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schemes available. It’s a big haze of unlimited options before the investor. To chose
and pick the one that suits one’s need is the art that need to be learnt. To invest in
instruments that protects your capital and give a reasonable return over a long
period of time is what the majority of investing class of people look for. Most
people do not require complex investment instruments. It is better left to
financial wizards to deal in them. As the legendary Warren Buffet said
one must know the business of the company in which one is investing.
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INVESTOR CORNER

In our relentless effort of providing financial literacy to all sections of society,
we interviewed Mr. K.V. Ramaswamy, Director, Quadratic Financial Services Pvt. Ltd
on the 15th of February 2020 on his take on the budget 2020.
There was a rendezvous between Mr. Navnitlal Bhatiaji, our President Emeritus and
Mr. K.V. Ramaswamy, Director, Quadratic Financial Services Pvt. Ltd,
whereby the two stalwarts shared their views on the budget.

1) Sir, do you feel that
the current budget lacks
the JOSH!?

The Budget as a docu-
ment is only a fait
accompli and unnecessa-
rily given importance.
JOSH is not the reason for
the budget. Generally, in
developed countries
where direction of the
policies, regulations and
other laws are set Budget
is a non-event. Because
India is still struggling to
find its direction in terms
of laws, policies and
regulations, local popu-
lace attaches importance
to Budget. Seasoned
investors do not bother
with the budget. However
surprisingly this Budget
has given some long-term
direction to the economy
and long term is generally
boring stuff.

2) Sir, Is the drop in the

revenue collection an

indicator of slow down?

Drop in revenue is a

result of many factors.

Some of them are as

follows:

® Formalisation of the
economy

® Demon

® GST implementation
inatardy manner

e RERA implemented
well

® Global slowdown

® Agri distress due to
formalisation of the
economy

3) Is the current thrust
on animal husbandry
and village storage
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scheme the need of the
hour?
Yes. Since Agricultural
economy is almost 61%
employment but only
14% contribution to GDP
it becomes imperative to
push it and make it more
effective. Krishi Udaan
also will improve
distribution of produce
straight to the consumer
or consumption markets.
® Women who tradi-
tionally formed the
bulk of the produce
distribution and con-
sumption will again
be restored to their
original glory thereby
improving efficiency
of produce usage.
® Animal husbandry
makes the sector more
efficient and less
disorganised.
® Village storage
scheme will ensure
the capital cost is less
of creating the storage
infra decentralisation
of produce storage
increases incomes of
farmers and produce
owners.

® Additionally, it has a
potential to double in
the shortest possible
time adding a hug
fillip to the dream of' 5
trillion $ GDP.

® Lastly private sector
corporates would then
start feeding into
the infrastructure so
created and improve
efficiencies and
income back ended.

4) Do you think it would
be effective since the
implementation of the
same is with the state
government?
It can be effective if the
technology backbone is
used. If the traditional
state machinery is used,
it will be ineffective
and full of holes and
completely useless.
® The way to go is to
use technology /apps
and communication
to improve the
transport of produce
from farmer to end
consumer as cheaply
and as fast as possible,
® thereby cutting cost of
storage,

® higherlevel ofusage,

® lower level of
wastage,

® cooperatives emerg-
ing due to women
being involved.

5. Do you think we are

geared to handle an

online full-fledged

degree course owing to

the technology challen-

ges we are facing today?

Yes, and it must be done.

The task is more difficult

than it seems due to the

following:

® All the data must be
loaded on to the
internet accessible
thru the mobile or
laptop

® The data and content
must be easy to grasp
and available in many
languages

® Content has to be
customised and
relevant to the area,
course and the student

® All certified content
must be made in such
away that it forces the
student to think and
form opinions rather
than spoon feed him

® Professors and
teachers must be
available on the
mobile or laptop to
answer questions of
students, hence a
portal or a system of
communication has
to be established

6. As more is being
invested in infrastruc-
ture, what is your take
on the rising cost of



infrastructure projects

due to the unreasonable

delay which is finally

borne by the tax payer?

Infra has always been a

difficult sector and more

so due to state and earlier

central govt interven-

tions.

Some pointers are:

® Processes are often
muddled and riddled
with corruption

® The tendering must be
etendering

® GEM must be the
medium to be used to
procure and sell

® Delivery of projects
must be  done
by regulation than
control

® Regulations are
absent, though some
effort has been taken
like RERA

® More transparency is
required in govt
and private sector
functioning

® Huge issue of
financial closure is
faced almost by all,
surest way to solve it
to allow a project to
start only after
financial closure is
done and the money
1s in escrow acct.

