Rs. 7500 | 733.375| Rs.166.25 | Rs. 50.87 | 0.68%
5 Rs 10.30 | Rs. 7500 | 727.916 | Rs.220.84 | Rs. 67.58 | 0.90%
6 Rs 10.38 | Rs. 7500 | 722.497 | Rs.275.03 | Rs. 84.16 | 1.12%
7 Rs.10.45 | Rs. 7500 | 717.119| Rs.328.81 | Rs.100.62 | 1.34%
8 Rs.10.53 | Rs. 7500 | 711.78 | Rs.382.20 | Rs.116.95 | 1.56%
9 Rs.10.61 | Rs. 7500 | 706.482 | Rs.435.18 | Rs.133.17 | 1.78%
10 Rs.10.69 | Rs. 7500 | 701.222 | Rs.487.78 | Rs.149.26 | 1.99%
11 Rs.10.77 | Rs. 7500 | 696.002 | Rs.539.98 | Rs.165.23 | 2.20%
12 Rs.10.85 | Rs. 7500 | 690.821 | Rs.591.79 | Rs.181.09 | 2.41%
13 Rs.10.93 | Rs. 7500 | 685.679 | Rs.643.21 | Rs.193.82 | 2.62%
Rs. Rs.

Rs. 90000 4238.88 1296.88 1.44
In f ixed deposit (Return assumed 9%) Tax on FD (in Rs)
Rs. 10Lakh investment Post tax
Income tax at 10% 8.10% Rs 9270
Income tax at 20% 7.14% Rs 18,540
Income tax at 30% 5.94% Rs 30,510




Conclusion:

Even though debt mutual funds carry negligible r i sk and have some charges
associated with them, they have emerged as a very good investment product for r i
sk -averse investors. They are very tax efficient and hence give much higher post -
tax returns. Hence, people, especially in higher tax brackets, should definitely
consider debt fund as an alternate source of investment to f ixed deposit.

Here is the table that gives you a brief summary of debt instrument

Debt
investment

Return

Risk

Taxation

Liquidity

PPF

8.7%

Rate fixed by
government
every year

Risk free

Tax free

llliquid — part
withdrawal
permitted from
7thyear
onwards (one
withdrawal in a
year)

Post office
Investment

8.4%

Risk free

Taxable

In time deposit
scheme if
account is
closed within
6-12 months
then no
interest is paid.

EPF/ VPF

8.75%

Risk free

Tax free

Thesumcanbe
withdrawn
after Syearsor
retirement/ in
case of death/
some special
cases.

RBI Bonds

8%

Risk free

Interest is added
to income and
taxed as per
your tax slab.
Tax deducted at
Source if the
total interest
exceeds

Rs.10000 / year.

Locked in for 6
years.




Debt Return Risk Taxation Liquidity
investment
Dividend is
taxed @ 25% by
Fixed 8-11% Credit risk way of Dividend | No liquidity.
maturity Distribution Tax. | You will get
plan Short-term amount on
Capital Gains maturity.
(holding period
<1year)added
to your total
income and
taxed as per
your slab rate.
Long-term
capital Gains
(holding period
>1 year) is taxed
@ 10% (without
indexation) or
20% (with
indexation)
whichever is
lower.
Normally have
a minimum
Company Rates depend | Risk of Fully taxable. lock-in period
fixed deposit | on the time- default is not | Tax Deducted at | of 6 months.
frame of the uncommon Source if the Thereatfter too,
FD. Can expect | Extreme : premature
1% -4% higher | caution is total interest encashment of
rates than advised. exceeds Rs5000 | oompany FDs
comparable in the year. may not be
FDs easy. The
penalty too
could be high
Exit load of
Income fund | Between 6- credit risk Taxation same | 0.5-1% for
11% and mterest as Fixed flrgt year, no
rate risk exit load after

maturity plans

1 year.




Debt
investment Return Risk Taxation Liquidity
Senior citizen | Interest Risk free Fully taxable No partial
saving Scheme | 2013-14: taxDeductionat | withdrawal
9.20% p.a. Source if interest | Transfer or loan
exceeds also not
Rs.10000 per permitted
Payable every year Premature
quarter. encashment up
to1year:no 1-
Rate fixed by 2years:1.5% of
the amount
Government deducted as
every year penalty After2
years :1% of
amount
deducted as
penalty

Company
Fixed
Deposit

Mutval funds

Equity Funds Pebt Funds

Large Cap Mid Cap MiPs H:q:l;:

Small Cap Sectoral Gilt Funds K;I;'}:EL:?!;

Tax i
A Thewme Capital
Planning Protection Plans

Planner ’s view:

e« Debt investment must be done but the focus should be on maximizing
real returns post inf lation and tax.

(7)




Investment in Debt instruments should be based on person’s - tax slab,
Liquidity needs, expected return and risk profile.

Investment in Debt Funds (FMPs, bond funds, income funds, gilt funds
floating rate funds and others) FD’s, and Tax Free Bonds, PPF, EPF are
good options for investors with short to medium term investment
horizon.

Diversification across issuers of fixed income instruments isa
recommended approach to reduce credit risk.

Correct time to park your money in debt instruments i s at the peak of
the interest rate cycle means when the rates are coming down only, not
when interest rates are on their way up.

