Disciplined Investment

Theory and Concepts from First Principles

For an Indian Resident Physicist Entering the Investment World

Scope: resident individual in India, INR cash flows, Indian regulators, and Indian investment
products.
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Chapter 1

Personal Finance Foundation

This chapter builds the investment system from the cash-flow base. The order is deliberate: first
identify income and expenses, then measure savings rate, then impose a budget, then protect the
system with an emergency fund. Only after that does debt quality and lifestyle inflation become
meaningful, because both decide whether future cash flow remains free for investing.

Personal finance as cash-flow conservation

Income Surplus Protection
INR inflow capital seed —  Savings
Investment

Expenses
" life support

Wealth begins when inflow exceeds necessary outflow.

1.1 Income and expenses

Ezample: a salaried Indian household may see salary credit, rent, school fees, UPI spending,
EMIs, and insurance premiums passing through the same bank account. Separating these flows
shows the first invariant of investing: only the monthly surplus can become capital.

Income and expenses. Income is INR inflow: salary, professional fees, rent, pension, business
income, or interest. Expenses are INR outflows required for life, obligations, and choices.

Investment capital is not created by return first; it is created by surplus first. In physics language,

income is input current, expenses are load, and surplus is the energy left for storage and future
work.

Surplus measurement.
e Measure monthly inflow and outflow before choosing any Indian investment product.
o Classify expenses as fixed, variable, discretionary, and avoidable.

e Surplus = income minus expenses; it is a measured value, not a feeling.

4



1.2. SAVINGS RATE )

1.2 Savings rate

Ezxample: if monthly take-home income is INR 1,00,000 and INR 25,000 is moved to an index
fund SIP, PPF, or emergency fund before spending begins, the savings rate is 25 per cent. That
number matters more than a clever product in the first few years.

__ Savings rate

Savings rate is the fraction of take-home income retained for future use:

monthly savings

savings rate = .
& monthly take-home income

Return acts on capital, but savings creates capital. In the early phase, raising savings rate usually
has more effect than searching for a slightly higher return.

Pay future self first.

e Move savings out of the spending account soon after income arrives.
e Increase savings rate gradually so the system remains stable.

e Count money as saved only after it is separated from casual spending.

1.3 Budgeting

Ezxample: many Indian families budget around rent, groceries, parents’ support, tuition, travel,
and festivals. A usable budget reserves money for these real outflows first, then prevents casual
app payments and lifestyle upgrades from absorbing the investable surplus.

Budget. A budget is a pre-decided allocation of income across essentials, protection, goals,
repayments, and free spending.

A useful budget is not moral policing. It is a boundary condition that prevents emotion, fatigue,
and social pressure from assigning money randomly.

Simple budget rule.

e Build the budget from actual past spending, not ideal spending.
e Automate essentials, insurance premiums, debt repayments, and investments.

e Keep a small free-spending region; rigid systems break quickly.

1.4 Emergency fund

Ezxample: during a job gap or hospital admission, a person should not be forced to redeem equity
mutual funds during a market fall. A bank deposit or liquid fund buffer keeps the investment plan
separate from the emergency.



6 CHAPTER 1. PERSONAL FINANCE FOUNDATION

Emergency fund

An emergency fund is low-risk, liquid INR money reserved for shocks such as job loss,
medical gaps, urgent travel, or repairs.

Shock absorber

The emergency fund is a buffer capacitor. It absorbs sudden cash demand so long-term
investments are not sold at the wrong time.

_ Liquidity before return

o Keep 6 to 12 months of essential expenses if income is uncertain.

e Use RBI-regulated bank savings, sweep deposits, fixed deposits, or high-quality liquid
funds.

o Refill the fund before increasing investment risk.

1.5 Good debt vs bad debt

Example: a home loan on an affordable flat may create durable utility, while a personal loan for
a depreciating phone or vacation converts future salary into past consumption. The EMI tells
whether the debt strengthens life or weakens future surplus.

Debt quality

Debt shifts future income into the present. Good debt funds durable utility or productive
capacity. Bad debt funds fast depreciation, status, or avoidable consumption.

Every EMI is a claim on future surplus. Debt is acceptable only when the financed object is
useful and the repayment does not damage protection, savings, or goal investing.

Debt test.
e Good debt has purpose, affordability, and a clear end date.
e Bad debt reduces future freedom without creating durable value.

e EMI should not compress emergency funding, insurance, or SIP discipline.

1.6 Lifestyle inflation

Example: when salary rises from INR 12 lakh to INR 18 lakh, wealth does not rise automatically
if rent, car EMI, eating out, and gadgets rise with it. Capturing part of each increment into SIPs
turns income growth into capital growth.

