


BUY AND SELL
MUTUAL FUN

he Securities and

Exchange Board of

India has been
particularly  aggressive in
bringing more transparency in
mutual fund investments. First,

it abolished initial issue
expenses and mutual fund
schemes were allowed to

recover expenses connected
with sales and distribution
through entry load only. Then it
exempted investors making
direct applications to the
mutual funds from entry load. In
June 2009, it abolished entry
load altogether in order to
empower the investor in
deciding the commission paid to
distributors in accordance with
the level of service received and
to bring about more transpar-
ency in payment of commis-
sions.

If these steps were not enough,
the regulator felt it necessary to
provide investors access to
mutual funds on the stock
exchanges. On November |3,
SEBI issued a circular on
facilitating ~ transactions  in
mutual fund schemes through
the stock exchange infrastruc-
ture. It said that a need for
enhancing the reach of mutual
fund schemes to more towns
and cities had been aired
through various forums and
channels. exchange mechanism,
a convenience enjoyed only by
secondary market investors.

The stock exchange infrastruc-
ture is well-penetrated with a
reach in over 1,500 towns and
cities, through over 200,000
stock exchange terminals.
These can now be used for

facilitating  transactions in
mutual fund schemes. This
move enables mutual fund

investors an access to the
stock

Before this option, mutual fund
investments had to be done
through bank and corporate
distributors, independent
financial analysts or directly
through the mutual fund
company. Before SEBI
removed entry load on mutual
funds, fund companies would
charge 2.25 percent load on an
equity fund, which would be
passed on entirely to the
distributor. After the removal
of entry load, distributors have
to specify their fees to
investors, and have to collect it
directly from the investor.
Buying and selling mutual fund
units on the stock exchange
will definitely lower the cost
for the average investor.

The National Stock Exchange
announced its Mutual Fund
Service System on November
25, and said that investors
would be able to start trading
five days later. UTI Mutual
Fund became the first mutual
fund company to see its units
being sold on the NSE on

)S ON BSE AND NSE NOW

November 30. On December
4, BSE launched its StAR MF
platform. Besides UTI Mutual
Fund, Birla Sun Life, Reliance
Capital, HDFC Asset Manage-
ment, ICIC| Prudential Asset

Management, SBI Funds
Management, Tata  Asset
Management, Religare Asset
Management, [IDFC Asset
Management and Quantum
Asset  Management  have

signed up with NSE for their
funds to be available on both
NSE and BSE, while Fidelity
Funds are available only on
BSE. More fund houses will
join over the next few months.
BSE also said that it would
provide backoffice software
for trading on its platform to
its member brokers.

At the end of November
2009, the mutual fund industry
was managing assets of Rs 8.08
trillion across 37 fund compa-
nies. In October, there were
nearly 48 million folios of
mutual fund investors. A
strong platform like the stock
exchange’s can help the
industry reach many more
investors across the country.
Conventional distributors are
miffed by the new competitor.
While brokers are excited
about the new business, they
will have to build a team to

cater to mutual fund investors.

Source: SEBI, Business Line, Mint, Business Standard, Economic Times
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NOT EVERYONE IS HAPPY

WITH THE NEW TRA!

hen SEBI approved
the extension of
trading hours by

two-and-a-half hours in
October 2009, it surely
wouldn’t have expected the
uproar that has followed.

In March 2009, SEBI had
proposed an extension of
trading hours to align the
domestic stock markets with
international ~ markets  and
invited feedback. In October
2009, SEBI invited feedback and
permitted the stock exchanges
to begin the day as early as 9 am
and keep trading open till 5 pm.
The final decision was left with
the exchanges. According to
Bloomberg, developed markets
trade longer hours - the
Deutsche Boerse is open for
eight and a half hours, while the
New York Stock Exchange
trades for six and a half hours.
BSE and NSE are open for five
hours and 35 minutes while
Shanghai trades just for four
hours.

The longer trading hours are
expected to help integrate the
Indian markets with Singapore
and other Asian markets in the
morning  hours and the
European market in the evening
hours. Singapore was also
drawing investors to trade the
SGX Nifty and NSE wanted to
check the loss in volumes. If
trading hours were extended,
there would be more trading
and hence more income for
brokers and stock exchanges.