Bond instruments are norm ally il liquid, as the secondary market for
these instruments i s not yet developed in | ndia. Please carefully
evaluate the potential liquidity, exit route and penalties of the
instrument before you invest.

Every instrument carries afew inherent risks. No i nstrument isrisk
free, not even debt instruments. Keep them in mind while investing
and take informed decision .




2.2) REAL ESTATE:

Itisawealth creating asset; it offers benefit of both regular income as
well as capital appreciation. But this as set class i s subject to the ri sk of
economic cycles. Most people think of real estate as a safe investment just
because daily quotes aren’t available, they beli eve that not knowing the
current prices of an investment makes itless risky. Real estate isa g ood
investment and should be a part of every portfolio but within the
framework of your overall asset allocation.

Many Indians have real estate exposure primarily in the form of their
house, Land and ancestral property. Real estate being anilliquid form of
investment should never be more than 30% of your overall wealth.

There are several advantages of investing in real estate .

« Rental Income
« Capital appreciation

« Leverage helps boost returns. One can own real estate with limited
capital.

« Agood asset to borrow against.

At the same time, there are some distinct disadvantages of real estate
investments as well .

—

.It’s alumpy and dull investment, cannot be averaged at lower side.
2. Not easy to manage or keep acheck on.

3. It would be difficult to sell property in a hurry for cash and
transparency issues are always present.

4. Tenancy risk—risk of tenants not vacating.
5. Leverage isadouble edged sword and can magnify losses.

6. Due to large amount of investment i sinvolved, risk is concentrated in
one or two investmen ts.



7. Other expenses involved are also very high. 22.66% capital gain tax (if
sold after 3 years), Short term capital gain i s 33.99% if sold before 3
years. Stamp duty 5% ( varies across states), VA T-1%, Service Tax on
construction (app. 4 %+considerable value), Registration charges,
Brokerage 2%.

8. You should be aware of the stage of the market when you are making
your purchase and consider how the property will perform as it moves
through the cycles.

9. Ifland records are not in order, there are chances of fraud, li tigation
and multiple people claiming a stake in the property.

Residential &

Commercial
Real Estate
Comparisons

Problems?
Risks?
LELE:-

Planner’s view:

1. Investment in real estate requires lot more planning and knowledge
and a uniform decision making process. We advice investors to take
extremely cautious approach while investing in over heated real estate
segments.

2. One of the cardinal rules to remember in Real Estate is “ Always buy
cheap i f not cheapest”.

3. Itisdifficult to measure risk relative to the market. Risk and return
are easy to determine in the stock market but measuring real estate
performance i s much more challenging .

4. Since real estate markets can be t imed, one must utilize extremely
bullish phase to exit the Real estate market and enter when prices and
interest rate s lower again



2.3) EQUITY-

Most Indians think of equities or stock market as r i sky investments. Due to this
there i s very li t t le participation in the equity market. Most Indians are under
invested in equities. To scale up equi ty participation, government has given the
ZERO TAX after 1 year of investment , in the form of capital gain regime.

Investing in equity means we are buying part of an actual business whose
products we consume daily. For e .g. when we wake up, we use Colgate ,
Gillette, le ver etc. We also use Bank like HDFC, SBI, etc ....Mobile
connections we use like Idea, Bharti, etc.... We also use motor cycles,
rickshaw, and car which are the products of companies like Maruti, Bajaj
auto, and Hero Honda. By using the products of all these companies we are
taking part in their growth. When we invest our money in these
companies, they can expand their business with our money and can make
good profits. Simultaneously, we as an investor can make money too.

Equity, as an asset class should be the key component of every portfolio as this
asset class has the potential to provide the highest post —tax returns in an
emerging economy like INDIA. India i s a long term growth story and that i s why FlI
are heavily invested in INDIA.

Let’s see how equity has delivered over the past 18 yrs. ( From 1990 to 2008) i f we
didn’t count r i se of the sensex from 13000 to 21000 . Equity has delivered around
16 % p.a. ( as on Sep. 2008 Index 13000). | f we look at the numbers since 1979,
then the sensex has gone up 6 t imes in every 10 years

YEAR Sensex Level
1979 100
1988 600
1998 3600
2008 21200
2018 L7777

Equity offers higher long term returns as compared to debt and i s a best
asset class for along run. | f done with patience and discipline, itcan
give you the bestreturns. In short terms, equity returns tend to be
volatile.

(11)



“In the short run the market i s a voting machine, but in the longrunitis a
weighing machine.” - Benjamin Graham

Given the India’s inflation history, equity despite its volatility may
actually be the safest investment for an individual. In last 20 years India’s
CPl inflation is average 10% to 11% and very few instruments deliver that
return constantly. Bank FDs are usually below the prevailing inflation.
Corporate bond can give better return but carr y high risk (risk of default).
Debt funds are good when interest rates are down .Gold generally doesn't
beat inflation and prices can stay flat for decades. Real estate is lumpy and
acquisition prices can’t be averaged down in a falling market. Equity
investment consistently eats i nflation over the long term.

How to invest in equity ??

Once you decide to invest in equity market, you have got two options. The option one
I s to invest directly in stock market and the option two i s to invest through mutual
funds.

