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MURTHY
writes

THE SECRET to any sort of financial return
is simply the power of steady mathematical
compounding over a long period of time.

In recent times, the investment profession has
lost some credibility due to business practices
based on cynicism, hype and short-term incen-
tives. Such an environment is a dangerous one
for most middle-class folk, who may not have the
time or energy to dedicate towards studying all
the details and separating fact from fiction.
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In this booklet, Fundsindia rightly emphasizes
well-known principles that may work for several
individuals: an avoidance of speculative trading
strategies, a preference for low-fee and low-ex-
pense investments and above all, an expecta-
tion of demanding transparency, simplicity and
consistency, both in one’'s own investment
objectives and in the choice of one’s investment
manager.

This message is worth considering by young
people who have just entered the earning
section of the society, as well as by middle-class
and senior citizens who have a more immediate
requirement for financial security. In all these
cases, the question is how to get your money to
work for you as hard as you yourself worked for
that money in the first instance.

| would encourage people to read through the
principles described briefly in this booklet, and
to find relevant ideas and approaches that they
can apply in their own life.

N R Narayana Murthy
Chairman Emeritus
Infosys Limited



CHAPTER 2

CREATE
wealth

To beat inflation and enhance your
standard of living, save regularly
and invest wisely.

THERE WAS a generation which believed in the
math equation ‘1-S=E’. It meant income less
saving equals expenditure. The first thing that
this generation did on receiving a salary was
to set aside a sum as savings and then spend
the rest.
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The next generation tweaked the equation to
‘I-E=S’. It meant earn income, spend money and
if anything is left, save it.

The generation that fol-

*_ lowed trusted the equa-
I—I _E tion ‘[+B=E’. It meant earn
income, borrow money and

What we need is blow the entire amount
‘1-1*=FE’. It means as expenditure. This is a

sure-fire recipe for disas-
ter.

income less
investment with
objective equals

expenditure.

What we need is ‘I-1*=E".
It means income less in-
vestment with objective
equals expenditure.

Telling you why you must invest is not such a no-
brainer as it might initially sound to be.

With time, ‘Money’ has become a key necessity
for life. For an aspirational young generation
that has grown up in a market economy, with
increasing human wants, longer life spans, and
huge opportunities to spend, just earning good
is not enough. It is equally important to save
regularly and invest wisely to ensure that money
works for you and that you don’t work for money.

So what do ‘Savings’, its cousin ‘Investment’, and
its enemy ‘Inflation’ actually mean?

Savings

This is the amount left with you after meeting your
monthly cost of living. In a different language,
savings are set apart for a future date and can

Page | 6



¢ Fundsindia

Endiching incia, one Invesfor at a fime

be accessed quickly. For example, the balance in
your savings bank account or in a liquid mutual
fund is ‘savings’. Because of their easy access,
‘savings’ earn lower rates of return.

Investments

If you lock your money for
longer time frames so as
to earn better returns, you
are, ‘investing’. Investments
help you meet long-term needs and
large financial goals. For sure, there are
risks attached. In fact, higher the return you look
for, higher is the risk involved. This investment be-
haviour is similar to the proverb, “Higher a mon-
key climbs a tree, the more it exposes its back!”
But then, you must also remember the motto,
“No pain, no gain”. Therefore, you must invest.

Inflation

Inflation can make a mockery of your living.

You get an idea of inflation when you see a young

man take home, as his first pay,

a sum of money you dreamt of
drawing at the fag end of your
career. Germans who lived
in the 1940s can tell you the
harrowing story of how they
carried a wheelbarrow full of
paper money to buy a loaf of
bread.

20 years ago, the highest cor-
porate salary was Rs 15,000
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a month. Today, that’s the sum a young graduate,
straight out of college, earns. Simply said, under
inflation, you pay more for the same product.
A meal that cost Rs 25/- six years ago costs
Rs 60/- today. This is courtesy Inflation.

Why to invest. And how.

You must invest to realize your big goals. You
must invest to become financially independent.
Initially, you must know how much to save and
where to invest. Over time, you must understand
your spending habits and build new habits to
become a money saver. You must invest to beat
inflation.

Here are some quick inputs.