Lifestyle inflation. Lifestyle inflation is the automatic rise of expenses when income rises. The
person earns more, but the investable surplus does not grow.
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Income growth creates wealth only when expenses grow slower than income. The gap between
the two is the engine that powers long-term investing.

Raise allocation.
e Pre-commit part of every raise to savings and investing.
o Upgrade life selectively, not reflexively.

e Protect savings rate from comparison-driven spending.



Chapter 2

Protection Before Investment

Investment should begin only after the household is protected from shocks that can destroy
capital. This chapter moves from health risk to income-loss risk, then to nomination and medical
liquidity, and finally separates insurance from investment. The logic is simple: first prevent ruin,

then pursue return.

Order of financial defence in India

Goal-based investing

Health cover, term cover, nominee records

build upward

Emergency INR liquidity

2.1 Health insurance

Ezxample: one private hospital bill in India can consume years of savings if insurance is absent
or too small. Health cover protects the investment base by transferring large medical uncertainty
away from the portfolio.

Health insurance

Health insurance is an IRDAI-regulated contract that pays eligible medical costs according
to its policy wording, exclusions, waiting periods, and claim process.

For an Indian resident, hospital expenses can rise faster than general inflation. One large
admission can consume years of savings if the household depends only on cash reserves.

Risk pooling

Insurance transfers a large uncertain cost from one household to a pool. The premium is a
known small loss paid to avoid a rare but financially destructive loss.
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— Health cover before market risk

e Buy adequate health cover before taking meaningful equity risk.
e Check exclusions, waiting periods, network hospitals, room-rent limits, and claim service.

o Treat employer cover as useful but incomplete because employment can change.

2.2 Term insurance

Ezxample: a resident with dependents and a home loan needs income replacement more than a
bundled savings policy. A plain term plan keeps the family goal funded even if the earning member
dies early.

Term insurance

Term insurance is pure life cover. It pays a sum assured to the nominee if the insured person
dies during the policy term and the claim is valid.

Term insurance is needed only when someone depends on your income. The cover is not for you;
it replaces the economic support your family would lose.

Human capital replacement

The correct cover is linked to the present value of future household support: expenses,
liabilities, education needs, and time left until dependents become independent.

Keep life cover pure.
e Buy term insurance only if dependents rely on your income.
e Prefer large cover, low premium, and simple terms over investment-linked complexity.

e Reassess cover when liabilities, dependents, or accumulated assets change.

2.3 Nominee

Ezample: after a sudden death, a nominee in bank accounts, mutual funds, EPF, and demat
records helps the family claim assets without searching through papers. Nomination is not wealth
creation, but it prevents wealth from becoming inaccessible.

Nominee. A nominee is the person recorded to receive account proceeds or assist transfer after
death, subject to Indian legal rules.

Nomination is operational hygiene. It does not replace a will or succession law, but it prevents
avoidable friction when family members are already under stress.

Nomination hygiene.
e Add nominees to Indian bank, demat, mutual fund, and insurance accounts.

o Update nomination after marriage, birth, death, separation, or other major life changes.
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e Tell trusted family members where financial records are stored.

2.4 Emergency medical fund

Example: insurance may involve exclusions, waiting periods, co-payments, or delayed reim-
bursement. A dedicated medical cash buffer pays the first bills while the claim process catches
up.

Emergency medical fund. An emergency medical fund is quick-access money kept for
deductibles, co-pay, non-covered items, tests, medicines, travel, and claim-settlement delays.

This fund is separate from the main emergency fund because medical timing is not negotiable.
Even with insurance, hospitals may require immediate cash flow.

Medical liquidity.
e Keep medical gap money in a bank account or similarly liquid low-risk place.
e Do not invest this money in equity or volatile debt.

o Rebuild it after use.

2.5 Why insurance is not investment

Ezxample: many traditional policies mix small life cover with low-return savings and opaque
charges. For most Indian households, buying protection separately and investing separately keeps
both decisions measurable.

Insurance and investment solve different problems. Insurance prevents ruin from low-frequency
high-impact events. Investment grows surplus capital for goals.

Different equations

Combining insurance and investment often produces weak protection and opaque returns. A
cleaner system uses term cover for risk transfer and transparent Indian investment products
for growth.

Do not mix purpose.
¢ Buy insurance for protection, not maturity value.
e Compare investments by return, cost, liquidity, tax, and risk.

e Avoid products whose cash flows cannot be explained simply.



Chapter 3

Goal-Based Investing

After protection, money must be assigned to goals. This chapter orders goals by time and
purpose: short-term safety, medium-term balance, long-term growth, then major life goals such
as retirement, house, and education. The chapter ends with wealth creation, which begins only
after essential goals are funded.