You can invest directly in stock market i f you have Time, expertise and emotional
maturity .
What is mutual fund and why mutual fund?

Mutual funds are an indirect investment wherein you hand over your money to a
professional fund manager to invest i t on your behalf.

Benefits:

e Portfolio diversification and asset | e Liquidity, transparency and
allocation safety

e Lowcosts e Taxefficient

e Professional management e Flexibility




Returns by mutual fund in equities since their launch:

Scheme name

Launch year

Today’s value

How many t imes

Franklin Bluechip Dec 1993 10000 - 5,33,322 20 years; 53 times
Franklin pr ima Dec 1993 10000 - 3,03,721 20 years; 30 t imes
Franklin pr ima plus Sep 1994 10000 — 2,36,084 18 years; 23 times
m

Franklin f lexi cap March 2005 10000 — 32,000 8 years; 3 times

Franklin tax shield April 1999 10000 - 2,27,000 17 years; 23 t imes
Templeton pension March 1997 10000 - 66,777 17 years; 6.6 t imes
Bir la SL f rontline Aug 2002 10000 - 1,00,000 11 years; 10 t imes
Birla SL Equity Fund | Aug 1998 10000 - 2,53,950 15 years; 25 t imes
Bir la SL 95 Fund Feb 1995 10000 - 3,50,000 18 years; 35t imes
Bir la SL MNC Fund Dec 1999 10000 - 2,25,000 14 years; 25 times
Reliance vision Oct 1995 10000 — 2,27,000 18 years; 22 t imes
Reliance growth Oct 1995 10000 — 4,22,000 18 years; 42t imes
HDFC Top 200 Oct 1996 10000 — 2,14,000 17 years; 22 times
HDFC equity Jan 1995 10000 - 2,76,000 18 years; 28 t imes
HDFC prudence Feb 1994 10000 — 2,28,000 19 years; 22 t imes
HDFC Tax saver March 1996 10000 — 2,30,000 17 years; 23 t imes
DSP top 100 March 2003 10000 - 1,10,000 10 years; 11 times
ICICI top 100 July 1998 10000 — 1,50,000 15 years; 15t imes
ICICI Tax Aug 1999 10000 — 1,43,000 14 years; 15t imes




Investing in mutual fund throug h systematic investment plan:

SIP i s a way of investing, specifically desi gned for those who are interested in
building wealth over a long -term and plan out a better future for themselves and their
family.

Benefits:

Lighton pocket Lowers averagecost Flexibility Disciplined investing

Why SIP?

Buying equity scheme units through SIPs has fetched 10 per cent to 18
per cent annualized returns in last 5 years.

Over 122 of the 160 multi -cap diversified equity funds with over five
years of t rack record have del ivered better returns than benchmark
indices, as per data sourced from Value Research.

SIPs eliminate the human bias. It encourages investments at all times,
i rrespective of the market levels. Investors will pocket good gains if
they invest in SIP of fund s with a good track record.

SIP investments average out market volatility by a good measure. Also,
it prevents investors from trying to time the market.

SIP portfolios must have gone through the dips - buying more stocksas
prices declined. Volatility also helps SIP portfolios in a big way.

It enables small investments at regular intervals.




Wealth creation demystified....

Power of compoundin g — eighth wonder

Start Early

L]

x‘s'

_

Invest Regularly

Create Wealth

Time is an investor’s biggest ally. To understand why time is so important
to investment success, you need to appreciate the power ofcompounding.
Einstein reportedly called the power of compounding “the eighth wonder
of the wor Id,” for good reason. Over t ime, compounding turns alittle
money into a lot without any special effort on your part.

Here’s an extreme example of the power of compounding.

Let’s say your r ich uncle will offers you the two choices

e 10lacs now Or

e The value, at the end of thir ty days, star ting of with a 1 Paisa and
doubling the amount every day for thir ty days. In other words, you start
with a 1 paisa on day one. At the end of day two you have 2 paisa. At the
end of day three 4 paisa. And so on for thir ty days. Which one would you
choose? | think most people would take the Rs.10lacs. After all, how much

can 1 paisa
believe it?? Do the math.

add up to after thir ty days? More than Rs.50lacs!! Don’t

Day Amount Day Amount

1 Ps.01 16 Rs.327.68

2 ps.02 17 Rs.655.36

3 ps.04 18 Rs.1,310.72

4 ps.08 19 Rs.2,621.44

5 ps.16 20 Rs.5,242.88

6 ps.32 21 Rs.10,485.76

7 ps.64 22 Rs.20,971.52

8 Rs.1.28 23 Rs.41,943.04

9 Rs.2.56 24 Rs.83,886.08

10 Rs.5.12 25 Rs.167,772.16
11 Rs.10.24 26 Rs.335,544.32
12 Rs.20.48 27 Rs.671,088.64
13 Rs.40.96 28 Rs.1,342,177.28
14 Rs.81.92 29 Rs.2,684,354.56
15 Rs.163.84 30 Rs.5,368,709.12




At the end of ten days, the value of your amount i s only Rs.5.12. At t he end of
twenty days, the value jumps to Rs.5, 243, sti Il a far cry from Rs.10 lac. But here’s
where the power of compounding kicks in. In last ten days, that Rs.5, 243 becomes
5, 368,709 Rs. Why? Because interest that i s earned by the initial capital al so
earns an i nterest, the value of the investment grows at much faster rate.