While all this is fine on paper,
brokers, especially the smaller
brokers, are not ready to
accept extended trading hours.
In a survey conducted by the
Bombay  Stock  Exchange
Brokers Forum found that 79
percent of the 418 members
who participated in the survey
were against the extension.
The Association of National
Exchange Members of India
(ANMI) found that 62 percent
of the 395 members participat-
ing in the survey didn’t want
the exchange to extend
timings. Around this time, it
appeared that stock exchange
timings may not be extended.
Not all brokers have the
required infrastructure to
support longer working hours
without increasing administra-
tive costs and salaries. Of
course, the long hours would
also increase the strain on the
people.

Then on December 15, BSE
announced that it would open
the markets 10 minutes earlier
—at 9:45 am instead of 9:55 am
— and that too from December
18. BSE’s Managing Director
and Chief Executive Officer
Madhu Kannan said that by
opening 10 minutes earlier, it
hoped to increase focus on the
launch of its mid-month deriva-
tives contract on December
18, and gain some of the
ground that it has lost to NSE.

)ING HOURS

The NSE met on December 16
and said it would open shop at
9:00 am and from December
18. A few minutes after, BSE
too changed its opening timing
to 9:00 am. Once again there
was huge opposition from
market players and an informal
advice from the market regula-
tor that both exchanges
should consult each other and
give  market  participants
enough time to adjust with the
new timings. Brokers are
questioning why it takes four
hours between pay-in and
pay-out by the  stock
exchanges, and how the retail
investor can trade in the
morning when pay-in takes
place at |l am. The banks’
real-time gross settlement
(RTGS) system starts only at
9:45 am, say brokers. On
December 22, NSE said that it
wasn’t planning to extend
trading beyond 3:30 pm. So as
of now, it appears that the
new timings from January 4
will be 9 am to 3:30 pm.

Source: Business Standard, Business Line, Economic Times
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HOW GOOD ARE DEBT
OPTIONS IN THE CURRENT SCENARIO?

s per the new

Reserve Bank of

India (RBI) policy,
interest rates are expected to
harden further. The RBI left the
Repo, Reverse Repo and Cash
Reserve Ratio (CRR)
untouched, but raised the
Statutory Liquidity Ratio (SLR)
by 100 basis points to 25
percent.

While the change in SLR would
hardly have any impact on the
liquidity  situation, industry
analysts feel the next policy
review could bring in a hike in
key interest rates.

Inflation has become a major
concern and the Consumer
Price Index (CPI) is in double
digits. It is expected that the
RBI would be tackling higher
inflation in its next monetary
policy by bringing about changes
in interest rates.

If interest rates rise, what will
be the impact on investments?
The answer is: changes in
interest rates will not only
impact debt markets but also
equity markets. The equity
markets seem to be heading for
a correction on account of the
mammoth run-up ahead of the
fundamentals and weak global
cues. Hardening of interest
rates will make money dearer
and increase the borrowing
costs for corporate. This may
impact the equity markets.

In the light of this information,
the best option for investors
with medium or low risk
appetite is to invest in debt
instruments with short or
medium term outlook. The
ideal instrument can be identi-
fied from the adjoining figure.

Let’s have a look at some of the typical debt instrument:

¢ Short-term funds, which are ideal for a three-six
month investment, would be a safer bet in the current scenario. It
is difficult to predict the movement of interest rates over the
long-term so funds with long-dated securities should be avoided.
Any changes in the key rates signaling a rise in interest rates could
affect the yields adversely.

* Floating rate funds and actively-managed debt funds
could also be considered. Liquid-plus funds also make good invest-
ments for shorter horizons.

* Investing in a monthly income plan (MIP) which invests
a small proportion (about 5-10 percent) of the total corpus in
equity could be another option for low-risk investors. With MIPs,
an investor can take the advantages of equity investing without
exposing himself too much to the associated risks. With ambiguity
surrounding the performance of debt as an asset class, a combina-
tion of debt with equity could prove to be more fruitful over the
medium to long terms.

