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Greetings!

Global economies are still reeling under the impact of the 2008 financial crisis, with a backdrop of the European
crisis looming large, especially over Asia. The challenging times ahead for the global financial markets demand
regulatory reforms as well as advanced technological evolutions to be able to safeguard our investments. This |
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At Milessoft, we are evenly poised to meet these challenges head-on as we see an opportunity to grow during
testing times and have laid a new found foundation to cater the challenges that lie at large ahead. In the last
edition, | had just briefly discussed our offsite meetings with the intention to articulate the Vision and values at
Milessoft. The growth and scale that you our customers and prospects have achieved over the years has given us
immense confidence in being able to achieve our articulated vision of being the & ¢ NXza (i S BusiheSg
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As we grow and our team expands we have also articulated the values we stand by and encourage our team to
abide by. These values are the beacons or standards that augment the decision-making process in determining
an appropriate solution as opposed to a written-in-stone formula or procedure that results in an exact answer.
Reallv "the wav we do thinas around here"
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In this edition of the newsletter we have focused on the criticality of the new age portfolio managers and the role
of technology in aiding them during times of crisis. Comments and remarks of our regulator SEBI, at one of the
key industry Summits for Mutual Funds also make for interesting reading, throwing light on the regulators
perspective. As we continue on our endeavor to give you interesting market information, we look forward to
continuing our engagements with you and your feedback.
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Changing time for Wealth and Asset Managers
Challenges Ahead

Money management used to be a great business not too long ago. The path to profitability was visible after a few years of
NBlFazylofte 322R LISNF2NXIyOSe ' yR GKIFIGQa K& || t26G 2F ¢
years. Foreign firms like Mirae and Shinsei opened shop going solo while Robeco tied up with Canara Mutual and Pioneer tied

up BoB Mutual. Domestic players like Axis Bank, Edelweiss and Religare started the asset management business. L&T Finance
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While new fund houses were being set up, Securities Exchange Board of India (SEBI) introduced several regulations as well to
protect the investor. Some of these changes are hurting the entire mutual fund industry ecosystem today. In April 2006, it told
mutual funds to meet the initial issue expense (typically 5-6 percent) from the entry load of 2.25 percent, disallowing them to
amortize the expense over five years as was the prevalent practice. It was easier for an asset management company to launch a
new fund offering and collect money. Retail investors understood this product and distributors earned commissions that were
as high as 4-5 percent. SEBI brought a regulation that a fund house would need justification for launching a new fund, and it
would have to be different from an existing fund. When new issues were not possible, the fund industry shifted focus to fixed
maturity plans (FMP), which were earning the best return in the fixed income universe for some time. During the credit crisis
after the Lehman bankruptcy, it was realized that there were some FMPs that were not true to their objective and SEBI
tightened norms on these instruments. Since mid-2009, FMPs too have lost their sheen in attracting new money due to
regulatory issues and lower returns.

But the biggest change that SEBI has brought is in the area of entry load. The entire mutual fund industry ran on this number ¢

2.25 percent for equity funds and 50 basis points for medium-term debt funds. Fund houses passed the entry load directly to

the distributor as their incentive for getting new money. SEBI took its first step in December 2007 when it removed entry load

for investors who went directly to the mutual fund and not through distributors. However, investors did not accept this route

and distributors continued to bring in most of the money. In August 1, 2009, SEBI abolished the entry load altogether to bring
transparency in payment of commission and give incentives for long-term investments. SEBI said the disii N 6 dzii 2 NR& O2 Y
g2df R 0S LI AR o0& GKS Ay@Saidz2N) RANBOGE&d ¢KS RAA&GNRKOGzI 2 NR
assessment of various factors including the service rendered by the distributor. The distributor would also have to disclose all

the remuneration including trail commissions that he would receive from the asset management company (AMC) to the

investor. Fund houses pay a trail commission of 0.25-0.75 percent a year for equity funds to distributors.

This move has hit the mutual fund industry badly as distributors shun selling mutual funds, preferring to sell the more lucrative
unit linked insurance plans (ULIPs). According to a report in Business Line, the number of overall folios reduced from 4.11 crore
to 4.07 crore between November 2009 and May 2010. Net new inflows into mutual funds have been under pressure ¢ between
August 1, 2009 (the day entry load was removed) and May 2010, the mutual fund industry has witnessed a net outflow (sales of
NFOs and existing schemes minus redemption) of Rs 18,005 crore. While this number may not appear too alarming, the
industry had witnessed a net inflow of Rs 1, 07,906 crore in the previous corresponding period. Between July 2009 and May
2010, the average assets under management (AUM) has gone up 16 percent to Rs 8, 03,550 crore but most of the increase is
from the low-margin income fund category, where most of the assets are held by corporates. Equity assets ¢ which are targeted
at retail investors ¢ are up just 1 percent when the Nifty itself is up 10 percent. Allowing mutual funds to be bought and sold on
GKS adG201 SEOKIy3aS KlIayQild KStLISR SAGKSNWD

