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utial Fund Advantage

Investing in mutual funds is one sure way of defeating the price demon.
These can be used to build a huge retirement Kitty | By Tanvi Varma

It's a question thel s fesed finan-
cial plunners for ever—how to beal
inflation and generste the desived
wealth vver long perlads.

Inflation, we know, can upset
caleulations by eroding the value of
savings, At 5% inflation, wo expense
of Ra 10,000 will beeome Ra 40,000
in ) weqrs, For a person siving for
retirement, generaling returns that
can beat flaton seems diffieall,

It's not, provided he invests wisely

i mutual funds.

Fior a long time, retirement plan-
ning mewsnt resting n small spy-
ing schemes like the Public

Provident Fund (PPF), the National
Saving Certificate Bcheme wod Lhe
Emplovee Provident Fund (EFF).
Bome: alsn bought traditional insur-
ance policies, However, the problem
was thal these seldom beat infla-
tinh. Then eame mulual fonds in
1064, when UTT was launched. bot
liese wers seldom wsed far vetire-
ment planing, Things pleked up
slightly from 1993 with the advent
of private sector mntual funds. Now,
they are changing fast.

Enow yourself

Before investing, (here are some
questiens you need to ask voursell
Heow many years wee left for vour
retirement? How mwch money will
wou need at retirement? What L

wour risketaking ability? What is the j

moniily nepme you will need to
suztain your current lifestyle? Ones
vou hove answered these, pleoning
hepomes simple, Mo matter what
vour investiment horizon is, no mal-
tar what your risk-faking ability is,
no matter how mueh your invest-
ment 1z, there sre mutual Tund
produeds for every need.

Yo ean invest in equity funds
for capitel appreciation, debd funds
for prgular income or gold funds for
socuring your future. In terms of
rigk, ot only ean vou choose [unds
which are safe (liguid funds), you
cun also invest in funds thatl are
highly riky (seetoval funds), or
Tyyhriel fonds, which invest in both
equity and debd sod are moderately

risky Ablhinay Angirish, fewnder,
awune TevesEDnding &, says apart

il
from versatilily and oonvenbenos,
rtnal funds are the lowest cost
optiona for wealth ereatbon when

compeed W unit-linked insuranca
plans and stroctured produets.

Time it vight

Building a corpus for refirement 1=
mast kely your last goal afler oth-
ere such asz child's edueation or
buying & home, This means you
huve more time to plan and [vest
far retirement.

This, experts say, is why equity
sthetes ave the best vehicles fo
build a retlrement corpns, Anil
Rege, CEQ & founder, Right
Horlzons, says large-cap and blend-
cip (which invest across market
caps) funds ean be used,

“In fact, over long tenures, most
equity risks ave ironed out,” saws
Swapnil Pawar, chief Investment
officer, Karvy Private Wealth, Alsa,
equily as an assed class tends o be
wdcgquately hedged against infla-
tiom, the biggest risk in the long run,
says Panaar

Although the choiee between
blue-chip and mid-cap ar sectoral
srhenpes depends on your risk pro-
file, Pawar recommends well-divire-
sificd equily and index schemes to
begin with.

IT you take o look at the chart
{Bee How earions essel elosses
fge mowedl, the only aseet elass
that has geoeraled exceptional
wenlth over the long run is eqnities,
In fact, the best performing equity
mutual fund over the last 10 vears,
Relianes Growth Fund, has deliv-
ered a return of 5% g yvoear on a
comprunded basis, If you had
imvested Bz 1 lakh in the scheme in
Angust 2001, your money wionld
have grown 1o Rs 22 lakh, The top
10 diversified aguity sehemes have
returned more than 25% & vear on a
compounded basls n the last 10
vears (Seg Bor on Tep 10
THueredfied Eguity Sclsimes),

It hed you invested the zame
ameount in the Sensex, it would have
grewn fo He b lakh, & compounded
annual growth rale of 5%, A debt
mutual fund would have faken your

MFs can harness
equity advantage

ven the uneertain natore of the Foture’,
the natural tendeney for spvings, securiiy
and growth is Inevitable. However, the
complexily of the present sconomic setup
- not the least of which inclodes multitudinens
irvestor aspirniions, multifactorial financial mar-
kets, globally integrated soomomy, everlapping sps-
lemie and non-systemic events - present an andu-
ous undertaking for an Mivestor. Morcover, the fdea
of suving, without having to invest, is a risk n itsell
singe Inflation slewly corrodes the wealth of a non-
invested savings corpus. This becomes more relevant lor retirement. From
the long-term perspective, an ivvestmenl in equity tends to be more com-

peditive and cost-effective option for generating ineome, than other aveil-
able investment avennes,

SINDESH KIRKIRE
CEQ, alak Mutual Furd

How your money works
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For examiple, by flee last 31 yerrs period, the equity market(Sensesx)
previdid u CAGR return of 16.85%, which Is higher than oiler compererble
assat elasses. This bighlights that equities” investment iz may he hatter
suiled o penerating wealth over a longer peviod of time,

