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From the Desk of  

Milan Ganatra 

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 I 

ōŜƭƛŜǾŜ ƛǎ ƎƻƛƴƎ ǘƻ ōŜ ǘƘŜ ŜǊŀ ƻŦ άŀŘǾŀƴŎŜŘ ǘŜŎƘƴƻƭƻƎƛŎŀƭ ǊŜǾƻƭǳǘƛƻƴέΦ 

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, I 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 ά¢ǊǳǎǘŜŘ ¢ŜŎƘƴƻ-Business 

PartneǊ 5ŜƭƛǾŜǊƛƴƎ 9ȄŎŜƭƭŜƴŎŜ ŀƴŘ ±ŀƭǳŜ ǘƻ CƛƴŀƴŎƛŀƭ {ŜǊǾƛŎŜǎ CƛǊƳǎ ƎƭƻōŀƭƭȅΦέ 

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. 

Really "the way we do things around here" 

 

 

Excellence - άL ŀŎƘƛŜǾŜ ǇŜǊŦŜŎǘƛƻƴ ƛƴ ǿƘŀǘ L Řƻέ  

Integrity - άL ǎŀȅ ǿƘŀǘ L ŀƳ ŀƴŘ L Řƻ ǿƘŀǘ L ŀƳέ 

Agility - άL ǎŜƴǎŜΣ L ŀŎǘέ     

Customer centricity - άL Řƻ ǿƘŀǘ Ƴȅ ŎǳǎǘƻƳŜǊǎ ƴŜŜŘέ 

Fun - άL ƭƻǾŜ ǿƘŀǘ L Řƻέ 

 
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 
ǊŜŀǎƻƴŀōƭȅ ƎƻƻŘ ǇŜǊŦƻǊƳŀƴŎŜΦ !ƴŘ ǘƘŀǘΩǎ ǿƘȅ ŀ ƭƻǘ ƻŦ ƴŜǿ ŜƴǘǊŀƴǘǎ ŦƻǳƴŘ ǘƘŜ ōǳǎƛƴŜǎǎ ŜȄŎƛǘƛƴƎ ǘƻ ŜƴǘŜǊ ŜǾŜƴ ƛƴ ǘƘŜ Ǉŀǎǘ ǘƘǊŜŜ 
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 
acquired CholamandŀƭŀƳΩǎ Ƴǳǘǳŀƭ ŦǳƴŘ ōǳǎƛƴŜǎǎΦ  
  
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 ς 
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 disǘǊƛōǳǘƻǊΩǎ ŎƻƳƳƛǎǎƛƻƴ 
ǿƻǳƭŘ ōŜ ǇŀƛŘ ōȅ ǘƘŜ ƛƴǾŜǎǘƻǊ ŘƛǊŜŎǘƭȅΦ ¢ƘŜ ŘƛǎǘǊƛōǳǘƻǊΩǎ ŎƻƳƳƛǎǎƛƻƴ ǿƻǳƭŘ ōŜ ǇŀƛŘ ōȅ ǘƘŜ ƛƴǾŜǎǘƻǊ ŘƛǊŜŎǘƭȅΣ ōŀǎŜŘ ƻƴ Ƙƛǎ 
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 ς 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 ς which are targeted 
at retail investors ς are up just 1 percent when the Nifty itself is up 10 percent. Allowing mutual funds to be bought and sold on 
ǘƘŜ ǎǘƻŎƪ ŜȄŎƘŀƴƎŜ ƘŀǎƴΩǘ ƘŜƭǇŜŘ ŜƛǘƘŜǊΦ  
 
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 
ǎǘŀŦŦ ǘƻ ǎŜƭƭ ŦǳƴŘǎ ŘƛǊŜŎǘƭȅ ǘƻ ƛƴǾŜǎǘƻǊǎΦ Lƴ ǘƘŜ ƳƻƴǘƘ ƻŦ aŀȅ нлмлΣ ƻǾŜǊ тл ǇŜǊŎŜƴǘ ƻŦ ǘƘŜ ƛƴŘǳǎǘǊȅΩǎ ŀǎǎŜǘǎ ǿŜǊŜ ŘŜōǘ ŦǳƴŘǎ. 
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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Revenue 