The Indian mutual fund industry is grappling with increasing penetration and if distributors remain disinterested in selling

mutual fund products, this will remain a challenge. To counter this problem, AMCs are opening more branches and hiring more

adl ¥F G2 astt FTdzy Ra RANBOGtE (2 AygSadtz2zNa® Ly (GKS Y2yiK 2
Besides low margin, the major customers of these products are companies. While debt funds are good to increase assets, they

earn extremely low margins. Thus, the industry needs to increase the proportion of equity funds, and it needs to push these
retail-focused products directly as there is little help coming from distributors.

It will be unfair to say that all distributors are shunning mutual fund sales. Banks, large distributors and a few independent
financial advisors have been able to convince investors that they bring value in terms of advice and are able to charge investors
directly for advice. Investors will also learn to pay for advice over time. With the IRDA-SEBI spate, investors are now aware that
ULIPs cost more than mutual funds, and should be willing to pay the extra price for mutual fund advice. Of course, performance
matters, and the average Indian mutual fund has consistently beaten the benchmark indices over the past decade across most
time periods.

For garnering investors and assets, fund houses need to reach out to investors to communicate their performance. Fund houses
will have to walk the tightrope for a year or two till investors understand the product properly and shift some of their savings.
Distributors and advisors will need to educate the investor that paying a small fee for advice will be a good thing in the long run
as mutual funds remain one of the best asset classes in terms of long-term returns.
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Product Showcase

MoneyWareWealth Management System
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The next generation module of the MoneyWare Wealth ===

Management Suite enables users to maintain different types of - = o

income and their specific logical combinations. This module

powers organizations to produce precise data in various
dimensions and facilitates the maintenance of rate cards in the
system, devising of commissions receivable and payment

schedules, generation of several business and operational -
reports, and setting up and managing a wide variety of incentive ———
programs for their sales force and client engagement teams.

For further information, log on to Know More
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product suite, which seamlessly integrates with large

roreg S enterprise applications and infrastructure. Built on a
‘ modular framework it provides the ability to configure the
application to facilitate strategic advice and product specific
recommendations.
For further information, log on to Know More

MoneyWareCustody

A comprehensive straight through processing system proven to i —————
handle large volumes of transactions. It manages and caters to
the needs of individual and corporate customer accounts
aSryfSaated ¢KS aeaidsSyQa hL
integration with external systems to effectively process trades,

orders and corporate actions related activities and it interfaces
with GL and messaging systems, Stock Exchanges, Clearing
Houses, Depositories, Brokers and Information Vendors.

For further information, log on to Know More


http://www.milessoft.com/investmentManagement.aspx
http://www.milessoft.com/investmentManagement.aspx
http://www.milessoft.com/Custody.aspx
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SEBI Chairman criticizes fund industry

SEBI Chairman C B Bhave criticized the practices of the mutual fund industry at a mutual fund summit
organized by the Confederation of Indian Industry (Cll). He was critical of the way fund houses do business and
reiterated the need for them to focus on investors to grow.

aNYp . KIFI@S aFARX aLF &2dz 6Ydzidzr £ FdzyRauv I NB LINE RdzO
himself in the stock market gets, then why is it that you are unable to convince investors that you are giving

them better returnd ®¢ 1S | RRSRY daL YSIy> IINB Ay@Sadaz2Nm a2 R
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The SEBI chairman said that mutual funds should look at how investors benefit from investing in their
products, rather than create an incentive structure that suits them. He said the focus goes to short-term
AYyOSyGA@Sa FyR GKIFG dzf GAYFGSte NBadzZ Ga Ay | 3INBIG
money, the whole industry also comes tumbling down. | think, this lesson needs to be internalized by all of
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He also said that mutual funds have to streamline their 3,000-odd product offerings and make the product
moreinvestor-F NA SYRf @8 |I'S F2dzyR GKS f I NHS ydzYoSNI 2F Ydzidz
choose, and questioned if these schemes are really so different from each other. Mr. Bhave also criticized

AMCs for relying more on short-term money to boost their assets under management.

) SEBI to bring out working paper on mis-selling practices

SEBI Executive Director K N Vaidyanathan said the securities watchdog will bring out a working paper on
mis-selling practices prevalent in the mutual fund industry before the end of the next quarter.