Let’s see how rate of returns you earn on your investment impacts your
long term wealth creation.

I?]Cgst‘imgnt Onetimeinvestment: 10000
Rate of growth
Time years 5% 8% 10% 12% 15% 18%
5 12763 14693 16105 17623 20114 22878
10 16289 21589 25937 31058 40456 52338
15 20789 31722 41772 54736 81371 119737
20 26533 46610 67275 96463 163665 273930
25 33864 68485 108347 170001 329190 626686
30 43219 100627 174494 299599 662118 1433706
35 55160 147853 281024 527996 1331755 3279973
40 70400 217245 452593 930510 2678635 7503783
Let’s see how investing regularly helps you create wealth
SIP PER MONTH-10000
Rate of growth
Yfa 5% 8% 10% 12% 15% 18%
5 680061 734769 774371 816697 885745 962147
10 | 1552823 1829460 2048450 2300387 2752171 3312882
15 | 2672889 3460382 4144703 4995802 6685068 9056245
20 | 4110337 5890204 7593688 9892554 14972395 23088544
25 | 5955097 9510264 13268334 18788466 32435296 57372533
30 | 8322586 14903594 | 22604879 34949641 69232796 141135854
35 | 11360924 22938825 | 37966381 64309595 146771802 | 345788056
40 | 15260202 34910078 | 63240796 117647725 | 310160548 | 845798363




Planners’ view:

« While equities are volatile in the short term , the probability of loss
decreases over the long term. Volatility creates opportunities for savvy
investors.

« Financial success i s a “ matter of having the r ight habits.” Making
regular investment a habit goes a long way in realising our goals in i
fe.

« The secret of wealth creation lies in being disciplined.

« Compounding allows your money grow exponentially over time — start
investing early.

Mutual Fu
g
A i
Better v/

Way of “‘ér “

Investment E E

Am{: fime (§ 599&( te start
4 61F, If vou are fegular
L

with your Lagtallmeats

2.4) GOLD-

India i s one of the biggest consumers of Gold. Gold i s a hedge against
inflation. Itcan be liquidated in times of distress. Long term average return
is 7% to 9%. Besides emotional reason, gold is also known to reduce
the volatility in one’s portfolio. We must include gold in our portfolio —

(17)




1) Attime of uncertainty or weakness in US and globaleconomy.

2) The incidence of terror st rikes and war like si tuation people see gold
as a safe heaven.

3) Itisanincreasing value asset. Hence, there i s no harm taking loan
against gold.
Most people in India hold gold either in the form of jewellery or in the

form of ph ysical gold

However, Gold ETF has several advantages over physical gold.

« Dematerialized form —no cost of storage, no need of insurance, no fear
of theft

o« Can buy real time at spot market price
e 99.99% pure

« Far more tax efficient than physical gold

Planners view:

« Investment in gold shouldn’t be more than 5to 10% of our total
wealth, unless required for personal use.




« Investment in gold does not offer the potential for income orearnings.
Only source of return i s price appreciation. This characteristic makes
gold a speculative asset like colle ctibles or currencies.

« Gold, real estate and cur rency are subject to ri sk of economic cycles.
They are also purchased in cash, increase black money, not passed
through banking channel which didn’t help to economy for progress.

Gold investment option avail able in India and their Taxation:

Investment Cost Taxation
Laborcharges & mark-upsarehigh Wealth Tax applicable
Jewellary and can go as high as 15-30% LTCG after 3 years-20.6%
with indexation
Additionally jewelers will not even STCG 30.9%
buy this back at market rates
when prices are high
« Areexpensivethanthespot Wealth Tax applicable
Gold Coins price ofgold LTCG after 3years-20.6%
« Makingchargesofgoldcoins with indexation
are anywhere STCG 30.9%
between 2.5-8%
No Wealth Tax
Gold ETF o 0.5% Brokerage per LTCGafter1year20.6%
transaction (Buy or Sell) with indexation or 10.3%
e 1% Annual Expense Ratio without indexation
STCG 30.9%
Gold Equities — No Wealth Tax
DSPMLWorld |« 0.75% Annual Expense ratio LTCGafter1year20.6%
Gold Fund, with indexation or 10.3%
AlG gold fund without indexation

STCG 30.9%

STCG — short term capital gain tax LTCG - long term capital gain tax

(19)




3) WHY ASSET ALLOCATIONIS NECESSARY?

Investing across asset classes provides the benefit of reducing risk. This is
because asset classes themselves may be risky, but since they are affected
differently by different factors, they do not move together. They cancel out
the risks of one another to some extent, creating a benef it of lower overall

risk.

Asset allocation decisions have to be aligned to your goals, risk preference
and time period to which you want to hold your investment.

Risk — Return features of various asset classes:

Asset class Return Risk Objective Term
Short term debt | Low Low Capital protection Short
Medium term Moderate Low Income Medium
debt
Long term debt | Moderate Moderate | Income or growth at | Long

fixed rate
Property High High Growth with rental Long
income
Large cap High High Growth with Long
Equity dividend income
Mid and small Higher Higher Growth Longer
cap equity
Gold Moderate Moderate | Hedge against Cyclical

inflation

For creating long term wealth what i s important?