The next generation module of the MoneyWare Wealth 

Management Suite enables users to maintain different types of 

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 

 

 

Financial Planning 

9ŦŦƛŎƛŜƴǘ ŦƛƴŀƴŎƛŀƭ ǇƭŀƴƴƛƴƎ ǘƘǊƻǳƎƘ aƻƴŜȅ²ŀǊŜΩǎ ƭŀǘŜǎǘ 

product suite, which seamlessly integrates with large 

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 

 

 

MoneyWare Custody  

A comprehensive straight through processing system proven to 

handle large volumes of transactions. It manages and caters to 

the needs of individual and corporate customer accounts 

ǎŜŀƳƭŜǎǎƭȅΦ ¢ƘŜ ǎȅǎǘŜƳΩǎ hǇŜƴ ŀǊŎƘƛǘŜŎǘǳǊŜ ŜƴŀōƭŜǎ ǎŜŀƳƭŜǎǎ 

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 

 

 

 

 

MoneyWare Wealth Management System 
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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 (CII). He was critical of the way fund houses do business and 
reiterated the need for them to focus on investors to grow.  
 
aǊΦ .ƘŀǾŜ ǎŀƛŘΣ άLŦ ȅƻǳ όƳǳǘǳŀƭ ŦǳƴŘǎύ ŀǊŜ ǇǊƻŘǳŎƛƴƎ ōŜǘǘŜǊ ǊŜǘǳǊƴǎ ǘƘŀƴ ǿƘŀǘ ŀƴ ŀǾŜǊŀƎŜ ƛƴǾŜǎǘƻǊ ƛƴǾŜǎǘƛƴƎ 
himself in the stock market gets, then why is it that you are unable to convince investors that you are giving 
them better returnǎΦέ IŜ ŀŘŘŜŘΥ άL ƳŜŀƴΣ ŀǊŜ ƛƴǾŜǎǘƻǊǎ ǎƻ ŘǳƳō ŀǎ ƴƻǘ ǘƻ ǳƴŘŜǊǎǘŀƴŘ ǘƘŀǘ ǘƘŜȅ ŀǊŜ ƎŜǘǘƛƴƎ 
ōŜǘǘŜǊ ǊŜǘǳǊƴǎ ƘŜǊŜ όƳǳǘǳŀƭ ŦǳƴŘǎύ ŀƴŘ ȅŜǘ ǿƻǳƭŘ ƛƴǾŜǎǘ ǎƻƳŜǿƘŜǊŜ ǘƘŜȅ ǿƻǳƭŘ ƎŜǘ ƭŜǎǎŜǊ ǊŜǘǳǊƴǎΦέ 
 
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 
ƛƴŎŜƴǘƛǾŜǎ ŀƴŘ ǘƘŀǘ ǳƭǘƛƳŀǘŜƭȅ ǊŜǎǳƭǘǎ ƛƴ ŀ ƎǊŜŀǘ ƭƻǎǎ ŦƻǊ ƛƴǾŜǎǘƻǊǎΦ IŜ ŀŘŘŜŘΣ ά!ƴŘ ŦƛƴŀƭƭȅΣ ǿƘŜƴ ƛƴǾŜǎǘƻǊǎ ƭƻǎŜ 
money, the whole industry also comes tumbling down. I think, this lesson needs to be internalized by all of 
ǳǎΦέ ¢ƘŜ ƛƴŘǳǎǘǊȅ Ƙŀǎ ōŜŜƴ ƎǊŀǇǇƭƛƴƎ ǿƛǘƘ ƭƻǿ ǎŀƭŜǎ ƻŦ Ŝǉǳƛǘȅ ŦǳƴŘǎ ŀŦǘŜǊ {9.L ŀōƻƭƛǎƘŜŘ ŜƴǘǊȅ ƭƻŀŘΦ  
 
