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Editor Speak

Successful Leadership Transition
Requires Succession Planning
One of the most important, however, quite neglected, aspect of
Financial Planning is the Estate Planning. Complacency, combined
with a lack of awareness and urgency about the succession of our assets
and wealth are at the root of the problem. Neither age nor the level of
wealth is a factor to prompt Individuals in making a succession plan.
A proper estate planning is all the more required in case of family
businesses, and where ancestral wealth throws up complex structure of
legal heirs. As commonly understood, the instruments of nomination
and joint ownership are just facilitations to claim the assets of the
deceased and keep them in custody for legal heirs. The nomination
and joint ownership are needed to be established as ownership title of
the estate of the deceased. The same are liable to be challenged by legal
heirs and incidentally are a subject matter of a lot of disputes under
the individual succession laws in respect of families, small, medium and
even some large businesses.
The UBS Global Family Office Report 2018 reported that 93% of
family offices surveyed in the Emerging markets had either a Succession
Plan in place or had planned for the same. This ratio came 71% in
respect of the Asia Pacific nations, and surprisingly even in the case of
North America and Europe at 74% and 71%, respectively. A very high
percentage, 63%, of the family offices highlighted inter-generational
wealth management as ‘very important’ among the top three priorities.
Financial Planning Journal | 5

Editor Speak

Volume I | Issue VI | March-April | 2018

The ‘Rule of 92’ as per the same report further reveals that 92% of
a family’s wealth is lost by the third generation. The reason for this
is because families tend to focus solely on ‘hard needs’ (for example,
asset allocations) at the expense of recognizing the importance of ‘soft
needs’ such as succession planning. In their experience, not having a
succession plan, having a poorly designed or poorly implemented
succession plan can contribute significantly to families losing almost
all of their wealth by the third generation. To combat this, the family
office “has an unrelenting focus on proving that rule wrong!”
The important issues to be addressed in succession planning are
economic, fiscal and human. Successful leadership transitions are
continuous in nature such that a multi-generational legacy evolves
naturally from the process, and any generational transition is seamless
and usually decades in the making.
While in family offices the interests of individual members are shared
in terms of the needs being more or less similar, certain situations merit
special consideration; for instance the generational needs of retirees
requiring income, while younger family members affording more risk
towards growing wealth.
Thus, in the same family office, there can be differing liquidity
requirements. At an evolved level, a number of wealthy families which
share some common values or goals may consolidate and leverage
resources by creating a multi-family office. The visible advantages
are the economies of scale, diversity of assets due to wide investment
opportunities.
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 practice.
Happy Reading!!

Ranjeet S Mudholkar, CFPCM
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Reduction in TER:

MFDs Must Consistently Upscale
Knowledge & Soft Skills Quotient
MUT

UAL
F

UND

Aashish P. Somaiyaa
MD & CEO,
Motilal Oswal AMC

The MF industry is witnessing a slowdown in inflows
and the debate rages whether to attribute this to
lower distributor interest consequent to commission
structure changes or bruised investor sentiment, or
perhaps both. I can imagine that a good part of the
decline is related to market uncertainties and the
“not-so-great” experience of being invested in equity
funds in the last 1 year.

Financial Planning Journal | 7
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e are now in a zone where the last one year
returns on a lot of multicap and midcap
funds are in the negative and a lot of aggressive
hybrid (erstwhile balanced fund) and dynamic
funds are in either very low single digit or negative
returns territory too. This usually doesn’t augur
well for flows. If one analyses equity flows from
an average of 20,000 crore a month net in FY18
we are down to average of 11,800 crore a month
FYTD19 and the exit number for November 2018
was around 8,600 crore. This is a huge decline on
average and even worse as we exit November 2018.

Funds have the additional headwind of declining
dividend surpluses and a newly introduced dividend
distribution tax.

In FY18 my sense is that on an average the monthly
SIP input value was in the range of 6,500 crore
while in this year the average has been around 7,500
crore and we exited December with an input value
of just over 8,000 crore.

On the other hand, the cut in TER and resultant
reduction in commissions will render the business
unattractive for certain sections of distribution
resulting in decline in inflows. This could result in
further negative netflows. With ban in upfront and
a cut in TERs and hence commissions around the
corner, in my assessment retail banks and some retail
MFDs may lose interest in the MF distribution
business because of reduction in the commercials.
Not because anyone is greedy or that they don’t want
to do the business but just because the threshold
AuM that is required to sustain the business will go
up significantly – when margins decline not everyone
is going to find it easy to increase the volumes or be
motivated enough to do so.

In any given month, the net inflow is a function of
SIP flows, NFO flows and discretionary flow from
investors. What the above numbers seem to suggest
is that while SIP flow has been rising and accounting
for a larger proportion in our net flows, the NFO
numbers and discretionary investment numbers
have declined. We have an approximate equity
asset base of around 10 lakh crore and given this
base, there is a natural rate of attrition as investors
redeem in the normal course of action or in response
to market circumstances or due to maturity of
closed ended funds or churn for variety of reasons
post exit load period etc. So, redemptions continue
at a certain pace and if market circumstances
become challenging or if past sales practices start
haunting the flow behaviour there could be a rise in
redemptions.
If one analyses by product category, one finds
that Balanced Funds were doing around 8,000
crore a month netflow in FY18 and this year that
average is in the range of 2,000 crore while we
exited November with around 200 crore net flow
in the balanced category. This means a good part
of the decline in the net sales has come only in this
category while the decline in equity proportionately
is not as bad as one might initially surmise. Balanced
8 | Financial Planning Journal

Coming to the commission issue, even though
November was the first month of applicability I
am quite sure banning upfronts and narrowing the
applicability of SIP incentives and B30 incentives
has started to bite already by making the business
unattractive. That the changes have come about
exactly when markets have been challenging is a
double whammy.

In the near term we will have adjustment issues
with the significantly lower fees chargeable to
investors and hence lower remuneration for AMCs
and distributors. As far as banks are concerned they
have multiple options for their customers and more
so when interest rates are rising and credit is picking
up their participation tends to by cyclical. Last 2-3
years were different because of abundant float lying
around post demonetisation, low interest rates and
poor credit offtake.
On the other hand there are some segments of the
markets like stock brokers who are facing pressures
in their business and who on relative basis may find
our commercials more attractive so they may want
to jump in with enhanced vigour. I can see early
signs and trends on each of these.

Charter Member
CoverSpeak
Story
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National distributors, large MFDs, private bankers,
wealth segments of banks and other wealth managers
may continue and in fact the strong may become
stronger out here. Digital channels will continue to
rise in popularity for some segment of clients who
think that they know what they need. The allure of
digital and DIY is here to stay. How many investors
can navigate themselves without advice is still to be
seen but there will always be people who shift in and
out of the advice vs. unadvised zone.
In the MFD channel, with every shift in the industry
regulations - may it be introduction of ARN and
AMFI exams, the tech bubble of 2000s or the
financial crisis of 2008 - the abolishment of entry
load and introduction of direct plans, each time the
big and more importantly the committed ones have
become bigger and some smart new entrants have
made it big while on the margins a lot of people left
the industry.
This is part of evolution. Consistent up skilling

on knowledge and soft skills, more comprehensive
offerings to clients with higher operating standards
and overall value to end clients is a must if one has
to retain saliency in the profession.
On the whole, let me say that while our business may
be looking less attractive to some of us, it is going to
look a whole lot more attractive to investors; and
that is what ultimately matters. MFDs will have to
get used to and be prepared for higher volumes but
with lower margins and lesser competition.
Lastly, MFDs should not get overly preoccupied
with discussions on direct vs regular, advisory
vs distribution etc. They need to understand
which customer segment and what type of
customer would prefer a particular type of model.
A business model has to be matched to a customer
segment and customer type, general discussion
about technology, earnings models and product
offerings will serve no purpose other than to confuse
and disorient.

WRITE TO US AND GET CE POINTS
What do you think of the articles in our Journal? Do they help in your
practice? Increase your understanding of the topics covered? Are they
thought-provoking and do they otherwise stimulate you? We would like to
hear from you, your feedback and your comments about the articles. The
three best comments/feedback will be published in the subsequent issue of
the Journal and those who are certificants (CERTIFIED FINANCIAL PLANNER)
will be awarded 5 CE points only for the published pieces. Non-certificants
are also encouraged to send in their comments and feedback.

Please write in to alok@fpsbindia.org
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Around the World

Developing Economies Must Get Ready To
Cope With Possible Turbulence: World Bank

T

here is an urgency for emerging markets and
developing economies to get ready to cope
with possible turbulence, said Kristalina Georgieva,
the World Bank's CEO. She also said that the global
growth is moderating from 3% to 2.9% in 2019.
"In this more challenging environment, there is
an urgency for emerging markets and developing
economies to get ready to cope with possible
turbulence and to build fiscal and monetary space, to
build policy buffers," she said on the occasion of the
release of the Global Economic Prospects report.
She also elaborated that the governments have
to concentrate more on their debt management
practices, especially in countries where this is already
a serious concern."They need to use borrowing
to fund development needs, to use borrowing for
productive purposes and they have to work with

creditors on transparency and sustainability of
lending practices”.
Urging countries to accelerate reforms,
Georgieva said from the Bank's perspective, this is
particularly critical for investing in human capital,
lowering barriers to higher investments and boost
positivity and make sure that they are integrated
in the world economy in a way that helps them to
expand and grow.

Global Near-Term Risks To Financial
Stability Have Increased: IMF Report

T

he October 2018 Global Financial Stability
Report (GFSR) of International Monetary
Fund (IMF) finds that global near-term risks
to financial stability have increased somewhat,
reflecting mounting pressures in emerging

10 | Financial Planning Journal

market economies and escalating trade tensions.
These risks, while still moderate, could increase
significantly. An intensification of concerns about
emerging markets, a broader rise in trade tensions,
the realization of political and policy uncertainty,
or a faster-than-expected tightening in monetary
normalization could all lead to a sharp tightening
in financial conditions.
Meanwhile, medium-term financial stability
risks remain elevated, driven by high non–
financial sector leverage in advanced economies
and rising external borrowing in emerging
markets. Although the global banking system is
stronger than before the crisis, it is exposed to
highly indebted borrowers as well as to opaque
and illiquid assets and foreign currency rollover
risks.
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National Updates

FPI Outflow At Rs. 83,000 Crore In 2018
On Crude Price Rise, Rupee Depreciation

F

oreign portfolio investors (FPIs) made a net
withdrawal of about Rs. 83,146 crore from the
Indian markets in 2018, after pouring in a record
Rs. 2 lakh crore in the preceding year, on the
back of rate hikes in the US, rise in global crude
prices and rupee depreciation. This comprises
Rs. 33,553 crore from equities and Rs. 49,593 crore

S

from the debt market, according to data available
with depositories. Before 2018, FPIs were net
buyers of Indian equities for six consecutive years.
For the debt market, FPIs made a net
withdrawal of over Rs. 43,600 crore in 2016, but
it turned around in a big way in 2017 with a net
inflow of Rs. 1.5 lakh crore.
Even in 2018, FPIs began on a positive note
by pumping in money, but the trend got reversed
soon amid weak global cues and introduction of
long-term capital gains tax on equity investments.
After a brief recovery in March, the sell-off
continued for most part of the year.
It is expected that slowing corporate earnings
growth, concerns over bad asset quality in
banks, slowdown of credit flow to NBFCs and
uncertainty over outcome of general elections in
2019 will impact the FPI inflows.

EPFO May Give Subscribers Option To
Increase Stock Investments In 2019

ubscribers of the retirement fund body EPFO
may get an option in the new year to invest more
of their savings in equity market, besides a host of
other social security benefits and digital tools to
manage their funds.
At present, the Employees' Provident Fund
Organisation (EPFO) invests up to 15% of its
investible deposits into the exchange traded funds
(ETFs) and so far such investments total about
Rs. 55,000 crore.
However, the ETF investments do not reflect in
members' account and they do not have an option
to increase the proportion of their retirement
savings to be invested into stocks. The EPFO is
now developing a software that would help show
retirement savings in cash and ETFs components
separately. At present the account only shows the
savings as gross cash component.

Once the cash and ETF components are shown
separately in the EPF accounts, the next big leap for
the EPFO would be to give an option to subscribers
to increase or decrease investments in stocks.
The EPFO presently covers 190 industries with
over 20 crore accounts in over 11.3 lakh covered
establishments.
Financial Planning Journal | 11
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Income Tax Returns Hit Record High In FY19

T

he current fiscal year is likely to be a watershed
for income tax compliance, and the tax
department is returning the favour with quick
refunds. The income tax department issued refunds
to 24 million taxpayers as on December 30, 2018;
a 53% rise from the year ago. In terms of value,

Rs 1.31 lakh crore has been paid out in refunds so
far, up 17.02% over the same period in the previous
year. Income tax filings have also hit a record in the
current fiscal year with the total so far up 43% at
62.1 million up to December 30. The government
expects income tax returns to touch 70 million this
year. The highest number of filings are of ITR-1,
the simplest income tax return form, at 30 million.
TAX COLLECTIONS: Gross direct tax
collections grew 14.11% to Rs. 8.74 lakh crore up
to December 31, 2018. Gross personal income tax
witnessed a growth of 17.53% in the period under
review, while corporate tax collections rose 14.76%.
After adjusting for refunds, net direct tax collections
were up 13.62%. The government has budgeted
Rs. 11.5 lakh crore from direct taxes in the current
fiscal, up 14% from Rs. 10 lakh crore collected in
FY18.

India Poised To Become Third-Largest
Consumer Market By 2030: WEF

I

ndia is poised to become the third-largest
consumer market behind only the US and
China; and consumer spending in India is
expected to grow from USD 1.5 trillion at present
to nearly USD 6 trillion by 2030.
According to World Economic Forum (WEF),
with an annual GDP growth rate of 7.5%, India
is currently the world's sixth-largest economy.
By 2030, domestic private consumption, which
accounts for 60% of the country's GDP, is
expected to develop into a USD 6-trillion growth
opportunity.
Commenting on the report, Zara Ingilizian,
Head of Consumer Industries and Member
of Executive Committee, World Economic
Forum, said "as India continues its path as one
of the world's most dynamic consumption
environments, private and public-sector leaders

12 | Financial Planning Journal

will have to take shared accountability to ensure
such consumption is inclusive and responsible.
The report titled 'Future of Consumption in
Fast-Growth Consumer Market – India' noted
that growth of the middle class will lift nearly 25
million households out of poverty transforming
India from a "bottom of the pyramid economy"
to a middle class-led one.
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RBI Issues Guidelines On Use Of
Tokenisation To Make Card Payments Safer

R

BI has released guidelines on tokenisation
for various card transactions, including from
debit and credit cards.
Tokenisation, which aims at improving safety
and security of the payment system, refers to
replacement of actual card details with an unique
alternate code called the 'token', which shall be
unique for a combination of card, token requestor
and identified device.
Instead of using actual card details, this token
is used to perform card transactions in contactless
mode at point of sale (POS) terminals, quick
response (QR) code payments.
RBI has given permission to offer tokenised
card transactions services to all channels such
as near field communication (NFC), magnetic
secure transmission (MST) based contactless
transactions, in-app payments, QR code-based
payments or token storage mechanisms, including

cloud, secure element and trusted execution
environment.
At present, tokenised card transaction facility
would be offered through mobile phones or
tablets only and will be extended to other devices
later based on experience. A customer would not
have to pay any charges for availing this service.

Financial Planning Journal | 13

Cover Story

Volume I | Issue VI | March-April | 2018

Role of Trusts in Succession Planning
of Global Families
Living
Will
Charity

Trust

Radhika Parikh
Life
Inssurance

Marital
Deduction
Succession

Shipra Padhi

With the number of high net-worth individuals on the rise in India it is becoming
increasingly important to structure succession not only in terms of wealth, but
also business leadership, keeping in mind the family’s international holdings and
non-resident family members. Accordingly, more and more families are turning to
the private family trust. The trust structure offers both the flexibility of providing
for the succession of wealth and business leadership across several generations in
a seamless manner, and can also account for cross border considerations. This
article explores the various intricacies and benefits of a private trust and various
ways in which it can be structured.
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THE INDIVIDUAL WEALTH IN INDIA
Recently, a report issued by Johannesburg based
market research firm New World Wealth found
that, as of December 2017, total wealth held by all
economic classes of Indians was USD 8.2 trillion,
with HNWIs holding approximately USD 3.9
trillion or nearly 48%. The report went on to find
that the number of HNWIs in India had also risen
drastically from 124,000 individuals in 2007 to
approximately 330,000 in 2017.
Considering that closely held family businesses
make up a significant portion of India’s economic
landscape, it is perhaps not surprising that the
greatest amount of wealth was held in the nature
of business interest (25%), followed by cash and
bonds (23%), real estate (22%), equities (21%),
and alternatives (9%). In an ever-increasing
global economy, approximately 19% of Indian
HNWI’s wealth was found to be held offshore, in
the form of cash or real estate. The Family Wealth
Report 2018: A Roadmap for the Indian Family
Office, a report issued by Edelweiss Private Wealth
Management and Campden Family Connect,
found that out of the ultra high net worth families
surveyed, 99% of them invested in India, while 14%
also invested in North America, 11% in Europe,
10% in Asia – Pacific, 7% in the Middle East and
5% in Africa.