> 5% of the return —relative performance of selected funds

» 95% of the return — Asset allocation

» Ability to handle emotional and financial stress

» Monitoring and reviewing your portfolio periodi cally

Asset allocat ion impacts your wealth the most, at all t imes.

(20)




Overloaded asset allocation:

1.

Wealthy people don’t look beyond property.
Middle class i s obsessed with gold.

We know young investors who buy property, believing that they are
building an asset and EMI is a compulsory saving. Here, what he may
have missed are liquidity needs and divisibility. |faportion of his
assets i s needed for funding a large expense, his asset allocation, in
property, does not let him liquidate a few rooms, doors and windows
to fund i t in any emergency requirement.

There are retired person who refuse to look beyond fixed income
products and deposits, to ensure safety and returns, but may miss the
risk of inflation completely. Afix rupee return will devaluate over a
time. The allocation should include some investment in a growth asset
to ensure protection against inflation.

Several hold large amounts of cash in their savings accounts since they
have not made up their minds. All these are situations where the focus
is on asset, not allocation. Cash is a parking space before itis invested
in an asset. Too much cash can bring down the overa llreturn.

There are entrepreneurs, who invest al I their wealth in their
businesses; confident about the control they have over their assets
.They exposes his family to the r i sk of concentration of assets in a single
venture. Any failure impacts his househ old and he needs asset allocation to
save his family from such r isk.

Asensible asset allocation decision aligns the assets to the investor's

BEond Funds

needs.

CommoadibiesfAr i Collectibles
o (Uze Sparinghy)

Emergency Fund:
Money Market/Savings
[10-20%)

Indivicduasl Stock Picks
(-1 0%:)

Real Estate

(LO-Z0%5] (10-30%)

Diversified Stock
Funds (40-B0%:)




4) WHY FINANCIAL PLANNING AND WHY IT ISIMPORTANT FOR
EVERY PERSON?

Financial planning provides direction and meaning to financial decisions.
It allows you to understand how each financial decision taken affects other
different areas of your finances. For example, buying a particular
investment product might help you pay off your mortgage faster orit
might delay retirement significantly. By viewing each financial decision as
a part of a whole, you can consider i ts short -term and long - term effects on
your life goals . You can also adapt more easily to li fe changes and feel more
secure that your goals are on t rack.

99% people in India today do not have a written Financial Plan that will clearly tel |
them the fol lowing:

What are my financial goals?

« How much money do I need for my financial goals?

« How much loan should | take?

« Am Ipaying too much interest or appropriate interest?
« Am Ipaying too much premium?

« What are the financial risks that my family and | face?

« Do lhave enough life insurance for my family to fall back on to maintain
their li festyle and take care of the children’s education and marriage
goals?

« What kind of returns are my i nvestments generating?
« How much return do | need to achieve my financial goals?

« What are the post tax returns that my long term investments are
earning? What are the returns that my short - term investments are
earning?

« Amlpaying too much ortoo little tax? What kind of tax planning should
| be doing?

« Does my spouse know where all the financial papers are kept?



What i s my net worth today and what does my net worth need to be for
me to retire?

What client had to do homewo rk before financial plan?

What are my personal financial goals andobjectives?

What is my capacity to take risks and my behavior towards risk? This
will help establish your ri sk profile whether you are conservative,
balanced, and growth -oriented or any oth ercombination.

What is my investment horizon? Generally, people underestimate their
time horizon .For example, if you say that your investment horizon is 3
years, it essentially means that you will need the money for a goal,
expense or need after 3 years, but many times this i s not the case. For
example, i f you ask someone with 20 years to go for retirement, about
his time horizon for investment in equity, he might say 5 years or 3
years, whereas he can very well aff ord to be i nvested for 20 years .
Similarly, retirement is a very long period , often stretching 25 years
or beyond; yet, when people enter their 60s, they are advised to exit
equity completely or reduce equity exposure drastically .There is no
silver bullet here but relying on general formulas ca n be dangerous for
your wealth and your health.

What are my liquidity needs? Do | need money 1 year down the line or
regular income or any other requirement?

What is my asset allocation and is it in line with my risk profile? Many
people have no clue about this, which is one of the reasons why people
panic when markets correct and get euphoric when the markets go up.

Do | have unemotional rules on when to buy and when to sell?

Do | have adequate insurance policies and mediclaim in place? This one
area needs to be addressed first and without which any f inancial
strategy can fail.

Afinancial plan tells what you earn and own, w hat are your desires and
best possible investment to achieve them. There can’t be a plan common
to everyone. You can’t do what others are doing. You can’t buy or invest
what other’s are buying and investi ng. In fact your financial profile will
not remain the same forever......... it will change with time and age. Today’s
risk at 27 will change when you get married and change when you have a
children and change at middle age and change atretirement.
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5) FINANCIAL PLANNING SUGGESTION

5.1) INVESTMENT PLANNING -

1.

Understanding of asset classes helps you to take an investment
decision appropriately.

| f you want your money for emergency -invest itinto liquid funds.

| f you need it within 3 to 5 years for any goal of education, marriage,
house or retire ment invest it in to long term D ebt/ FD/MIP.