Goal horizon decides the dominant asset role

P Bal Growth
Safet alance row
b f | - time
Now 3 yrs 7 yrs Long

3.1 Short-term goals

Ezxample: money for next year’s laptop, fee payment, or house deposit should not depend on
the Nifty being favorable that month. Short-term goals need certainty of amount, not mazimum
return.

Short-term goal. A short-term goal is money required soon, usually within three years: fees,
rent deposit, vehicle down payment, travel, or a planned purchase.

The main risk is not low return. The main risk is loss of capital exactly when the goal arrives,
because there is little time for recovery.

Short horizon safety

e Use bank deposits, treasury-style products where suitable, or high-quality short-duration
debt funds.

e Do not use equity for money needed soon.

¢ Define amount and date before choosing the product.

11
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3.2 Medium-term goals

Ezxample: a car purchase planned after three years can use recurring deposits, short-duration debt
funds, or conservative hybrids depending on risk capacity. The goal is close enough that a large
equity fall can damage the plan.

Medium-term goal. A medium-term goal is usually three to seven years away. It has some
time for growth but not enough time to ignore drawdowns.

Medium-term investing is a balance problem. Equity can help fight inflation, but the portfolio
should move toward safer assets as the date approaches.

Glide to safety.

e Use a mix of debt and limited equity when the goal has flexibility.
o Shift to safer assets as the target date comes near.

e Track progress annually.

3.3 Long-term goals

Example: retirement or a child’s higher education fifteen years away can survive interim market
cycles. Equity exposure becomes useful because time allows business earnings to compound and
volatility to average out.

Long-term goal. A long-term goal is usually more than seven years away. It gives productive
assets enough time to work through market cycles.

Time absorbs volatility
Over short periods, price uncertainty dominates. Over long periods, business growth,

reinvestment, and earnings matter more. This is why diversified equity can belong to
long-term Indian goals.

Use growth only where time allows.

e Use diversified equity for goals beyond seven years.
e Continue investing through market cycles.

e Do not change a long-term goal because of short-term market noise.

3.4 Retirement

Ezxample: retirement planning is not only an age number; it is the point at which salary stops and
the portfolio must pay monthly expenses. EPF, NPS, PPF, mutual funds, and annuity choices
should be mapped to that cash-flow need.

Retirement goal. Retirement is the point where assets replace salary or professional income.
It is a cash-flow condition, not merely an age.
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Retirement must handle inflation, longevity, taxes, health costs, and sequence risk. This makes
it the largest goal for many Indian households.

Retirement first principles.

o Estimate annual expenses in today’s money, then inflate them.
e Begin early because retirement needs decades of compounding.

e Plan both accumulation and withdrawal.

3.5 House

Example: buying a house in India combines down payment, registration, stamp duty, interior
cost, maintenance, and EMI. Treating only the property price as the goal understates the true

capital required.

A house in India is both shelter and a major financial decision. It has emotional value, but
affordability must still be tested through cash flows.

House affordability. Affordability is decided by down payment, EMI, maintenance, property
tax, registration, stamp duty, furnishing, and opportunity cost.

Do not let the house consume the plan.

e Buy when job stability, location need, and EMI capacity are clear.
¢ Keep EMI comfortable enough to continue protection and investing.

e Do not treat every house purchase as automatically good investment.

3.6 Education

Ezxample: Indian school fees and overseas education costs rise faster than ordinary household
inflation in many cities. An education goal needs separate inflation assumptions and a safety

margin.

Education goals in India have fixed timing and often high inflation. A child cannot wait five

years because markets are down.

Deadline dominates return

The portfolio can begin growth-oriented when the goal is far away, but it must become

capital-preserving before fees are due.

De-risk before admission year.

o Estimate education cost with education-specific inflation.
e Reduce equity exposure several years before payment.

¢ Keep admission-year money in liquid and safe instruments.
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3.7 Wealth creation

Example: after protection and defined goals are funded, surplus can be assigned to wealth creation

through diversified equity funds or index funds. This bucket should not be raided for predictable
expenses.

Wealth creation. Wealth creation is surplus capital invested beyond defined needs. Its purpose
is optionality: freedom over work, time, location, and risk.

Unlike fixed goals, wealth creation has no single deadline. That allows patient ownership of
diversified productive assets.

Build wealth after foundations.
o Invest excess surplus after protection and goal funding.
e Prefer broad, low-cost, diversified growth assets.

e Measure wealth by freedom, not comparison.