7. The Navi Mumbai -
Panvel airport has been
spoken of for the past 5
years. Do you think the
current budget outlay of
100 more airports to be
developed by 2024 to
support Udaan scheme
would be honoured?
Yes, it is urgently
required as a 3 trillion$
economy needs at least
100 airports. This is
because air travel is not a
luxury anymore, it is a
necessity. Budget may be
less but international
funding may be accessed
to fill the gap.

® Cost of transportation
by rail or air is vital
for macro cost of
logistics in the
economy

® [f India has an effici-
ent transportation
network the

® overall efficiency
improves,

® costreduces,

® produce are more
quality,

® farmers would make
more income,

® cconomic velocity
improves,

® GDP increases faster
and more sustainably

® Inflation reduces and
remains stable

it at least provides relief
to the retail investor in a
bank. It also reduces the
pressure on banks to
do ALM mistmatches.
A huge fillip to the
insurance sector is also
achieved.

It would ensure that the
entire banking, NBFC,
para banking infra-
structure becomes a lot
more organised as now
insurance companies will
insist on MIS before they
insure. But this is not
enough a proper monitor-
ing system of the retail
trx has to be put in place.

® Employment oppor-
tunities are created

8. The current initiative
of Deposit Insurance
and Credit Guarantee
Corporation (DICGC)
permitted to increase
Deposit Insurance
Coverage to Rs. 5 lakh
from Rs.1 lakh per
depositor is a welcomed
step. Do you think this
will help in regaining
confidence in the minds
of the investor?

Yes it is borne out of the
various scams that
happened and though
insurance upto 5 lacs may
not solve the scam issue,

9. Do you think taxing
dividend in the hands of
the investor would be a
deterrent for the small
time investor?

No. it would not as now
the retail or small time
investor would have to
pay a lower DDT and has
the option to set off as
well. Secondly it reduces
the scope for dividend
income being misused.
Generally, all over the
world, Divided is not a
very important part of
wealth creation and
growth or appreciation or
long term wealth creation
is and this step is towards
that.
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10. Sir, do you think
the step taken by the
government to disinvest
its holding in LIC, IDBI
by way of an IPO is
the only way to make
good the deficit going
forward?

It is not the Govt.
business to be in Business
is the capitalist economy
adage. All the PSU and
govt, must be made more
efficient users of capital
and that can only be done
thru the private sector.
Govt must only do what
private sector cannot do
like Defence, Home, Law
and order, Regulations,
Border patrol, etc.

To improve the lagging
sectors and portions of the
economy the govt must
only be an enabler and not
an employer.

11. Sir, could you
elaborate on the new tax
regime and how a
person of say an annual
income of Rs. 8 L would
benefit from the new tax
regime?

If a person earns 13 lacs
or more in a financial
year, then the new tax
regime would in my
personal opinion be
logical and as per our
analysis Individuals
having an annual salary
income of over Rs 13 lakh
and availing deductions
of up to Rs 2 lakh will
save on their tax outgo if
they opt for the new tax
regime proposed in the
Budget, government
sources said on Sunday.
For those earning a salary
ofRs. 12 lakh and less and
availing deductions of up
to Rs. 2 lakh, the old tax
system will be beneficial
as the tax outgo will be
less compared to the
proposed new structure.




12. Do you think,
the decision of not
transferring the state
share of GST has
managed to give a
different perspective
of the central revenue
from GST?

No, as per the GST rules
the sharing agreement
was based on receipts and
there is a 14% increment
guaranteed by the central
govt to the states. That
would come later to the
states, but if the overall
pie is less and decreasing
then how can the states be
paid more. As it is the
states are getting a lion
share of over 60% of the
total income. States are
very inefficient in
managing the funds and
hence this would induce
states to become more
efficient and not take for
granted. We could see
Municipal bonds and like
becoming the new model
for financing the states
and more regulation on
states on how they
manage the same.

13. Sir, do you think that
the extending of invoice
financing under TReDS
to MSME'S would be a
contributor to NPA's as
there can be a rise of
fictitious invoicing?
What are the safeguards
required in place?

The invoice funding or
discounting facility
would improve the
working and efficiency
of MSMEs but
implementation would
be the issue.

14. Do you think the use
of 'Escape clause' under
FRBM Act would be the
right step to cover for
the fiscal deficit in the
budget?

