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At the onset of 67th republic day, we need to continue reflecting on the

importance of independence we got 68 years back and ensure that we make the

most of the same. To make the most of the same, we need to ensure that we achieve

personal financial independence. This would make our future brighter to start with

and collectively progress by changing into happier people, families, teams, societies,

and build a happier nation. Having said so, it is a bigger challenge for our next

generation to reach financial independence; it will only become possible with

sacrifice in current spending habits, careful planning, and disciplined spending. The

challenge becomes bigger with addition of other complex aspects such as growing

inflation, i.e. cost of living, education, and survival after retirement. It is definitely a

challenge to ensure that we survive and maintain the standard of living for ourselves

and our dependents. The key rules to be followed for wealth creation for financial

independence are as below:

1. Start early : There is no such thing as starting from tomorrow. Start now.

2. Save regularly: As we eat regularly, exercise regularly, sleep regularly so do we

need to save regularly. This will help everyone to create a very big corpus over

a period of time.

3. Diversify: Diversification ensure stable growth of your portfolio, so don't chase

only returns and don't keep all your eggs in one basket.

4. Savings ? Investment: We Indians are very good savers but lot of us feel

savings is equal to investment which is not the case. We need to plan and

invest to make our savings grow, else our savings will de-grow.

5. Income - Savings = Expense : All of us follow an habit of Income - Expense =

Saving, but if we make a plan we will gradually be moving towards Income -

Savings = Expense which will ensure achievement of all of our financial goals.

It is in the above background, Investor Education & Welfare Association

(IEWA), an NGO took initiative to organize investor awareness programs for Mumbai

Police. It is proud moment for us at IEWA that Mumbai Police has granted permission

to us for conducting such awareness programs for the Mumbai Police Force.

Mumbai Police Force works for citizens of Mumbai day and night without any self

interest. Police Force has hardly any time to look after their savings, their investment

and their financial planning as a whole. So by conducting such awareness programs

we urge you to make sure that you do such investments in your present working life

to live your retirement life happily.
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Particulars Liquid Funds Savings Bank Account

Power of Compounding

Year Compounding @10% Simple Interest @ 10%

Dividend / Interest Payout Every day After 6 months

Taxability of Dividend / Interest Fully exempt Taxable

Method Compounding (Daily) Minimum average balance

Dividend/Interest Rate 5 % to 9% 4%

Guarantee of Principal Amount Backed by assets (fully covered) Backed by Govt. up to Rs.1,00,000/-

Minimum lock in period 1 day No lock in period

Compounding is a wonder tool that lets you make the most of small investments made over a long periods of time to

accumulate phenomenal wealth. It works best if you start investing early and leave the money alone. Compounding is

in fact the single most important reason for you to start investing right now. Every day you are invested is a day that

your money is working for you, helping to ensure a financially secure and stable future.

Illustration :-

Mr. A & Mr. B are friends and both want to invest Rs.1,00,000/- @10% pa. but Mr. A will get compounding interest rate of

10% and Mr. B will get simple interest rate of 10% on their investment.

1 1,10,000 1,10,000

2 1,21,000 1,20,000

3 1,33,100 1,30,000

4 1,46,410 1,40,000

5 1,61,051 1,50,000

20 6,72,750 3,00,000

25 10,83,471 3,50,000

30 17,44,940 4,00,000

Explanation :-

1. After one year both will get same amount that is Rs.1,00,000/-

2. After thirty years Mr. A will get Rs. 17,44,940 whereas Mr. B will get only Rs. 4,00,000/- that is the difference of Rs.

13,44,940/-
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The most basic rules of insurance that have never been taught to us are,

Insurance is not investment.

Insurance is what your family gets if you die and that's all it should be.

The only approach to buying insurance that is good for your financial health and your family's future is this,

Step 1 : - Decide how much money your family will need if you die suddenly. A good rule of thumb is ten year's

income but there could be other factors influencing it. Some of these factors could be whether you own a house or

other property, what kind of income your spouse or other family members have and how many children you have.

Step 2 :- Buy a low cost term insurance for 25-50 % more than the above amount. To avoid putting all your eggs in

one basket, split the term insurance across two companies. As time goes by your income will increase and so will

prices. Keep enhancing the insurance amount to reflect changing needs. At some point as your children start

earning and become independent, the need could become static or even decline.

When purchasing a term plan keep the following points in mind.

Sum Assured : - A common rule says that the sum assured should be at least 10 times your annual income. This is

done by estimating one's outstanding liabilities, inflation adjusted expenses for short and long term goals and the

amounts needed for emergencies when deciding on the sum assured.

