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S. Naren

B u y Value

M. Sankaran Naren
Senior Vice President and Head of Equities,
ICICI Prudential Asset Management
Company Limited

Investors should
have a broad
diversified
approach and
should attempt
to have allocation
in all categories
rather than taking
concentrated bets
only in specific
themes.

anaging an asset base of over
Rs. 9800 crore, Sankaran Naren,
Senior Vice President and
Head of Equities, ICICI Prudential Asset
Management Company Limited, has an
experience of over 17 years in the financial
services industry ranging from investment
banking, fund equity

research, and stock broking operations. He

management,

has witnessed many market movements
and varied economic cycles and his core
competency lies in being involved in the
entire gamut of equity market space. He was
delighted to share some of his views on equity
investing in the current environment.
Naren’s investment mantra is simple
yet very powerful—Buy Value. That is, buy
stocks that are not in consensus; rather buy
stocks that are priced attractively relative to
the past. This helps him garner stories in his
portfolio, which are less driven by market

movements and more by fundamentals.
He believes that the worst mistake that a

small investor makes is that of improper
asset allocation and increased risk at an
inappropriate time, thus resulting in wide
fluctuation in his overall portfolio return.

Reacting on the current volatile market
trend, he says that it’s the aggressively
leveraged position of retail investors in the
Indian stock markets that led to the market
over reaction. The stock index future open
interest was at an all time high of Rs 82,000
crore. This reflects the leverage position
in the market. This open interest came
down to Rs 40,000 crore, demonstrating
substantial selling by leveraged investors,
which endorses leveraged positions as a
primary reason for market over reaction.

However,with the Q3 corporate earnings
being in line with market expectations, his
faith in Indian markets continues to be
strong. He believes that valuations are very
attractive on a selective basis and bottom up
stock-picking based on evaluation of business
fundamentals, corporate governance and
execution abilities will play a significant role
in creating a strong portfolio.

Even on the FII investment front,
interest does not seem to diminish.
2008 is also expected to see FII inflows
considering that India is viewed as an
ideal investment destination because of
the Indian growth story. This belief is
driven by the fact that the Indian economy
is primarily consumption driven and has
high infrastructure investment growth
potential. India’s economy is on the fulcrum
of an ever-increasing growth curve. With
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the increasing population and accelerated
economic growth, the need for new and
improved infrastructure is paramount. Also,
since the trade forms a small part of GDP,
India’s economy is relatively more domestic
in nature as compared to its Asian peers.
These facts are viewed as a positive factor in
the current atmosphere of global problems
and uncertainties. It is to be noted that FII
redemptions in India have been lower than
that witnessed by other Asian economies.

The Indian economy is poised well, with
Inflation under control, interest rates stable
and savings and investment at 35 per cent
plus level. We might see some moderation
in the equity markets returns, however the
long-term growth story looks intact.

One of the interesting developments
witnessed in the Indian stock markets is
the participation of domestic investors.
The Indian stock market has been greatly
influenced by FIIs since they were allowed
to invest in the early 90’s. FIIs in the top
200 stocks own almost twice that of Indian
retail investors. They have influenced
the way sectors are valued and stocks are
evaluated. Clearly, the FIIs influence in
terms of ownership, governance standards
and valuation process on the Indian stock
market is undeniable.

2007 observed a change in investor
landscape in favour of domestic investors.
The FIIs invested US$17 billion plus in the
cash market in 2007. Including the hedges
in the derivatives market, FIIs have invested
only around US$5 billion plus. The domestic
money that has participated between mutual
funds, insurance companies and retail
investors in 2007 is probably US$30 billion
plus. If fund flow is one of the criteria for
determining the influence of investors,
then domestic investors have influenced the
Indian stock market in 2007.

However, in the investment process,
insurance companies have remained
benchmark oriented and have invested
in large caps, while retail investors have
remained momentum oriented and traded
in small caps. The mutual fund managers
tried to be innovative in terms of investment

An interesting
development
witnessed in

the Indian stock
markets is the
participation of
domestic investors.
The Indian stock
market has been
greatly influenced
by Flls since they
were allowed to
invest in the 90’s.

and gave small resistance to FII dominance.
However, they were constrained by the
open-ended nature of their funds.

Thus Naren strongly suggests that
retail investors should consider equity
investments over a longer term, with clear
investment objectives and horizons. Equity
funds perform over the long run and hence
patience is extremely important while
investing in equity funds.