With HNWI and their families holding diverse
portfolio of assets which span across multiple
jurisdictions, it may seem natural that such families
plan for the security and proper succession of their

Cover Story
wealth. Surprisingly, however, the Family Wealth
Report 2018 found that while 62% of the families
surveyed had some form of succession plan in place,
only 19% were formally written and agreed upon.
29% were informally written, and the remaining
14% were mere verbal agreements.
NEED OF THE HOUR
Keeping in mind that Indian businesses continue
to run on promoter power, the size and scale that
these founding members of families have achieved
with respect to their businesses over the past few
decades, sustainability and continued growth
beyond the current generation have become key
considerations in addition to simply passing on
wealth. Moreover, HNWIs like their businesses,
have also become more global, with an increasing
number of individuals from each new generation
opting for foreign residence or citizenship.
This added complexity has become even more
cumbersome over the past decade with the increase
in the level of scrutiny applied by regulatory in
India and abroad. From anti-tax avoidance and
anti-back money legislation to the automatic
exchange of information, regulators around the
globe have tightened the reigns on how wealth
is transferred. These new considerations with
respect to how wealth is managed across generations,
coupled with the age-old desire to avoid the cost,
time and emotional strain of intra-family disputes
caused by divorce, inheritance or simply a difference
of ideologies, has made it essential for families to
structure their estate and succession planning to
meet with the specific requirements of the family.
IN TRUST WE TRUST
While families can structure their holdings through
a variety of legal entities including companies,
partnership firms, LLPs, and sole proprietorships,
one of the most widely used entities for structuring
wealth and succession in recent years has been the
private family trust. The purpose of the private
family trust is for the author of the trust to
progressively transfer his (and his family’s) assets to
the trust, so that neither he nor the family retain
legal ownership of the assets, and the beneficiaries of
Financial Planning Journal | 15
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the trust continue to receive benefits associated with
the assets. Such a trust offers several advantages, not
the least of which is ring-fencing of assets against
possible losses due to business liabilities, family
related liabilities arising from divorce, maintenance
claims, tax claims, re-introduction of estate duty in
India, and / or actual or potential creditors. It also
provides a mechanism whereby the needs of the
entire family are met, including the future needs
of young or unborn children and grandchildren,
while allowing the flexibility to provide appropriate
benefits to different family members at different
points in time, taking into account factors like
changing requirements, opportunities available
to only certain members, contributions made by
certain members for the well-being of the family
or family business, etc. While private trusts may
be managed by family members in their individual
capacity or through a family board, they also provide
the flexibility to either appoint an unbiased
independent person(s) or institution, or a
private trust company (PTC) constituting of
trusted individuals or family members who
make decisions with respect to the investment
and distribution of wealth to various family
members and others. Further, private trusts
offer families the ability to bypass the probate
process, give subsequent generations the benefit
of property without losing complete control
of it, create a large pool of funds for making
investments, structure business succession which
may be based on a balance of merit and family
control, and facilitate philanthropic activities
all through one centralized and cost effective
administrative body.
WHAT IS A TRUST?
Trusts in India are governed by the provisions of
the Indian Trusts Act, 1882 (Trusts Act), which
covers most asset types other than waqf, property
of a Hindu Undivided Family (HUF) and public or
private religious or charitable endowments.
As per the Trusts Act a trust is “an obligation
annexed to the ownership of property, and arising
out of a confidence reposed in and accepted by the
16 | Financial Planning Journal
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owner, or declared and accepted by him for the
benefit of another, or of another and the owner”
As depicted in the diagram below, the person who
reposes or declares the confidence is called the
“author of the trust” (commonly referred to as a
‘settlor’). The person who accepts the confidence
is called the “trustee”. The trustee is also the legal
and beneficial owner of property transferred to the
trust. The person for whose benefit the confidence
is accepted is called the “beneficiary”. The subject
matter of the trust is called “trust property”. The
“beneficial interest” or “interest” of the beneficiary
is the right against the trustee as owner of the
trust property. The instrument by which the trust
is declared is called the “instrument of trust”
(commonly known as the ‘trust deed’ or ‘indenture
of trust’).

In addition to the above-mentioned essential
components of a trust, a trust structure may also
include a protector and / or trust advisor, which
are not concepts under the Trusts Act, but can be
created within the deed. The protector of a trust is
a trusted individual, generally known to the family,
who advises the trustee in various circumstances
directly affecting the beneficiaries. His primary
role is to ensure that the views of the family are
represented, especially in cases where the trustee
may be a non-family member, an institution or a
PTC. On the other hand, a trust advisor is typically
an individual or body corporate having the skills
to advise the trustee with respect to investment
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related decisions. Unlike the role of a trustee,
which is outlined under the Trusts Act, the powers
and limitations of protector and trust advisor
are not established by law and should therefore
be specifically provided under the trust deed.
However, in all cases a protector’s or trust advisor’s
recommendations remain advisory in nature and
cannot be legally binding on the trustee. The
ultimate decisions with respect to any trust matter,
including the day to day management of the trust,
distributions to beneficiaries, investment related
decisions, etc. remain with the trustee or in some
cases with the settlor depending on the structure of
the trust.
THE RIGHT TRUST STRUCTURE
Private family trusts may be set up either inter
vivos i.e. during a person’s lifetime by way of trust
deed or under a will i.e. testamentary trust. Trusts
can also be set up orally; however, when the trust
property includes immovable property, the trust
needs to be declared by a written trust deed. When
a trust is set up by way of trust deed during the
lifetime of the settlor, the trust deed should be duly
registered and stamp duty should be paid as per the
rates applicable in the state in which the deed is
registered. The initial transfer of assets to the trust
and the subsequent distributions to beneficiaries
are also subject to Indian taxation depending on
the structure of the trust as well as where the trust
qualifies as a tax resident.
A will, on the other hand, is governed by the
Indian Succession Act, 1925 and need not be
registered or stamped; however, it may require
probate. Specifically, probate is only required if
the testator is either Hindu, Sikh, Jain, Parsi, or
Buddhist, and the will is either (i) executed in, or
(ii) relates to immovable property located in
Calcutta, Chennai or Mumbai. Further, a trust
set up under a will only comes into existence
on the death of the testator. Accordingly, assets
are transferred into the trust by way of
testamentary succession which does not amount
to a taxable transfer under Indian income tax
laws. Once the trust is established, distributions to

Cover Story
beneficiaries should be taxed on par with trusts set
up inter vivos.
When structuring a trust, it is important to keep
in mind the purpose of the trust. If the goal is to
allow the settlor to retain a level of ownership
and control over the trust property while still
allowing beneficiaries an interest, a revocable
trust may be most appropriate. In such a
structure, the trust can be revoked or canceled at
any time and the trust property returned to the
settlor. The settlor also generally retains a greater
control over the management of the trust and
how distributions are to be made. However, if the
intention is for the settlor to transfer ownership
fully to the trustee, an irrevocable trust may be set
up. Such irrevocable trust does not come to an end
until the pre-determined term or purpose of the
trust is fulfilled.

Another consideration is whether the beneficiaries
and their intended interest in the trust
property is known at the time of establishing
the trust. If the settlor (or the family) is clear as
who the beneficiaries are and what their
respective shares in the trust property should
be, then a determinate trust may be more
suitable. However, if at the time of setting up the
trust such factors remain unknown, a discretionary
trust where the trustee has the discretion to pick,
from time to time, who (if anyone) among the
beneficiaries is to benefit from the trust, and to what
extent, may be chosen. In case of a discretionary
Financial Planning Journal | 17
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trust, a protector may be appointed and / or a letter it is controlled or managed, and in some cases, the
of wishes may be executed by the settlor to help guide residency status of its beneficiaries. However, a
trust located outside India, wholly controlled and
the trustee to act in line with the family’s wishes.
managed from outside India, and having nonTAXATION OF PRIVATE FAMILY TRUSTS resident beneficiaries, is generally not subject to
tax in India. Such offshore trust should only be
IN INDIA
Whether a trust is irrevocable or revocable and taxed on income that accrues or arises or is
discretionary or determinate determines how it deemed to accrue or arise in India; however, it
is taxed in India. With respect to an irrevocable may be subject to taxation in the foreign country
determinate trust, the trustee is taxed as a in which it is established. Accordingly, families
representative assessee viz a viz the beneficiaries. looking to optimize their holdings for tax purposes
Accordingly, the trustee is taxed to the same extent generally set up an offshore trust managed by a nonand in the same manner as each of the beneficiaries resident trustee and having either only non-resident
with respect to their determined interest in the beneficiaries or both resident and non-resident
trust. Tax may be collected either from the trustee beneficiaries to hold only non-Indian assets and
or directly from the beneficiaries. Further, the initial an Indian trust managed by and Indian trustee for
settlement of property into the trust should not be Indian assets.
subject to taxation in the hands of the settlor or the
trustee as long as the trust is set up for the settlor’s
‘relatives’ as defined under the Income Tax Act,
1961 (Income Tax Act).
Similarly, with respect to an irrevocable discretionary
trust, the trustee is also treated as a representative
assessee viz a viz the beneficiaries. However, as in
such a trust structure the beneficiaries are not predetermined and their interest is subject to change as
per the discretion of the trustee, the trustee is taxed at a
maximum marginal rate of 30% (plus cess and
surcharge) on trust income. Beneficiaries are not
subject to tax unless and until distributions are
made to them. Further, the same exemption of
taxation is applicable to the settlor and trustee for
the initial settlement of property if the trust is set
up for the settlor’s ‘relatives’. In case of a revocable
discretionary or determinate trust, the trust itself is
disregarded and the trust’s income is taxed as though
it had directly arisen to the settlor. However, the
initial settlement of property should not be subject
to taxation.

Foreign Exchange Regulations
India’s foreign exchange regulations permit a
resident individual to remit up to USD 250,000
per financial year outside India for permitted
transactions without RBI approval. Accordingly, an
Indian settlor is free to transfer such amount from
India to an offshore trust, or invest such amount
in foreign assets which are then transferred to an
offshore trust.

Further, as a trustee is the legal and beneficial owner
of the trust property, a non-resident individual is
generally not appointed as trustee to an Indian trust.
This is largely due to the fact that non-residents are
not permitted to directly hold immovable property
TRUSTS WITH CROSS-BORDER
in India. Further, where a non-resident is a trustee,
ELEMENTS
the trust should not be engaged in any activities
Taxation of offshore trusts
Generally, whether a trust is taxable in India which would otherwise be prohibited for nondepends on where the trust is registered, from where residents. Moreover, the Trusts Act provides that
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where a trustee is absent for a continuous period Competent Authority Agreement - Common
of 6 months or leaves India with the intention of Report Standards (MCAA-CRS).
residing abroad, another trustee may be appointed.
Accordingly, while a non-resident individual is not
specifically barred from acting as trustee to an Indian
trust, the above considerations should be taken into
account.
An Indian trust may also have both Indian resident
and non-resident beneficiaries. Distributions to such
non-resident beneficiaries should be made directly
into their NRO accounts and such distributions will
be subject to tax depending on the nature of the trust
as explained above.
Reporting requirements under the IT Act
Generally, only those persons who earn taxable income
under the Income Tax Act are required to file an
income tax return disclosing such income and paying
the applicable taxes However, under section 139 of the
Income Tax Act, an Indian resident who (i) holds, as
a beneficial owner or otherwise, any asset
(including any financial interest in any entity)
located outside India or has signing authority
in any account located outside India, or (ii) is a
beneficiary of any asset (including any financial
interest in any entity) located outside India, is
required to disclose details of the same on an
annual basis in his Indian income tax returns.
Accordingly, an Indian resident is required to
disclose details of any offshore trust in which
he is the settlor, the trustee or a beneficiary.
This disclosure becomes particularly relevant
in light of India’s Black Money (Undisclosed
Foreign Income and Assets) and Imposition
of Tax Act, 2015 which aims to penalize individuals
for non-disclosure of foreign income and assets,
and India’s numerous agreements with foreign
governments in relation to automatic exchange of
information.

THE RISE OF FAMILY OFFICES
In an economy where the number of HNWI is
expected to rise to 400,00 having a cumulative net
worth of USD 5 trillion by 2025 there is no doubt
that succession planning both from an asset
management as well as a business leadership
perspective is gaining traction. At the forefront of
this development is the family office - a singular
body dedicated to meet the business and wealth
related needs of high net worth families. A
recent cover story in the The Economist suggests
that family offices around the world control
approximately USD 3 to 4 trillion in assets,
which is in fact more than traditional investment
vehicles like hedge funds. These family offices not
only facilitate comprehensive succession planning,
but also help families invest and grow their
wealth. Unlike banks or private equity firms
they also stay longer and care more about the family’s
culture and ideals. As the use of family offices
grows in India, business families may soon start
following the trend already in action around the
world of structuring their wealth and succession
planning vehicles family office for investments into
spaces traditionally reserved for private equity and
fund investors.

Radhika Parikh
Additional reporting may also be required under Member, Private Client and International Tax,
India’s treaties with foreign countries like the Nishith Desai Associates
obligations under the US-India Intergovernmental Shipra Padhi
Agreement (IGA) for Foreign Account Tax Leader, Private Client and International Tax,
Compliance Act (FATCA) and the Multilateral Nishith Desai Associates
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Estate Planning:
Living Beyond Life
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Everybody plans for his household expenses, children
education and marriage, besides retirement and
medical needs. However, the idea of estate planning
generally gets the least or no importance, on the
misconception that it is applicable only for the rich.
R. Varadarajan, CFPCM
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Estate Planning envisages efficient process to transfer
the assets of an individual on his demise so that his/
her legal heirs or loved ones, without any hurdle.
The assets include not only the property, but also the
other assets like vehicles, jewellery, shares, debentures,
mutual funds, cash, etc.
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A

ccording to the World Bank data, India’s gross
domestic saving is around 30% of the GDP as
at 2017, which is among the highest, since savings
comes to Indians as a habit. Naturally, these savings
gets transformed into a variety of assets like Bank
Deposits, Real Estate, Jewellery and Collectables
like Antiques or Painting in some cases, which are
termed as “Estate” of a person.
Unfortunately, if the financial assets are not
transferred to the legal heirs, the amounts
transferred are to ‘unclaimed amounts’ after 10
years or to appropriate account as per government
directives.
Data collected from various sources suggest that
as of 2018, the unclaimed financial assets like
Post Office & Bank deposits, Insurance, Shares,
Dividends & Inoperative PF account aggregate to
nearly Rs.80,000 Crore. These would have gone to
the legal heirs of the depositors/owners, had there
been proper estate planning.
WHY IS ESTATE PLANNING NECESSARY?
Some of the important objectives of Estate planning
are to ensure that:
· The assets are passed on to the loved ones without

any trouble, so as to avoid family disputes.
·
The person concerned can pass on additional
benefits to the differently-abled heirs according
to his wish.
·
The assets are distributed amicably to avoid
unpleasant court cases and delay.
In case the person dies intestate, i.e. if he dies
without leaving a Will, then his/her assets are dealt
according to the law of land - which again differs
with reference to his religion:
· In the case of Christians, Jews and Parsis, the
distribution of assets is governed by the Indian
Succession Act, 1925.
· In the case of Hindus, the distribution of assets
is done according to the Hindu Succession Act,
1956.

·

I f the person is Muslims, the assets are divided as
per Muslim Personal Law.

WHEN TO START PLANNING FOR
THE ESTATE?
The right time to make the planning is “Now”
as no one can predict what is in store tomorrow.
However, while the clients feel free to discuss
the other aspects of Financial Planning, they
are somewhat reluctant to discuss about estate
planning and like to postpone the same as far as
possible. This is probably due to:
· Every one dreads the idea of death and has a
psychological, rather a mental block to imagine
the situation “What if I am not there?”
· Since the discussion with the family could create
immediate unpleasantness, the same is put off as
far as possible as he needs the inputs from at least
one or two trusted members of the family or at
least the spouse.
· Though far-fetched, some might be paranoid of
writing a Will on the fear that the beneficiaries
might plan to eliminate him to reap the benefit
sooner.
Estate Planning Options
The first thing that comes to the attention of any
one with reference to estate planning is a Will.
Interestingly, there are other avenues to pass on the
control of the assets as listed below:
Nomination: This is the simplest of all the options
– but it has its own limitation. The security should
be renewed on the same terms and condition, on
every maturity and chances of disputes and court
cases cannot be avoided.
Joint Accounts: This is applicable in the
case of some financial assets like Bank/Post
Office deposits, mutual funds. While the
process is simple, the owner un-intentionally
transfers the part ownership. The disadvantage
is that reversing the joint ownership could be
difficult. Further, the liabilities of joint holder
could haunt the first owner at any point of time,
Financial Planning Journal | 21
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even after his demise, making it a very risky
proposition.
Transfer of assets: Yet another simple process
wherein the owner can decide upon the distribution
of the assets to his legal heirs during his life time,
to avoid complications. But this process is fraught
with the highest risk and has the disadvantages like:
· He will be dependent on the children or relatives,
if he has no other income.
· Reversal of transfer is not possible in case there
is a change of his mind later or if the transferee
pre-deceases the transferor.
· Once the assets are transferred into their name,
the erstwhile dependants could disown him
completely to make his life miserable.
Trust: Private Trusts are created through trust
deeds and are governed by Indian Trusts Act, 1882.
In the trust, the owner of assets, called “Settler”
transfers the assets to another called “Trustee” for
the benefit of legal heirs called “beneficiaries”. A
trust can be either a Specific Trust, in which the
beneficiaries have specific share in the assets of the
trust or a Discretionary Trust in which the income
is distributed to the beneficiaries according to the
discretion of the trustees. While creation of trust is
ideal for the estate planning, the process is tedious
besides being expensive.
Will: Perhaps, this is the most preferred mode for
any one. Here the distribution would be done exactly
as per the wishes of the Will writer, who is referred
to as “Testator” and will be come into operation
only on his demise, while he retains the options to
change the distribution till his death. However,
to make the Will operational, he needs to appoint
an “Executor” in the Will who would take up the
responsibility of the distribution of assets. The
first step towards the execution is to get the Will
“Probated”. Probate refers to the legal process by
which the Will is certified by the court of appropriate
jurisdiction to make it legal and effective. This could
be expensive as the fee is calculated as a percentage
of the assets. Further, the Will could be contested by
the aggrieved members of the family.
22 | Financial Planning Journal
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STEPS TOWARDS ESTATE PLANNING
Once an Estate Planning decision is made, steps
listed below, should be taken by the owner to
complete the process as soon as possible. Though
these are applicable in the case of a Will primarily,
they can also ease the task in the case of other
options.
·

P
 repare a List of Financial Assets: A detailed
list of all the investments like deposits, shares,
bonds, mutual funds, insurance policies with
complete information on investment type, value,
maturity location of the receipts, deposits, bonds,
dematerialised holding of shares and mutual
funds, etc. and their maturity date.

·

P
 repare a List of Fixed Assets: This would
cover all the fixed assets like Properties, Share
of ownerships, partnership, jewellery, cars, etc.
with approximate value. One can also include
the list of memberships in clubs and associations
offering certain benefits as these could be passed
on to the legal heirs.

·

M
 ake a List of Other items: Unfortunately,
these get ignored, generally. One should make a
complete list of items in the house/office with a
value of over a specified value - say Rs.50,000 - like
Furniture, Air-conditioners, TVs, Computers,
Antiques and collectables, etc.

·

L
 ist of Non-physical Items: Details of nonphysical items like Employer/Employee
Provident Fund, Gratuity and other benefits
from the employer, should also be compiled for
the use.

·

M
 ake a list of Liabilities: The list of liabilities
is as important as the list of assets to ensure that
the legal heirs do not land up with unexpected
difficulties. Also prepare a list of all credit card
dues to banks, financial institutions and others.

·

M
 ake a list of Legal heirs: Take time to prepare
a list of legal heirs and beneficiaries whom the
client would like to leave something so that
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no one is left out. Although it is possible to
make amends later, one should make the plan
comprehensive in the first shot.