Set goals for yourself. Ask what assets you wish
to hold in the next five years. Build a house? Buy
a car? List it. Next, have a deadline. Without a
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deadline,agoalis only adream. Write the deadline
and the goal on a paper and review it periodically.
Track your expenses. You may have a general idea
of how much you spend; nevertheless, jot down
your daily spending, tabulate it under various

heads and review it at month

ends to get an exact idea. Cut Investment
unnecessary costs. Menu Card

Save a fixed percentage of Byl 7cfingis
your monthly income. 20% of ~Mutual Funds

your monthly income is a very Gold

good start. If you can’t, you Corporate Fixed Deposits
are I|v.|ng beyond your means. Bank Deposits

A quick thumb rule: 20%

should go into the savings Ll 280
kitty, 50% for living expenses, 10% for education,
10% for recreation and 10% for insurance. You
have plenty of choice in terms of where to park
you money.

Into the future

Thanks to modern medicine, man is going to live
longer. Worse still, careers are becoming shorter.
People are going to retire earlier. That means you
may well live longer in retirement than in your
working period. Hence, you will need financial
independence. You can achieve it only if you save
regularly and invest wisely. In short, you must
create wealth in, of course, the right way.

In today’s fast paced world, caught in the
trappings of work 24/7, it is not uncommon to
come across situations where savings happen
haphazardly, where you take an insurance cover
only because the agent has been after you for
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God knows how long, where you make a tax
investment on impulse because your organization
wants to know if you have done it, and so on, it
becomes imperative to look for help.

We will have only ourselves to blame if we don’t
plan and accomplish a secured financial future.
We need to think of how the bottom may fall off
if we don’t plan ahead for the future - for our
retirement, for our children’s education, etc.

Samuel Johnson may have lived in a different era.
He might have chosen to use words that appealed
to him. But there is a ringing truth in what he said
when he wrote: “Resolve not to be poor: whatever
you have, spend less. Poverty is a great enemy
to human happiness; it certainly destroys liberty,
and it makes some virtues impracticable, and
others extremely difficult”.

There is surely an urgent need for managing
your money.

-
o RuNCH

Insurance 5 x Annual
icome | —
Emergency 0.25 x Annual

Fud Income SESSSSS—
Maximum EMI  40% x Monthly
Mcome | ——
Minimum 20% x Annual

Annual Savings Income

Retirement Annual Expendi-
Corpus ture x 100



CHAPTER 3

GETTING
started

The advantages of an early start

Warren Buffett, the sage of Omaha and the
world’s second richest man for a long time, once
famously said:

“My wealth has come from a combination
of living in America, some lucky genes, and
compound interest.”

Well, you may not live in America
and you may not have lucky genes.
However, you can surely benefit
from compound interest - that
wonderful piece of math that you
had learnt and probably hated
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in school. Simply stated, compound interest is
interest on interest. And in the language of the
investing world, it refers to the advantage of an
early start.

Read this lovely story (edited a shade by us) that
F Peter Lynch, an outstanding mutual fund
: \ manager, narrates:

“In 1625, the Indians of Manhattan sold all
their real estate to a group of immigrants
for $24. While the Indians had been
' ) subjected to many cruel jokes for the next
7 362 years, it turned out that they had made
¢ \ 8 better deal than the buyers who got the

island. At 8% interest on $24 compounded
over all those years, the Indians would have built
up a net worth just short of $30 trillion, while the
latest tax records from the Borough of Manhattan
show the real estate to be worth only $28.1 billion.”

This is clearly the power of letting your money
grow; also known as the power of compounding.

Building a corpus
There are three drivers that will decide the size of
your corpus. They are:

e Initial Amount

* Rate of Return

e Time Period

Let us see two things: one, how a small change in
the rate of interest can turn into a huge difference
in the final value of your investment; and two, how
investing for a longer time can give you a larger
amount.
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The conclusions are startling

* A 4% pointincrease in the rate
of interest more than doubles
your corpus, when invested
across 30 years.

e If you invest for 5 more years,
your corpus of Rs.66,89,452
at the end of year 25, jumps
to Rs.113,96,627. Staggering,
isn't it? The impacts are
different at different interest
rates and at different time-buckets.