On being asked about what retail
investors should do under the current market
situation, he said that while investing in
equities it is most important that investors

not look for short-term gains and ignore
further
suggested that the investor, if underweight
in equities, should buy equities at current

long-term  fundamentals. He

levels and have a neutral position to equity
as part of an asset allocation model. Further,
exposure to equity should depend on the
investor’s objective of investment, risk
profile and his proximity to his financial
goals. Prior to investing in equity, it is
important that investors rationalise their
return expectations and refrain from getting
carried away by stock market movements
and past returns on equity.

Realignment is not required unless
investors are aggressively overweight in
equity. Investors should have a broad
diversified approach and should attempt to
have allocation in all categories rather than
taking concentrated bets only in specific
themes, as seen in the case of infrastructure
funds, where we have witnessed maximum
inflows in the last year. Further, it is
important that investors take a long-term
view on equity investments and avoid
reacting to short-term market movements
by attempting to time the market
entry point.

As far as investment through mutual
fundsis concerned, investors should consider
equity funds with a long-term investment
objective. Investors could attempt at shifting
their focus on themes and sectors that have
witnessed limited inflows in the last 3 years.
The current environment appears to be a
reverse of 2000, when technology and media
stocks were quoting at high valuations and
current hot sectors were at lower valuations.
Today it appears that the reverse could be
true in the long run.

As basic advice to small investors,
Naren says, “Investors must have proper
asset allocation and must do a proper risk
assessment before investing. Systematic
investment and long term investment
horizons are the most important mantra for
equity investments such as mutual funds.”

He further adds, “In fact the most
important recommendation to any investor
is to seek help of a financial advisor/
planner before starting off. They are
experts in this field and hence offer advice
that helps our wealth grow, thus ensuring
financial security.” [d
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Schemes In Focuss = Deht

LOTUS INDIA SHORT TERM PLAN

Investment Objective: The investment objective of the Scheme
is to seek to generate steady returns with a moderate risk for investors
by investing in a portfolio of short-medium term debt and money
market instruments.

AUM: The AUM of the scheme is Rs. 513 Crs as on January,
2008.

Performance of the Scheme:

JM SHORT TERM FUND

Investment Objective: To generate regular and high level of
liquidity with low risk strategy and capital appreciation or accretion
through investment in debt instrument and related securities besides
preservation of capital.

AUM: The AUM of the scheme is Rs.120 Crs as on January,
2008.

Performance of the Scheme:

HDFC HIF - STP FUND

Investment Objective: HDFC High Interest Fund - Short Term
Plan seeks to generate income with a view to maximize income while
maintaining the optimum balance of Yield, Safety and Liquidity.

AUM: The AUM of the scheme is Rs.146 Crs as on January,
2008.

Performance of the Scheme:

TATA SHORT TERM BOND FUND

Investment Objective: To generate optimum returns
commensurate with capital preservation and liquidity through
investments in short term debt securities issued by GOI/ PSUs/
Corporate Sector with an average maturity of generally less than
2 years.

AUM: The AUM of the scheme is Rs.143 Crs as on January,
2008.

Performance of the Scheme:
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STANDARD CHARTERED PREMIER
EQUITY FUND

Investment Objective: To generate long-term capital growth
from an actively managed portfolio of predominantly equity and
equity related instruments. The Scheme portfolio would acquire, inter
alia, small and medium size businesses with good long term potential,
which are available at cheap valuations. Such securities would be
identified through disciplined fundamental research keeping in view
medium to long-term trends in the business environment.

AUM: The AUM of the scheme is Rs. 690 Crs as on January,
2008.

Performance of the Scheme:

RELIANCE BANKING FUND

Investment Objective: The primary investment objective of
the Scheme is to seek to generate continuous returns by actively
investing in equity / equity related or fixed income securities of
banks. The Scheme has maximum exposure in Banks (58.69%),
Finance (7.62%).

AUM: The AUM of the scheme is Rs. 826 Crs as on January,
2008.

Performance of the Scheme

BIRLA MID CAP FUND

Investment Objective: To achieve long term growth of capital
at controlled level of risk by primarily investing in midcap stocks.
The Scheme is well diversified and has maximum exposure in
Banks (12.78%), Housing & Construction (9.1%), Steel (6.79%),
etc.

AUM: The AUM of the scheme is Rs. 771 Crs as on January,
2008.