* Bank deposit rates have come down significantly over
the last year, but you can expect them to rise if interest rates
were to go up.

» Corporate fixed deposits and nonconvertible deben-
tures have become quite popular among investors looking for
fixed income options. Since these offer much better returns than
bank fixed deposits, it is advisable to allocate a part of the overall
debt corpus to these instruments. A word of caution though is
that the higher interest is to compensate for the higher risk that
these instruments carry as compared to bank fixed deposits.

Debt as an asset class forms an integral part of an overall asset
allocation. Although returns in debt are quite low if the impact of
inflation is considered, it brings some much-required stability to
the portfolio. A debt portfolio needs to be reviewed regularly as
returns can be impacted severely by the changes in interest rates.

Source: Economic Times



HEDGE FUNDS
DO WELL IN 2009

edge funds have
become a major
force in the financial

markets, controlling trillions of
dollars of assets. These funds
are the investment vehicles of
the millionaires, and the
common man is usually not
aware of even the largest of
hedge funds. But what happens
at hedge funds matters to just

about every American and
nearly every citizen in the
world.

Over the last decade, hedge
funds have expanded beyond
their traditional investor base
among the rich and raised
billions of dollars from pension
funds, endowments and founda-
tions. From 1998 to 2008, the
number of hedge funds grew
from just over 3,000 to more
than 10,000 and assets within
the funds exploded from $37 4
billion (VERIFY THIS NUMBER)
to nearly $2 trillion, according
to Hedge Fund Research, a firm
based in Chicago. But that
growth reversed in 2008 as two
out of every three hedge funds

lost money.
The industry is named for the

trading strategy known as
"hedging," in which investors
place  bets in  opposite
directions to decrease the risk
of their trades. But it turned out
that most hedge funds had not
controlled their risks, and on
average, hedge funds lost 18
percent in 2008, according to
Hedge Fund Research. As
hedge funds spiraled, investors
pulled money out.

Some $482 billion was pulled
out from the industry in 2008,
according to HedgeFund.net.
The industry would have lost
more money, but a lot of funds
imposed a freeze on redemp-
tions, blocking investors from
taking back their money.

Before 2008, hedge funds had
had only one down year since
1990, and that was 2002, when
funds on average lost 1.45
percent. But the 2002 perfor-
mance was viewed as a positive
outcome, given the stock
market spiral after the technol-
ogy bubble burst. Many institu-
tional investors today cite the
many hedge funds that made
money in 2001 , 2002 and 2003
as a driving force in their
decisions to put money into
hedge funds. Some of those
investors look at 2008 as a
success for the industry,
because hedge fund losses
were not as bad as those in the
broader stock market. But
some investors say that hedge
funds should make money no
matter how  hostile the
environment is.

In 2008, even as most hedge
funds lost money, there were
still some superstars in the
industry who saw big pay-days.
The top 25 paid workers at
hedge funds earned a collective
$10.6 billion in 2008, according
to Institutional Investor’s Alpha
Magazine.

The pay for those top
workers — which includes
salary, bonus and the

increased value of workers’
personal investments in their
own funds — was down from
2007 but still higher than any
year before 2006.

In 2009, hedge funds began to
recover from the huge losses
they suffered the previous
year, as May turned into one
of the best performing months
in history. On average, hedge
funds climbed 5.23 percent
that month, leaving them up
9.43 percent for 2009, accord-
ing to an index of monthly
returns compiled by Hedge
Fund Research.

While most investors in hedge
funds were pleased with the
performance in 2009, many
were still cautious about
putting new money in risky
strategies. Hedge funds are
expected to end the year with
about $1.3 trillion in client
assets under management,
down from a peak of $2.5
trillion in 2008, according to a
recent study by Barclays
Capital. Hedge funds are also
expecting a wave of new
regulation from the US
government, including an
increase in taxes and require-
ments to disclose more
information  about  their
holdings and performance.