So what are the lessons that we have learnt?

.@ Time and Money are great friends. If
1

. allowed to work together, they can work
wonders for you. So, START INVESTING
NOW! Don’t procrastinate.

While small differences in the rates

.@ of return may not matter much in the

2 short-term, over the long run, they do.

. So, if you want to invest for the long run,

invest in instruments that give inflation-

proof returns. Equities give high returns

over the long haul. Also, the risk
smoothens out with time.

.@ The key to reap the most from your

. investment is to have a disciplined
investment plan. Invest regularly to get
the best bang for your money.
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lesson\ The magic, of course, comes from the

. 4 power of compounding, the snowball

. effect that happens when your earnings
generate even more earnings.

Clearly, you must start investing early and you
must invest longer. Don’t fret if you've missed
out on starting early. It's always better late
than never!

Checkmate

Here’s an old but powerful story on compound
interest. To some of you it may sound clichéd,
but it does have a telling lesson.

A King once offered a reward

to his Vizier. On being asked

what his wish would be, the

Vizier said he wanted one

grain of wheat for the first

square of the chessboard,

two grains of wheat for the

second square, four grains .

of wheat for the third square, =

and so on. The ‘small think- |

ing’ of the Vizier amused the

King; Yet, he could not fulfill his Vizier's
desire. Why? The total number of grains on
the 64 squares of the chessboard were a
staggering 18,446,744,073,709,551,615.
This was more wheat than in the entire world
at that time! In fact, it would fill a building 40
km long, 40 km wide, and 300 metres tall!
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o

TO DO ALL OF THE ABOVE,

BUILD WEALTH!



CHAPTER 4

INVESTMENT

bazaar

There are options galore. We must
shop for investments based on our
risk appetite.

HERE’S A QUICK look at some of the preferred
investment options that are available in the mar-
ket. We have restricted ourselves to investment
products that are preferred by and suitable for
young professionals. We have topped our list with
the returns, product features, merits and limita-
tions of the investment options. This should be
your guide before making investment decisions.

But first, you must know what type of an investor
you are: an aggressive investor; a conservative
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investor or a moderate investor. An aggressive in-
vestor looks for high returns while a conservative
investor opts for low risks. Normally, this is a mat-
ter of genes and a person’s attitude towards life.
It isn’t that being aggressive is necessarily smart
and being conservative is necessarily dumb.
Some of the world’s nattiest investors have been
conservative. It is also important that you temper
your aggression or conservativeness with age.
When you are young, you can take more risk be-
cause you have time on your side. But as you get
older, you may prefer to play it safe. In the end,

whatever you do, you must be able to sleep well
in the night!

\/

For those with a risk appetite, equities are a great
bet. While there are other equally risky asset
classes, the economic fundamentals driving
the stock market, combined with the presence
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of a sound regulatory framework, makes this
segment a more organized asset class. Although
the returns are unpredictable, the BSE Sensex,
India’s premier stock marketindex, has generated
a handsome return of 16% between 1992
and 2012.

Another great thing about the
stock market is that you can
classify it into layers with
different risk profiles. For
example, blue-chip companies
are less riskier as compared
to mid-cap and small-cap
companies. If risks scare you,
you can always turn to mutual
funds for help.

Real estate, the “roof-to-live-un-

der” investment, is heating up by
the day. With growing affluence, people are get-
ting into multiple property purchases. While the
rental yield may be small, the capital appreciation
can be humongous. Someone smart had once
said, “Real estate is the real thing; go grab it,
they don’t make any more of that stuff”.