Performance of the Scheme:

RELIANCE RSF - EQUITY

Investment Objective: The primary investment objective is
to seek capital appreciation and or consistent returns by actively
investing in equity / equity related securities. The Scheme is well
diversified and has maximum exposure in Housing & Construction
(16%), Power Generation, Transmission & Equip (12.33%), etc.

AUM: The AUM of the scheme is Rs. 541 Crs as on January,
2008.

Performance of the Scheme:

HDFC TOP 200

Investment Objective: To generate long term capital
appreciation by investing in a portfolio of equities and equity
linked instruments drawn from the BSE 200 Index. The Scheme
is well diversified and has maximum exposure in Banks (23.13%),
Oil & Gas, Petroleum & Refinery (9.78%), Pharmaceuticals
(8.8%), etc.

AUM: The AUM of the scheme is Rs. 2363 Crs as on January,
2008.

Performance of the Scheme:
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TAXTALK

A.N. Shanbhag

Budget 2008

Expectations

The author writes for Investime regularly on
matters of economic interest.

At present, the
rates have been
exerting an
upward pressure
on the economy
and this should
be the main
concern for the
authorities.

“ There are better things to do in
life; take a walk on the beach,
escort your child or grandchild

to a mall, instead of trying to work your

way around the government. The defaulters
cannot overawe the Department. Don't
waste your time.” These ominous words of
warning of the Finance Minister (FM) at
an ASSOCHAM seminar are the backdrop
against which he plans to introduce

Budget 2008.

With only a couple of weeks left,
institutions as well as individuals alike
must be awaiting the Budget with nervous
anticipation. All considered, the stock
market, in spite of its vacillations, has been
kind to investors. And a vibrant stock market,
while important to investors, is perhaps
more critical to the economy. Therefore,
more than the investors themselves, it is
the government that should be happy with
the turn of events. With an expected GDP
growth of over 9%, a healthy level of forex
reserves and overall corporate performance
improving, the platform could not have been
better for the finance minister. Having said
that, let us take a look at some of the key
aspects that could be realistically expected
from the Budget 2008.

FOCUS ON TAX COMPLIANCE

You cannot make the poor rich by making
the rich poor. The government finally seems
to have grasped this point. Hence instead
of raising the tax rates per se to increase
revenues, of late, the emphasis seems to be
on ensuring better compliance. The Budget

2008 too, is expected to maintain this trend.
Measures such as making PAN and AIR
disclosures mandatory for more transactions,
increased reliance on cases thrown up by the
Computer Aided Scrutiny System and TDS
returns filed by entities are just some of the
measures being undertaken to widen the tax
net. In short tax evaders are expected to face
a rough time.

TAX SLABS

A measure of the above mentioned steps,
already yielding results, is manifested in
direct tax collections already showing a
buoyant growth of over 40% and for the first
time surpassing indirect tax receipts, which
by themselves are also respectably high.
Consequently, it is widely expected that
the basic tax exemption limit may be raised
to Rs 1.50 lakh from Rs 1.10 lakh. On the
other side of the spectrum, the highest tax
slab of 30% may be pushed upwards to
Rs 5 lakh from the current Rs 2.50 lakh.
Besides, considering the recent political
upheavals, such a move would be extremely
popular with the middle class, which
basically represents the biggest vote bank of
urban India.

TAXBREAKS RELATEDTO INFRASTRUCTURE
SPENDS

The 11th five-year plan (2008-2012) has
earmarked US$450 billion as an outlay for
the infrastructure sector. In fact in his last
budget speech, the FM had specifically
mentioned the introduction of dedicated
infrastructure Mutual Funds. However,
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there has been no action on this front so
far. Hence this time around, there is a
very distinct possibility of tax breaks being
extended to long-term investments in
infrastructure bonds or funds.

SEC. 80C

The Sec. 80C limit of Rs 1 lakh has lost
its significance in the overall scheme of
things. First of all it is too low and if there
is any rejig in the tax slabs, correspondingly
this limit too has to be adjusted. Secondly,
literally all tax saving investments including
the recently introduced Post Office deposits
and Senior Citizens Saving Schemes vie for
the same tax break. There is an urgent need
to significantly increase this limit.

NEW DIRECT TAX CODE

Then there is the FM’s pet project—the
new Direct Tax Code. Simplifying our
country’s direct tax laws is an ambition that
our FM has nurtured for a long time. Mr.
Chidambaram has gone on record saying
that he would ideally like to place a draft of
the Code, which aims to essentially simplify
and overhaul the existing Income Tax
Act 1961 in the open (on the income tax
department website) for public discussion
by the year end. If all goes well, the Code
could actually be enforced from the
next fiscal.