Chapter 4

Risk and Return

Risk is not one object. It has different sources: market movement, inflation, liquidity, credit,
interest rates, and investor behavior. This chapter separates those forces so return can be
understood as compensation for bearing the right kind of risk for the right amount of time.

Return is compensation for bearing suitable risk

expected return

A

Equity

-

> risk

Suitable risk depends on goal horizon, not courage alone.

4.1 Market risk

Example: Indian equity investors saw sharp falls in 2008 and again in March 2020, even in good
companies and diversified funds. The practical question is not whether prices fall, but whether
the money has enough time to wait for recovery.

Market risk

Market risk is the fluctuation of Indian asset prices due to changing expectations, liquidity,
earnings outlook, interest rates, and crowd behavior.

15
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Price and value

Price is a measurement made by buyers and sellers today. Value is linked to future cash-flow
capacity. Their mismatch creates volatility.

_ Accept volatility only with time

o Accept market risk only for money with enough time.
o Diversify instead of predicting every price move.

o Treat volatility as expected behavior, not system failure.

Global financial crisis-2008 N

~

Equity markets across the world fell sharply as the US housing and credit system broke.
The event showed that market risk is not theoretical: prices can fall quickly even when

investors believed risk was dispersed.
& J

4.2 Inflation risk

Ezxample: a savings account balance may stay numerically stable while rent, food, electricity, and
healthcare costs rise. For an Indian resident, money that earns below inflation after tax is losing
real purchasing power.

Inflation risk

Inflation risk is the loss of INR purchasing power. Money can be numerically safe and
economically unsafe at the same time.

If return is below inflation after tax, real value decays even when the account balance looks
stable.

Judge real value.
e Judge return after inflation and tax.
e Hold growth assets for long-term purchasing power.

¢ Do not confuse stable balance with stable value.

4.3 Liquidity risk

Example: a flat, land parcel, or locked-in product may show high value on paper but fail to produce
cash when a fee or medical bill is due. Liquidity is the ability to get money at the needed date
without distress pricing.

Liquidity risk. Liquidity risk is the inability to convert an asset into cash quickly at a fair
price.
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Liquidity risk appears when timing is forced. An asset can be valuable in theory and still unusable
if buyers are absent when cash is needed.

Match liquidity to need.
e Match liquidity with the goal date.
e Keep emergency money in highly liquid form.

e Demand higher expected return for illiquid assets.

4.4 Credit risk

Example: an extra yield in a debt fund or company deposit can hide borrower weakness. Indian
investors learned through several defaults that fixed-income products can carry real default risk.

Credit risk

Credit risk is the chance that a borrower fails to pay interest or principal. It applies to
bonds, deposits outside protected limits, and debt funds.

Yield is not free

Higher yield often means lower credit quality, longer maturity, weaker liquidity, or structural
complexity. Extra yield is compensation for risk, not free energy.

Do not chase yield blindly

e Check credit quality before chasing return.
o Prefer safety over small extra return for short-term debt.

o Diversify credit exposure.

IL&FS default in India-2018 N

=

The default exposed credit and liquidity stress in parts of the Indian debt market. It
reminded investors that debt funds are not identical to bank deposits.
& J

4.5 Interest-rate risk

Ezample: when RBI policy rates rise, long-duration bond funds can show negative returns even
without any default. The bond is paying, but its market price changes because newer bonds offer
higher yields.

Interest-rate risk. Interest-rate risk is the fall in bond price when market interest rates rise.
Longer-duration bonds usually move more.

Duration is like sensitivity. If cash flows are locked farther into the future, the present price
reacts more strongly to rate changes.
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Respect duration.
e Use short-duration debt for near goals.
e Understand duration before buying debt funds.

e Do not assume all debt products are stable.

4.6 Risk tolerance

Ezxzample: an investor who says equity is acceptable in a rising market may panic when o INR 10
lakh portfolio becomes INR 7 lakh. Real risk tolerance is revealed by behavior during drawdowns,
not by forms filled in calm periods.

Risk tolerance

Risk tolerance is the amount of volatility and loss an investor can financially and psycholog-
ically survive.

Capacity depends on time horizon, income stability, dependents, and emergency money. Temper-
ament is revealed during falling markets, not rising markets.

Holdable risk only.
e Choose allocation you can hold during a drawdown.
e Lower risk if panic would force selling.

o Increase risk only after understanding the possible loss range.



Chapter 5

Time Horizon

Time horizon is the bridge between goals and products. Money needed soon requires safety
and liquidity. Money needed much later can accept volatility for growth. This chapter orders
horizons from less than one year to more than seven years, then gives the matching rule.