has even outperformed equity. And,
if you don’t want to hold physi-
cal gold, you can invest in ‘
Gold Exchange Traded l
Funds (ETFs) asan 4
alternate invest-
ment option.
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Product  Features  Advantages Disadvan- Risk Return
tages
You can invest | Significantly | Lowriskand | Government- | Yield around
indeposits, | liquidinvest- | lowreturns | backed 8%.
savings mentwith real | category of | investment
PO | account,orin | timeaccess | investment. | and hence,
Schemes | MonthlyIn- | acrossall risk-free.
come Account | Post Offices.
el Fixed retums.
You place your| Highly liquid. | Securedto | Considered | Yield around
money with @time the extentof | to be risk-free | 7% - 10%
your home Rs 1,00,000 | investments. | depending
access .
Bank | 8rown bank. actoss bank (Lly. on the time
Fised branches | Retuns can bucket
Deposits thanksto | be lower than
technology. | the inflation
Fixed retums. fat.
You lend Margin- Unsecured; | Higherthan | Yield around
moneytothe | allyhigher | probability of | bankfixed | 8%-9.5%.
company. returns than | default exists. | deposits.
Corporate | The moneyis g:n::s':::d Withdrawing or
Fixed | invested by POSES. breaking de-
Deposits | the company posits before
inits own the maturity
business. period is not
allowed.
Involves Has utility | Risk of stock- | Costinvolved | Has
purchase and senti- | ingphysical | inliquidating. | historically
of physical | mental value.| gold. You geta generated
gold - either — lower price on | 9% annual
. Physical
coins, bars, ) resale. returns.
orornamental .gOId.Is.taX
. inefficient and
Gold ]Evfllery. also subject
You have the to wastage
option to trade deductions by
in ETFs, which jewellers.
does not in-
volve physical

purchase.
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Product  Features  Advantages Disadvan- Risk Return
tages
Mediumrisk | Large choice. | The plethora | No guarantee | Some
andmedium- | 1,000 plus | of schemes | of return. schemes
to-high retums | schemesto | makes selec- have given
oninvestment. | pick from. | tion difficult. 24% retum
o o You now need compounded
Investors' Professionals
Mutual - experts to over20
moneyisin- | manage the . ,
Funds tell you which years. That's
vested across | money.
L — scheme to fabulous!
various invest- Hiehiv liquid. | nvestin!
ment themes, snyliquic i
.| Can buyand
thus offering )
N sell units
diversifica- anvtime
tion. ytime.
Highrisk,and | Largeap- | You might No guarantee | Indian equity
highretums on | preciation | lose your of return. markets have
investment. | possible. capital. T returned a
—_ —_ — Your company | , .,
. 16% CAGR
Investment | Large choice. | Returnsare | may do well
L between
Equities isintothe | 2,000ac- | notsteady. | butbecause 1992 and
share capital | tivelytraded | Theyhappen | of general 2012
of acompany. | listed stocks | in fits and market condi- '
Hence,you | tochoose | starts. tions, the
becomea | from. stock may
co-owner. deliver poorly.
Plenty of Possession | Cumbersome | Ifthe Returns come
choiceinthe | ofaresource | documenta- | documenta- | overtime
formof land, | whichislim- | tion. Riskof | tionisnot | and fluctuate
residential | ited, leading dirtytitlein | proper,you | from placeto
Real apartments, | tothe case of land. | couldlose | place.
Estate \ilas and  probabilityof o your property,
commercial | high capital ) especiallyin
. h medium
properties. | apprecia- lauidi the case of
fion. QUid: g,
Involves the | New genera- | Maintenance | Cantumout | Wide
purchase of | tion option. | of artistic to be fakes. | fluctuationin
At artisticwork, work. returns.
drawings, -
designs, etc. L

benefits.
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Corporate fixed deposits and bank fixed deposits
are also interesting investment options. These
are lower on the returns scale, but are less risky
when compared to equity and real estate.

Finally, you have mutual funds which are essen-
tially a cross between equity and bank deposits.
More of that in a later chapter.

Rich? Or Wealthy?

You need to decide if you want to be
‘rich’ or if you want to be ‘wealthy’.

Although seemingly similar,
ik both the terms largely differ in
meaning.

Being rich is about how much
money you have at a point
| in time. Being wealthy
is about how hard your
money works for you. It
is about how long you can
survive without ever having
to go to work.

At the heart of becoming wealthy
is financial planning, where you
identify and fulfill your life goals
by choosing the right investments
for you.
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CHAPTER 5

MUTUAL
funds

This smart investment vehicle for
the new age investor comes with
sugar and honey.

IT IS NICE to hear someone tell you, “Hey, young
man! Start saving early. Mutual funds are a good
investment option.” But what exactly are mutual
funds? How do they work?