EXEMPT EXEMPT TAXED (EET)

It seems to me there is no better time to
introduce the EET system of tax than along
with the Direct Tax Code. First mooted in
2005, in conjunction with the reintroduction
of Sec. 80C by replacing Sec. 88, the EET
system of taxation is yet to see light of the
day. I expect this to be introduced sooner
than later.

LOWERING OF THE STATUTORY INTEREST
RATE

It was just four years ago when the Prime
Lending Rate (PLR) in India were raging
around as high as 18% plus, thanks to the
unbridled double digit inflation rate. The
RBI succeeded in bringing the PLR to a
single digit when the inflation was under
control, at around 5%. The main reason of

the current ‘India
Growth’story lies
_in this lowering
of both the rates
in tandem. The
savings
by the

business entities

earned
Indian

directly boosted
their bottom line.
The boost in tax
collections is a
direct
of this event.
At present, the
rates have been

corollary

exerting an upward pressure on the economy
and this should be the main concern for the
authorities. As a matter of fact, the week
ending 15.12.07 witnessed the inflation
slipping to an almost all-time low of 3.45%,
in spite of the oil prices hovering around
the US$ 97 mark. Moreover, at the time of
writing this, the US Fed has effected a 75
basis points cut already, which effectively
increases the arbitrage between US and
Indian rates.

LOWERING OF THE STATUTORY INTEREST
RATE

It was just four years ago when the Prime
Lending Rates (PLR) in India were raging
around as high as 18% plus, thanks to the
unbridled double digit inflation rate. The
RBI succeeded in bringing the PLR to a
single digit when the inflation was under
control, at around 5%. The main reason
of the current India Growth’ story lies in
this lowering of both the rates in tandem.
The savings earned by the Indian business
entities directly boosted their bottom line.
The boost in tax collections is a direct
corollary of this event. At present, the rates
have been exerting an upward pressure on
the economy and this should be the main
concern for the authorities. As a matter of
fact, the week ending 15.12.07 witnessed the
inflation slipping to an almost all-time low
of 3.45%, in spite of the oil prices hovering
around the US$ 97 mark. Moreover, at
the time of writing this, the US Fed has
effected a 75 basis points cut already, which

effectively increases the arbitrage between
US and Indian rates.

SETTING UP OF A SOVEREIGN FUND
India’s ever-growing forex reserves have
become a cause of concern. Dr. Reddy has
gone on record saying, “With the increasing
level of forex reserves, many countries are
shifting to higher yielding instruments
with a higher risk-return equation. Many
emerging economies have accumulated
significant reserves. A new development
in the reserve management is to hold a
part of the reserves that could be used by
the public sector of a country, in a manner
different from the strictly defined pattern of
holding of external assets by the monetary
authorities. Countries such as Singapore,
South Korea and China have already taken
such steps.”

The Deepak Parekh Committee was
established to suggest ways and means of
using at least a part of these reserves for cash
starved sectors, especially infrastructure.
Unfortunately, no meaningful action has
been taken as yet, though the committee has
submitted its suggestions.

True, the reserves do not remain reserves
if used for such purposes. Fiscal prudence
requires these to be invested in extremely
liquid assets where, understandably, the
returns are low. If India also reduces the
PLR, the bank FD and RBI Bond rates will
come down. This will curtail the inflow of
forex to some extent.

TO SUM UP

Apart from the above, there are a few other
issues such as applicability of exemption on
capital gains to buybacks and open offers,
taxation treatment of derivative transactions,
distinction between a trader and an investor
(as tax treatment for both differs) etc, which
have long since been left un-addressed.
These are essentially legacies of previous
years’ budgets where rules were changed but
certain indirectly affected constituents of
the system were left out.

What will actually pan out (pun
unintended), only time will tell. However,
when it does, watch this space for a
comprehensive analysis. [
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BOOK REVIEW

Rachna Pandey and Anaita Vazifdar

Para

dise

The authors contribute occasionally
to Investime on matters of
contemporary interest

The attention to
detail and Bulbul
Sharma’'s insight
into the minds
of the characters
and her
understanding
of how each one
reacts in a given
situation make
My Sainted
Aunts a good
read, one that
people of all
ages will relish.

he book The Neverending Story,
I written years ago by an author
called Michael Ende, talked
about a shy nine-year-old indulging in his
primary passion in life, that of books, and
going to great lengths to get hold of the
rare and brilliantly beautiful ones. Until
one day he discovers that he himself has
become a character within the book, in
a land called Fantasia, living every high
and low alone, far away from the world
we describe as ‘reality’. That is the magic
of books. The characters may exist only
on paper, but spur your imagination
just a little and see them come to life
before your eyes. Following are some
recommendations...