·S
 elect

Witnesses: The Will when made
needs to be witnessed by two persons
who are above the age of 18. Ideally, they
should be trustworthy and should stand
by the Will in the court of law should
there be a need. The witnesses should personally
see the signing of the Will by the testator.
According to the Indian Succession Act, 1925,
the inheritor or his/her close relatives cannot
witness the Will.

·S
 treamline

your finances: While a person
may have a number of bank accounts, demat
accounts, Fixed Deposits and Mutual Funds due
to occupational compulsions, all these should
be consolidated and merged wherever possible
to eliminate the unwanted charges and possible
omission at the time of listing.

·S
 afe
·

L
 ist of Membership: Memberships in clubs,
associations and charitable institutions to
whom regular contributions are made. This
could help the legal heirs to continue with these
memberships.

·

S
 elect the Executor of the Will: Every
Will needs an executor who would ensure
that the Will is probated and the instructions
are carried out. While it is possible to select a
bank or a lawyer for this purpose, the same could
involve considerable expenses. General rule is
that the executor should be younger than the
testator.

·

S
 elect a guardian where necessary: In the case of
beneficiaries who are minor or differently-abled,
the testator needs to select a guardian to ensure
that he/she is properly taken care of according to
his/her wishes.

Keeping: After the entire process is
completed, the testator should ensure that the
Will is kept safely and someone trustworthy is
aware of its location. Keeping the original Will
in the locker in the name of the testator would
defeat the very purpose as no one can reach it,
until a court order is obtained to break open the
locker. Ideally, the original could be in a fire proof
safe in the house, while a copy of the same could
be left with a trustworthy person like the executor
or a lawyer.

Taking the steps as listed and setting up an
estate plan well in advance will not only relieve
the worries of the client, but also allow his legal
heirs get their share of his assets without any
unsavoury hurdles. The beneficiaries who get
the share of assets without any hassle would
naturally remember the testator forever for his
foresight in handling his Estate and will live in their
hearts for long.
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In my experience, succession planning and
financial consulting are firmly integrated. During
our client conversations, more often than not, we
are able to spot an issue in relation to succession
planning disguised in an individual’s life situation.
And not all problems have uniform solutions.
Like in the current case highlighted, the client was
quite confident that there were no concerns with
the business inheritance aspect and that it held
legal stead. We actually ended up doing a lot of
research to just demonstrate to the client that an
alternative solution has to be looked at, if his wish
were to be fulfilled.

BACKGROUND
Rishabh Bajaj was a self-made first-generation
businessman. He had been through all the
rigmaroles of setting up his business, trying
partnerships with brothers, and also with nonfamily. He finally settled down in running his
business under the family ownership model with
a registered partnership firm as the legal entity.
The partnership firm was formed with him and
his wife as the only partners.
During the course of his business, with a growing
family, Rishabh added his minor children as
partners in the running business. This worked
well for him to counter the ‘Gift Tax’ that existed
during those times. The Indian Partnership
Act, 1932 permitted minor partners to be
admitted to the partnership but only for the
sake of benefits under the partnership, with the
consent of all the partners. So, Rishabh added all
his four minor children as partners to his existing
business to help build their capital accumulation,
earned by way of their profit share in the business.
SHAPING UP THE BUSINESS
SUCCESSION
A few good years in business helped Rishabh
24 | Financial Planning Journal

increase the post-tax profits which in turn led to
higher capital balances for the minor children.
Rishabh was clear all throughout in his vision,
that he was not keen to dilute his stake in the
business to his kids and with this in mind, before
any of the children attained majority, he removed
them from the partnership business.

With the passage of time his second daughter
(Disha), after completing her education, took
interest in his business and joined her father.
While the business remunerated her for her
time and efforts, Rishabh did not induct her as
a business partner. It had been approximately
7 years that his daughter had been assisting him
in the business and over time demonstrated
various qualities of a good manager and brilliant
temperament in the customer relationship
management role too. Rishabh was clear that she
will be a good successor to his business.
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Meanwhile at this stage, Rishabh’s son (Darshan)
too had completed his Masters and was
looking to attend office. He had decided to
take his time to understand the nuances of the
business before taking on any major role in the
business.

At this juncture in time, Rishabh was clear in
his mind that Disha and Darshan would be the
successors to his business at equal shares. Rishabh,
while documenting his bequests in the Will,
named these 2 children as the beneficiaries for his
share in the partnership firm.
ANALYSIS
When this situation came up for review
before us, we were not sure if this bequest
will help meet its purpose, as under the
Partnership Act, a firm requires a minimum of
2 partners at any point in time. On the death
of Rishabh, the partnership status would be
subject to dissolution, as there would be only one
surviving partner.

The question that needed to be addressed here
was whether a bequest, made in a partner’s Will,
will be sufficient to induct new partners in the
firm so as to maintain its legal status.

Cover Theme

A perusal of the Indian Partnership Act and
its provisions implied that it is permitted to
include a clause in the Partnership Agreement
that the firm shall not stand dissolved in the event
of death of one of the partners. Further, in such
event, the deed can specify the heirs who shall
inherit the outgoing partner’s share. In order
to avoid any conflict, it is important that the
bequests in the Will, and the succession clause
in the partnership deed, correspond to the same
factual position.
NEW PARTNERSHIP AGREEMENT
Moreover, the legal position in this respect, as
we found out, also indicates that the heirs will
not automatically become partners in the firm
by virtue of the bequest in the Will. The existing
partner and the heirs will need to enter into a new
partnership agreement, which will then form as
the constitution document for the firm.

In Rishabh’s case, while his Will was pretty clear in
terms of the bequest, his firm’s partnership deed
only mentioned about devolution of his share to
his spouse and children. This created an absurdity
in the situation; which could be resolved only by
way of an amendment to the partnership deed.
CASE LEARNINGS
This case highlighted the need to be very
circumspect when it comes to planning succession
for individuals, especially business owners.
All forms of legal entities, other than sole
proprietorships, has to be managed well in order
to formulate a smooth transition of the business
ownership.
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Trusts – An Effective Tool
For Estate Planning		

Alisha Jain, CFPCM
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More and more individuals, especially business
owners, are establishing Trusts to provide legal
protection of their assets, and to make sure that
their assets are distributed according to their wishes.
Trusts are created to decide how to transfer part, or
all, of the assets to the Trustees who hold on to the
assets for the beneficiaries of the Trust. Trusts protect
assets from creditors, and it can dictate the terms of
an inheritance for its beneficiaries. A Trust is also
one way to provide for a beneficiary who is underage
or has a mental disability that may impair his ability
to manage finances.
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TRUST AND ITS PURPOSE
A Trust can be used to determine how a person’s
money should be distributed while he or she is alive,
or after his/her death. It is a fiduciary relationship
in which one party (the Trustor), gives another
party (the Trustee), the right to hold title to
property or assets for the benefit of a third party
(the beneficiary). The rules of a Trust depend on
the terms on which it was built. It is important that
the settlor must legally transfer ownership of the
assets to the Trustee of the Trust.
Purpose: Trusts are generally, formed or created to
fulfil the following objectives:
• To discharge charitable or religious sentiments of
the Trustor, to ensure public benefit
• To claim exemption from income tax in respect of
incomes applied to charitable/religious purposes
• For the welfare of dependent family members and
other relatives
• For proper management and preservation of a
property
• For regulating the affairs of a provident fund,
superannuation fund or gratuity fund constituted
for the welfare of employees
WHO CAN FORM A TRUST?
According to Section 7 of Indian Trusts Act, 1882,
a Trust may be created by the following persons:
1. Every person competent to contract;
2. By or on behalf of minor with the permission of a
principal civil court of original jurisdiction;
3. Hindu Undivided Family;
4. Association of Persons (AOP);
5. Trust by a woman;
6. Company
The setup of a Trust requires the participation and
involvement of four main parties namely: the settlor,
Trustee, beneficiaries and protector/appointer.
Settlor - The settlor is the person who creates the
Trust by placing a certain asset that he owns into
the Trust, i.e. by transferring that asset to another
person (Trustee) along with clear instructions that
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the asset be held for the benefit of a third party. The
person who creates a Trust and transfers property to
it is generally called the settlor and sometimes called
a grantor, maker, donor, transferor or Trustor.
Trustee - The Trustee is the person who holds the
assets for the benefit of the beneficiary. While in
full control of the Trust assets, the Trustee is under
a legal obligation to maintain the Trust property
in the best possible manner for the benefit of the
Beneficiaries. The Trustee is legally precluded from
using the Trust asset for his own ends. There may
be one or several Trustees.
Beneficiary - The beneficiary is the third party
for whose benefit and profit the Trust asset is held
and managed by the Trustee. The beneficiary, or
beneficiaries, may be either specifically named in
the Trust Deed or may be a sufficiently defined
group of persons (for example “all children and
grandchildren”). The settlor of a Trust may also
be named as the beneficiary. The rights of the
beneficiaries depend on the terms of the Trust.
Protector/Appointer - The protector is not a
mandatory party to Trust, but may be chosen by
the settlor. The protector is an impartial individual
that is empowered with the responsibility of
monitoring the administration by the Trustee, to
ensure strict compliance with the provisions of the
deed. The function of the protector is to supervise
the Trustee, thus providing additional assurances
to the settlor that the Trust assets are properly
managed. In extreme circumstances, the protector
may remove or replace the Trustee. The function of
the protector is usually vested in a Trusted friend or
advisor of the settlor.
CREATION OF TRUST UNDER THE
TRUST LAW
Subject to the provisions of Section 5, under the
Trust laws, a Trust is created when the author of
the Trust indicates with reasonable certainty by
any words of acts (a) an intention on his part to
create a Trust, (b) the purpose of the Trust, (c) the
beneficiary, and (d) the Trust property, and (unless
Financial Planning Journal | 27
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the Trust is declared by Will or the author of the
Trust is himself to be the Trustee) transfers the
Trust property to the Trustee under the Trust laws
in India.
A valid Trust requires the following four certainties:
• Certainty of author’s intention;
• Certainty of object;
• Certainty of beneficiary, and
• Certainty of Trust property.
LAWFUL PURPOSE
A Trust may be created for any lawful purpose. The
purpose of a Trust is lawful unless it is (a) forbidden
by law, or (b) is of such a nature that, if permitted,
it would defeat the provisions of any law, or (c)
is fraudulent, or (d) involves or implies injury
to the person or property of another, or (e) the
court regards it as immoral or opposed to public policy.
Every Trust of which the purpose is unlawful is
void. Where a Trust is created for two purposes, of
which one is lawful and the other unlawful, and the
two purposes cannot be separated, the whole Trust
is void.
The subject matter of a Trust must be property
transferable to the beneficiary. It must not be
merely beneficial interest under a subsisting Trust.
Every person capable of holding property may be a
beneficiary. A proposed beneficiary may renounce
his interest under the Trust by disclaimer addressed
to the Trustee, or by setting up, with notice of the
Trust, a claim inconsistent therewith.
Every person capable of holding property may be a
Trustee; but, where the Trust involves the exercise
of discretion, he cannot execute it unless he is
competent to contract.
REVOCATION OF TRUST
As per Section 78 of the Indian Trust Act, 1882 a
Trust can be revoked only:
(a) where all the beneficiaries are competent to
contract - by their consent;
(b) where the Trust has been declared by a non28 | Financial Planning Journal
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testamentary instrument or by word of mouth - in
exercise of a power of revocation expressly reserved
to the author of the Trust; or
(c) where the Trust is for the payment of the
debts of the author of the Trust, and has not been
communicated to the creditors at the pleasure of
the author of the Trust.
As per Section 77 of the Indian Trust Act, 1882 a
Trust is extinguished when:
(a) its purpose is completely fulfilled; or
(b) its purpose becomes unlawful; or
(c) the fulfilment of its purpose becomes impossible
by destruction of the Trust-property; or
(d) the Trust, being revocable, is expressly revoked.
Transferring Assets: The first step in dissolving a
revocable Trust is to remove all the assets transferred
into the Trust. This involves changing titles or
other legal documents to transfer ownership from
the Trust back to the Trust's creator.
Creating a Dissolution Document: The second
step is to create a legal document which would state
the creator’s wish to revoke all terms and conditions
of the Trust and to dissolve the Trust completely.
The dissolution document should, at minimum,
be signed by the Trust's creator with the witness
of a notary public. If the Trust being dissolved was
registered with a court, the dissolution document
should be filed with the same court.
Revocation of a Trust does not defeat or prejudice
what the Trustees may have duly done earlier in
execution of the Trust.
CLASSIFICATION OF TRUSTS
Simple Trust - A simple Trust is a type of Trust
where beneficiaries are given only the accumulated
interest from a Trust fund account until a
predetermined time period has passed. Once
the prescribed period is over, the beneficiaries
are entitled to have access to the principal and
accumulated interest for the duration of the Trust.
Complex Trust - A complex Trust is any Trust
agreement that falls outside the scope of a simple
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Trust. The Trustee’s function is not limited
to overseeing the distribution of the property.
In fact, the Trustee plays an important role in
managing the property assets on behalf of the
Trust beneficiaries. This would include making
sound investment decisions that can earn more for
the Trust property. A Trustee in a complex Trust
can distribute the funds to the beneficiaries which
may include charitable organizations as long as it is
allowed by the Trust agreement.
Revocable Trust - A revocable Trust, or inter vivos
Trust, is a type of Trust that can be changed at any
time. If the settlor has a change of mind about who
should be a beneficiary or Trustee of the Trust,
then he can modify the terms of the Trust through
a Trust amendment. Or, if he decides that he does
not like anything about the Trust at all, then he can
either revoke the entire agreement or change the
entire contents through a Trust amendment and
re-statement.
Irrevocable Trust - An irrevocable Trust is one
which cannot be altered, changed, modified
or revoked after its creation. Once a property
is transferred to an irrevocable Trust, no one,
including the Trustmaker, can take the property
out of the Trust.
A Trust may be discretionary or nondiscretionary.
In a Discretionary Trust the Trustee exercises
discretion on utilisation of the assets of the Trust
and on how much income will be given to the
beneficiaries. The beneficiaries do not have a
fixed entitlement or interest in the Trust funds.
The Trustee has the discretion to determine
which of the beneficiaries are to receive the capital
and income of the Trust and how much each
beneficiary is to receive. However, the Trustee does
not have a complete discretion. The Trustee can
only distribute to beneficiaries within a nominated
class as set out in the terms of the Trust deed.
Non-discretionary Trusts are such which are
guided by the Trust deed and are not driven on the
discretion of the Trustee.
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Trusts can also be determinate and indeterminate.
Determinate Trusts are such wherein the
beneficiaries are identifiable, the individual shares
of the beneficiaries are expressly stated in the Trust
deed and the beneficiaries are identifiable and
ascertainable as on the date of the Trust deed. If the
Trust deed either does not name the beneficiaries
or does not specify their beneficial interest then the
Trust would be considered as indeterminate Trust.
PRIVATE TRUSTS AND PUBLIC TRUSTS
While private Trusts are governed by the Indian
Trusts Act, 1882, public Trusts are divided into
charitable and religious Trusts. A simple way to
differentiate between a public and a private Trust
is to know the beneficiaries of the Trust. If the
beneficiaries make up a large or substantial body of
public, then the Trust in question is a public Trust.
If the beneficiaries are a narrow and specific group
such as the employees of a company, then the Trust
is private.
Trusts can also be used as a vehicle for investments,
such as mutual funds and venture capital funds.
These Trusts are governed by Securities and
Exchange Board of India (SEBI).
FAMILY TRUST
A Family Trust is a vehicle independent of its
author or the beneficiaries and enjoys greater
flexibility in terms of managing the assets held
in the Trust in terms of investing, acquiring,
disposing and otherwise dealing with the assets of
the Trust. Family Trusts are designed to protect
assets and benefit members of family beyond one’s
lifetime. When our assets are in a family Trust we
no longer have legal ownership of them – the assets
are owned by the Trustees, for the benefit of our
family members.
A family Trust can also be utilised to provide for
specific needs of the family, like education, health,
travel or marriage and in itself act as a vehicle
which holds assets only for that specific purpose,
multiplying, safeguarding, managing and securing
them for that outlined purpose.
Financial Planning Journal | 29
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Family Trust is very effective and efficient tool
at allocating, maintaining and ensuring that the
assets of the author are utilised for the benefit of
the beneficiaries at the right time and in the right
proportion, depending on the nature of the Trust.
There can be more than one Trustee. There may
also be more than one settlor of a Trust. The Trust
deed will state who has the power to appoint and
remove Trustees. The settlor - or anyone else who
is named in the Trust deed - can have this power.
This is an important power that the person can
also transfer to someone else in their Will or during
their lifetime.
Estate planning through private family Trust,
allows the author to have complete control over
the Trust and freedom to pass on the assets unto
the beneficiaries, which can be set out in the Trust
Deed by the author. There is greater flexibility
for appointment of Trustee/(s) for managing,
maintaining and holding the assets of the Trust
for the benefit of the beneficiaries. The Trustee
may be a beneficiary, family member, relative or
there can even be a professional Trustee appointed for
the management of the Trust. The author can also be
one of the Trustees or the managing Trustee of the
Trust.
HYBRID TRUSTS
It is a bit of a trend lately for property owners to set
up hybrid Trusts to manage their properties. Hybrid
Trusts take the best features of a discretionary Trust
and the best features of a unit Trust and blend them
in one entity to create a flexible structure.
A discretionary Trust is one in which there is no
fixed entitlement or interest to beneficiaries, but
rather the amount that the beneficiary receives
is at the discretion of the Trustee. Beneficiaries
don’t have a proprietary interest in the property of
the Trust, but rather a ‘mere expectancy’ to gain a
monetary benefit from the assets of the Trust, the
size of which is at the discretion of the Trustee.
In a unit Trust the Trust property is divided
30 | Financial Planning Journal
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into a number of defined shares called units. The
beneficiaries subscribe for the units in the same way
as shareholders subscribe for shares in a company.
In an ordinary unit Trust, a beneficiary (or unit
holder) is entitled to the income and capital of the
Trust in proportion to the number of units held.
Unlike a beneficiary of a discretionary Trust, who
has no proprietary interest in the property of the
discretionary Trust, a unit holder in a unit Trust
may have a proprietary interest in that property,
generally being a relevant proportion of all the
property of the unit Trust, which might depend
on the terms of the Trust deed.
A hybrid Trust is set up by a lawyer who tries to
combine the best elements of a unit Trust with
the best elements of a discretionary Trust in one
entity, and has both unit holders and discretionary
beneficiaries. The Trustee has the discretion to
distribute income to the discretionary beneficiaries,
and the unit holders then have a right to receive
income and capital that has not been distributed to
a discretionary beneficiary. Alternatively, the unit
holders may be entitled to all of the income of the
Trust, but may have a right to redeem their units
for face value, at which point the Trustee will have
complete discretion when distributing income
(and capital).
Some of the key features of a hybrid Trust are:
• It helps protect from bankruptcy and insolvency
• It allows distribution of income to family members
who are on low tax rates
• It allows to ‘stream’ income; can distribute one
type of income to one person and another type of
income to another person
• It is comparatively easy for new owners to join
and for old owners to leave the structure.
Hybrid Trusts are often the preferred method
of structuring a business or investment activity.
This is particularly where more than one un-related
party is involved; for example, two separate family
groups who are buying a commercial property
together.
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Credit Rating: One Mistake
Does Not Make It Unreliable

Joydeep Sen, CFPCM
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Credit rating is the only point of reference, about the
risk level of bonds/other instruments, for investors
who do not have the wherewithal to do an independent
analysis of the Issuer/instrument. Recently, the
default by a large, hitherto AAA rated Issuer, widely
held by Banks, Mutual Funds, Insurance Companies
and EPFO, has raised question marks on the
dependability of credit rating. Rating agencies have
made an error of judgement in this case. However, it
does not imply that the entire system and process of
credit rating should be called into question, though
scope for improvement is there. In this article, we
discuss the historical default rate and track record of
rating agencies, and relevant SEBI regulations.
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DEFAULT RATE
Rating agencies publish default rates, which gives
a perspective on the historical performance of the
rated universe by that agency. It is available as per
rating categories i.e. AAA, AA and so on. Lower
the credit rating, higher is the default rate, which is
understandable. In other words, higher the credit
rating, lower the defaul t, which is expected and that
shows the effectiveness of ratings of that agency.
This gives confidence on the work done by credit
rating agencies.
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Similarly, for A rated instruments, which includes
A+ and A-, the three-year CDR is 1.9%. The 3-year
CDR goes up to 3.89% for BBB, which is just
investment grade.
To get a perspective on the confidence we
can repose on the credit ratings, taking the
historical default rates as aproxy for the default
probability of that rating band, it may be taken as
zero probability of default for AAA, 0.2% for AA
(with three-year horizon) and 1.9% for A (with
three-year horizon).