I fyour time horizon is5to 7 years, park the amount in to balance funds.
Take two funds —one i s pure debt fund and other i s a pure equity.

| fyou ha ve along term time horizon, then one should invest the
amount into equity/ real estate and when near to agoal, transferitin
to debt funds or FD’S or liquid funds.

5.2) | NSURANCE PLANNING-

1.

1to 2insurance policies will do the same thing what 10 -20 poli cies
will do, once you die. So focus on li fe cover amount, not on no of
policies.

Always take a pure term plan.

The coverage in case of aterm insurance plan isaround Rs.100 per
year for Rs 1lakh for ayoung person.

Insurance planning i s very important. B ut, mixing insurance product with
investment i s a slow infection to our f inances.

Insurance+ Investment Term Insurance

Premium paid 50000 p.a. | Premium paid 7000 p.a.

Money given on death 1250000 Money given on death 5000000

Money givenon survival (if Money given on survival

we continuethe policy no of 2500000 No of years 25

years Premium paid 7000*25=

175000

No of years 25 Premium saved per year 43000

Premium paid 50000*25= | IfinvestedinFDorPPFat8% | 3395040
1250000

Rate of return of pol icy 4.70% Ifinvestedinequity MFat 12% | 6421359
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Our st rong recommendation to our investor i s to take a pure policy for li fe or
Health.

How to calculate Insurance Requirement:

Human Life Value

Total Family Expenses yearly 360000
Inflation you want to assume 8.00%
Return on investments assumed 8.00%

How much times you need Life Insurance [30times

Insurance Requirements (Family exp.*30

. 10800000
times)

Your current Liabilities (all outstanding 90000
Loans)

EX|sf[|ng insurance which you will 1000000
continue

Existing Assets and investments used by 500000

family ( not include your House)

Final insurance required (insurance
requirement+ liability -existing insurance -
Assets & investments)

( 10800000+ 90000-1000000-
500000)

Additional Cover Required 9390000

5.3) TAX PLANNING
You may expect four types of income f rom your | nvestments

1. Interest Income: You receive interest income from various debtbased
investments. All are fully taxable except

. PPF&PF

1. Bank/ Post office saving a/c (only up to 10000 per annum)

(2%)



Remaining all added to your taxable income from all sources and you have to pay
the tax as per the slab rate.

2. Dividend Income: Dividend from Equity MF and shares income istotally
tax free and dividend from debt based MF give dividend after deducting
DDT (dividend distribution tax) to their unitholders.

3. Capital Gains: Four Primary Asset Classes and their Capital Gains

Treatment

Asset Type gr;ci)r:t(TSeTrglé))apnal Long Term Capital Gain (LTCG)

Debt Mutual 30.90% 10.3% without indexation; 20.6%

Funds SRR with indexation

Real-Estate 36-90% 26-60%

Gold 30.90% 10-3% withoutmdexatior; 20:6%
SRR with indexation

Equity / Eq. MF  15.45% Tax Free

4. Rental Income: Rental income from house property i s added to our
total income as aincome from house proper ty ( after deducting 30% of
net rental income, municipal taxes and interest on borrowed capital ).

5.4) RETIREMENT PLANNING

Retirement is no longer a brief event in one’s life. It is the beginning of a
new phase rather than a stage preparatory to death or a second innings in
cricketing language. You have options to borrow money to buy a house, for
your children’s education or even to buy a car. You also can insure against
medical risks. However, there is no protection against retirement, except,
that you may depend on your kids. This alternative, however, has become
futile as families are increasingly turning smaller and kids are usually
being employed in different cities or countries.
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Suggestion:

e Start building it up your retirement corpus as your first priority;

(@7)



« Take an adequate medical cover, financial planning collapse if not

planned for Medical.

« Begin early; in fact you shoul d have started yesterday. |tis never too

soon to begin.

« Don’t expect anything from the government.

« Review your target numbers regularly and keep a check on the paceat

which you are moving towards it.

« Balance your investments between high -risk high-return equity
/ property and low —risk low -return debt/ gold .

Sample retirement plan:

Retirement plan

Today' s age 30
Retirement age 60

Life expectancy 85

Today' s expenses ( p.m.) 15000
Future value of 15000( after 30 years) 114184
'rl'eotcijraeyr;qsec;?)rpus (amount invested for 200000
rReeJ:[ic:LeJir:]eedni:)orpus (for 25years after 3. 05, 53,953
Rate of return 14.00%
Inflation 7.00%
Required monthly invest Rs.3192.63

| f one t ime i nvested need

Rs. 599683.19

| f want to invest yearly

Rs.57, 075.88




6) SAMPLE FINANCIAL PLAN FOR YOUR REFRENCE

Name: Sarvesh (47 ), Kajal( 38 ) , Natasha (10 ) , Vihan( 6)

Net Annual Income - 11.52 Lakh

Status: Sarvesh work with an IT firm, while his wife
(Kajal) works for a domestic aviation company. Their
late marriage has put them in a dilemma, as their
children’ s’ education will extend beyond their
employer - stipulated retirement age especially for
Sarvesh. Most of the family’s savings were util ized
for sarvesh’s father’s medical treatment till he died
last year. The couple’s expenses are also on the
higher side as they do not follow any budgeting
discipline. Even though the cash f low indicates a su rplus on paper, the actual
expenses are higher due to which there i s no desired surplus.