Product time scale must match goal time scale

bank short debt balanced equity
= > >

>

Y

A4

years

5.1 Less than 1 year

Ezxample: money needed for tax, rent deposit, school fees, or a planned trip within a year belongs
in savings, fixed deposits, or liquid instruments. Equity risk has too little time to repair a bad

entry point.

Less than 1 year. This is money required almost immediately, with no meaningful recovery
time.

The investment problem is capital preservation and liquidity. Return is secondary because even
a small loss can disturb the goal.

No volatility bucket.
e Use Indian savings accounts, fixed deposits, or liquid funds.
e Avoid equity and long-duration debt.

e Keep the money simple and visible.

5.2 1-3 years

Example: for a car or professional course planned in two years, capital protection dominates
return. Short-duration debt and bank deposits fit better than volatile equity funds.

19
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1-3 years. This horizon permits modest yield improvement but still cannot tolerate large price
movement.

The useful question is: can this product be down exactly when the cash is needed? If yes, the
product does not belong in this bucket.

Stability first.
e Prefer Indian bank deposits or high-quality short-duration debt funds.
o Keep equity exposure near zero unless the goal is flexible.

e Check exit load and taxation before investing.

5.3 3-7 years

Ezxzample: a five-year home down-payment goal may allow limited equity exposure, but not an
aggressive equity-only plan. The allocation should reduce risk as the purchase date approaches.

3—7 years. This is a transition zone where some growth may be useful but deadline risk is real.

Some equity may help beat inflation. As the date approaches, uncertainty must be converted
into certainty.

De-risk gradually.

e Use balanced allocation according to goal flexibility.
e Reduce risk gradually in the final years.

e Do not wait until the last month to de-risk.

5.4 T+ years

Ezxample: retirement twenty years away can use equity because business growth has time to work
through cycles. The same equity fund may be unsuitable for money needed next Diwali.

7+ years. This is a long horizon where productive ownership assets have time to work through
cycles.

Time and business growth

Equity suits this region because companies can grow earnings over many business cycles.
Volatility remains, but time improves the chance that growth dominates noise.

Growth bucket.

e Use diversified equity as the main growth engine.
o Keep investing during corrections.

e Review allocation, not daily price.
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5.5 Matching product with time period

Ezxample: using ELSS for three-year tax lock-in, PPF for long disciplined savings, and liquid
funds for emergencies shows product matching. The product is judged by the goal’s time period,
not by popularity.

Every product has a natural time scale. Mismatch creates avoidable risk: equity for short goals,
cash for retirement, or illiquid assets for urgent money.

Time-scale matching

Discipline is matching the time constant of the product to the time constant of the goal.

_ Horizon before product

e First define the horizon, then select the product.
e Short horizon needs liquidity and safety.

e Long horizon needs inflation-beating growth.




Chapter 6

Inflation

Inflation is the silent force that turns nominal safety into real loss. This chapter separates real
return from nominal return, explains purchasing power, and shows why savings accounts are
useful for liquidity but insufficient for long-term wealth.

6.1 Real return

Ezxzample: if a fized deposit earns 7 per cent and inflation is 6 per cent before tazx, the true gain
is small; after tax it may disappear. Real return asks what the money can buy, not what the
statement says.

Real return

Real return is return after removing Indian inflation. It measures change in purchasing

power, not change in account balance.

Inflation-adjusted growth

Approximate real return is nominal return minus inflation. Exact real return accounts for

compounding:
147

+1

real return =

— Plan in real terms

e Use real return for long-term planning.
e A positive nominal return can still be a negative real return.

e Taxes reduce real return further.
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0Oil shock-1973

The global oil price shock pushed inflation higher in many countries. It is a useful reminder
that inflation can come from supply shocks, not only from excess demand.

6.2 Nominal return

Example: a mutual fund showing 12 per cent and a deposit showing 7 per cent are nominal figures
before adjusting for inflation and tax. Nominal return is the label; real purchasing power is the
substance.

Nominal return. Nominal return is the visible percentage gain before inflation adjustment.

Nominal return is useful for statements and comparison over a fixed period, but incomplete for
decisions. It is like measuring motion without specifying the reference frame.

Do not stop at statement return.
e Record nominal return, but decide using real return.
e Compare products over the same period and tax treatment.

e Do not celebrate return without checking purchasing power.

6.3 Purchasing power

Example: a monthly grocery basket that cost INR 5,000 can become INR 7,000 over time even if
the rupee notes look identical. Purchasing power is the quantity of real goods and services your
money commands.

Purchasing power

Purchasing power is the quantity of goods and services INR, can buy in India.

If expenses double in fifteen years, a corpus that did not grow has lost half its practical force.
Inflation differs across categories, so education and medical goals may need higher assumptions
than general household expenses.