CDR stands for cumulative default rate. 1-year CDR
means default within 1 year from the reference date,
3-year means 3 years from the reference date, etc. For
a long period under consideration, say 10-years, the
1-year or 3-year CDR is computed on a rolling basis
i.e. the reference date is advanced to the next date
and 1-year or 3-years is seen from that date.

ICRA CDR
The statement from ICRA states that “The
CDR-3 for the [ICRA]AAA category continues
to remain NIL for the past 10 years. As for the
[ICRA]AA category, because of one instance
of default by an [ICRA]AA category entity in
FY2016, the average CDR-1 for this category
stood at 0.1%, after having been NIL over the past
CRISIL CDR
Crisil CDR for AAA rated instruments, for all the many years till FY2015. The average CDR-2 and
three rolling horizons i.e. one-year, two-year and CDR-3 of 0.1% and 0.2% for the [ICRA]AA
three-years, is nil. Over the observation period of 10 category is also because of the default committed by
years from 2007 to 2017, an AAA rated instrument this one entity” (Table 2).
has never defaulted, i.e. as long as the rating was (Table 2)
AAA. (Table 1)
The data on AA rated instruments include AA+ and
AA- rated instruments. The one-year rolling default
rate is 0.02%, two-year is 0.1% and three-year is
0.2%. It means that on a three-year rolling analysis,
over an observation period of 10 years, the default
rate is 0.2%.
(Table 1)

(Source: CRISIL Ratings)
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RATING STABILITY / TRANSITION
What we discussed so far is the default rate, on a rolling
computation basis, for a given credit rating. As and when
a credit rating slips and in case it defaults sometime in
future, it is counted as a default at the credit rating at
that point of time. For example, if a credit rating moves
from AAA to AA and then the issuer defaults, it is
counted as a default at AA and not AAA. However,
from an overall perspective, this information is equally
CARE CDR
CARE disseminates the data as “average number important because the user of the credit rating would
of issuers” and “issuer-weighted CDR”. In case of expect the ratings to be stable. We will see now, the
Crisil, it is a similar basis, only that the terminology is extent to which credit ratings, once assigned, remains
different: it is “issuer months” i.e. a rating remaining there i.e. how stable the ratings are.
in place for one month is one issuer month. (Table 3)
CRISIL RATING STABILITY
To compare the data with Crisil and ICRA, the The AAA stability rate of 97.78% means 97.78%
three-year CDR for AAA remains nil. For AA it is of AAA ratings, once assigned, remains AAA. This
higher at 1.03% for Care against 0.2% of Crisil and data is for the period 2007 to 2017. The downgrades,
ICRA. For A, it is significantly higher, 3%, than 100% minus 97.78% i.e. 2.22%, were downgraded
1.9% of Crisil and 1.6% of ICRA. For BBB, the to AA. This implies that to the extent AAA rated
three-year CDR is somewhere mid-way, at 5.53%, instruments were downgraded, went to AA but not
below AA. (Table 4)
against 3.89% of Crisil and 7.1% of ICRA.
To compare with the Crisil track record, the CDR for
AAA rated instruments remain nil. The three-year
CDR for AA rated instruments, over an observation
period of 10 years, is 0.2%, same as that of Crisil. For
A rated papers, three-year CDR is 1.6%, somewhat
lower than 1.9% of Crisil. However, for BBB, it is
7.1%, much higher than 3.89% of Crisil.

(Table 3)

(Table 4)
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Coming to AA, the stability rate is 95.27%, but
1.19% was upgraded to AAA. Counting upgrades
also as stability, the rate comes to 96.46%. The
downgrades i.e. 100% minus 96.46% i.e. 3.54% are
spread as 3.04% in A, 0.47% in BBB and 0.02% in D.
Hence, there is a minimal instance of 0.02% of AA
rating being downgraded to default grade.

The AA stability rate is 88.6% and including the
upgrade rate of 4.7%, the stability is 93.3%. The
downgrades were mostly to A grade, 5.7%.

For A, we count the stability rate on a similar basis
i.e. 91.7% stability as such plus the upgrades of 0.02%
and 2.75% i.e. 94.47%. The downgrades, 5.53%, are
4.97% to BBB, 0.27% to BB, and further downward,
including 0.22% to D.

CARE RATING STABILITY
CARE data is for 10 years. The rating stability at
AAA, 97.73%, is similar to the two data sets discussed
above. Here also, the downgrades have happened
upto AA only, not below. At AA, the stability rate at
93.92% + 1.56% = 95.48% is similar to the previous
two sets as well. (Table 6)

ICRA RATING STABILITY
The data for ICRA is for a three-year period against
10-year data for CRISIL. The AAA stability rate
for ICRA is 96.7% as 3.3% of ratings assigned were
downgraded to AA. Here also, no AAA rating was
downgraded below AA. This may change after the
default of a marquee issuer, but till the date of this
data this was the scenario.(Table 5)

The A rated stability rate is relatively lower at 71.3%,
but there is a significant upgrade rate of 20.2% to AA
and 0.6% to AAA.

INFERENCE FROM THE DATA DISCUSSED
ABOVE
The relevance of discussing default and rating stability
rates is that when there are question marks on the
performance of rating agencies after one significant
mistake, it is useful to look at the track record of

(Table 5)

(Table 6)
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rating agencies. As we see above, the default rates
at the various rating grades are reasonably good i.e.
acceptable. If these default rates may be taken as
‘probability of default’ or ‘efficiency’ of rating agencies,
these are acceptable, though improvement is desirable.
Not only the default rates, the stability of ratings, once
assigned, is decent. If you agree to this view, then the
one marquee case of mistake means there is scope for
belt tightening and improvement, but the concept of
credit rating should not be seen with suspicion.
SEBI STRICTURES OF 2017
In this context, it is useful to go through the summary
of the announcements by SEBI in 2017, post the two
default cases of 2015.
SEBI notification of 30 June 2017 stated that
Credit Rating Agencies (CRAs) have to be proactive
in early detection of defaults/delays in making
payments. In this regard, CRAs are required to track
the servicing of debt obligations for each instrument
rated by them, ISIN-wise, and look for potential
deterioration in financials which might lead to
defaults/delays, particularly before/around the due
date(s) for servicing of debt obligations, on the
basis of monitoring of indicators including, but not
restricted to, the following:
a. EBITDA not being sufficient to meet even the
interest payments for last 3 years
b. Deterioration in liquidity conditions of the Issuer
c. Abnormal increase in borrowing cost of the Issuer
d. Any other information indicating deterioration in
credit quality/debt servicing capability of the Issuer.
The CRA shall also monitor the Exchange website
for disclosures made by the Issuer in this regard. The
CRA shall also make a reference to SEBI regarding
such suppression of information by the issuer/noncooperation of Issuer with CRA.
Failure to make such reference shall be considered
as aiding and abetting the Issuer in suppression of
material information by the CRA which would be in
contravention of Clause 12 of Code of Conduct of
CRAs and may result in violation of the provisions
of section 12A of the Securities and Exchange
36 | Financial Planning Journal
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Board of India Act, 1992 and SEBI (Prohibition of
Fraudulent and Unfair Trade Practices relating to
Securities Market) Regulations, 2003 by the CRA.
CRAs shall carry out a review of the ratings upon the
occurrence of or announcement/news of material
events including, but not restricted to, the following:
a. Quarterly/Half-yearly/Annual results
b. Merger/Demerger/Amalgamation/Acquisition
c. Corporate debt restructuring, reference to BIFR
and winding-up petition filed by any party /creditors.
d. Significant decline in share prices/bond prices of
the issuer or group companies which is not linked to
overall market movement.
CONCLUSION
After every event, there is hue and cry, which is
understandable. Now that a large, systematically
important infrastructure-financing NBFC has
defaulted, and the credit rating has come down from
AAA to D in a span of two months, question marks
on the dependability of credit rating is inevitable.
However, in fairness to the rating agencies in India,
there are no question marks on their integrity.
Sometimes they are behind the curve in tracking
information, in spite of the stringent tracking
stipulations discussed above. To draw a global
analogy, the two largest rating agencies, S&P and
Moody’s, have been proven guilty in court of law and
had to pay huge fines, for their role in the sub-prime
crisis of 2008. It was proven that S&P and Moody’s
had assigned top-notch credit rating to junk, for
business considerations. This is not the case in India.
Recently, CRAs have been pulled up again by SEBI
and asked to explain the latest failure. Reportedly,
quite a few changes are lined up by SEBI, in the
aftermath of the default by IL&FS, in the rules of
the game. Hopefully, lessons will be learnt. Net-net,
we have to move on. Meanwhile, let’s maintain the
faith on rating agencies.
Joydeep has authored four books (1) “Fixed Income Markets
in India - Investment Opportunities for You”, (2) Mutual
Funds in India - Vehicle for Fixed Income Investments,
(3) Open Your Eyes - to Management Lessons Around Us
and (4) “Wealth Management - A Guide for Affluent and
Middle Income Classes”.
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Masala Bonds:

Plattering the Indian Flavour

Vimosh T V, CFPCM, CWM®
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Masala Bonds are Indian Rupee denominated bonds
issued by the Indian entities in offshore capital
markets. The striking feature of this instrument
is that the currency exchange risk is borne by the
investor, not the issuer, which makes it distinct from
other fund raising options like External Commercial
Borrowings (ECBs).
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P

ost 2008 financial crisis, the macro economy
of developed countries suffered and growth
prospects turned out bleak; emerging market
economies (EMEs) improved, however. As a
result, offshore, local-currency bonds of EMEs
became popular, with many EMEs exploiting
the opportunity. India also launched its rupeedenominated bond (Masala Bond) abroad in 2013,
seeking to cultivate this channel, primarily for
domestic infrastructure financing, while mitigating
currency risks.
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of what happened with ECBs during 20072008 crisis, when corporate were issuing dollar
denominated bonds. In case of ECBs, the issuer
had to pay interest and principal repayments in
US Dollars. Just before 2007-2008 crisis,
USD-INR exchange rate was trading around 40
and tending lower. There was market wide
anticipation that the exchange rate was heading
towards 30-32 or some such level and ECBs were
very well favoured.

This made issuers feel that it would be smart to
The article details the relevance of this asset category issue bonds in dollar and later repay them when
in the economy and the recent updates against the USD-INR exchange rate is lower. As is the case
backdrop of the fall in Rupee value. How Masala with market sentiment extremes, the possibility of
Bonds can play a pivotal role in plugging the value USD-INR moving towards 50 didn't occur to them.
By the time crisis was in full swing and USD-INR
slide is also elaborated.
plummeted to 50, issuers saw their debt burden
ballooning.
Why International Bond Market?
• This is an alternative path to contain the Current
Account Deficit and augment the foreign exchange
inflow.
• The interest rate outside India is often lower than
the rate in India, with average costs at least 200
basis points lower.
Why Rupee denominated Bonds?
ECBs, the erstwhile preferred foreign capital
raising option, have a few disadvantages from the
perspective of the borrowing company and Reserve
Bank of India (RBI), viz.
• The debt is in a foreign currency. Interest and
principal payments have to be made in the foreign
currency. However most of the company earnings
will usually be in Indian Rupee. So in the face of
a falling Rupee the company faces a currency risk.
• Large amount of foreign currency debt raised
this way can influence the Rupee rate itself. This
is because the companies have to sell the foreign
currency and buy Rupee to use the funds in India causing the Rupee to appreciate.
• If large amount of debt in important domestic
companies are raised this way, it can expose the
economy to currency risk.
Rupee denominated Masala bonds are a result

The rupee denominated bond is an attempt to
shield issuers from currency risk and instead
transfer the risk to investors buying these
bonds. With Masala Bond, Indian corporate will
have more option to blend their debt portfolio to
optimize the liability and minimize the cost. Masala
bonds are also a step to help internationalise the
Indian rupee and strengthen the Indian financial
system.
Bond Market updates:
• T he government proposed to remove exposure limits of up to
20% of an FPI bond portfolio to a single corporate group, and
50% to a single company.
•O
 verseas investors can invest in Indian corporate bonds up to
Rs 2.67 lakh crore in a year.
•M
 asala Bonds will now be exempt from 2019 - The proposed
tax relief may counter the effects of the depreciating currency,
increased hedging costs and place this instrument at the
same pricing levels as the domestic instruments.

Let us now understand how corporate entities are
benefitted in adopting the Masala Bond route in
comparison with ECB option:
Assume Company ABC need to raise Rs. 10 Crore
from foreign market to support infra project in
Mumbai. ABC can do it either through ECB or
issuing Masala Bond.
Financial Planning Journal | 39
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Let us take the case of ECB first: Issue and Settlement happens
in Dollars.
ABC promises to pay Rs. 14 Crore as return to the investors after
5 years.
Assume $1 = Rs. 70 at the time of issue.
ABC issue Bond in dollar terms i.e. $14,28,571 (10 Crore when
$1= Rs. 70) and returns $20,00,000 (14 Crore when $1=Rs. 70).
This is an ideal situation when there happens to be no currency
rate fluctuations.
At the time of maturity, ABC needs to return $20,00,000. Suppose
the exchange rate at this point of time is $1 = Rs. 75. In this
case, ABC will have to pay Rs. 15 Crore ($20,00,000), which is an
additional cost to the Company on account of currency rate change.
Now, what in case of Masala Bonds?? Issued in Indian Rupee and
settlement happens in Dollars.
For the investors : Invest $14,28,571 (10 Crore, $1 =Rs. 70) and
get $20,00,000 (14 Crore, $1 = Rs. 70). Profit of $5,71,429 in 5
years.
The currency risk, if any will be borne by the investor in this case.
ABC issues bond of Rs. 10 Crore. Foreign investors will convert its
currency (Dollar) to INR and buy it.
At the time of maturity, ABC will settle the amount in Dollars.
Now if, Exchange rate is $1 =Rs. 70, the investors will earn
$20,00,000
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US dollars, GB Pound or Euro. This means the net
yield is further reduced.
While investors have been allowed to hedge
their exposure in permitted derivative products
with AD-I category banks in India, they prefer
offshore centers to avoid regulatory control of RBI.
Since NDF markets operate mostly with the
objective of currency arbitrage, such activities could
have an adverse impact on the Indian currency.
Moreover, such offshore NDF market is beyond the
jurisdiction of RBI, in other words, the impact of such
offshore betting in Indian rupees cannot be regulated.
If not in regular market conditions, in volatile market
conditions the NDF market transactions can have an
impact on the domestic spot markets.

The bid offer spreads which are an inherent feature
in offshore hedging contracts entered in NDF
In the mentioned case, the cost of appreciation of Dollar has
market has its influence on the currency in the
been passed on to the investors.
domestic market. However, currency risk is not
the only exposure, because an investor also needs
BENEFIT-COST ANALYSIS: AN
to factor in the credit risk. The profitability of
INVESTORS’ PERSPECTIVE
In order to curtail the impact of currency rate Indian companies is not improving. The investment
fluctuations, investors prefer to hedge their in the manufacturing sector is on the constant
exposures in any of the available instruments decline. Banks are neck deep in litigations with
like Non-Deliverable Forwards (NDFs), Non- the companies over loan defaults. Under these
Deliverable Options or Carry trade, predominantly conditions, the investor in Masala bonds may want
NDFs. The current average cost of hedging rupees in to enter into credit default swap (CDS) contracts
the offshore non-deliverable forward (NDF) market which means this will add up to the overall costing of
is between 5.5% and 6%. The high cost erodes the the transaction. This yield is subject to withholding
tax of 5% under the Income Tax Act, 1961 which
higher yields that Masala bonds promise.
reduces the actual yield rate.
There are several other components which
constitute the costing of Masala bonds. The broad HEDGING IMPACT
components are credit risk cost and the withholding Apart from offsetting the risk of adverse price
movements, hedging provides investors with an
tax liability.
alternative stream of returns that is distinct from
NDFs are derivative instruments where trading is both the currency return being hedged and the
done in restricted currencies like INR (India does return of the underlying bonds. By hedging currency
not have full capital convertibility) which serves risk, “hedge return” becomes a component of
as the underlying asset. The underlying asset never an investor’s total return. Similar to the
exchanges hand but the contract is settled by paying long-term return of currency, the long-term
off the difference in exchange rates i.e. contractually impact of the hedge return adjusts for fundamental
agreed rate – prevailing spot rate. The final position differences across markets - such as inflation and
is settled by paying in international currencies like interest rate levels.
Exchange rate is $1 =Rs. 75, the investors will earn only
$18,66,667
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Forward exchange rates are priced based on interest rate differentials and cause a ‘hedge return’.

a. Covered interest parity relationship in
pricing forward currency
Fig. 1 (a)

As shown in Figure 1 (a), the key driver of the
agreed forward exchange rate (F) relative to the
spot exchange rate (S) will be the difference in the
prevailing local interest rates. This relationship is
known as covered interest parity, and ensures that
there is a no-arbitrage relationship in investing in
assets with similar risk profiles but denominated
in different currencies. If the foreign market has
a higher interest rate than the domestic market,
the forward price of the foreign market’s currency
will be lower than its spot price, reflecting a
depreciation to offset the higher interest rate earned
in that market. For foreign markets with a lower
interest rate than the domestic market, the opposite
will be true.

b. Return component of hedging currency
Fig. 1 (b)

only the price and income returns of the underlying
foreign bond investment but also a return due to
hedging activity.
Since hedging is typically implemented over shorter
time horizons, the relevant interest rates for hedging
are short term rates. Across most developed markets,
short-term interest rates are targeted by central
banks with the aim of managing inflation and
economic output. As these rates shift across markets
over time, the impact of the hedge return will also
shift, and both positive and negative contributions
to an investor’s return are possible.