Tenure of Policy :- Since term insurance policies are for a predefined period, it is best to opt for the long term

because it is difficult to get another policy at an advanced age. Besides, the premium on a new policy may be very

high at that age. Ensure that your term policy lasts at least till all your liabilities are taken care of loans and the

children's education and marriage are over.

Premium : - Even when the sum assured and tenure are similar the premium, the premium charged by different

insurers could be different often by a considerable margin. So do a comparison of your premium instead of buying

policies blindly. Besides, study the various options available in the market properly. Some insurers charge lower

premium rates from non - tobacco users. Discounts for higher sum assured are also offered and generally, lower

the insured's age, lower is the premium on the policy.

To sum it up one needs to study various plans available in the market keeping in mind the above factors rather to

make hasty decisions in buying insurance products.

�

�

How to purchase a Term Plan?
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Every one of us is used to plan right from studies, holidays, birthday celebration & many more of such events. But when we

look at planning of events of life we hardly find people making any plans. These events can be termed as goals in the world

of financial planning. These goals are more or less common in the life of most of us. These basic goals are as follows:

1. Education Planning of your child

2. Dream wedding gift to your child

3. Retirement Planning for yourself

It is important to note that these goals are of different time horizons ranging from 1 year to 35 years. Hence the investment

pattern needed to achieve these goals. These goals need to be planned respectively.

This goal is becoming very important in current environment due to two features:

i) Cost of education is rising very fast.

ii) It is becoming impossible to build a career without good education.

This goal needs to be split in 2 parts:

Ø Part 1 : Planning for School days & Graduation

Ø Part 2 : Planning for Post Graduation

One needs to plan for education keeping in mind the inflations & hence needs to provide for future value of current cost.

Example :

Current Cost of Graduation Years to be Graduate Future Value SIP Needed

Rs. 3,00,000 5 Rs. 4,20,765 Rs. 4800

Rs. 3,00,000 7 Rs. 4,81,735 Rs. 3350

Rs. 3,00,000 10 Rs. 5,84,615 Rs. 2250

If you closely observe then the goal of setting aside Rs. 584615 at end of 10 years can be achieved by saving Rs. 2250/- per

month same way we can also save for post graduation.

1. Education Planning of your child

Assumption:-

Inflation of 7% pa. & 15% pa. return.

9
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2. Dream wedding gift to your child

3. Retirement Planning for yourself

Every parent needs to plan for their children wedding. One needs to answer following questions & then plan

for child marriage.

1. How much does it cost today?

2. What will be future value taking into amount inflation?

3. How many years does one have for child's marriage?

If one is able to answer these questions then making a plan is very easy.

Example:

Name of Child Age Marriage age Current Cost Future Value SIP needed

A 5 20 yrs Rs. 20 lakhs Rs. 77.40 lakhs Rs. 5800

B 2 25 yrs Rs. 15 lakhs Rs. 81.41 lakhs Rs. 3000

Assumption :- Inflation 7% & Return 15%

An individual needs to plan his retirement very seriously due to following reasons:

1. Life expectancy is rising.

2. Medical costs are rising.

3. Nuclear family structure replacing joint family structure

4. One needs to maintain same standard of living after retirement

If one makes a proper financial plan then you will see highest saving will need to be channelized toward retirement goal.

Cost of delay is the cost to bear as a result of delay in investment. Any delay in making an investment leads to a loss. The

cost grows with the period of the investment, longer the investment more is the cost. In simple words, cost of delay as a

result of delay in investment.

Name Age SIP Amount Total Investment Net Return Monthly withdrawals

Mr. A 25 Rs. 10,000 Rs. 42,00,000 Rs.14,86,00,000 Rs. 9,90,000

Mr. B 30 Rs.10,000 Rs. 36,00,000 Rs. 7,00,00,000 Rs. 4,66,000

Mr. C 35 Rs.10,000 Rs. 30,00,000 Rs. 3,28,00,000 Rs. 2,18,000

Mr. D 40 Rs.10,000 Rs. 24,00,000 Rs. 1,51,00,000 Rs. 1,01,000

If we refer the above table the difference of investment between Mr. A & Mr. C is Rs.12,00,000/- but the monthly pension

difference is Rs.7,72,000 per month & difference in net return is Rs. 11,58,00,000/-.

If we have to make good the difference when we start late then the only option is increase monthly commitment.

Cost of delay :-

Assumption : - Return 15 % in pre retirement & 8% post retirement
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