He also said that mutual funds have to streamline their 3,000-odd product offerings and make the product 
more investor-ŦǊƛŜƴŘƭȅΦ IŜ ŦƻǳƴŘ ǘƘŜ ƭŀǊƎŜ ƴǳƳōŜǊ ƻŦ Ƴǳǘǳŀƭ ŦǳƴŘǎ ŎƻƴŦǳǎƛƴƎ ŀƴŘ ǎŀƛŘ ƘŜ ǿƻƴΩǘ ƪƴƻǿ ǿƘŀǘ ǘƻ 
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. 
  

Source: Economic Times, Mint 
 

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. 
 
!ǘ /LLΩǎ Ƴǳǘǳŀƭ ŦǳƴŘ ǎǳƳƳƛǘΣ aǊΦ ±ŀƛŘȅŀƴŀǘƘŀƴ ǘƻƭŘ ŘƛǎǘǊƛōǳǘƻǊǎΥ ά²Ƙȅ Řƻƴϥǘ ȅƻǳ ǇǊŀŎǘƛŎŜ ǿƘŀǘ ȅƻǳ ǇǊŜŀŎƘΚέ 
IŜ ŀŘŘŜŘΣ άhƴ ǘƘŜ ƻƴŜ ƘŀƴŘΣ ȅƻǳ ŀŘǾƛǎŜ ǘƘŜ ƛƴǾŜǎǘƻǊ ǘƻ ǎǘŀȅ ƛƴǾŜǎǘŜŘ ƻǾŜǊ ŀ ƳŜŘƛǳƳ-to-long term horizon to 
generate sustainable income, whereas you want instant gratification in terms of upfront commission. 
Customers are more likely to display long-ǘŜǊƳ ōŜƘŀǾƛƻǊ ǇǊƻǾƛŘŜŘ ȅƻǳ ŀƭǎƻ Řƻ ǘƘŜ ǎŀƳŜΦέ  
 

Source: Business Line 
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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. 
 
¢ƘŜ ƎƻǾŜǊƴƳŜƴǘΩǎ ƛƴǘŜƴǘ ƛǎ ƴƻōƭŜ ς to increase the number of public shareholders 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. 
 

Source: Economic Times, Financial Express, Business Line   

Changes in direct tax code to impact retail investors and 

FIIs 
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 FIIs 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 FIIs 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 ς 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.  
 