Inflate the goal.
o Estimate future goals in inflated cost.
e Keep long-term money in assets that can grow with the economy.

e Review assumptions because inflation differs by category.

6.4 Why savings account alone is not enough

Ezxzample: a savings account is excellent for payments and immediate liquidity, but weak as a
long-term wealth store. If all long-term money remains there, inflation quietly transfers value
away from the saver.
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An Indian savings account gives liquidity and operational safety. It is essential for transactions
and emergency access.

Storage is not growth

Savings accounts are usually below inflation after tax. For long horizons, using only a
savings account is like storing energy in a leaky container.

Separate safety and growth.
o Use savings accounts for transactions and emergency access.
e Move long-term surplus into suitable investments.

o Keep safety money safe; keep growth money growing.

India balance-of-payments crisis-1991

India faced severe external stress and had to reform its economic policy framework. For

investors, the episode shows why purchasing power, currency pressure, and macro stability
matter.




Chapter 7

Compounding

Compounding explains why disciplined investing rewards amount, return, time, reinvestment,
early action, and patience. The chapter follows that order because each variable feeds the next:
principal is the base, return is the rate, time is the exponent, and reinvestment keeps the loop
closed.

Compounding is curvature, not a straight line

wealth
A

reinvested grow

> time

Billionaire stories are useful only when they reveal mechanism. Warren Buffett, Charlie Munger,
and Rakesh Jhunjhunwala became famous not because one trade worked, but because capital,
patience, and judgment were allowed to compound for decades.

7.1 Principal

Ezample: a first SIP of INR 5,000 looks small, but it is the seed on which every future return
acts. In early years, disciplined saving often contributes more to wealth than market performance.

Principal

Principal is the capital base on which return acts.

Early in the journey, principal comes mainly from savings. Later, growth can become a major
contributor.

25
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Build the base.

e Build principal through regular surplus.
e Do not delay investing while waiting for a large lump sum.

e Protect principal meant for near goals.

7.2 Return

Ezample: a Nifty index fund, an actively managed equity fund, and a fixed deposit can all report
returns, but each return comes from o different engine and risk. Comparing them without risk

and taz is like comparing velocities without direction.

Return. Return is the rate at which capital grows or shrinks over a period.

Small differences in return become large over long time, but higher expected return usually comes

with higher uncertainty.

Adequate beats exciting.

e Prefer sustainable return over exciting return.
e Compare return after cost and tax.

e Never evaluate return without risk.

7.3 Time

Ezample: an investor starting at age 25 with a modest SIP can need less monthly capital than
someone starting at 40 for the same retirement target. Time performs work that later effort must

otherwise replace.

Time

Time is the exponent in compounding. It is difficult to replace because lost years require

much higher savings or risk later.

Repeated multiplication

In long horizons, time converts regular investing into large outcomes through repeated

multiplication.

Start early

o Start before conditions feel perfect.
e Let long-term investments remain invested.

e Do not interrupt compounding for non-essential consumption.
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7.4 Reinvestment

Ezample: choosing growth options in mutual funds lets dividends and gains remain inside the
compounding machine. Withdrawing every profit for spending breaks the feedback loop.

Reinvestment

Reinvestment means returns are put back into the investment so they can earn further
returns.

Taking gains out early weakens the feedback loop and turns compounding closer to simple
interest.

Keep the loop closed

e Reinvest dividends or choose growth options for accumulation goals.
e Avoid frequent profit withdrawal from long-term assets.

e Let gains become new principal.

Berkshire Hathaway control-1965

=

Warren Buffett took control of Berkshire Hathaway, then gradually shifted the company
away from weak textile economics toward insurance, operating businesses, and long-term
investments. The lesson is capital allocation: compounding needs retained capital and

repeated intelligent deployment.

7.5 Early investing

Ezxample: Rakesh Jhunjhunwala’s public story is often remembered through large positions, but
the deeper lesson is early participation in Indian businesses and decades of holding power. FEarly
action gives good ideas room to become material.

Early investing gives capital more cycles to multiply. The advantage is structural, not motiva-
tional.

Exponent beats delay

A small amount invested early can compete with a larger amount invested late because time
multiplies both principal and return.

Begin with available surplus.
e Begin with available surplus, however small.
e Increase investment as income rises.

e Do not postpone learning through action.
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Rakesh Jhunjhunwala starts investing-1985

Rakesh Jhunjhunwala began investing in Indian equities with modest capital and built
wealth over decades. His later Titan holding became a symbol of conviction, but the real
lesson is broader: a few durable ideas held through time can dominate many small trades.

7.6 Patience

Ezxample: a long-term equity investor may spend years seeing little movement, then a short period
can create a large part of total gain. Patience is the willingness to stay with a valid process before
the curve becomes visible.