Furthermare, il is wlso imporiant to begin investment early, And that is
for two reasonz. Firstly, it provides the investor o higher risk appetite, and
a higher potential for return over the long run. Seoondly; & secmingly mar-
#inal delay in investment, resulls in 4 disproportionately high oppertunity
Ings for the investor in the eventual realisation of the corpus, For exampla
an equity mutnal fund investor, whe invested Bs 500 onee at 25 years (Le:
(10171980, would have had a corpns of Fs 64,465 on Aug 11, 2011,

However, had the same fmvestor invested in an 8IF of Rs 500 per
maonth, the earpus at the end of 51 years would have been around Rs 41
lakhs against a 1ot investment ouiflow of areund Rs 1.9 lakh,

But an intuitive outheok to investing in equities may be equally has-
arilons, The intrieacy of the equities market places a steingent demand for
& highly sklll-griented, knowledge-inlensive application. Therefors,
Inwestors should avail equity orlented mutwal fonds, Since mutual funds
are essentially a pass through vehicls for investment, an investor is able to
olstain the benefits of professional portiolio menagement serviee, cost effi-
cient equity mvestment, and a potential for & saperlor eisk-adjusted reluren,

(TViz ia o spisared exlivle)
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e riorns assef classes Ravpe rmovedl

@ BSE Sensex
& Gold
@ ICICI Pru Gilt Investment Plan (&)

Initial investment
Rs 1 lakh

@& Equity fund - Reliance Growth Fund (G)
@ Avg of top 5 diversified equity large cap funds

Rs 17 lakh

Rs 6.5 1akh

Rs 5 lakh
o e Rs 2.5 lakh
31 Aug 'O 30 Aug '11
» HP diversificd eguity schemes
ber of plans have given stellar returns in the last 10 years
E NAME MNMAV. (RS) 10-YR CAGR ALINM
2 Growth-Ret(G) 418.33 26.T82 6,958
e Vision-Ret(G) 248 58 2=2.90 2,796
n India Prima(&) 281.19 31.73 510
Equity(G) 255.74 21.60 9,738.90
fop 200(0G) 194.68 30.93 11,0684.99
agnum Global'94(D) 27.07 30.16 971.05
? Equity-Reg(D) 46.09 29.15 2,525.41
2 Opp-Reg(&) 80.39 28B.83 S6E8.55
Growth{G) 51.10 28.02 1,3329.46
1ster Value({D) 21.34 27.62 Fl4.25

=2nt to Rs 2.5 lakh, a com-
1 annual growih rate of 8.5%0.
1e investment in gold would
wen to Rs 6.5 lakh by giving
zar on a compounded basis.
choice of fund depends on
jective and risk-ialking abili-
h asset offers funds that
vou Lo meet specific goals.
ilanning, take help from a
1 advisor to decide the asset
sn. Pick funds that have =a
cord, performance and line-
ck to funds that are simple
rstand.

fresr epuxiE

funds are idesl during accu-
n/earning yvears as equities
outperform most assets over

Source: Accord Fintech

long periods, sa; Angirish. A simple
way to start is to invest in a system-
atic investment plan (SIP) of an
equity mutual fund. SIPs smoothen
unpredictable market movements by
accumulating more units when the
markets fall. You should start mov-
ing towards debi when your retire-
ment is 5 years away by investing
20% corpus each year in debt instru-
ments, says Pawar You can use a
Systematic Transfer Plan for this.
The idea is to reduce risk and build
the debt portfolio, which will give
consistent income after retirement
with little or no loss of capital.

“The retirement corpus should
not be rebalanced unless there is
any significant change in the expeci-
ed performance of a fund due to the

fund manager leaving, change in the
fund mandate, acquisition of the
asset management company, elce™,
says Pawar Mutual fund porifolios
can be rebalanced without costs.
Such a review is advisable as it
helps reassess performance and
realign strategy if there is an IMpor-
tant market development or =a
change in asset allocaltion.

Most mutual funds do not distrib-
ute regular income in the form of
interest. There are no guarantees but
itrack record shows that they can give
regular income. Funds distribute div-
idends from profits generated by the
portfolio. Thus, if the fund has not
made any profit, there are chances
that no dividend will be paid.

Investors looking for fixed
income may consider switching to
hybrid debt options like Monthly
Income FPlans, which have an expo-
sure of 85% to debt and 15% Lo equi-
ty, says Angirish. One can also look
at Fixed Maturily Plans, among the
best options, and Quarterly Interval
Plans with dividend payoutls for
steady income. “These schemes do
not provide monthly income but
regular dividend payouts. It's the
closest one can get to high returns
and regular income”, says Angirish.

“If you are looking at consistent,
regular income after retirement,
wou can buy an annuity from an
insurance company; 'says Pawar

The -world over, mutual funds
have been highly successiul in cre-
ating long-term wealth. In faect,
couniries like the US have defined
contribution retirementi plans such
as the 401K (eqguivalent of the EPEF
in India) which hold a large party of
assets in mutual funds, especially
equity funds.

“At the current return of 5%,
EPF is not a great option to either
beat inflation or maximise wealth
creation for retirement™, sSays
Angirish. “An equity mutual fund
will help wyou accumulate more,”
he says. T