A mutual fund is a trust that pools the money of
like-minded investors for investment in the capital
market, including the equity market and the debt
market. The profit or loss on the investment is
shared amongst the investors, in proportion to
the money that they have invested.
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Thanks to mutual funds, today we have 39 fund
houses managing Rs 826,155 crore.

Tpe | AUM*(Rs) |
Income | 398542 |
Equty [ 165022 |

Liquid/Money-market 195,880
GoamF | 1208
Total | 826155

*Jan 31, 2013 Source: www.amfiindia.com

Here’s a look at the advantages and limitations of
investing in a mutual fund.

Advantages

Mutual funds offer a string of advantages that are
not available in many other investment options.
Read on.

(a) Full time professional management: You may
not have the time, the inclination, or the exper-
tise to manage your money. Professionals who
are experts in the field of investment manage-
ment run mutual funds. Your money is there-
fore in safe hands!

(b) Instant diversification: The key to stock
market success is diversification. To build
a well-diversified portfolio, you would need
about Rs. 5 lakh. However, when you invest
a trifling Rs 5,000 in a mutual fund scheme,
you get instant diversification because you
are now a part owner of all the stocks that
the mutual fund holds. In short, you end up
buying diversification off the shelf!
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Economies of search and scale: If you invest
by yourself, you will have to research on the
various stocks available in the market, before
taking an investment decision. By investing
in a mutual fund, you pass off the job to the
fund! Further, unlike a small investor, a mutual
fund makes large-scale purchase and sale of
shares. This helps it bargain for finer rates
from stockbrokers. A lower brokerage means
a higher return.

Liquidity: Mutual funds provide liquidity. You
can cash your units in 48 hours flat.

Options aplenty: You can invest according to
your preferences. If you are keen on short-
term liquidity, then you can invest in Liquid
Funds. If you are looking for equity type of
returns, then you can invest in Growth Funds.
If you desire steady income, then you can
park your money in Income Funds. There
are schemes for every budget and for every
objective!

A case of conveniences: Units in mutual
funds are easy to buy. Call the retail distribu-
tor and he will walk into your home and do
the needful. You can also buy mutual fund
units through the Internet. You can make sys-
tematic investments each month, systematic
withdrawals every month, set triggers, and au-
tomatically re-invest your dividends.

Well-regulated: The mutual fund industry
is regulated by the Securities and Exchange
Board of India (SEBI) which acts as the indus-
try watch dog. It has thus far done a marvel-
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lous job. Touchwood, despite the mutual fund
industry being in existence for around 50
years now, there has not been a breadth of
scandal.

(h) A good cross: Mutual funds act as a good
cross between the convenience of personalized
banking and the return on an equity investment.
Some funds issue cards to investors and
allow withdrawals up to a specific limit. The
advantage? Returns can be higher than those
offered by a regular savings bank account.

Limitations

We must tell you the other side of the story as
well. Mutual fund investments are not all sugar
and honey. Some of its disadvantages are:

(a) No guarantee of return: There are three re-
lated issues. One, not all mutual funds turn
out to be winners. Some may underperform
the benchmark index. Two, a mutual fund
may perform better than the stock market.
However, there is no guarantee that these
would necessarily lead to gains for the inves-
tor. Thus, if the market rose by 4% and the
fund scheme increased in value by 5%, it is
not much consolation to an investor. Three,
there is a risk of losing your capital when your
money is subject to sharp downswings in the
market.

(b) Loads of cost: There are no free lunches.
Mutual funds manage your money and there-
fore, they charge you through what is called
the ‘expense ratio’. While the returns you see



¢ Fundsindia

Enviching i, one Investor ata fme.

on your NAV is post deduction, you should
keep tab on any unusually high expense ratio
in a fund, when compared to its peers.

(c) Selecting the right fund: The biggest limita-
tion with mutual funds is the trouble of pick-
ing the right fund. In the case of stocks, you
at least have the EIC (Economic, Industry and
Company) Framework Analysis to fall back on.
In the case of mutual funds, the only analy-
sis is of past performance and the past is no
prologue to the future. But if you can do some
ground work on the Internet and seek the ad-
vice of experts in the field, chances are that
you will choose a good portfolio for yourself.