Patience. Patience is allowing the compounding process to complete enough cycles.

Markets do not reward every month, but they can reward disciplined decades. Compounding is
slow first and visible later. Do not exit before curvature.

e Judge long-term assets over long-term periods.
e Ignore short-term underperformance if the plan remains valid.

e Use patience as a rule, not a mood.

Start of a long US equity bull market-1982

After years of high inflation and weak sentiment, US equities entered a long expansion. The
lesson is not to predict such starts, but to notice that compounding often becomes visible
only after difficult periods.




Chapter 8

Asset Classes

Asset classes are the basic materials of a portfolio. Each one has a job: equity for growth, debt
for stability, gold for diversification, real estate for utility or rent, cash for liquidity, fixed deposits
for known return, and bonds for structured lending.

Each asset class has a job

Cash Debt Equity
liquidity stability growth
Gold Real estate
diversifier utility /rent

A portfolio is designed by roles, not by popularity.

8.1 Equity

Ezxzample: buying an equity mutual fund means owning slices of businesses such as banks, IT
companies, manufacturers, and consumer firms. The return source is business growth, but the

price path is volatile.

Equity

Equity is ownership in businesses listed or accessible through Indian markets such as NSE
and BSE.

Return comes from earnings growth, dividends, and change in valuation. Equity is volatile
because business expectations change, but over long periods it can participate in economic
growth.

29



30 CHAPTER 8. ASSET CLASSES

_ Use equity for growth

o Use equity for long-term goals.
o Diversify because individual businesses can fail.

o Expect drawdowns as part of ownership.

8.2 Debt

Ezxample: a government bond, corporate bond, or debt fund lends money and expects interest plus
principal. It is usually steadier than equity, but credit, duration, and liquidity still matter.

Debt

Debt is lending to the Government of India, state entities, banks, companies, or money-
market borrowers.

Return comes from interest and repayment of principal. Debt is usually less volatile than equity,
but it has credit, rate, liquidity, and reinvestment risks.

_ Use debt for stability

o Use debt for stability and near-term goals.
e Check credit quality and duration.

¢ Do not chase yield blindly.

8.3 Gold

Example: Indian families often hold gold for tradition and crisis comfort; modern investors may
use sovereign gold bonds or gold ETFs. Gold does not produce cash flow, but it can diversify
currency and crisis risk.

Gold. Gold is a non-productive asset widely held in India. It does not generate cash flow.

Its value comes from scarcity, trust, currency perception, and crisis demand. It may diversify a
portfolio because it can behave differently from equity and debt.

Small diversifier.

e Use gold as a small diversifier, not the main engine.
o Prefer efficient investment forms over jewellery when the purpose is investment.

e Do not expect regular income from gold.
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8.4 Real estate

Exzample: a flat can provide use, rent, or appreciation, but it comes with registration cost,
maintenance, tax, low liquidity, and large ticket size. Real estate is both an asset and a location-

specific commitment.

Real estate. Real estate is a physical Indian asset that can provide utility, rent, or appreciation.

It is lumpy, illiquid, paperwork-heavy, and location-dependent. High transaction cost and leverage

make errors expensive.

Avoid property concentration.

e Separate house-for-use from investment property.
¢ Include maintenance, tax, vacancy, and loan cost.

« Avoid overconcentration in one property.

8.5 Cash

Example: cash in a bank account lets a family pay rent, groceries, fees, and emergencies without
selling investments. Its value is flexibility, not long-term growth.

Cash. Cash and bank balance give maximum liquidity and minimum market volatility.

Cash is an option: it lets you act when time matters. Its weakness is inflation, so it is not

designed for long-term growth.

Use cash as a tool.

e Hold cash for emergencies and planned spending.
e Avoid excessive idle cash for long-term goals.

o Treat cash as a tool, not a strategy.

8.6 Fixed deposits

Ezxample: Indian bank fized deposits provide known maturity value and are familiar to households.
They suit stability needs, but post-tax return may fail to beat inflation for long goals.

Fixed deposits. Indian fixed deposits offer known interest over a fixed period.

They are simple and useful for safety-oriented goals. Their real return may be modest after tax,

so they suit stability more than wealth creation.
Match maturity.
e Match FD maturity with cash need.

e Check premature withdrawal rules.

e Consider tax before comparing returns.



32 CHAPTER 8. ASSET CLASSES

8.7 Bonds

Example: RBI Retail Direct allows individuals to access government securities, while debt funds

bundle many bonds. Bonds create predictable cash-flow claims, but their prices still move with
rates and credit perception.