SEBI is looking at a top down approach. In phase one, the outcome of this paper would be test implemented
on institutional distributors who are very small in number but constitute approximately 60 percent of the
business. In the second phase, it would target the large mass of independent financial advisors.

Mis-selling takes place when distributors are more interested in commissions than in selling the right product
to the customer. With zero entry load, this has been taken care of, said Mr. Vaidyanathan. Mis-selling also
occurs when an investor is sold an inappropriate product that is not in line with his risk profile and risk
appetite.

The reason for the sale of an inappropriate product to an investor is the conflict of interest that lies within the
role of a relationship manager, said Mr. Vaidyanathan. SEBI said there is a need to evolve a system where the
entire relationship manager has to do is to match a customer profile with a product category that is prescribed
for that particular customer profile. He advised distributors to align their selling practices by keeping in mind
the needs of the investor. This would enhance their credibility greatly as selling a financial product is unlike
selling a normal product. It entails forging of a relationship with customer over the lifetime of the product and
this could span years.
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generate sustainable income, whereas you want instant gratification in terms of upfront commission.
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} Government hikes public shareholding in listed
companies to a minimum 25%

On June 4, the government issued an amendment on the minimum public shareholding requirement, raising it
to 25 percent for all listed companies. Prior to this amendment, the minimum threshold requirement stood at
25 percent but there were exceptions.

Before the current ruling, companies could get listed by diluting 10 percent if the public issue size was 2
million shares, the offer size of this issue was at least Rs 100 crore, and the issue was made through book
building with a 60 percent allocation to qualified institutional buyers. Listed companies could continue with a
minimum 10 percent public shareholding if the company had made an IPO to dilute between 10 percent and
25 percent to the public, and if there were over 20 million outstanding listed shares with a market cap of over
Rs 1,000 crore. Also, public sector undertakings, infrastructure companies and sick companies that were
already listed were exempt.

On June 4, the finance ministry amended the Securities Contracts (Regulation) Rules 1957 (listing on stock
exchanges comes under the purview of this law). Now, all listed companies will have to reach the minimum 25
percent threshold by adding at least 5 percent public holding every year. IPOs having a post issue market cap
of Rs 4,000 crore are allowed to dilute 10 percent to public and then increase it by 5 percent every year. If the
public shareholding falls below 25 percent at any time of a listed company, it will have to raise it to the
minimum threshold level within 12 months. The definition of public shareholding includes all classes of
shareholders except promoter and promoter group, subsidiaries and associates of the company, and shares
held by custodian against depositary receipts issued overseas.

¢ KS 32 3SNY Y Sy (iQdincrkayeihd nhrberofpublif ghardhdders and this is the best practice
across global markets. A higher public shareholding improves liquidity, enables fair price discovery and
reduces chances of share price manipulation.

According to CRISIL, there were 179 companies with public shareholding below 25 percent and these
companies would need to raise Rs 1.6 trillion if existing owners sell shares or Rs 2.1 trillion if new shares are
issued. Of this 82 percent of the funds will be raised by 29 PSUs. There are also Indian companies like Wipro,
Reliance Power, real estate firms like DLF and DB Corp, which do not meet the 25 percent public shareholding
criteria and will have to increase it. Besides this group, multinational companies like Alfa Laval and Gillette also
have low public shareholding of around 12 percent. Thus, one can expect a lot more activity in the primary
and secondary market after this ruling.

} Changes in direct tax code to impact retail investors and
Flls

The government published the revised draft of the Direct Taxes Code (DTC) in June which will change the way
we pay taxes. While the government proposed relief for individuals, companies that pay minimum alternate
tax and entities using the provisions of the Double Taxation Avoidance Agreements, there could be some pain
for those making capital gains. There are 11 areas in which changes are proposed.

For individuals, the government has proposed exemption from tax at the time of withdrawal of pension plans,
life insurance and Public Provident Fund. By this revised draft code, the government has shelved the earlier
plan to tax withdrawals as it will be an administrative, logistical and technological challenge. However, long-
term capital gains in case of listed companies will now be added to the income and taxed at the applicable
rate. At present, investors do not need to pay any capital gains tax on long-term gains. The higher burden
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could be partly offset through a reduction in the securities transaction tax (STT), which was proposed to be
abolished in the first draft. In case of short-term capital gains, however, no change has been proposed.

Any income arising through sale and purchase of securities will be taxed under capital gains for foreign
institutional investors. While most Flls pay capital gains tax in India, around 20-30 percent show their profits
as business income (of a foreign company) and get tax exemption. This may result in some Flls preferring
participatory notes over direct investments as this instrument will not be taxed in India.