CONCLUSION:
Masala Bond is a promising option to grow funds
By locking in a set forward rate, investors are also and give impetus to the Indian economy through
locking in a set return from hedging activity: No diplomatic exchange. The channel is a good
matter which direction a currency moves over the opportunity to access cheaper funding sources and
course of the hedge, the investor will receive (or raise foreign capital. It helps in internationalizing
pay) the difference between the purchased forward the Indian Rupee and strengthen the economy
exchange rate and the spot exchange rate at the time and the financial system. A robust economic growth
the hedge was initiated, as shown in Figure 1(b). and stability is expected to instill confidence in
This “hedge return” (H) is a component of an the foreign investors and Masala Bonds can be
investor’s total return, effectively replacing the considered as an effective financial instrument to
currency return that an investor would otherwise tap foreign capital without risking on the currency
receive. In other words, a hedged investor earns not exchange front.
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Investment Options to
Lower Tax Liabilities

Vikas Sharma, CFPCM
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The MF industry is witnessing a slowdown in inflows
and the debate rages whether to attribute this to
lower distributor interest consequent to commission
structure changes or bruised investor sentiment, or
perhaps both. I can imagine that a good part of the
decline is related to market uncertainties and the
“not-so-great” experience of being invested in equity
funds in the last 1 year.

Volume I | Issue VI | March-April | 2018

A

Tax Planning

decision to invest in tax saving instruments
should not be taken in haste, which is what
happens when one postpones the decision for the
last minute, but those investments should serve
the complementary purpose for the larger goals of
wealth creation. These investments should be done
in line with your targeted asset allocation.

investment; in case of investments made through
SIPs, each installment must complete three years
individually. The invested amount can be left to
earn returns after completion of the necessary lockin period.

Investment: Investment in ELSS funds can be made
as a lump sum of the desired amount; or through
systematic investment. Systematic Investment
Plan (SIP) is the better method for most investors
as it avoids market timing; instead it averages the
investment over the period.

Investment: A PPF account can be opened in
designated post office or bank branches with a sum
of Rs. 500 or more. The maximum investment limit
in PPF is Rs. 1.50 lakh per annum.

Taxation: The maturity proceeds from ELSS fund
are taxable with the introduction of long term
In this article, we look at various financial products capital gains tax on equities, the profits over Rs. 1
available to lower the tax liabilities of an individual. lakh would be taxed at a 10% rate with no benefits
There are many financial products available with of indexation.
varying risk-return profile, different maturity
and lock-in periods; therefore choosing the right As an asset class, equities are more volatile in the
products which aligns with the investors’ objective short term but give a superior return in the
longer term (5 years or more). Therefore, investment
is crucial.
in ELSS should be made from a longer-term
Let us have a look at each of these products in brief. perspective and it is advised to be used for long term
financial goals.
EQUITY LINKED SAVING SCHEME (ELSS)
Equity as an asset class is a long-term instrument PPF (PUBLIC PROVIDENT FUND)
with the potential to give high inflation-adjusted An investor looking for safer options of investments,
returns. Equity Linked Saving Schemes (ELSS) is a while saving taxes, can invest in PPF, which is a fixed
good product in the sense that it helps investors take income instrument whose interest rate is fixed by
the government every quarter. Being a governmentexposure to equity markets while also saving taxes.
backed investment tool, PPF has zero default risk
ELSS products are equity mutual fund schemes and comes in the coveted category of EEE (Exempt,
that are permissible instruments under section 80C Exempt, Exempt) meaning that one can avail tax
which can be used to save taxes. An individual can benefit of up to Rs. 1.50 lakh under section 80C; the
invest up to Rs. 1.50 lakh against which tax benefit interest earned on this investment will be tax free as
well as the maturity proceeds too will be tax free.
could be availed.

Returns: The historical performance of ELSS funds
in the long term has been stellar in comparison to
any other tax saving product available to the investor.
Many star performing funds have returned over 15%
per annum in the long term (5 years or more).
Investment Horizon: The investments are locked
in for a period of three years from the date of

Returns: PPF is basically a debt product and the
interest payable is decided by the government every
quarter. The current rate of interest is 8% per annum.
Lock-in period: The investment done in PPF comes
with a lock-in period of 15 years.
Maturity: The maturity period for PPF is 15 years;
but if an investor wants, it can be extended for fiveyear blocks indefinitely.
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CASE STUDY
Ramesh is a 35-year-old IT executive who lives with his family of three in Gurgaon. Being a busy professional, he lacked both
time and inclination towards his finances and followed a casual approach of managing investments. The decision to invest
for tax saving happened only at the last moment. As with many such investors, his investment basket contained traditional
products like PPF, NSC or bank fixed deposits, which were bought without due consideration and contradicting the basic
principles of financial planning which focus on goal-based investments.
This year, he made a New Year resolution to streamline his finances, influenced by one of his colleagues at the office; he
consulted a Certified Financial Planner to sort out his finances. Being in his mid-thirties, Ramesh has a temporal advantage
as he has a longer period of time to achieve his goals. Therefore, his financial advisor recommended him to take full benefit
of equities as an asset class which has the ability to deliver handsome returns over the long period and that he should start
investing in ELSS funds for tax saving from this year onwards.
The Equity exposure recommended to Ramesh was commensurate with his risk appetite and the return required for his
goals. As an asset class, equities have a proven track record of great wealth creation in the long term. The ELSS funds are
a way to add equity in the portfolio while also saving taxes. The table below mentions some popular ELSS funds and the
returns generated by them during different time periods.
ELSS FUNDS RETURNS
Scheme Name

3 Year Return (%)

5 Year Return (%)

10 Year Return (%)

Aditya Birla Sun Life Tax Relief '96

13.97

18.83

19.73

Axis Long Term Equity Fund

12.91

19

NA

DSPTax Saver Fund

13.75

17.26

19.36

Franklin India Taxshield

11.4

16.25

19.09

ICICI Prudential Long Term Equity Fund

12.07

15.82

20.96

Invesco India Tax Plan

13.84

17.66

20.04

Reliance Tax Saver (ELSS) Fund

9.57

17.26

18.92

Tata India Tax Savings Fund Regular Plan

13.7

18

19

UTI - Long Term Equity Fund

11.43

13.33

15.14

(Source: AMFI)

PPF VS ELSS
The comparison of PPF and ELSS returns for past twenty years is given below, where we have assumed ELSS return (CAGR)
of 15% per annum (based on historical returns); while PPF returns are taken on actuals. The investment amount was the
maximum amount allowed for availing deduction under section 80C in the given year. As the below shows, the corpus of
Rs. 77.52 lakh generated by ELSS is more than double that of PPF investments which is Rs. 38.22 lakh, over the twenty year period.
Year

Investment (Rs.)

31-Mar-99
70,000
31-Mar-00
70,000
30-Mar-01
70,000
28-Mar-02
70,000
31-Mar-03
70,000
31-Mar-04
70,000
31-Mar-05
70,000
31-Mar-06
70,000
30-Mar-07
70,000
31-Mar-08
70,000
31-Mar-09
70,000
31-Mar-10
70,000
31-Mar-11
70,000
30-Mar-12
100,000
31-Mar-13
100,000
31-Mar-14
100,000
31-Mar-15
150,000
31-Mar-16
150,000
31-Mar-17
150,000
30-Mar-18
150,000
Total Investment Value

Cumulative
Investment (Rs.)
70,000
140,000
210,000
280,000
350,000
420,000
490,000
560,000
630,000
700,000
770,000
840,000
910,000
10,10,000
11,10,000
12,10,000
13,60,000
15,10,000
16,60,000
18,10,000

Additional Amount generated by ELSS
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PPF
Interest Rate
11%
9.50%
9.50%
9.50%
8%
8%
8%
8%
8%
8%
8%
8%
8.80%
8.60%
8.70%
8.70%
8.70%
8.00%
7.60%

ELSS
Value (Rs.)

70,000
147,700
231,731
323,745
424,501
528,462
640,738
761,998
892,957
10,34,394
11,87,146
13,52,117
15,30,287
17,64,952
20,16,738
22,92,194
26,41,615
30,21,436
34,13,151
38,22,550
38,22,550

Interest Rate
15%
15%
15%
15%
15%
15%
15%
15%
15%
15%
15%
15%
15%
15%
15%
15%
15%
15%
15%

Value (Rs.)
70,000
150,500
243,075
349,536
471,966
612,761
774,675
960,877
11,75,008
14,21,260
17,04,449
20,30,116
24,04,634
28,65,329
33,95,128
40,04,398
47,55,057
56,18,316
66,11,063
77,52,723
77,52,723

39,30,172
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Taxation: All proceeds after maturity are tax retirees and they can park a part of their corpus in
this instrument. The returns are on the lower side,
exempted.
considering the inflation risk and increased life
Partial withdrawals are allowed with the start expectancy; other options like mutual funds can
of 7th year and loans can also be availed against also be explored both for tax efficiency and regular
its deposits. PPF is good for long term planning income.
and can be used for debt allocation of the
SUKANYA SAMRIDDHI YOJANA (SSY)
individual.
The government started Sukanya Samriddhi Yojana
SENIOR CITIZEN SAVINGS SCHEME (SCSS) under 'Beti Bachao Beti Padhao' campaign, which
Senior citizens of the age of 60 or more looking is a small savings scheme for the benefit of the girl
to park their retirement funds in a safe and child.
stable product can use SCSS. A voluntarily
retired individual of age over 55 or defence Investment: An account can be opened by the
personnel over the age of 50 can also use guardian in the name of the girl child who is
this scheme for savings. One can avail entire not more than ten years on the account opening
limit of Rs. 1.50 lakh under section 80C to date. Normally two accounts are allowed to be
opened in the name of two girls but in special cases,
save taxes.
a third account can also be allowed for three girls.
Investment: While Rs. 1,000 is the minimum The SSY account can be opened in a post office or
deposit investors can deposit any amount in the bank. An account can be opened with a minimum
multiple of Rs. 1,000 to a maximum of Rs. 15 of Rs. 250 and the minimum yearly contribution is
lakh. A senior citizen can open more than one also Rs. 250.
account in the single or joint mode subject to the
maximum limit of Rs. 15 lakh in all of the accounts Lock-in period; The lock-in period is 21 years but
partial withdrawals up to 50% of the preceding year
combined.
balance is allowed when the account holder attains
Returns: The scheme provides quarterly interest an age of 18 years for the purpose of education or
payment and is a big draw for senior citizens who marriage only. There are other leeways to withdraw
want regular income. Currently, the return is 8.60% prematurely like for medical purposes etc subject to
added conditions.
per annum.
Lock-in period: The scheme has a 5-year lock-in Returns: The interest to be paid on these accounts is
with provisions for premature withdrawal with a decided by the government; the scheme is currently
fetching 8.50% per annum.
penalty.
Taxation: Interests are taxed at income tax slab rate, Taxation: Investment into this scheme is exempt
from any taxes as in the case of PPF.
subject to the limit of waiver for senior citizens.
Maturity: The maturity period is 5 years. Premature
withdrawals are allowed after one year but attract
penalties. The withdrawal done after one year and
before two years attract 1.5% penalty while after the
completion of two years it is 1%.
The investment in SCSS is a good option for

This is a good safe option of saving for girl children’s
education and marriage. However, as it is a debt
product with long term maturity, it is suitable for
risk-averse investors. Other investors should look
at combining SSY with other options like ELSS
according to their risk appetite to maximize their
returns.
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NATIONAL PENSION SYSTEM (NPS)
The NPS is a voluntary contribution pension
scheme devised by the government to provide social
security and to inculcate the habit of savings for
retirement. The tax benefits provided encourage
people to save for their old age fund requirements
and pension.
Investment: Any individual between the age of 18
and 60 can start investing in the NPS scheme by
opening an account. The main advantage of NPS
is that it provides a scope of saving extra Rs. 50,000
over and above Rs. 1.50 lakh available under section
80C. It is a long term investment product where
maturity proceeds are given at the age of 60. The
entire accumulated corpus can not be withdrawn,
60% of the corpus is allowed to be taken as lump
sum while the remaining 40% of the corpus has to be
mandatorily used to buy an annuity.
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FIVE YEAR FIXED DEPOSITS
The fixed deposits are safe investment products and
investors looking for safety rather than returns can
go for such investments.
Investment: Tax saving fixed deposits can be done
from any bank, public or private, except co-operative
and rural banks. An individual or HUF can avail
tax benefits up to Rs. 1.50 lakh through these
instruments. Post office time deposits of five years
are also eligible products.
Lock-in period: No withdrawal or loans against
these FDs are allowed during the lock-in period of
5 years.
Returns: The recent rates are roughly between
6.80% and 8.25%. Senior citizens are offered extra
(around 0.25 to 0.50%) rate of return.

Lock-in period: The maturity of the investment Taxation: Interests earned are taxed as per the slab
rate of the individual and TDS is applicable.
happens after the investor attains the age of 60.
Returns: There are different asset allocations among
debt and equity available for subscription by the
investors. The returns depend on the choice made;
the more aggressive funds with more risk tend to give
more returns while safer funds give lower returns.
Broadly the returns have been in the range of 9%12% per annum over a long term.

Fixed deposits are options for investors looking for
safe investment option with time horizon of 5 years.
The lock-in period of five years is lowest for debt
products but investors should be careful as taxation
of interest, especially if one happens to be in the
highest tax bracket, could significantly lower the
returns.

ULIPs (UNIT LINKED INSURANCE PLANS)
ULIP is a type of hybrid insurance product which
combines investment and insurance features in a
unified investment scheme. A part of the invested
amount goes for risk cover (Life Insurance) while
the remaining amount is invested in the fund
The NPS is managed by many professional fund selected by the investor. The investors have a choice
managers and it offers investors the choice of to choose from a variety of funds with different asset
different type of asset allocation. The recent allocation towards equity and debt. The investments
changes in taxation of the matured amount made in ULIPs can be claimed for tax saving purposes up
by the government shaped this scheme to be quite to a maximum of Rs. 1.50 lakh.
attractive. But investors should know that 40% of
the corpus has to be parked in the annuity which Investment: Investors willing to invest in ULIPs
traditionally has given low returns at times lower can do so by buying a plan through financial
advisors, banks & Insurance brokers. The minimum
than inflation.
Taxation: According to the current rules, 60% of
the accumulated corpus withdrawn by the NPS
subscriber at the time of retirement will be tax free
The annuity received after retirement will be taxed
as regular income.
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investment to be made in any ULIP scheme depends Returns: The return could be anywhere between
upon the type of plan chosen; there are many 4%-7%.
different plans on offer in the market.
Lock-in period: The insurance plans have generally
Returns: Depending upon the choice of fund chosen lock-in periods of 5 years but withdrawal before
an aggressive fund can return 9%-12% while debt maturity can have significant loss of the returns.
funds can return 6%-9%. Returns are market linked. Some policies even allow surrendering before 5 years
but the residual amount paid could be quite lower
Lock-in period: The investments in ULIPs have a than premiums paid.
lock-in period of 5 years; however, taking out before
the maturity of the plan just after the end of 5 years Maturity: The maturities of these policies are subject
to the terms of the plan bought. Mostly policy terms
may be disadvantageous to the investor.
are 20 years to 30 years.
Maturity: The maturity period may be 15 years or
20 years or even more, depending upon the plan Taxation: The corpus generated at maturity is
completely tax free; in the event of the death of the
chosen.
policyholder, the death benefits are also tax-free.
Taxation: Maturity value is tax-free and so is the
surrender value after the mandatory lock-in period. Traditional insurance plans are deficient products
Internal switching from one fund to another is for wealth creation or risk protection. It is better
to get full coverage of risks through term plans at
allowed which is also tax-free.
a lower premium and invest any surplus in other
ULIPs’ risks depend mainly on the choice of fund suitable product. Premiums paid towards term plan
chosen - an equity-oriented fund one with high are also tax deductible under section 80C.
equity exposure will be riskier than a debt-oriented
fund. The costs associated with ULIPs could be quite NATIONAL SAVINGS CERTIFICATES (NSC)
high as compared to other products and so investors NSC is also a fixed income product that has
should be cautious for the same. The investors sovereign guarantee and is quite popular among
having term plans should avoid this product and investors.
choose ELSS instead.
Investment: The investment can be made through a
post office either individually, jointly or in the name
TRADITIONAL INSURANCE
This is one of the most traditional investment of a minor. Though there is no limit for the amount
vehicle; insurance plans include endowment plans, of investment to be made, tax benefits of a maximum
whole life policy or money back policy. They are also of Rs. 1.50 lakh is available under 80C.
a mix of investment and protection but fail at both.
The returns are abysmal in the range of 5% while the Returns: The rate of return is 8% per annum
compounded annually.
life protection given is usually inadequate.
Investment: Insurance products can be directly
bought from insurance companies, their authorized
agents or from banks, post offices and through online
mode. The minimum investment varies according to
the type of product selected. Premiums paid up to
Rs. 1.50 lakh in a year are eligible under 80C for tax
benefits.

Lock-in period: The minimum lock-in period is 5
years.
Maturity: The certificates are available for two
different maturities i.e. five years and ten years.
Taxation: The interest earned is taxable.
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One of the biggest features of NSC is that interest
earned from the second year until the fourth year can
also be shown in the investments for respective years
under section 80C and tax benefits can be claimed
against that interest.

taxable income.