Source: Economic Times
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WHAT IS A HEDGE FUND?

hedge fund is an investment fund open to a limited
A number of investors and it undertakes a wider range

of investment and trading activities than other long-only
investment funds. Typically, the hedge fund manager’s compensa-
tion is based on the performance of the fund. Every hedge fund has
its own investment strategy that determines the type of invest-
ments and the methods of investment it undertakes. Hedge funds,
as a class, invest in a broad range of investments including equity,
debt and commodities. Usually, they take both long and short
positions on assets, and are also leveraged several times their
assets to enhance performance.

Industry Size: Approximately $2.5 trillion

Typical Fees:
2% of net asset as Management Fees and 20% Performance Fees

Hedge Fund Risks:
a) Leverage; b) Short-selling; c) Appetite for risk; d) Lack of transparency; e) Short volatility.

Elements of Strategy:
a) Style (global macro, directional, event-driven, relative value (arbitrage), managed futures

(CTA)); b) Market (equity, fixed income, commodity, currency); c) Instrument (long/short,
futures, options, swaps); d) Exposure (directional, market neutral); e) Sector (emerging market,
technology, healthcare etc.); f) Method (discretionary/qualitative (where the individual invest-
ments are selected by managers), systematic/quantitative (or "quant”, where the investments are
selected according to numerical methods using a computerized system); g) Diversification (multi-
manager, multi-strategy, multi-fund, multi-market).

Structure of Hedge Funds:
a) Domicile: The legal structure of a specific hedge fund — in particular its domicile and the type of

legal entity used — is usually determined by the tax environment of the fund’s expected investors.
b) Investment Manager Location; c) The Legal Entity; d) Open-Ended Nature; e) Side Pockets; f)
Listed Funds.



GENERAL NEWS
RELIANCE GENERAL INSURANCE

GOES THE VIRTUAL WAY

eliance General

Insurance plans to

deploy VMware
virtualization solutions at its
disaster recovery site to ensure
business continuity. It is also
looking to virtualize its storage

and desktop infrastructure.
Earlier this year, the company

had virtualized its server
infrastructure to improve CPU
utilization, overcome perfor-
mance bottlenecks and ensure
resources that can be quickly
scaled up to support new
initiatives or business growth, a
project that typically leads to
30-35 percent reduction in
operating expenses. It has also
achieved a server consolidation
ratio of 10:1, which would need
only two administrators to
remotely manage the entire
infrastructure, further improv-
ing application availability to
near 100 percent.

Naganathan Sriram, CTO of
Reliance General Insurance
said, "To be a market leader,
we have to consistently deliver
a seamless working environ-

ment to our users, and
development and  testing
teams. The  virtualization

solution has enabled us to
provide the resources required
for product development,
while guaranteeing high system
availability for our users."

Prior to virtualization of its IT
environment, Reliance General
Insurance was struggling to
manage a fleet of around 100
servers. Inefficient resource
usage slowed database and
application performance, while
prolonged downtime hindered
the ability of staff to serve
customers and  undertake
development work.

Data center space was shrink-

ing as the company added
more hardware to support its
growing business. Procure-
ment and maintenance costs
were also rising to unsustain-
able levels.

To address these issues,
Reliance General Insurance
turned to VMware's virtualiza-
tion solutions in early 2009.
The company now runs
around 90 virtual servers on
nine physical hosts. These
servers run applications that
support software develop-
ment and quality assurance,
production staging  and
deployment, and network and

web infrastructure.
"Server consolidation, apart

from the cost savings, is also

Source: cxotoday.com

PEERLESS FUNDS MANAGEMENT

GETS SEBI APPROVAL FOR MF BUSINESS

eerless Funds

Management Co

Ltd, a wholly-owned
subsidiary of Kolkata-based The
Peerless General Finance and
Investment Co Ltd, received
the final regulatory approval
from the Securities and
Exchange Board of India (SEBI)
to launch its mutual fund
business.

PFMCL would be India’s first
asset management company to
be headquartered in the
eastern region. The company
plans to launch its first set of
products in early 2010, on
approval of the appropriate
authorities.

Peerless says the asset
management industry in the
country is among the fastest
growing financial  services
businesses worldwide. In the
last six years, the mutual fund
business has grown at over 30
per cent compounded annual
growth rate every year.