To control tax avoidance, the government also proposed to tax profits of overseas subsidiaries of Indian
companies ¢ whether distributed or not by way of dividend in India. In addition, it has addressed some of the
concerns on foreign companies that are not residents of India.

The earlier draft had suggested a taxation rate of 10 percent on personal income up to Rs 10 lakh, 20 percent
for income up to Rs 25 lakh and 30 percent thereafter, but the revised draft does not address this.

For companies, the calculation of minimum alternate tax will be based on book profits and not by a system of
computation based on gross assets, as was proposed earlier.

For foreign investors, the provisions of DTC will not override existing Double Taxation Avoidance Agreements
(DTAAs). Between the domestic law and the relevant DTAA, the one which is more beneficial to the taxpayer

will apply.

The government will address all the concerns while finalising the Bill for introduction in Parliament in the
upcoming monsoon session. The government plans to implement DTC from April 2011. Since tax rates would
be decided by the legislature, the draft has not addressed them.

The first draft of the DTC was released in August 2009 and the finance ministry had received about 1,600
comments. Between the first draft and the current revisions, the government has softened its stance on some
issues.

ULIPs to be governed by IRDA

The President of India signed an ordinance on June 18 and clarified that unit linked insurance plans would be
governed by Insurance Regulatory and Development Authority (IRDA). By this, the two-month-long battle
between Securities Exchange Board of India (SEBI) and IRDA comes to an end.

SEBI had banned 14 insurers from selling ULIPs on April 9, and a battle of words ensued between SEBI and
IRDA, which went on to the courts. SEBI moved the Supreme Court to club various public interest litigations
against ULIPs and resolve the issue of alleged mis-representation and the issue of jurisdiction. But with the
government ordinance, the case is settled in favour of IRDA. The government provided an explanation in the

2NRAYIFYOS ' YSYRAyYy3 FGSYZLQ/TddZI\E]'-FyG@ droQifayz oAdi2 NU Al KKSS NS ¢
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purposes of this section, a collective investment scheme or mutual fund shall not include any unit linked

insurance policy or scrip@ or any such instrument or unit, by whatever name called, which provides a
O2YLRYSYyil 2F Ay@gSadySyd o0SaARSa GKS O02YLRySyd 27
FNRY GKS 3J208SNYYSyYyid &l ARY & ¢ Krding Uligsbatafedd thd twdi financial NB &
NBE3dz | § 2 NB PQQ

For the ailing mutual fund industry, this comes as yet another blow and it will have to look for new avenues to
get investors. However, IRDA has recently started tightening the norms for Ulips to raise the risk cover they
2FFSNI YR O2dzy iSNJ { 9. LQa ONRGAOAAY GKIFG !'[Lta | NB
percent of the premium. IRDA also made it compulsory for insurance companies to offer life insurance with
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pension plans. From September 1, ULIPs have to offer a minimum guaranteed annual return of 4.5 per cent on
pension plans, a 10-times increase in the minimum risk cover, and even distribution of charges across the
increased five-year lock-in period. There will also be a health or mortality cover.

SEBI postpones new debt valuation norm implementation

Securities and Exchange Board of India (SEBI) announced that it would extend the new valuation norms for
Ydzidz- £ FdzyRaQ RSo6dG YR Y2ySeé YINJSO AyadNuzySyaa ¢

In February 2010, SEBI had introduced the rule that these instruments have to be valued on a mark-to-market
basis with a view to ensure that the value of money market and debt securities in the portfolio of mutual fund
schemes reflect the current market scenario. According to SEBI, money market and debt securities, including
floating rate securities, with residual maturity of up to 91 days, would be valued at the weighted average price
at which they are traded on the particular valuation day. When such securities are not traded on a particular
valuation day they would be valued on amortization basis.

Money market and debt securities, including floating rate securities, which have residual maturity of over 91
days, would be valued at weighted average price at which they are traded on the particular valuation day.
When such securities are not traded on that particular valuation day they would be valued at benchmark
yield/matrix of spread over risk-free benchmark yield obtained from agencies such as CRISIL or ICRA.

Prior to this rule, securities with residual maturity of up to 182 days were valued on amortization basis if they
GSNBYy Qi GNIRSR 2y @l fdzad GA2y RI&®
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money market securities with less than 182 days residual maturity are not being marked to market, their fair

market value may be different from the one arrived at using amortization method. The use of amortization

method results in reduced volatility in the price of these securities.

Ultra short term funds, specifically, which invest in securities with less than six month residual maturity, were
benefiting from this valuation practice as their net asset values appreciate steadily without much volatility.
However, SEBI felt this practice does not reflect the real market conditions and thus could adversely affect
investors if the fund has to sell the securities in the market due to redemption pressures. The major reason for
this move was the fund crisis that some liquid funds faced in October 2008 due to an asset liability mismatch
as these funds could not exit from some illiquid investments.