Escape clause is provided
to be used sparingly not
every time there is a
deficit issue. But using it
will also mean you have
payback and come back
on the trendline path
defined in good times.
Believe the logic of Fiscal
deficit trendline is a
must and financial
prudence must be aligned
with good governance.
Since there is a global
slowdown and now
corona virus and the
agrarian crisis and the
combined impact of that
on the economy could be
grave and distress could
increase, in that scenario
it is prudent to allow a
little leeway in fiscal
deficit. Most countries
since 2008 have been
very lax and allowed
fiscal deficit to balloon.
India has been better
especially since 2014. In
fact, we paid back some
major international debts
and are in a much stronger
position now. If a little
leeway helps GDP and
economy to bounce back,
think it is fine. But we
will have to go back to
the trendline asap. If
exemptions are done
away, then the incidence
of tax will come down,
efficiency will go up and
overall health of the
economy will be better.

15. There are no steps
taken to ensure that the
education sector is not
commercialised in the
hands of few and
to ensure that quality
education is not
comprised. Your take on
the growing importance
of certain checks and
balances.

Checks and balances are
vital for regulation. But

control is not. What is
happening is control not
regulation. For some time
now, some progress has
been made in terms
of digitisation of
curriculum to improve
access, standardisation
of process, correcting
historical mistakes,
making children think
rather than learn by rote.
Making syllabus more
practical, contemporary,
more accessible and
progressive. It will take
time, but the trend is clear.
Another issue in educa-
tion is who and why
funding is done. Rules
and regulations to govern
that must be in place and
some efforts are on in that
direction. Butlargelyitis
the preserve of a few
politicians, moneyed
groups and offshore
evangelist organisations.

16. As there are no big-
ticket announcement,
though projected it
looks difficult that the
fiscal deficit would be
reduced. Your opinion
sir.

Yes, fiscal deficit will not
reduce in the next
12 months. But once
the economy starts
humming, it will scale up.
However, now budget is
not the only place for big
ticket announcements. It
is mostly done outside the
Budget as it should be.
Budget as a phenomenon
is only an accounting one.
Direction is outside of
it and it can be done
anytime the govt.
chooses.

17. In the wake of
increased rate of return
on small saving
schemes, will it not put
pressure on the banks

also to increase the
interest rate and
thereby further pressu-
rise the operating
margins?

It could impact margins.
Anyway Indian banks
NIM is over 350 bps.
Globally itis less 100 bps.
Hence the banks will have
to become more efficient
and learn to live with risk
and lower operating
leverage.

Our belief is that the
Indian Banking system is
strong but weak in
patches and quality banks
like HDFC Bank will
continue to outperform
peers. Banks like SBI
known for their processes
must focus on that and
avoid the pitfalls they
have indulged in the past.
Banking as an industry
has a lot to flourish and
India is still underbanked
and believe the best is
ahead but efficiency and
quality in lending is
paramount to survive.
Digital Banks are
inevitable and then the
current banks with their
outdated practices will be
put to the test.

FD etc which are defined
by benefit practices will
be replaced in the nxt
decade by defined by
contribution. So even
investing habits will have
to change and wealth or
long term will become the
norm. Interest rates
coming down is a reality
and even if there are
spikes marginally upward
due to inflation of higher
economic activity, it may
not sustain and we will
come to the 3-4% band
soon.



COMMON MISTAKES TO AVOID AND CREATE MORE WEALTH

No matter how much wealth you have, if you keep spending more than you earn, you will end
up broke. Don't blame low salaries. Poor spending habits, flawed notions about investing, or plain
A

ignorance and laziness are more likely to be the reasons you are unable to build a big corpus.
1) Avoid buying depreciating assets:

A depreciating asset is one which reduces in value over time. Even if you resell it, it will be for
sum that is lesser than the purchase price. So if you are buying something that doesn't help your
money grow, you are essentially just spending, not investing. If you think you are putting your
money to good use while buying cars, bikes, laptops, furniture or expensive smartphones, you are | CA Kavita B Upadhyay
not unless these are essential for your career. Some assets may just be assets in nature but in reality,
they may turn into liabilities requiring regular maintenance or cash outflow.

Instead, buy an asset that grows in value over time, say, a house, gold or stocks, and you will be saving. While you
can't do without some essentials like a vehicle or phone, at least avoid taking a loan for these or buying them for an
extravagant amount.

2) Curb down those impulse purchases:

Whether it is online shopping or otherwise, if you run your household without a budget, shop without a list, or
indulge in retail therapy, you are probably falling victim to impulsive purchases. Impulsive purchasers blow up their
wealth trying to keep up with their more affluent friends and families. Whether it is traveling to exotic foreign destination
every year, or living in houses bigger than they can afford, or buying branded products and fancier cars, they end up
spending more than they earn. If you, too, are trying to live beyond your means, you are likely to fall into a debt trap and
fail to achieve your financial goals.