Kids education Monthly income ( post Monthly Expense
tax)

Buying a flat Rs. 96.000 Rs. 55,833

Retirement planning Net Monthly surplus Rs. 40,167

Goals in order of priority

Natasha’s Education Vihan’s Education
(2023 -2027, inflation 9%) (2026 -2030, inflation 9%)
Current value Future value Current value Future value
Rs. 16, 00,000 Rs.44, 00,000 Rs.16, 00,000 Rs. 56, 50,000

Buying a flat : ( 2017, inf lation 9%)

Current value : Rs 90, 00,000 Future value : Rs.1, 16, 00,000




Retirement planning (2014, inflation 7 %, life expectancy — 85 years)

Current annual

Future annual expense

Corpus required

expenses
Rs. 9Lakh 1.82Lakh
Rs. 3.32lakh
Current investment:
Self occupied proper ty Rs. 65, 00,000
Fixed deposits Rs. 3, 75,000
PPF Rs. 2, 54,000
EPF Rs. 6, 40,000
Saving account Rs. 85,000

Present Status:

A Emergency Fund: Adequate emergency fund in the form of saving
account and fixed deposit

B. Life insurance: Sarvesh has total li fe coverage of Rs. 14 lakh, while
Kajal has a cover of Rs. 6lakh with annual premium of Rs. 55,000

towards four traditional policies and ULIPS.

Cc. Health insurance: company provides group health cover of Rs.3lakh,
along with a separate family floate r of Rs.5lakh

D. Investments: Most are forced investments such as PF and PPF. No
equity exposure to equity

E. Liabilities: No liabilities, which is a positive.

Recommendations:

A Emergency fund: Sarvesh should allocate 3 months of expenses,
around Rs.1.7lakh, for contingency purpose. Considering the present
savings account balance of Rs.85,000, a liquid funds of mf of Rs.90, 000
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needs to be maintained.



« Salaried people should maintain at least 3 months of emergency
expenses as a measure.

B. Life insurance: Sarvesh needs an insurance cover of 80lakh, while
kajal needs to take a cover of 25 lakh. Both need to buy aterm
insurance plan for a period of 15 years which will cost 25,000 p.a. They
should discontinue the existing traditional plans which have more than
10 years to maturity. It will result in additional cash flow of Rs.30,000
per year which can be channelized towards his financial goals.

Cc. Health insurance: They should buy atop-up health cover of Rs.10lakh
with a deductible of Rs. 3lakh. It will cost approximately Rs.7,000 p.a.

« Despite having employer provided health insurance benefit, one
should have a personal comprehensive family health co ver.

D. Accident Insurance: A personal accident policy of Rs. 50lakh with
Rs.10lakh as TTD benefit i s recommended for Servesh. Kajal should
purchase acover of Rs.25lakh with Rs.5lakh as TTD benefit. The total
premium for this should be Rs.10 ,000p.a

Disabilit y i s a neglected area of financial li fe. Itisimportant to have
disability protection along with life and health insurance.

Planning for goals:

Educational Funding of Natasha ( 2023 -2027): For this goal, SIPs for 15,000 needs
to be invested in balanced fu nds.

Rate of return assumed: 11 % in balanced funds

Educational Funding of Son: SIPs of 12,000 are suggested in a 80% equity
and 20 % debt MFs portfolio for this goal

Rate of return assumed: 12 % on this portfolio

Buying a Flat (2017): From the existing sur plus, SIP of 15,000 should be
allocated to short - term debt funds for 3 years. The existing house should
fetch 84lakh after 3 years. From present FDs 2lakh can also be used. The
balance shortfall of 22 lakh can be in the form of a home loan for a period
of 10 years which will result in an EMI outgo of 29,685

Rate of return assumed: 8% on debt funds, 10.5 % on home loan.



Retirement Planning ( 2039 ) : As the entire surplus will get allocated for property
and children’s goals, sarvesh wil | be able to al locate surpluses towards retirement
only from 2018 onwards. Gradually, PPF investments should also be increased
along with r i se in income. Expecting an allocation of 50,000 a year in PPF ( from
2017 onwards) and continuity of job ti Il retirem ent, their PPF and EPF should fetch
a corpus of 17.6lakh and 36.4lakh, respectively. For the balance corpus 32,000
needs to be invested per month in a diversified Equity mutual funds . Home loan
if not prepaid . before retirement can force the couple to go f or a reverse
mortgage option. |f the income does not rise at therate of 10 % (as
expected by the couple), hard decisions will have to be taken later on
whether children’s post -graduation funds should be used for retirement
and take educational loan instead .

Conclusion:
« Starting early and saving regularly is the key to wealth creation.

« Itisthe rhythm and not necessarily rate of return that gets you
desired money.

« Having a household budget i s very important. Millionaires don’ t eat
cakes. They make them. One should increase the amount of savings as
income goes up. The same holds true for Sarvesh as he i s not able to
fulfill all his goals with his current resources.