Source: Business Standard, Economic Times  

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 
ƻǊŘƛƴŀƴŎŜ ŀƳŜƴŘƛƴƎ ǘƘŜ LƴǎǳǊŀƴŎŜ !ŎǘΥ άCƻǊ ǘƘŜ ǊŜƳƻǾŀƭ ƻŦ ŘƻǳōǘǎΣ ƛǘ ƛǎ ƘŜǊŜōȅ ŘŜŎƭŀǊŜŘ ǘƘŀǘ ΨƭƛŦŜ ƛƴǎǳǊŀƴŎŜ 
ōǳǎƛƴŜǎǎΩ ǎƘŀƭƭ ƛƴŎƭǳŘŜ ŀƴȅ ǳƴƛǘ ƭƛƴƪŜŘ ƛƴǎǳǊŀƴŎŜ ǇƻƭƛŎȅ ƻǊ ǎŎǊƛǇΩs or any such instrument or unit, by whatever 
name called, which provides a component of investment and a component of insurance ƛǎǎǳŜŘ ōȅ ŀƴ ƛƴǎǳǊŜǊΦέ 
²ƘƛƭŜ ƛƴ ǘƘŜ {9.L !ŎǘΣ ƛǘ ŀƳŜƴŘŜŘ ŜȄǇƭŀƛƴƛƴƎΥ άCƻǊ ǘƘŜ ǊŜƳƻǾŀƭ ƻŦ ŘƻǳōǘǎΣ ƛǘ ƛǎ ƘŜǊŜōȅ ŘŜŎƭŀǊŜŘ ǘƘŀǘΣ ŦƻǊ ǘƘŜ 
purposes of this section, a collective investment scheme or mutual fund shall not include any unit linked 
insurance policy or scripΩs or any such instrument or unit, by whatever name called, which provides a 
ŎƻƳǇƻƴŜƴǘ ƻŦ ƛƴǾŜǎǘƳŜƴǘ ōŜǎƛŘŜǎ ǘƘŜ ŎƻƳǇƻƴŜƴǘ ƻŦ ƛƴǎǳǊŀƴŎŜ ƛǎǎǳŜŘ ōȅ ŀƴ ƛƴǎǳǊŜǊΦέ ¢ƘŜ ǇǊŜǎǎ ǎǘŀǘŜƳŜƴǘ 
ŦǊƻƳ ǘƘŜ ƎƻǾŜǊƴƳŜƴǘ ǎŀƛŘΥ ά¢Ƙƛǎ ǿƻǳƭŘ ǎŜǘ ŀǘ ǊŜǎǘ ŀƭƭ ǘƘŜ ƛǎǎǳŜǎ ǊŜƎŀrding Ulips between the two financial 
ǊŜƎǳƭŀǘƻǊǎΦΩΩ  
 
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 
ƻŦŦŜǊ ŀƴŘ ŎƻǳƴǘŜǊ {9.LΩǎ ŎǊƛǘƛŎƛǎƳ ǘƘŀǘ ¦[Ltǎ ŀǊŜ ŎƻƭƭŜŎǘƛǾŜ ƛƴǾŜǎǘƳŜƴǘ ǎŎƘŜƳŜǎ ŀǎ ǘƘŜ Ǌƛǎƪ ŎƻǾŜǊ ƛǎ ƭƛƳƛǘŜŘ ǘƻ н 
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. 
 

Source: Economic Times, The Times of India 
 

SEBI postpones new debt valuation norm implementation 
Securities and Exchange Board of India (SEBI) announced that it would extend the new valuation norms for 
Ƴǳǘǳŀƭ ŦǳƴŘǎΩ ŘŜōǘ ŀƴŘ ƳƻƴŜȅ ƳŀǊƪŜǘ ƛƴǎǘǊǳƳŜƴǘǎ ǿƛǘƘ ƳŀǘǳǊƛǘȅ ƻŦ ƻǾŜǊ фм Řŀȅǎ ŦǊƻƳ Wǳƭȅ м ǘƻ !ǳƎǳǎǘ мΦ  
 
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 
ǿŜǊŜƴΩǘ ǘǊŀŘŜŘ ƻƴ Ǿŀƭǳŀǘƛƻƴ ŘŀȅΦ  
 
{9.LΩǎ ǊŀǘƛƻƴŀƭŜ ŦƻǊ ǘƘŜ ŜȄŜǊŎƛǎŜ ƛǎ ǘƻ ōǊƛƴƎ ƛƴ ǎǘŀƴŘŀǊŘƛȊŜŘ ǇǊŀŎǘƛŎŜǎ ƛƴ ŘŜōǘ ŦǳƴŘǎΦ {ƛƴŎŜ ƴƻƴ-traded debt and 
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.  
 

Source: SEBI, Fidelity Mutual Fund, Economic Times 

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 ς 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.  