RELATIVELY SPEAKING

If you have ever witnessed a matronly
woman boss over a hapless victim, you
will completely identify with this book.
This is a collection of eight delightful
stories, set in an era gone by, narrated
in an amusing manner and replete with
details we often miss.

The book tells of how stern aunts (and
uncles) wreak havoc and terrorise people
around them but then sober down by the
end of the incident; how some people cope
with changing lifestyles and social trends;
how love blossoms in the unlikeliest of
situations; and the trials of women in a
man’s world.

The stories are written in a similar vein,
which holds the book together, but each

narrates a new incident about people who
are heart-warming, exasperating, sad and
sometimes unpredictable. The attention
to detail and Bulbul Sharma’s insight
into the minds of the characters and her
understanding of how each one reacts in
a given situation make it a good read, one

that people of all ages will relish.

My Sainted Aunts

By Bulbul Sharma
Published by Penguin
Price: Rs 200
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HISTORIC WALKABOUT

Whether youre a first-time visitor to
Mumbai or you've lived here all your
life, you will love this book. Uncover
gems from the city’s hidden past and
discover facts about Mumbai and the
myriad people that make it a veritable
melting pot.

Each of the ten walks is wonderfully
explained and beautifully illustrated with
striking photos and vivid descriptions of
the monuments’ and landmarks’ history.

Youd be hard pressed to choose
between the ‘Marvels of the Fort Precinct’
whirl, which begins at the General Post
Office, goes past the Mint and ends at St.
Thomas’ Cathedral, or the ‘Heart of the
Fort’ walk, which winds its way through
the city’s financial centre, the art district
of Kala Ghoda and the various religious,
social and economic institutions along
the way.

With tips on getting around, culinary
delights, the Mumbai weather and handy

TE N HERITAGE WALKS

./ MUMBAI

hints, this book can be your trusted guide
as you put on your walking shoes and

boldly explore the delightful city.

Ten Heritage Walks of Mumbai
By Fiona Fernandez
Published by: Rupa & Co.
Price: Rs 395

WEDDED BLISS

If marriages are made in heaven, there
must be one super wedding planner doing
all the work! And if it is an
Indian wedding, it’s not just the
bridal couple that has to be kept
happybut parents, grandparents,
aunts, uncles and an assorted
variety of other relatives as well.
Imagine the number of people
involved in organising the
whole shebang, scuttling about
toiling to ensure that everything
is perfect on the big day. Here’s
where Reena Singh’s wonderful
book comes into play. Billed
as a wedding guide, organiser
and professional consultant all
rolled into one, this beautifully bound
volume is a product of Singh’s experience
as a wedding planner at friends’ and
family’s unions. Designed to banish all
pre-wedding chaos and confusion, 7%e
Wedding Planner ensures you take care of
not only the more obvious wedding tasks
such as booking the venue and calling the
caterers, but also the little things that one
often tends to forget—the envelopes for
the cash gifts, the different varieties of
juice to order, and details about out-of-
town guests.

Recognising that weddings today are
mega extravaganzas and have lost most of
their spiritual meaning and significance,
Singh’s book delves into Sikh and Vedic
traditions with ample explanations of
each of the many functions that precede
the actual coming together of bride
and groom. Worksheets follow the

Whether yours is a

simple, low-budget

wedding or a lavish
affair, planning is
essential for any
kind of endeavour
and no one does
it better than The
Wedding Planner.

general information section, each one

comprehensive and exhaustive, covering
every single possibility. To make it easier
to focus, blue and red symbols indicate
information specific to each side. Strewn
over the book are little anecdotes about
Singh’s own wedding, experiences at
relatives’ weddings and nightmarish
situations at functions she has attended.

Whether yours is a simple, low-budget
wedding or a lavish affair, planning
is essential for any kind of endeavour
and no one does it better than 7he
Wedding Planner.

For more information on the book
and planning a wedding log on to
www.theweddingplanner.in

THe Wedding Planner

By Reena Singh

Published by: Penguin Viking
Price: Rs 2,999
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