Moreover, health insurance taken for parents over the
age of 60 is also eligible for deductions for premiums
paid up to Rs. 50,000. Hence, an individual below 60
years can claim deductions of maximum Rs.75,000
by taking health insurance for self, spouse, children
HEALTH INSURANCE
The prudent financial planning strategy focuses on and parents. The point to note here is that parents
risk cover as a priority, therefore taking life insurance need not to be dependent on the said individual.
and health insurance is paramount before any other
investment is made. The income tax laws also Apart from making investments in the discussed
emphasize the importance of taking health insurance instruments, there are many provisions in the income
by providing deductions for investment done in tax laws as mentioned in the table below which can
such insurances. The section 80D of the income be used to lessen the total tax burden. Income Tax
tax provides the tax benefit for the health insurance law provides the provision for certain expenses like
taken for spouse or children up to a maximum of principal and interest payments on home loans,
Rs. 25,000. Health insurance premiums paid (up to interest payments on education loans, children’s
Rs. 25,000) can also be deducted (as in the case of tuition fees etc to be adjusted to gross income to
80C instruments) from the total income to arrive at lessen the burden of taxes on individuals.
Financial Product

Lock-in period

Expected Return

Taxation

ELSS

3 years

12%-15%

10% of the profits above Rs. 1 lakh

ULIPS

5 years

9%-12%

Tax free

Traditional Insurance

15 years or more

4%-6%

Tax free

PPF

15 years

8%

Tax free

EPF

Till age 58

8.55%

Tax free

SCSS

5 years

8.60%

Tax free

SSY

21 years

8.50%

Interest subject to taxes

NPS

Till age 60

9%-12%

40% of corpus taxed at maturity; annuity income
also taxed.

Fixed Deposits

5 years

6.8%-8.25%

Interest subject to taxes.

Health Insurance

NA

NA

Tax free

Deductions Allowed Under Various Sections of Income Tax Act
Section

Description

Maximum Limit (Rs.)

Sec 80C

Investment in Approved Schemes

1,50,000

Sec 80CCD(1B)

Investment in NPS

50,000

Sec 80D

Medical Insurance

25,000 to 1,00,000

Sec 80DD

Medical Treatment of Disabled Dependent

75,000 to 1,25,000

Sec 80DDB

Medical Expenditure Either for Self or Dependent for Specific Ailments

40,000 to 1,00,000

Sec 80E

Education Loan Interest

Actual Amount paid

Sec 24

Home Loan Interest

Up to Rs. 2,00,000

Sec 80EE

Home loan interest over Section 24

50,000

Sec 80GG

House Rent (If HRA not Part of Salary)

5,000 per month

Sec 80TTA

Interest on Savings Account

10,000

Sec 80TTB

Interest on Deposits made by Senior Citizen

50,000

Sec 80U

Deductions for Disabled Person

75,000 to 1,25,000
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Business Financial Planning:
Relevance and Significance

Nitin Sawant, CFPCM
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Companies big and small know that without prior
Business Financial Planning, they are doomed
for disaster. There are various elements involved
in Financial Planning for any Business; namely,
daily expenditure planning, financial forecasts,
evaluating results, etc. The main motive of any
company is to yield higher results than invested.
This is the biggest reason why even a single member
organization should make Business Financial
Planning it’s utmost priority.
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DAILY EXPENDITURE IS STREAMLINED:
Everyday costs are the biggest burden for both small
and big enterprises and this is a major problem area
that good financial planning will tackle effectively.
Any organization needs funds to meet daily
operational costs. In case of a large organization,
streamlining daily expenditure becomes tougher
since higher cash is required, thus Financial Planning
should be equally bigger and stronger. To ensure
that money is steadily flowing and there is no dearth
of resources or interruption in production, strong
For a more in-depth insight, here are 10 reasons that Financial Planning becomes mandatory.
highlight why Business Financial Planning is the
most important part of any Business/Organization: SAVINGS:
If you thought Savings are not meant for Businesses,
TRACKING INCOME AND PROFIT/LOSS: think again! In the risky Business waters, safety
This is the most basic need of any company. Regular is never 100% guaranteed and only the wisest
evaluation of income flow and gauging Profit understand the importance of holding cash reserves
and Loss is done through financial report reviews. for unprecedented downfalls. If your finances are
It involves key business aspects such as monitoring in place, opportunities to save funds automatically
sales and revenue, cost of goods and sales, calculating present themselves. Thus, emergencies won’t seem
gross profit, daily tracking of operating expenses like the greatest burden because you will at least be
and net income. All these activities are vital for able to prevent ruin and have enough funds to pay
identifying profitable ventures and improving on your employees and survive the financial storm.
weak areas.
ADAPT TO EVER-FLUCTUATING
MARKET TRENDS:
FINANCIAL SUPPORT COMES ONLY
Consumer needs never remain constant. Businesses
WITH PROPER FINANCIAL PLANNING:
In order to apply and successfully obtain any kind should always be willing and ready to change
of financial support from banks, etc. you should with growing market needs. When your finances
prepare a strong financial plan as well as income are strong, no matter what the market, you can
statements, balance sheets, cash flow forecasts, etc. effortlessly adapt without much hassle. Even if
well in advance. Else, you will not be eligible for additional investment is required, you will be well
financial assistance and most likely, your plea will be equipped to go for the latest business trends without
feeling guilty or losing sleep.
rejected.
he crux of Business Guide to Financial
Planning is being ever aware of your funds and
allotting the right amount without letting it go dry,
no matter what the situation be. There should be
a well-established administration in place to take
care of all aspects of Financial Planning who
will also be responsible for framing appropriate
financial policies that will govern procurement,
How to Invest in Mutual Funds, and appropriation
of funds.

FORECAST THE FUTURE:
A financial plan will identify in prior, the business’s
future. It will help gauge revenue against predicted
forecasts so that you can take the right actions like
increasing focus on sales and marketing. You can also
take necessary steps to reduce overhead in advance.
By predicting future losses well in advance, you
can protect your company against unmanageable
problems of the future by taking small steps
immediately.

AVOID WASTAGE ON UNNECESSARY
RESOURCES:
When there’s excess cash flow, it’s only natural to
want to invest in a number of attractive ventures.
But not all of them may be beneficial to the growth
of the organization and some may actually harm the
progress and smooth functioning of the business.
Financial Counseling India will make you wary of
unnecessary or harmful resources, thus saving on
time, effort, and money.
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CELEBRATE PROGRESS:
When an organization is putting in tremendous
hours and work towards achieving desirable results,
not measuring successes achieved will not provide
a clear picture of whether the efforts are actually
yielding results or whether the company is stuck in a
rut and barely managing to survive. The biggest perk
of using Financial Planning Workshop to measure
progress is that it serves as a huge motivating factor
for the people involved to be satisfied with their
work and put in higher dedication towards obtaining
newer and greater heights.

person involved in the Business can take pro-active
steps towards progress if there is a strong financial
foundation. Since Learn Financial Planning Basics
accurately predicts future conditions, problems,
profit/loss; the management along with employees
will have a clear understanding of the company’s
goals and how they can contribute to inch closer to
those goals.

DECISIONS BECOME MORE EFFECTIVE:
The kind of information that a sound financial
planning provides fosters healthy decision making at
all levels. There will no longer be any stray methods
undertaken that don’t serve the company’s highest
FOSTERS A PRO-ACTIVE WORK
good. All actions will collectively serve a higher
CULTURE:
Rather than being endless work-machines, every purpose.
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The Ascent Of Emerging Markets:
World’s 10 Biggest Economies By 2030

Today’s emerging markets
are tomorrow’s powerhouses,
according to a recent forecast
from Standard Chartered,
a multinational bank
headquartered in London.
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A

Research Report

research note by Standard Chartered
mentions that India is likely to become a
larger economy than the US by the year 2030.
The report also forecasts that China is likely to
overtake the rest of the countries to come out
on top, while Indonesia will be amongst the top
five. The US is predicted to be dislodged to the
third spot.

The report further forecasts that the emerging
markets, especially in Asia, will increasingly drive
the global growth. Asia’s share of global GDP,
which rose to 28% last year from 20% in 2010,
will likely reach 35% by 2030 — matching that of
the euro area and U.S. combined. The report also
predicts that a majority of the world's population
will enter the middle-class income group in 2020.

The top five countries are predicted to be China,
India, US, Indonesia and Turkey using purchasing
power parity (PPP) exchange rates and nominal
GDP.

The economists believe that India will likely see the
most movement with its trend growth accelerating
by 7.80% by 2020. They believe this is likely to
happen because of measures like GST and the
Insolvency and Bankruptcy Code. China’s growth
will moderate to 5% by 2030 reflecting a natural
slowdown given the economy’s size.

“Our long-term growth forecasts are underpinned
by one key principle: countries’ share of world GDP
should eventually converge with their share of the
world’s population, driven by the convergence of
per-capita GDP between advanced and emerging
economies,” Standard Chartered economists led by
David Mann wrote in a note.

With the divide between emerging and developed
economies closing at a seemingly faster rate than
ever before, this should be seen as an interesting
opportunity for all investors taking a long-term view.
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Here’s how the numbers change:
Rank
#1

Country
China

Proj. GDP (2030, PPP)
$64.2 trillion

GDP (2017, PPP)
$23.2 trillion

% change
+177%

#2

India

$46.3 trillion

$9.5 trillion

+387%

#3

United States

$31.0 trillion

$19.4 trillion

+60%

#4

Indonesia

$10.1 trillion

$3.2 trillion

+216%

#5

Turkey

$9.1 trillion

$2.2 trillion

+314%

#6

Brazil

$8.6 trillion

$3.2 trillion

+169%

#7

Egypt

$8.2 trillion

$1.2 trillion

+583%

#8

Russia

$7.9 trillion

$4.0 trillion

+98%

#9

Japan

$7.2 trillion

$5.4 trillion

+33%

#10

Germany

$6.9 trillion

$4.2 trillion

+64%
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Indian Insurance Sector:
IRDAI Annual Report 2017-18

IRDAI has released its Annual Report for the year 2017-18. Many interesting
aspects of the Indian economy, including savings and investments, as summarized
in the report, are presented here for the readers.
(Source: IRDAI Annual Report 2017-18)
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General Economic Development
As per the provisional estimates of Annual
National Income, 2017-18 released by Central
Statistics Office (CSO), Ministry of Statistics and
Program Implementation, Government of
India, the GDP at current prices for the year is
estimated at Rs.167.73 lakh crore showing a
growth rate of 10.0% over the First Revised
estimates of GDP for the year 2016-17 of Rs.152.54
lakh crore.
The Gross National Income (GNI) at current
prices is estimated at Rs.165.87 lakh crore
during 2017-18, as compared to Rs.150.77 lakh
crore during 2016-17, showing a rise of 10%.
The per capita Net National Income (NNI) at
current prices during 2017-18 is estimated to
be Rs.1,12,835 as compared to the estimates of
Rs.1,03,870 for the year 2016-17 showing a rise of
8.6%.
(Source: CSO press note dated 31.05.2018)

As per RBI’s preliminary estimates, net financial
assets of the household sector increased to 7.1%
of GNDI in 2017-18 on account of an increase in
households’ assets in the form of currency, despite
an increase in households’ liabilities. (Table 1)
(Source: RBI Annual Report 2017-18)

World Insurance Scenario
According to the ‘World Insurance in 2017’ report
published by reinsurance major, Swiss Re, the
growth of total direct premiums cooled to 1.5% in
real terms in 2017, (2016: 2.2%). Both non-life and
life sector slowed, but falling of life premiums in
advanced markets were the main cause of drag on
overall global premium growth. (Table 2)
Global life premiums increased only marginally by
0.5% to USD 2,657 billion in 2017 (2016: 1.4%).
The slowdown was primarily driven by advanced
markets, which declined 2.7% in 2017 (2016:
-1.9%) as all the regions experienced negative growth
mostly due to low interest rates that continued to
adversely affect the supply and demand for savings
products. In emerging markets, life premium
growth remained strong at 14%, mainly driven by
China. In other emerging markets, the expansion
was slower at 5.8%.

Financial Savings of the
Household Sector
Domestic saving declined to 29.6% of gross
national disposable income (GNDI) in 201617 from 30.7% in 2015-16. Household
financial saving - the most important source of
Global non-life premium increased to 2.8% to USD
funds for investment in the economy - declined
2,234 billion in 2017 down from 3.3% in 2016.
to 6.7% of GNDI in 2016-17, down from 8.1% in
ANNUAL
REPORT
The2017-18
slowdown was mainly due to lower growth
2015-16.
TABLE 1
FINANCIAL SAVINGS OF THE HOUSEHOLD SECTOR
Item
A.
1.
2.
3.
4.
5.
6.
B.
C.

Gross financial savings of which
Currency
Deposits
Shares and debentures
Claims on government
Insurance funds
Provident and Pension funds
Financial liabilities
Net financial savings ( A-B )

(In percent of GNDI)

2011-12

2012-13

2013-14

2014-15

2015-16

10.4
1.2
6.0
0.2
-0.2
2.2
1.1
3.2
7.2

10.5
1.1
6.0
0.2
-0.1
1.8
1.5
3.2
7.2

10.4
0.9
5.8
0.2
0.2
1.8
1.5
3.1
7.2

9.9
1.0
4.8
0.2
0.0
2.4
1.5
3.0
6.9

10.8
1.4
4.6
0.3
0.5
1.9
2.1
2.8
8.1

2016-17 2017-18#
9.1
-2.0
6.3
0.2
0.4
2.3
2.0
2.4
6.7

11.1
2.8
2.9
0.9
0.0
1.9
2.1
4.0
7.1

GNDI - Gross National Disposable Income
#: As per the preliminary estimates of the Reserve bank. The CSO will release the financial saving of the household sector on
January 31, 2019 based on the latest information, as part of the 'First Revised Estimates of National Income, Consumption
Expenditure, Saving and Capital Formation for 2017-18'.
Note: Figures may not add up to total due to rounding off.
Source: CSO as published in RBI Annual Report 2017-18 Table II.1
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TABLE I.4
GROSS SAVINGS
(In percent of GNDI)

was the weak
other emerging

increased by 8.0 percent (inflation adjusted) when
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wer growth in
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I.2.7
The IndianReport
non-life insurance sector witnessed
Research
a growth of 16.7 percent (inflation adjusted) during
2017. During the same period, the growth in global
non-life premium was 2.8 percent. However, the
share of Indian non-life insurance premium in global
non-life
insurance
premium
wasgrowth
at 1.11 percent
and
in
emerging
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while
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India ranked 15 th in global non-life insurance
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TABLE 2
TOTAL REAL PREMIUM GROWTH RATE 2017
(In percent)
Regions/Countries

Life

Advanced markets
Emerging markets
Asia
India
World

-2.7
14.0
5.6
8.0
0.5

Non-Life
1.9
6.1
5.8
16.7
2.8

Total
-0.6
10.3
5.7
10.1
1.5

Source: Swiss Re, Sigma No. 3/2018.

InsuranceINSURANCE
Penetration and
in India
INDIAN
INDensity
THE GLOBAL
SCENARIO
I.2.8 The measure of insurance penetration and
During
2017, the
insurance
premium
in India
density reflects
the total
level of
development
of insurance
sector in aby
country.
insurance
penetration
is
increased
10.1%While
(inflation
adjusted)
whereas
measured
as
the
percentage
of
insurance
premium
global total insurance premium increased by 1.5%
to GDP, insurance density is calculated as the ratio
(inflation
adjusted). In life insurance business,
of premium to population (per capita premium).
India is ranked 10th among the 88 countries,
I.2.9which
During
first decade
of insurance
sector
for
datathe
is published
by Swiss
Re. India’s
share
liberalization, the sector has reported consistent
in global life insurance market was 2.76% during
increase in insurance penetration from 2.71 percent
2017.
during
2017,Since
the then
life insurance
in 2001However,
to 5.20 percent
in 2009.
the level
premium
in India
increased
8.0% to
(inflation
of penetration
was declining
andby
dropped
a level
adjusted) when global life insurance premium
4 increased by 0.5%.
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of Indian non-life insurance premium in global
non-life insurance premium was at 1.11% and India
ranked 15th in global non-life insurance markets.
INSURANCE PENETRATION AND
DENSITY IN INDIA
The measure of insurance penetration and density
reflects the level of development of insurance sector
in a country.
The insurance density of life insurance sector
(measured as per capita premium) in India had gone
up from USD 9.1 in 2001 to reach the peak at USD
55.7 in 2010. Since then it has exhibited a declining
trend up to the year 2013. During the year 2017, the
level of life insurance density was USD 55.00 (USD
46.50 in 2016). (Table 3)
The life insurance penetration (measured as the
percentage of insurance premium to GDP) had gone
up from 2.15% in 2001 to 4.60% in 2009. Since
then, it has exhibited a declining trend up to the year
2014. There was a slight increase in 2015 reaching
2.72%, remained same in 2016 and increased to
2.76% in the year 2017. (Table 4)
The penetration of non-life insurance sector in
the country has gone up from 0.56% in 2001 to 0.93%
in 2017 (0.77% in 2016). Its density has gone up from
USD 2.4 in 2001 to USD 18.0 in 2017 (13.20 in 2016).