These new guidelines are not expected to have any impact on long term debt funds but there will be some
impact on the investments in short term mutual fund products such as ultra short term debt funds. Since
companies are the major investors in liquid funds, this investor class will be the most impacted. The prices of
liquid funds are likely to become more volatile in the short term but fund houses expect clients to adjust to
the new norms, and the overall impact will not be much on the industry.

Gold prices advance to new highs

From a low of $257.7 per ounce in March 2001, gold prices have steadily climbed to the $1,000-plus levels
since September 2009. In June, gold ascended to a new high of $1,264.90 per ounce in the global markets.
Gold no longer seems to be just a hedge against inflation ¢ it is a hedge against a collapse in financial markets.
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Since the dot-com crash in 2000, gold has become an asset of choice by many central banks and investors like
hedge funds. After 9/11, gold staged a smart rally from its low, and has been an indicator of global turmoil, be
it the Iraq war or the Afghanistan war.

The credit crisis of the US and the subsequent indebtedness of countries like Greece have meant that hopes of
a global recovery can be questioned. As we near the end of June, there are worries that Iran has fissile
materials for two atomic bombs. All these uncertainties support the theory of gold being a safe haven to
protect investors against the worsening economic environment, Europe's fiscal outlook and the longer term
prospects for inflation.

2 KSNBE AG 3I2Sa FNRBY KSNB Aad lyeoz2ReQa 3JdzSaad {2YS
strategist at investment firm Gluskin Sheff, say gold will hit $3,000 within the next few years, while Macquarie
. hy1Qa AYyidSNBalG NIXaGS &GN iS3IAald w2NBR w20SNIazy o6Sf

China makes the Yuan flexible

On Saturday June 19, China surprised the world by saying that it would make the Yuan more flexible, citing a
global economic recovery and more balanced external trade. Its largest trading partner, the USA, has been
pressing Beijing to move towards a market-based exchange rate for a long time, although China had said not
to meddle with its currency management. China has maintained the current currency peg for 23 months,
while the Yuan has been undervalued and gives Chinese exporters an advantage in global trade. The Chinese
central bank has maintained a de facto peg since the middle of 2008, a controversial policy aimed at steadying
0KS 6 2 NI-graiag major con&rdy diuring the global economic downturn.

The following Monday, the Yuan recorded its biggest daily gain and touched a five-year high against the dollar,
o0dzi Ol dziAzy NBOGdNYySR a lylrfteada [dzSadA2ySR K2¢g 7T
markets too gained in the Yuan euphoria, but it was short-lived.

China's central bank ruled out a one-off revaluation of Yuan and maintained that the currency was close to fair
value -- a hint that change would only be gradual. Analysts who believe that the Yuan is undervalued by as
much as 25-40 percent would be disappointed by this statement. And by June 23, just three days into the new
regime, Chinese state-owned banks came in to stop the Yuan from appreciating. However, under pressure
from the G-20, China said it would enhance the rate flexibility and the central bank set the strongest rate of
6.7890 to the dollar on June 28.

A stronger Yuan will have its advantage as Chinese consumers will find exports cheaper, which will ease
inflation in China and prevent the economy from overheating, according to the World Bank. As a reaction,

most observers are happythali / KAyl KFa YIRS | 0S3AyyAy3ds odzi GKS
fSG Ada OdzNNByOe | LIWINBOAFGS Ay | KdZNNEO® LYRAIFIQa C

make the Yuan flexible would not hit the Indian economy adversely.



Milessoft provides the best software solutions to the financial services industry
including the treasury departments of leading corporate houses. We go miles to meet
and exceed our Of A $xpeiatfidns and needs. Our products are of the best quality
and highest standards which enable us to build lasting relationship with our clients.

Our products provide our clients with the right tools to manage their operations and
exercise controls over the business environment which includes increasingly complex
financial products. Our team excels in using diverse technology including Distributed
Computing, Component Design & Development, Multi-tier Application Development,
and Object Oriented Analysis & Design.

Milessoft engages with a variety of clients in the Financial Services industry. Its
Investment Management, Lending, Custody and Fund Accounting Solutions cover
diverse client base

Miles Software Solutions Pvt. Ltd.
801, B Wing, Trade World, Kamala
Mills, Lower Parel (W)

Mumbai, 400 013 (INDIA)

Telephone: +91-22-66168300

Fax: +91-22-24970508

Email: info@milessoft.com

Disclaimer