(2¢)

Financial Plan for

XYZ

FINANCIAL ROAD MAP OF YOUR FINANCES

FURTHER
antoscven | AF| ey | cosr | FUTURECOSTITODAYIHAVE  ASEIS USED | INVESIVENT | gre” | gy
Emergency fund 35 3 Rs.150,000 Rs.183,756 -Rs.20,000 Liquid /debt -Rs.3,829 9 Total asset
1"’ child education 12 6 Rs.200,000 Rs.335,420 -Rs.20,000 Equity/debt -Rs.2,812 12 Rs.100,000
1"'child marriage 12 15 Rs.700,000 Rs.1,931,322 -Rs.25,000 Equity/gold -Rs.2,855 14 Total liabilities
2% child edu.Daugh 9 9 Rs.200,000 Rs.399,801 -Rs.25,000 Equity -Rs.1,458 14 0
2* child marriage 9 13 Rs.700,000 Rs.1,903,73 7 -Rs.10,000 Equity/gold -Rs.4,209 14 Networth
Retirement p.m.) 35 25 -Rs.30,000, -Rs.205,454 Rs.0 Epf/ppf/plot/equity Rs.15,840 10 Rs.100,000
House plan(margin) 35 0 Rs.( Rs.0 Rs.0 Real estate /equity Rs.0 11 Income(p.m.)
Car plan 35 0 Rs( Rs.20,000 Rs.0 ST debt/FD RsO) 9 60000
Vacation plan 35 0 Rs( Rs0 Rs.0 Debt/FD/POST Rs.0 9 Expense (p.m.)
Wealth creation 35 30 Rs.1,000,000 Rs.7,612,255 Rs.0 Equity/plot —Rs.H70 16 30000
Investible
Rs.2,920,000] Rs.12,180,83 7 —Rs.100,000 —Rs.31,873 surplus
30000
FINANZINDIA SUGGESTION '
Total saving req Yearly Rs. 352,452 Online term yrly Rs. 13,000
Monthly Rs. 31,573 Mediclaim Rs. 12,000
Life cover Needed 5,000,000 Accident cover Rs. 2,000
Mediclaim Needed 300,000 Yearly investment Rs. 382,482
Accident cover 1,500,000 Total yrly saving Rs. 409,482

Siip Wasded in equity

29499 Buggestions above are different for person to person according totheir risk profile. This is a

Sipp Maedled in debt

&35
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7.1) Financial Planning Form

Personal Details:

Name: Date Of Birth:
Address:
Pin: City: Mob:
Email:
Income And Expenses: Assets And Liabilities:
Income Yearly Amount Name Of Assets Current Worth

Income From Salary Mutual Funds
Income From Other Sources Life Insurance Policies
Total Income: PPF

Total Expenses Yearly Amount EPF
Rent Fixed Deposits
Grocery Gold
Fruits & Vegetables Real Estate
Phone /Elec./ Internet Bonds
Domestic Help Cash
Entertainment & Eating Out Stocks
Travelling (Petrol, Bus Fare) Total Asset:
Education Expenses Liabilities Amount
Health Expenses Bonds
Total Premium Car Loan

Total Investment

Education Loan

Total EMI Per Year

Personal Loan

Miscellaneous (Newspepar, Cable)

Other Loans

Total Expenses:

Total Liabilities:

Surplus = (Income - Expenses) |Net Worth=
Monthly Surplus = (Yearly / 12) (Total Assets- Total Liablities)
Goal No.Of Year's Totay's Cost

Emergency Fund

1st Child's Edu. & Marriage

2nd Child's Edu. & Marriage

Retirement Fund

Housing Fund

Car Paln

Vacation Plan

Wealth Creation

Parental Care




8) CREATING LONG TERM WEALTH WHAT REALLY MATTERS?

_ - ama Watch your
!\:"\J1 : — _ wealth grow over time

WHERE YOU INVEST??

The asset class you choose as per your goal cre ates your wealth .

WHEN YOU INVEST?

Once you start earning, save minimum 30% to 40% of your earning for future.

HOW YOU INVEST?

Drop by drop, with discipline and patience, in wealth creating asset .

WHEN YOU START?

Starting early can help you in long run.

WHAT ARE THE RETURNS YOU EARN?

A small interest difference can make huge difference in your over all corpus. 1 rupee
becomes 1crore in 100 years with a return of 17.5% same rupee with 8% returns
only becomes 2200/ -

Failing to plan today i s as good as planning to fail in future — Sir John Templeton




9) AUTHOR’S LASTWORD

We are at the end of this book. Before we wind up, we would like to share ten
things we must plan for:

1. Retirement 6. Loans

2. Emergencies 7. Taxes

3. Investment 8. Holiday trips
4. Kids education and marriag e 9. Spending

5. Credit card usage 10. Planning

We at ‘FINANZINDIA'’ believe that Investments are like a bridge which help an
individual to t ravel from present to future destination.

We are giving f inancial solution in We offer services in

Insurance Mutual Fund
Retirement General Insurance
Education Life insurance
Wealth creation through proper asset Fixed deposit
allocation

We sincerely thank al | our readers. This book aims to bring awareness amongst the
investors. We will be happy to recei ve your feedback on

kavita@finanzindia.com
pravin@finanzindia.com

trupti@finanzindia.com .

! Thanking You !
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