The Indian non-life insurance sector witnessed a
growth of 16.7% (inflation adjusted) during 2017.
During the same period, the growth in global
non-life premium was 2.8%. However, the share (Source: Swiss Re,Sigma various issues)
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TABLE 3: INSURANCE DENSITY
IN INDIA
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TABLE 4: INSURANCE PENETRATION
IN INDIA

TABL
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During the F.Y. 2017-18, the following 4 new I.3 APPRAISAL OF INDIAN INSURANCE
companies have been registered as General MARKET
Insurance Companies in India:
Registered insurers in India

During the F
companies h
Insurance Co

E INSURERS
(` crore)

(27.12)
(24.65)
TOTAL PREMIUM OF LIFE INSURERS
TABLE 5: NEW BUSINESS PREMIUM
OF
ANNUAL
REPORT 2017-18
115852.20
128426.17
LIFE INSURERS
(31.82)
(10.85)
Profits of Life Insurers
TABLE I.18
New Business Premium (3 =(1+2))

Total

2017-18
28146.40
(7.02)
37581.33
(13.71)
65727.73
(10.75)
106525.29
(8.39)
21900.88
(24.65)
128426.17
(10.85)

(1+2))
134671.69
(8.10)
59482.21
(17.51)
194153.90
(10.82)
183551.51
(4.35)
81104.03
(20.39)
264655.54
(8.79)

Research Report
( ` crore)

DIVIDENDS PAID BY LIFE INSURERS

LIC I.3.18
124583.31
134671.69
During the financial
year 2017-18,
the life
Volume I | Issue VI | March-April | 2018
(27.27)
(8.10)
insurance industry reported a profit after tax of

Insurer

Private
Sectorcrore as against
50619.37
59482.21
`8511.99
`7727.89 crore
in 2016(23.84)
(17.51)
17. Out
of the twenty-four
life insurers in operations
LIFE
INSURANCE
PREMIUM

2016-17

2017-18

2200

2422

LIC

sector
growth (17.40%
Privateinsurers
Sector* posted 19.15% 1062
1770
Total
175202.68
194153.90
during
2017-18,
nineteen
companies
reported
LIC
Life insurance industry recorded a premium income growth
Total in 2016-17) in their premium
3262 income,
4192
profits. They are Bajaj Allianz
Sun Life,
(26.26)Life, Birla(10.82)
* 4 Life Insurers
2016-17
and 5 Lifegrowth
insurersinin2016-17).
2017-18.
5.90% ingrowth
(12.78%
of Rs. 4,58,809 crore during 2017-18 as against recorded
Canara HSBC
Life, DHFL
Pramerica
Life, EXIDE
Renewal
Premium
(4)
Rs.4,18,476 crore in 2016-17, registering a growth of (Table 5) and (Table 6)
Death Claims for the year 2017-18
ICICI Prudential
Life, IDBI
LIC Life, HDFC Standard Life,
175904.05
183551.51
9.64% (14.04% growth in 2016-17). While private
Federal Life, India First Life,
Kotak Mahindra
(4.36)
(4.35)Life,
Max
Life,
PNB
MetLife,
Reliance
Nippon
Life, SBI
Private Sector
67369.89
81104.03
TABLE
5:
Life, Sahara India Life, Shriram
Life, Star Union
(12.99)
(20.39)DaiTOTAL PREMIUM OF LIFE INSURERS
Ichi Life, Tata AIA Life 243273.94
and LIC of India.
LIC of India
Total
264655.54
reported a profit after tax of
`2446.41 crore
i.e. an
(6.62)
(8.79)
increase of
9.62
percent
over
`2231.74
crore
in
Total Premium [5 = (3+4)]
LIC 2016-17.
300487.36
318223.20

Individual Life Insurance Business:

6: TOTAL
PREMIUM
OF insurance
I.3.20 InTABLE
the year
2017-18,
the life
LIFE INSURERS
companies had settled
8.28 lakh claims on individual
FOR 5 YEARS
policies, with a total pay-out of ` 14623.82 crores.
The number of claims repudiated/rejected was 9286
for an amount of ` 532.21 Crores.

(12.78)
(5.90)
Returns to Shareholders
Private Sector
117989.26
140586.24
I.3.19 For the year 2017-18,
LIC
paid
`2421.82
crore
(17.40)
(19.15)
(`2200.33 crore in 418476.62
2016-17) as 458809.44
dividend to
Total
shareholder i.e. Government
of India. Five
private
(14.04)
(9.64)
life insurers paid dividends during the financial year
Note: Figures in brackets indicate the growth (in percent)
HDFC
over2017-18.
the previous
year. Standard Life paid `273.22 crore
(`219.74 crore in 2016-17), ICICI Prudential paid
`990.46 crore (`552.27 crore in 2016-17), Max Life
DEATH CLAIMS FOR THE YEAR 2017-18 9
paid `285.90crore
crore in 2016-17),
SBI
TABLE 6:(`140.07
TOTAL PREMIUM
OF
In
the
year
2017-18,
the
life
insurance
LIFE
INSURERS
Life paid `200 crores
(`150
crores in 2016-17) and
companies
had
settled
8.28
FOR
5
YEARS
Shriram Life paid `20.09 crore. lakh claims on

I.3.21 Claim settlement ratio of LIC was at 98.04
percent as at 31.03.2018 when compared to 98.31%
as at 31.03.2017. The proportion of repudiations has
marginally come down to 0.67% in 2017-18
compared to the 0.97% in the previous year.
I.3.22 For private insurers, settlement ratio had gone
up by 1.52% at 95.24% during the financial year
2017-18 when compared to 93.72 % during the
Rs.
14,62.82 crore. The number of claims
previous year. The proportion of repudiations came
repudiated/rejected
for when
an amount
of
down to 3.97% in thewas
year9286
2017-18
compared
Rs.
532.21incrore.
(Table 7)year.
to 4.85%
the previous

individual policies, with a total pay-out of

)]
318223.20

TABLE 7
INDIVIDUAL DEATH CLAIMS OF LIFE INSURERS 2017-18

(5.90)
140586.24

(Figures in percent of policies)

(19.15)
458809.44

Life Insurer

Total
Claims

Private Total

100.00

LIC

100.00

Industry Total

100.00

Claims
paid

Claims
repudiated/
rejected

Unclaimed

95.24

3.97

0.16

0.63

72.55

17.37

3.36

6.72

98.04

0.67

1.21

0.08

45.17

44.64

3.51

6.68

97.68

1.10

1.08

0.15

60.13

29.74

3.43

6.70

(9.64)

wth (in percent)

9

Claims
pending at
end of year

Break up of claims pending
duration-wise (Policies)
<3
3-<6
6 - < 12
>1
mths
mths
mths
yr
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BOX ITEM 1
PARTICIPATION OF WOMEN IN LIFE INSURANCE
Women comprise roughly 48% of the total population in India. Their contribution to the economic activity of the
country is significant and is increasing every year. In this context, a brief study is made on the share of women
in life insurance business. Only individual new business data – number of policies and first year premium for the
FY 2017-18 – has been considered for the purpose.
1.

The total number of policies sold in the year 2017-18 stands at 2.82 Cr, with a first year premium (FYP) of
`92135 Crores. The following table provides the contribution of men and women to the total business.

2.

As can be seen, as against the share in population of 48%, women contribute 32% in number of policies and
first year premium.

3.

Out of 90 lakh policies bought by women in the year 2017-18 in India, almost one-third have come from
three States, Maharashtra (12%), West Bengal (10.3%), and UP (9.4%). Similarly, out of `29800 crore FYP
contributed by women, slightly more than one-third have come from` three States, namely, Maharashtra
(18.1%), West Bengal (10%) and Tamil Nadu (7.8%).

Top 5 States/UT with highest share in number of
policies bought by women to the total number
of policies in that State/ UT

Bottom 5 States/UT with the least share in
number of policies bought by women to the total
number of policies in that State/ UT

State

State

Percentage

Lakshadweep
Puducherry
Kerala
Mizoram
Sikkim
All-India Average

55%
43%
43%
41%
40%
32%

Percentage

Jammu & Kashmir
Haryana
Gujarat
Uttar Pradesh
Jharkhand
All-India Average

24%
27%
27%
28%
28%
32%

Male Female proportion analysis of Population & Individual Life Insurance New Business 2017-18
Particulars

Total (Cr)

Male (Cr)

Female (Cr)

Male %

Female %

Population

134

69

65

52%

48%

No of policies

2.82

1.91

0.90

68%

32%

FY Premium

92,135

62,334

29,801

68%

32%

*Premium in `Crores. * Population estimation as at 2018 from UIDAI web site
4.

In 19 States/UTs, the share in number. of policies bought by women to the total policies sold is higher than
the all-India average of 32%. The above table provides data of top and bottom five states/UTs in terms of
share in no. of policies bought by women to the total policies sold in that State/UT.

5.

At All-India level, 210 persons have purchased a life insurance policy, for every 10000 population. But,
when we break it up in terms of male and female, we find 277 males have purchased life insurance policies
for every 10000 male population, whereas, 139 women have purchased life insurance policies for every
10000 female population. The following table provides male female break-up State/UT wise.

(Source: IRDAI Annual Report 2017-18)
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FPSB, US'

Guidance for Candidates
Developing a Financial Plan

This extract is sourced from FPSB, US' ‘Guidance for Candidates Developing
a Financial Plan’. The extract is drafted to help candidates develop viable
written financial plan for clients, based on information and instructions provided
by them.
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INTRODUCTION
The financial plan developed by the candidate should
clearly demonstrate a viable written financial plan
for the profiled client, supported by appropriate
assumptions, sound decision-making and relevant
data. Within the financial plan, the candidate
should cover all of the required Financial Planning
Components. Explanations should be clear and
concise, in language understandable to the client.
The candidate should demonstrate his or
her adherence to FPSB’s Code of Ethics and
Professional Responsibility by not including advice or
information contradictory to the Code in the written
financial plan.
PROFESSIONAL SKILLS
The candidate should integrate Professional Skills
into his or her strategies and recommendations in the
written financial plan. Candidates should demonstrate
in the financial plan that they have adhered to the
following Financial Planner Professional Skills, as
described in FPSB’s Financial Planner Competency
Profile:

Volume I | Issue VI | March-April | 2018

spelling or grammatical errors) in a manner that is
readily understood by the client; and
• Provide a reasonable basis for any advice.
Cognitive
• Apply mathematical (quantitative and qualitative)
methods as appropriate;
• Analyze and integrate information from a variety of
sources to arrive at solutions;
• Use reasoning to evaluate potential courses of
action; and
• Arrive at qualified decisions when faced with
incomplete or inconsistent information
PROFESSIONAL AND LEGAL COMPLIANCE
Professional compliance and legal compliance form
an integral part of financial planning. Professional to
the financial planning should understand and adhere
to all applicable legal and professional compliance
requirements for the practice of financial planning in
the applicable jurisdiction.
CANDIDATE GUIDANCE

Professional Responsibility
• Demonstrate ethical judgment;
• Demonstrate intellectual honesty and impartiality
(or make clear, concise and effective disclosure of
any conflicts of interest); and
• Recognize limits of competence and voluntarily seek
the counsel of and/or delegate to other professionals
when appropriate.

1. Financial Plan Content
Financial plan submissions should include the
following sections:

Practice
• Comply with relevant financial services laws and
regulations;
• Make appropriate judgments in areas not addressed
by the laws of professional practice standards;
• Keep up to date with changes in the economic,
political and regulatory environments;
• Conduct appropriate research when performing
analysis and developing strategies; and
• Demonstrate a reasonable basis for advice.

1.2 Executive Summary
The financial plan should include an executive
summary that outlines:
• The client’s goals, concerns and objectives;
• Relevant financial data and key findings; and
• The candidate’s recommendations, including a
clear action plan for the client(s) and how the
recommendations address the client’s needs,
concerns and objectives.

Communication
• Construct written communication (e.g. with no
64 | Financial Planning Journal

1.1 Table of Contents
The financial plan should include a Table of Contents
page, indicating page numbers, and a clear hierarchy
of headings and appendices.

1.3 Page Numbering
All pages of the financial plan, including appendices,
should be numbered consecutively.
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1.4 Plan Structure
Other than the requirements for the Table of
Contents and Executive Summary described in 1.1
and 1.2, the structure of the financial plan should
be logical and should facilitate the client’s ability to
understand the financial plan.
1.5 Generic Material
The candidate should use tables and diagrams only
where they will add to the client’s understanding.
When included in the body of the financial plan,
diagrams and tables should be clearly explained in the
accompanying text. Diagrams and tables should be
appropriately titled/labeled, numbered sequentially,
and sources (where relevant) should be properly
recognized.
1.6 Appendices and Attachments
While useful as additions to a financial plan, appendices
and attachments are expected to be used sparingly
and only where they are likely to aid understanding
or providing support to the financial plan. Appendices
and attachments should be relevant and crossreferenced in the financial plan. It may be appropriate
to include certain data in appendices, but the
candidate should be selective, indicating in the body
of the plan why such material has been included and
how it adds value.
1.7 Financial Planning Software
Financial planning software may be used to assist
with the preparation of the financial plan, but it must
not be, or appear to be, a substitute for the candidate’s
own input. Where used, such software should be
appropriately referenced in the financial plan’s
reference list or as a footnote to the page on which
the calculation appears.
The financial plan should demonstrate the candidate’s
understanding of the client issues, both qualitative
and quantitative, the critical thinking that led to the
strategies developed, and the underlying rationale,
with recommendations clearly linked to the client’s
goals, needs and objectives. Software-generated text
modules should be used sparingly and should be
adapted to match the client’s situation.
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1.8 Prohibited Inclusions
The financial plan should not include research
profiles, investment memoranda, insurance
quotations, product brochures, prospectuses or
any product-advertising material. To demonstrate
familiarity with the content and purpose of such
documents, the candidate may refer to them in the
plan and/or include a list of documents that would
ordinarily be provided to the client in the appendices.
The financial plan should reference any research
reports and/or prospectuses that would need to be
provided to the client to satisfy legal, compliance and
professional practice requirements.
1.9 Compliance
The financial plan should demonstrate that the
candidate understands applicable compliance
requirements with financial services laws and
regulations, as well as FPSB India’s Code of Ethics and
Professional Responsibility and Financial Planning
Practice Standards.
Disclosures: The candidate should meet his or
her obligation to the client to disclose his or her
identification, the firm’s identity, the relationship
between the adviser and the firm, and any other
statutorily required disclosure on the front page and/
or in a cover letter.
Additionally, the plan should include a separate
section, identified in the Table of Contents,
disclosing the cost to the client for the plan and
the implementation of the recommendations (if
applicable), the financial planner’s compensation
and any conflicts of interest, to allow the client to
understand the total cost of the financial plan and
of implementing the recommendations, and to
understand any conflicts the candidate may have in
advising the client.
Disclaimers: The candidate should clearly
communicate in a separate disclaimer section,
identified in the Table of Contents, any limitations he
or she may have with regard to the scope of services to
be performed and how those limitations may affect the
recommendations provided in the financial plan.
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Engagement letter: The candidate should be
required to include an engagement letter, specifying
such details as the scope of services, responsibilities,
costs, timeframes, and termination requirements of
the engagement.
1.10 General and Key Assumptions
All other assumptions made by the candidate should
be clearly stated in the financial plan, must be
reasonable and not in conflict with the given facts.
1.11 External Professionals
If part of the financial plan requires a referral to,
input from or completion by an external professional
(e.g. a lawyer, accountant, etc.), the candidate should
identify the need, include strategic analysis and
comment on the desired or likely outcomes and how
these relate to the client’s situation.
1.12 External Sources
Material from external sources should be appropriately
acknowledged and referenced in the financial plan.
Paraphrasing or quoting a source without appropriate
attribution is plagiarism.
2. Financial Plan Criteria
Candidates should use the following FPSB Financial
Plan Framework elements to develop a financial plan
for the client. Guidance is provided for each element
to indicate the types of information and issues the
candidate may address in the financial plan.
2.1 Data
During the data collection process, the candidate
should identify material information required to
structure the financial plan and determine what
material changes in the client’s personal and financial
situation should be considered. The candidate should
identify and review information on the following to
enable analysis of the client’s situation:
FINANCIAL MANAGEMENT
• The client’s assets and liabilities;
• The client’s cash flow, income and/or financial
obligations;
• The client’s use of bank accounts, credit and other
cards and debt;
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• The client’s present and future budgets; and
• The client’s current savings and planned spending.
Where appropriate, the candidate should prepare
statements of the client’s net worth, cash flow and
budget.
ASSET MANAGEMENT
• The client’s investment holdings covering all types
of assets (e.g. real estate, commodities, etc.);
• The client’s current asset allocation; and
• The client’s cash (lump sums and/or anticipated
future flows) available for investment.
RISK MANAGEMENT
• The client’s existing insurance coverage; and
• The client’s potential financial obligations and
inadequately covered risks.
TAX PLANNING
• The client’s tax position;
• The taxable nature of the client’s assets and
liabilities; and
RETIREMENT PLANNING
• Potential sources of the client’s retirement income; and
• The client’s estimated retirement expenses.
ESTATE PLANNING
• Legal agreements and documents that impact
the client’s estate planning strategies, such as
a testament/last Will, testamentary contract,
prenuptial agreement, company agreement,
information related to existing foundations and
trusts, etc.; and
• Matrimonial property regime applicable and assets
subject to exceptions
ADDITIONAL ASSUMPTIONS
The additional assumptions used by the candidate to
determine the outcomes of the analysis and related
calculations are crucial to the overall viability of
the financial plan. Inappropriate assumptions can
lead to suboptimal or incorrect recommendations.
The candidate must clearly identify assumptions,
provide suitable support (e.g. by naming a recognized,
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reputable source) and understand the impact of
the assumptions within the body of the financial
plan. The following assumptions may be considered
but should not be in conflict with any of the given
facts:
FINANCIAL MANAGEMENT
• Income sources;
• Financial ratios;
• Present and likely future tax rules and rates;
• Present and likely future inflation rates, with
support; and
• Present and likely future interest rates, with support.
ASSET MANAGEMENT
• Likely future investment returns, with support;
• Expected portfolio rate of return, and risk level (i.e.
appreciation and dividends);
• Asset allocation and reasonable basis;
• Investment time horizon(s);
• Tax rules and rates;
• Likely future inflation rates, with support; and
• Likely future interest rates, with support.
RISK MANAGEMENT
• Life expectancy, limitations and approach to dealing
with these;
• Health factors; and
• Risk factors.
TAX PLANNING
• Tax law and rates; and
• Changes in tax regime.
RETIREMENT PLANNING
• Retirement age;
•L
 ife expectancy and application (e.g. may live to what age);
• Income needs at identifiable stages;
• Income sources in retirement (in today’s value and/
or as a percentage of pre-retirement income);
• Initial withdrawal amount in first year of retirement
and at later times (in today’s value and/or as a
percentage of initial fund);
• Tax and pension rules and rates;
• Likely future inflation rates, with support; and
• Likely future interest rates, with support.
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ESTATE PLANNING
• Life expectancy;
• Growth rates for various asset classes, with support;
• Income needs of beneficiaries;
• Tax rules and rates;
• Likely future inflation rates, with support; and
• Likely future interest rates, with support.
2.2 Attitudes, Goals and Objectives
The candidate should identify the client’s attitudes
(needs and values), goals and objectives that have
financial implications. Issues for consideration include:
• Are the client’s goals specific, measurable, realistic
and achievable?
• What, in the candidate’s opinion, are the factors
that motivate the client?
• How much capital will the client need to meet
future goals?
• Is the client’s capital likely to remain intact
or diminish in value in relation to the client’s
anticipated life expectancy?
• Does the client have the capacity to save? Should
the client’s current savings rates change?
• How much capital will the client need to meet the
capital requirements for his or her dependents in
the event of death or disability?
The candidate should determine and assess the
following:
FINANCIAL MANAGEMENT
• The client’s propensity/capacity to save;
• How the client makes spending decisions; and
• The client’s attitude toward debt.
ASSET MANAGEMENT
• The client’s investment objectives; and
• The client’s investment horizon.
RISK MANAGEMENT
• The client’s risk management objectives; and
• The client’s risk management needs.
TAX PLANNING
• The client’s current, deferred and future tax
liabilities.
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RETIREMENT PLANNING
• The client’s retirement objectives.
ESTATE PLANNING
• The client’s estate planning objectives;
• The client’s goals with regard to anticipatory
succession; and
• The specific needs of the client’s beneficiaries
2.3 Issues and Problems
The candidate should identify issues and problems
that could materially impact the financial
plan content and recommendations (e.g. legal
issues, the client’s attitude toward risk,
the client’s level of financial sophistication, etc.).
In addition, the candidate should consider the
impact of economic, political and regulatory
issues on the financial plan strategies and
recommendations.
• What, in the candidate’s opinion, are the existing
concerns?
• What are the potential future problems?
• Does the client have a manageable debt level?
• Is the client’s stated risk profile consistent with the
expressed concerns?
• Is the client’s stated risk profile in line with asset
allocation?
The candidate should evaluate issues and problems
related to the following:
FINANCIAL MANAGEMENT
• The client’s assets and liabilities; and
• The client’s emergency fund provision.
2.4 Analysis
The candidate should consider opportunities and
constraints, including the inter-relationships among
Financial Planning Components, when analyzing the
client’s attitudes, goals, objectives and information to
develop and prioritize strategies.
The candidate should consider potential
opportunities and constraints relating to the
following:
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FINANCIAL MANAGEMENT
• Whether the client is living within his/her
financial means – calculate surplus/shortfall in
income;
• Whether any existing emergency fund is adequate;
• The place and management of debt in the client’s
financial plan;
• The impact of potential changes in the client’s
income and expenses; and
• Conflicting demands on the client’s cash flow.
ASSET MANAGEMENT
• Required rate of return to reach the client’s
objectives;
• Whether the client’s investment return expectations
are consistent with the client’s risk tolerance;
• Achieving the client’s investment income needs;
• The characteristics of the client’s investment
holdings;
• The implications of the client acquiring/disposing
of assets; and
• Whether the client’s asset holdings are consistent
with the client’s risk tolerance and required rate of
return.
RISK MANAGEMENT
• Characteristics of the client’s existing insurance
coverage (including possible tax on insurance
proceeds);
• The client’s exposure to financial risk;
• The expectations of survivors if an insured event
should occur;
• The client’s risk exposure compared to current
insurance coverage and risk management
strategies;
• The client’s preference for insurance and alternative
strategies for managing risk exposure; and
• The implications of changes to the client’s insurance
coverage.
TAX PLANNING
• The client’s current and future tax position;
• The suitability of existing tax strategies and
structures; and
• The financial impact of tax planning alternatives on
the client.
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RETIREMENT PLANNING
• Financial projections based on the client’s current
position and arrangements;
• The appropriateness (specificity, measurability,
achievability, reasonableness) of the client’s
retirement objectives;
• The client’s financial requirements during
retirement (retirement funding gap);
• The sensitivity of future illustration to changes in
key assumptions;
• Trade-offs necessary to achieve the client’s
retirement objectives; and
• New recurring investment needed if there is no
alternative to cover a future shortfall.
ESTATE PLANNING
• Succession planning consequences;
• The client’s net worth at death;
• Risks and benefits in alternative asset ownership
and transfer alternatives;
• Potential expenses and taxes due at the client’s
death;
• The liquidity of the client’s estate at death; and
• Liquidity of heirs at client’s death (e.g. can
inheritance tax be met?)
2.5 Strategies and Alternatives
Based on the data collected, identification of the
client’s attitudes, goals and objectives, and analysis
of the opportunities and constraints, the candidate
should develop strategies for the financial plan,
evaluating each strategy in the following areas relevant
to the facts: financial management, asset management,
risk management, tax planning, retirement planning
and estate planning.
2.6 Synthesis and Recommendations
The candidate should develop and prioritize the
financial planning recommendations. The candidate
should determine the recommendations that best
suit the client’s situation. To demonstrate that the
recommendations suitably and optimally meet the
client’s attitudes, goals and objectives, the candidate
should integrate the strategies and recommendations
across the areas of financial management, asset
management, risk management, tax planning,
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retirement planning and estate planning as required
by the facts.
The candidate should provide the client with a
clear explanation of his risk profile and the impact
this profile has on investment strategies and
recommendations, and address the relationship
between the client’s stated risk profile and financial
concerns and objectives.
In all analyses and recommendations, the candidate
should prove his holistic understanding of the client’s
financial plan by showing relevant relationships among
liquidity issues, tax issues, risk/return-issues, etc.
2.7 Implementation
The
candidate
should
consolidate
the
recommendations and action steps for the client into
a financial plan. The candidate should demonstrate
how the recommendations need to be implemented.
The candidate should provide an action list
that summarizes what needs to be done, by whom, and
when (including a date or dates where appropriate).
The candidate should set out action steps to assist
the client in understanding and acting as required
to implement recommendations for the financial
planning components covered in the financial plan.
Each action step should refer to a timeframe, the
person responsible, and (when appropriate) indicate
the level of importance for achieving the client’s
objectives.
2.8 Periodic Reviews
The candidate should recommend an appropriate
review cycle in the financial plan, determine
benchmarks for measuring success against the client’s
current expectations, and identify each party’s
responsibilities to review the financial plan.
Issues the candidate could address include:
• The level of review service to be provided;
• The frequency of financial plan reviews;
• Other features and benefits associated with the
review process;
• The cost of financial plan reviews;
• Anticipated changes in the client’s situation
(e.g. birth, death, marriage, etc.); and
• Anticipated legal changes.
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Workshops Conducted by FPSB India
Conducted by Puttuswamy B Gowda