Instead, if you know you have to keep aside a certain sum each month for your goals, and have to run the household
with the remaining amount, your impulsive purchase will come down automatically. Budgeting is to be able to
distinguish between wants and needs. While some might consider it a subjective choice, with one person's wants being
another's needs, it is not too difficult to segregate these depending on your income. If you confuse the two, your budget
will go haywire and you will have little left to save or invest. It is important to evaluate the exact nature of each purchase
and their relevance for you. The first step is to track your spending even if it is Rs. 100 a day. Once you identify the source
of expenditure, you can cut it down. You could also try to fix an amount you'd like to keep for such spends in your budget
so that you can satisfy your craving without overshooting your spends. Take the posts on social media with a pinch of salt.
The rich friends you are trying to ape are probably on the verge of bankruptcy projecting a false image. If, instead of
spending, you save, you are more likely to be as rich as those you are trying to keep up with.

3) Youdon't make any financial goals:

Saving needs discipline. Undisciplined spenders usually work without a budget or do not plan for the future. So
when they need funds for their financial goals, for any event, they either have to take an expensive personal loan, borrow
from friends or family, or scrape up the amount by selling your assets.

Instead, since you are not self-motivated to save, you will need to incentivize it by setting financial goals, both for
the short and long term. Even if the goal is small as taking a short vacation, or buying that gadget, get into the habit of
planning and saving for it. Calculate the amount you are likely to need and the time after which you will need it, and then
invest accordingly. Set financial goals, with a specific goals value and time horizon, and invest in line with these.

4) Youfinance your lifestyle with loans:

Millennial are not hampered by low salaries to finance their entire lifestyles through debt. Armed with credit cards,
one tap loan apps and personal, vehicle or home loans, and fuelled by the fear of missing out, they spend relentlessly on
their needs and wants. Ifu too have the millennial mindset, it's unlikely you are saving much, putting it off for a random
day in the distant future.

Instead, distinguish between good and bad debt, were the former can help you build assets, while the latter is only
for depreciating assets or to fund your wants, with no returns. The most expensive among these, credit card debt and
personal loans, be ita home loan or personal loan, should combinedly not comprise more than 50% of your total income.

5) Youdon'tautomate your investment:

You may be earning enough and may have the intent to save, but are probably tempted to spend just because the
money lying in your bank account is easily accessible, whether it's through credit or debit cards.

Instead, the best way to overcome the temptation of spending is to automate your investments. This means that the
amount you want to save leaves your account as soon as the salary is credited in it. Give standing instruction and ECS
(electronic clearing system) mandate to the bank regarding your investments; be it mutual fund SIPs or a recurring
deposit. You could also automate the full payment of your credit card bill, which means you will not be tempted to roll
over your dues. This will ensure that are saving before you spend.

®




THE BLACKEST SWAN

The coronavirus (renamed as Covid-19 by WHO) disaster demonstrates
something we should never forget - truly unpredictable negative shocks are almost
a certainty.

This is a good time for investors to re-familiarise themselves with Nassim
Nicholas Taleb’s idea of Black Swans. Equity investors live in a bubble where analysts
disagree on whether a company’s predicted EPS growth two years out will be 10.2% or '..(\ I‘
10.5% and economists argue about the second place of decimal in GDP numbers. . 4
Meanwhile, here in the real world, an economy that is at least 16% of the world may not | Mr. Dhirendra Kumar
grow at all, or may go into a recession because of something that was unknown (or | CEO. Value Research
perhaps non-existent) about 75 days ago. If China’s coronavirus epidemic continues on the path it has done so
far, then... Here’s the real problem - there is no way of completing that sentence which is not a blind guess.
THAT is what a black swan event actually is. A black swan is far more than something that is unlikely. It’s a
type of event that cannot be predicted, whose very existence was not suspected. They are outside the realm in
which forecasting methods and tools give an illusion of working.

In recent weeks, you would have read a certain amount of financial and economic news that seems to
imply a predictability of a kind with the coronavirus black swan. Some of the usual suspects - big Wall Street
names - have come out with precise numbers of what the impact will be. A week ago, Goldman Sachs said that
the impact on global growth will only be a ‘modest hit to annual-average global GDP’ 0f 0.1% to 0.2%. They
said that unless there was a significant change in the circumstances, the impact of the virus would be limited to
companies that are most exposed to China. This amount of confidence in one’s ability to forecast a black swan
is almost laughable. This is an event which is the very quintessence of unpredictability. Even by the Chinese
government’s own numbers (which need a large dose of salt), the number of cases and deaths have
DOUBLED in the seven days since the report came out. Exponential processes (like compound interest) look
very misleading in the beginning. Coronavirus cases outside China are a perfect example. A process that is
compounding at this rate could have wildly different outcomes depending even on tiny changes in the growth
rates.