However, on balance, looking at the pluses and
minuses of mutual funds, we would definitely vote
for mutual funds.

Picking Winners

Here’s a quick checklist of how to spot winning
mutual funds.

1. Past performance:
The performance of a P
mutual fund is judged f
by the growth in its ; ) : ; e
NAV for the referral o w
period. Look for funds
that have done well in
the past. True, past performance may not trans-
late into good future performance. However, it is
a reasonable indicator.

2. Fund Age: The duration of a fund’s presence
in the market is also important. A fund with
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a minimum track record of 3 years provides
some comfort. Check out how the fund has
performed in all three markets - rising, falling
and sideways.

3. Fund manager: A fund manager with a hot
record does matter. If he is Warren Buffet or
Peter Lynch, you have little to worry about!

4. Expense ratio: Check the expense ratio of a
fund with peers. An unusually high expense
ratio may suggest that the fund has a very
small asset base, or incurs too much cost,
thereby denting your returns.

5. Portfolio turnover: You expect your fund
manager to enter and exit the market at
appropriate times to take advantage of
market movement. A low portfolio turnover
would suggest that the fund manager isn’t
moving frequently enough. A high ratio could
suggest too frequent moves that might lead
to missing the next big wave. Compare
the number with the average in
the industry.

6. Fund strategy: Do not simply
go by a fund’s name when it
comes to figuring out its strategy.
Read the offer document to know
whether the fund will invest in certain
market segments such as large-cap or mid-
cap, or whether it would invest in certain
sectors like auto or pharma. Check if the fund
is sticking to its strategy. If it strays from its
strategy, it may not fulfill your financial needs.




CHAPTER 6

THE FINANCE
friend

Put your knowledge to action by
choosing the right investment service.

AFTER READING the preceding chapters, you
must have learnt about why and where you can
invest. It’s now time to know HOW to go about it.

The easiest, most convenient, and cost-effective
way of getting started with your investments
is to open an account with our online service,
Fundsindia.com.

By doing this, you will get premium access to the
best and most user-friendly investment platform
for managing all your investments in one single
online location. Our state-of-the-art technology
will benefit you in many ways, like:

* All your investments consolidated in one
online account.
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Paperless, 24x7 transactions and account
access through web and mobile.
Well-researched, unbiased advisory services.
Access to mutual funds, stocks and deposit
products in one place.

Many useful value-added services - for
SIPs alone, we have 10 different ways to
maximize your gains!

In-depth portfolio analyses.

Ability to track your investments according
to specific financial goals.

Email, chat, and phone access for your
queries.

Above all, our services are FREE, with no costs,
hidden or otherwise. You will also gain access to
our premium advisory services, that will aid you in

your

investment decisions. With your Fundsindia

account, you will never be alone when it comes to

your

investments. There are many ways in which

we help you choose your investments:

‘Fundsindia Select Funds’ list is a compre-
hensive list of investment worthy funds.

Ready-to-go portfolios putin by our research
team helps you invest depending on your
profile.

Our SIP Designer takes your age, risk profile,
and investment time frame to design a
portfolio for you.

The ‘Ask Advisor’ feature lets you interact
with our advisor over email or phone at a
time of your choice.

In short, Fundsindia.com is the smartest way to
invest in mutual funds and more for FREE!
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Fundsindia.com is a game-changing investment
service in the Indian financial services arena. It is an
online investment platform and service that enables
investors to participate in the India growth story. The
goal of this platform is to make your investments
paperless, effective, and efficient, thereby enabling
you to track and monitor your portfolio, keeping it
aligned with your life goals. All services are tailored
with one goal in mind - to empower you in making the
best of your investments, so that you can get a great
financial future for yourself!

More than one lakh retail investors across the country
are using our platform for their investment needs,
through the web, mobile and hand-held devices.

All our mutual fund services, including our advisory
services, are completely free for investors. Our platform
is where the Internet meets financial services to keep
costs low and make your money grow efficiently. Apart
from mutual funds, we also offer a platform for share
investing, ETFs, corporate deposits, and the National
Pension System (NPS).

Fundsindia.com is promoted by Wealth India Financial
Services Pvt. Ltd. We are based in Chennai.
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