Equity Valuation & Research
October 2018, Mumbai

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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Book Review

Wealth Management –
A Guide for Affluent and Middle Income Classes
By Joydeep Sen

we should not fret about inflation, which is varying
sometimes by large margins below investment returns.
Over the long-term in our investment horizon, inflation
evens out much below the returns, or at least it keeps
us in the race with the purchasing power. The leveraged
investments however should be avoided.
We can be unhindered in our path of creating, preserving
and managing wealth, if we could avoid few simple
mistakes at various life stages, e.g. merely saving and
avoiding investing money, taking a big mortgage loan
early on, not giving a thought to retirement when young
and dipping into the retirement kitty for other short and
medium term goals, having large credit card dues, not
keeping a tight control over financials and not making a
Will. There is taxation on almost all investment products.
Though it is important to have tax efficiency in mind
while choosing a product, the focus on merely the tax
angle would make our investment basket lopsided.

Mr. Joydeep Sen, in his authored work on Wealth
Management, has done an exhaustive compilation of
things which generate, maximize and preserve wealth
of individuals. Wealth may be managed in physical,
financial or in the form of alternate assets. However,
there are two major asset classes, ‘Equity’ and ‘Debt’
when it comes to wealth generation of individuals. Equity
is all about the ‘expectation’, be it earnings, growth, or
maximization of capital. Debt, on the other hand, is
more of a ‘promise’ to return a certain portion on the
capital invested. A judicious mix of these assets is
what defines wealth creation over specific periods. This
asset allocation has the capacity to create income and
earnings in the long run to be invested in other assets
like real estate, gold, art, etc. which can be managed
along with financial assets.
The author maintains that investment is a journey in
which the milestones of investment horizon for various
financial goals determine our investment choices. These
are further qualified by our specific investment objectives
and related as well as overall risk appetite. Though the
idea is to have real returns in the investment choices,

The book covers emotions in investing by detailing
behavioral biases, their implications and how to avoid
them. It also covers passive and active investors in the
sense of wealth creation. A model, which stresses the
level of confidence which an investor has and his/her
preferred method of response to various situations, is of
help to identify oneself and attempt a course correction
if required. It has been stressed that every financial
product has a risk-reward profile which needs to be
matched with that of an investor, through a psychometric
risk profiling technique, before considering suitability for
the product.
Lastly, Joydeep has listed in this book a number of case
studies to cite varied situations of individuals and how
to strike the right balance in such circumstances. The
case studies relate to situations close to retirement.
The work-life balance and FIRE (financial independence,
retire early) are of consequence as also those where
individuals are retired with inadequate regular cash
flows. The topics of right kind of life insurance, systematic
retirement savings and aspect of reverse mortgage, as a
lifeline for those with inadequate cash flow during retired
life, are well explained with caveats.
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FPSB INDIA’S AUTHORISED EDUCATION PARTNERS
S.No.

City

9320337324

Valuable Eventures LLP (NJ Gurukul
Pvt. Ltd.)

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

9320337324

Valuable Eventures LLP (NJ Gurukul
Pvt. Ltd.)

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

9320337324

ICICI Direct Centre for Financial
Learning

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

9108683683, 9742273109

Knowise Learning Academy

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

9980166321

Valuable Eventures LLP (NJ Gurukul
Pvt. Ltd.)

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

9320337324

Valuable Eventures LLP
(NJ Gurukul Pvt. Ltd.)

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

9320337324

Valuable Eventures LLP
(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

Valuable Eventures LLP
(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

Valuable Eventures LLP
(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

ICICI Direct Centre for Financial
Learning

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

8427484084, 040-60020037/39

Indore

Valuable Eventures LLP
(NJ Gurukul Pvt. Ltd.)

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

9320337324

Jaipur

Valuable Eventures LLP
(NJ Gurukul Pvt. Ltd.)

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

9320337324

Valuable Eventures LLP
(NJ Gurukul Pvt. Ltd.)

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

9320337324

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

Aurangabad

3
4
Bengaluru
5
6
Bhopal

Chandigarh

8
9

Chennai

10
11

Delhi

12
13
14

Goa
Guntur

15
Hyderabad
16
17
18
19

Contact No.

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

Ahmedabad

7

Branch Address

Valuable Eventures LLP (NJ Gurukul
Pvt. Ltd.)

1

2

Education Partner

Kolkata

20
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FPSB INDIA’S AUTHORISED EDUCATION PARTNERS
S.No.

City

Education Partner

Branch Address

Contact No.

International College of Financial
Planning

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

9899904117

22

BFC Akademia

# 2/10 , Vineet Khand , Gomati Nagar,

9792202239

23

Valuable Eventures LLP
(NJ Gurukul Pvt. Ltd.)

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

9320337324

24

International College of Financial
Planning

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

9323540474

25

ICICI Direct Centre for Financial
Learning

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

8451943442, 022 42371904/
962 /902

Bank Edge

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

9820312755

27

PGP Academy Pvt. Ltd

205, 2nd Floor, Plot 210, B1, Sandy Flama
Tokersey Jivraj Rd, Dosti Flamingo, Sewree

7977032907

28

Mahaveer Commerce Academy

Shop No.1,2,3,4 Mahavir Commerce
Academy, Beside Kasturi Hospital , 60 Feet
Road, Bhaiyandar (W)

7718874066

International College of Financial
Planning

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

9740028310

Valuable Eventures LLP
(NJ Gurukul Pvt. Ltd.)

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

9320337324

Valuable Eventures LLP
(NJ Gurukul Pvt. Ltd.)

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

9320337324

ICICI Direct Centre for Financial
Learning

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

8390904865, 020-40009247/48

Valuable Eventures LLP
(NJ Gurukul Pvt. Ltd.)

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

9320337324

Valuable Eventures LLP
(NJ Gurukul Pvt. Ltd.)

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

9320337324

International Institute of Research
and Wealth Management (IIRWM)

PC Sarani, Near NTS More, Deshbandu
Para,

9641422925 / 9749310138

21
Lucknow

26

Mumbai

29
Mysore
30

Nagpur

31
Pune
32
33

Rajkot

34
Surat
35

Siliguri

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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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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Trending Terms
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Trending Terms in the World of Finance
High-water mark
In finance this term refers to the highest value
that an investment fund (mostly hedge fund)
has reached. The high-water mark is used
to prevent fund managers from claiming
performance bonus for poor performance.
Once a high-water mark has been reached,
the fund manager has to give returns beyond
this level if he/she has to claim a bonus. Say,
an investor has invested Rs.100 in a hedge
fund, which charges 20% performance fee. If
in a month the fund returns 15%, taking the
value of the investment to Rs.115, then the
investor has to pay the performance fee of
20% on this Rs.15 gain, that is Rs.3. The highwater mark is now at Rs.115. Assume in the
subsequent month the value of the investment
goes down to Rs.90 and in the third month
goes up to Rs.130. Since the high-water mark
has already been fixed at Rs.115, the investor
does not have to pay any performance fee for
the gain from Rs.90 to Rs.100 but only for the
gain from Rs.100 to Rs.130 i.e Rs.6. Without
the high-water mark the investor would have
had to pay Rs.8 in performance fees, thus
paying double for the same performance.

Whipsaw
Whipsaw movements are common in volatile
markets, especially the kind witnessed after
the demonetisation announcement recently.
An investor taking long positions in a security
expecting the price to rise, would have seen
prices plunge immediately while those taking
short positions may have experienced a
sharp rise in prices, thus leading to losses
in both cases (assuming that both may have
invested for the short-term). The whipsawing
motion is primarily due to uncertainty and
leaves (mostly day traders) clueless as to
what strategy to adopt.
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Married Put
An investor taking a long position
in a stock, but apprehensive of
a downturn in its prices, can
hedge his exposure by buying
a ‘put option’ on the stock.
This strategy (called a married
put) effectively creates a floor
limiting the potential losses (from
depreciation in the value of the
stock) while allowing unlimited
profits. If the price of the stock
goes below the strike price before
expiry, the investor can exercise
the ‘put option’ and sell the stock
at the strike price. If the stock
price rises, then the investor does
not exercise the ‘put option’ and
can sell the stock when it goes
above the strike price and take
the profit.

Less-cash to
Cash-less
In India people are already
struggling with this phenomenon
whereby they are having very
little cash in their hands and
wallets, post demonetisation.
Less cash literally means just
that – lower amounts of physical
cash since the printing presses
are still struggling to replace
about 86% of the currency notes
declared defunct. Prime Minister
Narendra Modi made it quite a
trend in a highly publicised radio
address where he spoke of India
transitioning from a ‘less cash’
situation to a cash-less state.
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Q

Tax Queries
I am a citizen of Canada. My brother, who is
a resident of India, wants to purchase a land
here, in his own name, to practice farming.
I believe that income from agriculture is not
taxed in India, but will his agricultural income
in Canada be taxed in India? He believes that
his taxability will remain NIL even if he makes
a profit from agriculture in Canada. Please
advise.
A. Under the Indian Income-tax law,
agricultural income means income from
agricultural land situated “in India”, which is
exempt from tax in India, subject to prescribed
conditions. However, agricultural income from
land situated in Canada will be taxable in
India. It would be included under the head
‘Income from Profits and Gains of Business
or Profession’, if it is carried on as a business
activity and in any other case under the head
‘Income from Other Sources’.
Your brother can however, claim credit of tax
paid on such agricultural income in Canada, if
any, in India as per the provisions of the Double
Taxation Avoidance Agreement between India
and Canada.

Q

I am a non-resident Indian and have NRO
account in a bank. A substantial amount is
presently lying in savings bank account. I
would like to convert an amount of Rs. 10 lakh
out of such savings account to a fixed deposit
account. Will the amount of interest on such
fixed deposit be taxable in India? Can I submit
Form 15G/15H for non-deduction of tax at
source, if the interest is taxable?
A.The amount of interest on such fixed deposit
would be taxable, if the total interest earned by
you is above the maximum amount on which

tax is not payable by an individual assessee.
Presently, such limit is Rs. 2,50,000. The facility
of filing of Form 15G is not available to a nonresident Indian and therefore, the bank will
have to deduct tax at source at the applicable
rate from interest payable to you.

Q

I have opened a NPS account Tier-I in the
name of my son who does not have any
income. I am contributing the amount to his
NPS account from my income. Please advise
if I am entitled for benefit of deduction under
section 80CCD?
A. Section 80CCD of the Act provides that
where an assessee, being an individual has
in the previous year paid or deposited any
amount in his account under a pension scheme
notified or as may be notified by the Central
Government, he shall, in accordance with,
and subject to the provisions of this section, be
allowed a deduction in the computation of his
total income, of the whole of the amount so paid
or deposited as does not exceed ten per cent of
his gross total income in the previous year.
Therefore, as per the provisions of Section
80CCD of the Act, the deduction can be
claimed by the assessee only when he himself
contributes in his NPS account. In your case,
you are contributing to the NPS account,
opened in the name of your son. Therefore,
you cannot claim deduction under Section
80CCD 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

Credit Rating Agencies (CRAs) are
required to track the servicing of debt
obligations for each instrument Rated
by them, on the basis of monitoring the
following indicator/s _____.
a EBITDA
b liquidity conditions of the Issuer
c borrowing cost of the Issuer
d All of the above
During times of a falling Rupee, currency
risk (faced by the borrowing company) is
one of the disadvantages of the ___.
a dollar denominated bonds
b rupee denominated bonds
c External Commercial Borrowings (ECBs)
d Masala Bonds
According to a recent forecast from
Standard Chartered, India’s economy
is likely to become larger than the US’
economy by the year 2030 considering ___.
Purchasing power parity (PPP)
a
exchange rates
b market capitalisation
c Both (a) and (b) above
d ETFs trade like stocks

4

5

India’s foreign exchange regulations
allow an Indian settlor to remit up to ____,
per financial year, outside India to an
offshore trust for permitted transactions
without RBI approval.
a USD 50,000
b USD 100,000
c USD 250,000
d USD 500,000
In life insurance parlance, ‘insurance
density’ is measured as____while
‘insurance penetration’ is measured as ___.
a

percentage of insurance premium to GDP;
per capita premium

per capita premium; percentage of
insurance premium to GDP
per capita sum assured; percentage of
c
insurance premium to sum assured
per capita premium; per capita sum
d
assured
b
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6
7

A Trust may be created by an HUF in India.
True
b False

a

Which one of the following saving
schemes presently has the longest lockin period?
a PPF
b Sukanya Samriddhi Yojana
c ELSS
d ULIP

8

Nomination, Will, Trust are all ways of
________ for the business families.
Investment Planning
b Retirement Planning
c Estate Planning
d Risk Planning

a

9

10

As per SEBI Regulations, Credit Rating
Agencies (CRAs) shall carry out a review
of the Ratings upon the occurrence of, or
news of, which of the following material
event/s?
a Demerger/Merger
b Acquisition
c Amalgamation
d All of the above

A valid Trust requires _______.
Certainty of object
b Certainty of beneficiary
c Certainty of Trust property
d All of the above

a

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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