The learning from events like this is not that we must predict better and that everything hinges on the
accuracy of those predictions and that Goldman Sachs are the master predictors of the world before whose
perispacity we must bow humbly. Instead, the learning is that wildly unpredictable events will hit much more
frequently than a naive extrapolation of trends indicates. What’s more - and this is the key - such
unpredictable events are overwhelmingly more likely to be negative rather than positive. Does that make
sense? Let me explain what I mean. Can there be an event which causes the world’s economic output to drop
by some catastrophic amount, say 10%, in just a year? Yes, definitely. We could be in the first stages of such an
event right now. However, can the opposite happen? Could something happen that could cause an equivalent
boost in a year. No, the chances of such a miracle are as close to zero as possible. This asymmetry is scale-
dependent. Can an individual become wildly rich very quickly? Yes, it happens every day to many people
around the world. Can the equivalent happen to a small business? Large business? Entire sector? A country?
The whole world? As you go up in scale, the variability reduces. However - the big however - the size and
speed of the negative shock possible is
always much larger.

So what’s an individual to do while
saving and investing? The answer is simple -
have some idea of what would happen if the
worst crash takes place. As the years go by,
your investing wealth will likely grow, but
the blackest of swans could be just around
the corner.




ET IN THE CLASSROOM
Explaining RoE or RoONW and RoCE

(Courtesy: Rajesh N Naidu)

Most investors are interested in knowing how efficient is a company in terms of cost
management and sustainability of revenue and profit growth. Successful investors, like Warren
Buffett, use two variables to form a view about a company. These are Return on Equity (RoE) or
Return on Net Worth (RoNW) and Return on Capital Employed (RoCE).

1. Whatis RoE or RoNW?

Return on Equity (RoE) or Return on Net Worth
(RoNW) means the amount of profit or earnings a company
generates on the sheer strength of its shareholders' equity.

RoE =Net profit/ shareholders' equity

2. Whatis RoCE?

Return on Capital Employed (RoCE) means the amount
of earnings or profit a company generates taking into account
not only the shareholders' equity but also the debt and other
sources of funds.

RoCE =Net operating profit/Total capital employed

3. When should one look at RoE and RoCE?

It is important to understand certain factors before applying these ratios. Experts say that one should
apply RoCE ratio on companies operating in capital intensive sectors. RoE is suitable for companies which do
not require high capital. For instance, one can consider applying RoCE on companies which operate in sectors
such as roads and aviation. For sectors such as fast-moving consumer goods (FMCG) and information
technology (IT) one can consider applying RoE to gauge the efficiency of a company.

4. How to navigate these ratios?

This brings us to the moot question: Which ratio is better in gauging the efficiency of a company in
terms of earnings' growth and cost management? Most market veterans suggest that a sensible way is to use
both ratios in conjunction as it provides a certain degree of clear understanding of a company's operations.
One should also look at these ratios with respect to the company's peers and the industry's ratios. If the RoCE
is higher than its weighted average cost of capital then it is a good indicator that the company has high
efficiency. Weighted average cost of capital is the cost of debt and equity.
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12 RULES TO INVEST WISELY

(AND REAP BENEFITS IN ANY MARKET CONDITION)

Rulel:  TInvestregularly

Rule2: Start investing early in life (and get the power of
compounding to work for your investment)

Rule3: Never try and time your investments basis tips,
market trends or economic outlook

Rule4: Inflation and Taxes will eat info your returns.
Therefore know your actual returnsinhand

Rule5: Diversify your investments across asset classes, to
spread your risk

Rule6: Balance and re-balance your investments as you age

Rule7: Expect reasonable returns from your investments
and sell, once you have got thereturnsyouseek

Rule8: Getoveryour mistakes andlosses.Learn from them

Rule9:  Neverinvestorsellinhaste (and regret later)

Rule10: Avoid investing in complicated products you don't
fully understand or products that offer unrealistic
returns

Rule1l: Spend time on your investments (it's your hard
earned money) or get a good financial advisor to do it
foryou

Rule12: Keepitsimple,investin Mutual Funds

Disclaimer : - The illustration are merely indicative in nature which should not be construed as investment advice
and neither ensure you profits nor protect you from making a loss in declining market.
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