Source: Hindu Business Line



REGULATOR SPEAK: SEBI MAY
ALLOW MORE PRODUCTS UNDER PMS

EBI’s executive

director Mr R K

Nair said the regula-
tor was looking at possibilities
of including instruments such as
currency and interest rate
futures for investments by the
portfolio managers. This would
broaden the available options
for the registered portfolio
management services (PMS)
players to instruments other
than listed securities and deriva-
tives.

At present, besides stocks, the
regulator permits a portfolio
manager to invest in deriva-
tives, but it does not permit
leveraging of portfolios in
respect of investment in
derivatives. Also, the total
exposure of a PMS client in
derivatives cannot cross the
portfolio funds placed with the
manager. Thus, SEBI wants the
portfolio manager to invest,
and not borrow on behalf of
clients.

Nair also gave statistics on the
PMS industry. that there were
247 registered PMS players
with SEBI and the total assets
under management of all these
schemes stand at Rs 2.7 lakh
crore serving 57,134 clients.
Of this, Rs 2.35 lakh crore is
invested in debt schemes, Rs
30,000 crore is in equity, while
Rs 6,000 crore is in other
investment schemes, accord-
ing to SEBI. Of the 57,134 PMS
clients in the country, about
48,000 are discretionary
clients whereas 3,529 are
non-discretionary as  on
October 2009.

Source: Business Standard, Hindu Business Line

US INVESTORS LAP
UP INDIA-FOCUSED ETFS

an Eck Global, a

US money manager,

filed papers with the
US markets regulator SEC to
launch an ETF offering investors
access to Indian small-cap
companies.

The ‘India Small-Cap ETF s
expected to be listed on NYSE
and will hold a portfolio of
Indian companies with an
average market capitalization of
Rs 2,350 crore, according to
SEC (Securities and Exchange
Commission) filings by Van Eck.

Currently there are five India-
exclusive exchange traded
products with total assets
under management of Rs 9,400
crore available to US investors,
all of which are traded on the
NYSE. Of these, three have
been top performers in 2009
among the |5 existing Asia-
Pacific ETFs.

The interest in India-based
ETFs is not new in the US, but
it is only becoming stronger.
There are at least five more
India-specific ETFs registered
with the SEC but which have
not yet been launched.

Source: Hindu Business Line



SOCIAL NETWORKING AT NSE

Social networking

is catching on in a

big way with websites
such as Facebook, Orkut,
MySpace and Twitter gaining
popularity. The National Stock
Exchange (NSE) too has started
using  the micro-blogging
platform Twitter.com aggres-
sively to disseminate informa-
tion. A “tweet” is a [40-
character text post, which can
be se en by everyone
following the author.

EDELWEISS,

formed a joint venture
Edelweiss Tokio Life Insurance
(ETLI), and this new company
will soon apply to the Insurance
Regulatory and Development
Authority (IRDA) to get its nod
to start operations.

delweiss Capital
and Japan’s Tokio

Edelweiss has a 74 per cent
stake in the JV, while the rest
will be held by Tokio Marine
Holdings.

The NSE began with putting up
Nifty quotes
(http://twitter.com/NSE_NIFT
Y) and then added Junior Nifty
quotes, and information on
both currency derivatives and
interest rate futures. NSE
updates its “tweets” every five
minutes, which is a pretty good
frequency for traders to follow
market movement.

TOKIO MARINE IN RISK JV

The proposed venture will
have Rs 550 crore paid-up
equity capital to start with.
Tokio Marine Group had a net
worth of $184 billion and
revenues of $39 billion in FY09.
Apart from life insurance,
where  the | 38-year-old
company entered in 1996,
Tokio Marine has presence in
general insurance and asset

management sectors among
other areas of financial
services.

The Japanese group might
increase its stake in the JV to
49 percent once IRDA hikes
the foreign direct investment
limit in the life insurance
sector. Tokio Marine had
entered into the Indian
general insurance space in
2000 partnering with IFFCO.

Source: Business Standard



Miles Softwares vision is to provide the best software solutions
to the financial services industry including the treasury departments
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