²ƘŜǊŜ ƛǘ ƎƻŜǎ ŦǊƻƳ ƘŜǊŜ ƛǎ ŀƴȅōƻŘȅΩǎ ƎǳŜǎǎΦ {ƻƳŜ ŀƴŀƭȅǎǘǎ ƭƛƪŜ 5ŀǾƛŘ wƻǎŜƴōŜǊƎΣ ŎƘƛŜŦ ŜŎƻƴƻƳƛǎǘ ŀƴŘ 

strategist at investment firm Gluskin Sheff, say gold will hit $3,000 within the next few years, while Macquarie 

.ŀƴƪΩǎ ƛƴǘŜǊŜǎǘ ǊŀǘŜ ǎǘǊŀǘŜƎƛǎǘ wƻǊȅ wƻōŜǊǘǎƻƴ ōŜƭƛŜǾŜǎ ǘƘŀǘ ƎƻƭŘ ŀǘ ϷмΣнрл ƛǎ ŀ ōǳōōƭŜ ǿŀƛǘƛƴƎ ǘƻ ōǳǊǎǘΦ  

Source: Kitco.com, Reuters, Goldalert.com, Sydney Morning Herald 

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 
ǘƘŜ ǿƻǊƭŘΩǎ ŦŀǎǘŜǎǘ-growing major economy during the global economic downturn. 
 
The following Monday, the Yuan recorded its biggest daily gain and touched a five-year high against the dollar, 
ōǳǘ Ŏŀǳǘƛƻƴ ǊŜǘǳǊƴŜŘ ŀǎ ŀƴŀƭȅǎǘǎ ǉǳŜǎǘƛƻƴŜŘ Ƙƻǿ ŦŀǊ /ƘƛƴŀΩǎ ƴŜǿ ŎǳǊǊŜƴŎȅ ŦƭŜȄƛōƛƭƛǘȅ ǿƻǳƭŘ ƎƻΦ Dƭƻōŀƭ ǎǘƻŎƪ 
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 happy thaǘ /Ƙƛƴŀ Ƙŀǎ ƳŀŘŜ ŀ ōŜƎƛƴƴƛƴƎΣ ōǳǘ ǘƘŜǊŜ ŀǊŜƴΩǘ ŀƴȅ ƎǊŜŀǘ ƘƻǇŜǎ ǘƘŀǘ /Ƙƛƴŀ ǿƛƭƭ 
ƭŜǘ ƛǘǎ ŎǳǊǊŜƴŎȅ ŀǇǇǊŜŎƛŀǘŜ ƛƴ ŀ ƘǳǊǊȅΦ LƴŘƛŀΩǎ CƛƴŀƴŎŜ aƛƴƛǎǘŜǊ tǊŀƴŀō aǳƪƘŜǊƧŜŜ ōŜƭƛŜǾŜǎ /ƘƛƴŀΩǎ ŘŜŎƛǎƛƻƴ ǘƻ 
make the Yuan flexible would not hit the Indian economy adversely. 
 

Source: Reuters, AFP, Business Standard 
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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 
This document has been prepared by MilesSoftware Solution Pvt. Ltd (MilesSoftware). The information contained herein is from publicly available data or other sources 
believed to be reliable, but we do not represent that it is accurate or complete and it should not be relied on as such. MilesSoftware shall not be in any way responsible for any 
loss or damage that may arise to any person from any inadvertent error in the information contained in this report. This document is provided for assistance only and is not 
intended to be and must not alone be taken as the basis for any type of decision. The user assumes the entire risk of any use made of this. This information is strictly 
confidential and is being furnished to you solely for your information. This information should not be reproduced or redistributed or passed on directly or indirectly in any form 
to any other person or published, copied, in whole or in part, for any purpose. This report is not directed or intended for distribution to, or use by, any person or entity who is a 
citizen or resident of or located in any locality, state, country or other jurisdiction, where such distribution, publication, availability or use would be contrary to law, regulation 
or which would subject MilesSoft to any registration or licensing requirements within such jurisdiction. This information is subject to change without any prior notice. MilesSoft 
reserves the right to make modifications and alterations to this statement as may be required from time to time. However, MilesSoft is under no obligation to update or keep 
the information current. Neither MilesSoft nor any of its affiliates, directors, employees, agents or representatives shall be liable for any damages whether direct, indirect, 
special or consequential including lost revenue or lost profits that may arise from or in connection with the use of the inform 