Bonds. Bonds are tradable Indian debt instruments with coupon, maturity, yield, duration,
credit quality, and market price.

Their price changes with interest rates, credit perception, and liquidity. Holding to maturity
reduces price concern only if the issuer pays as promised.

Understand bond risk.
e Understand coupon, maturity, yield, duration, and credit rating.
e Use high-quality bonds for conservative needs.

o Avoid complexity unless the risk is understood.



Chapter 9

Asset Allocation

Asset allocation decides the growth-stability structure of the portfolio. The chapter begins with

the equity-debt ratio, then compares age-based and goal-based allocation, and finally describes
conservative, moderate, and aggressive portfolios.

Allocation controls portfolio behaviour

Conservative l ‘ ‘

Moderate | |

Aggressive | ‘ |

equity debt/cash

9.1 Equity-debt ratio

Ezxample: a 70:30 equity-debt portfolio behaves differently from a 30:70 portfolio during a crash.
The ratio is the main control knob for volatility and long-term growth.

Equity-debt ratio

The equity-debt ratio is the percentage split between growth assets and stabilizing assets.

Dominant design variable

Portfolio behavior is dominated more by allocation than by product selection. Indian equity
supplies long-term growth; Indian debt supplies ballast.

Choose ratio from goal and temperament.
e Choose the ratio from goal horizon and risk tolerance.
e Increase debt as a fixed goal approaches.

e Rebalance when the ratio drifts materially.
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9.2 Age-based allocation

FExample: a 28-year-old with stable income and no near goal may hold more equity than a 60-
year-old beginning withdrawals. Age is a useful proxy because human capital and recovery time
change.

Age-based allocation. Age-based allocation is a shortcut that reduces equity as age rises.

It is useful as a starting estimate because younger investors usually have more income years ahead.
It is incomplete because income security, dependents, goals, and temperament also matter.

Use age as input, not command.
o Use age only as a starting estimate.
e Adjust for job stability and liabilities.

e Do not hold high equity merely because a formula says so.

9.3 Goal-based allocation

Ezxample: the same person can hold equity for retirement, debt for a three-year house goal, and
cash for emergencies. Allocation should follow the date and importance of each goal.

Goal-based allocation. Goal-based allocation assigns each goal its own risk profile and product
set.

Retirement, house down payment, education fees, and emergency money should not share one
blind allocation.

__ Separate by goal

o Create separate buckets by goal and date.
e Match each bucket to its horizon.

o Review buckets independently.

9.4 Conservative portfolio

Ezample: an investor supporting parents, paying EMI, and saving for a near goal may choose a
debt-heavy portfolio. Lower return is acceptable if it prevents forced selling.

Conservative portfolio. A conservative portfolio prioritizes capital stability and lower draw-
down.

It suits near goals, low risk tolerance, or uncertain income. It accepts lower expected return to
reduce emotional and financial stress.

Stability dominant.
e Keep debt and cash dominant.

e Use limited equity only for inflation protection if horizon allows.
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e Avoid products that can surprise on the downside.

9.5 Moderate portfolio

Ezample: a middle-career salaried investor with emergency money and goals beyond five years
may miz equity and debt. The portfolio seeks growth but keeps enough stability to stay invested.

Moderate portfolio. A moderate portfolio balances growth and stability.

It accepts meaningful volatility but avoids extreme dependence on equity. It suits investors with
medium or long horizons and stable behavior.

Balanced discipline.
e Combine diversified equity with quality debt.
o Rebalance at defined intervals.

e Do not keep changing allocation with headlines.

9.6 Aggressive portfolio

Ezxample: an investor with high income stability, long horizon, and no near withdrawal need may
accept high equity exposure. Aggression is justified only when drawdowns can be held without

panic.

Aggressive portfolio. An aggressive portfolio seeks higher long-term growth through high
equity exposure.

It can fall deeply in bad markets. It works only if the investor has long horizon, stable income,
and the ability to hold through fear.

Aggression needs capacity.
o Use aggressive allocation only for long-term goals.
e Prepare mentally for large drawdowns.

o Keep emergency and near-goal money outside it.



Chapter 10

Diversification

Diversification reduces dependence on one uncertain outcome. This chapter moves from broad as-

set diversification to sector, company, and fund-house diversification, then ends with concentration
risk.

Diversification reduces single-point failure

Equity

Gold Debt

Ny

Goal

No single asset ggi(éﬁ'ld/de;de th:% ?f an essential goal.

al estate

10.1 Across assets

Ezxample: holding only equity exposes a family to market drawdowns; holding only deposits exposes
it to inflation. Mixing equity, debt, cash, and sometimes gold spreads risk across different engines.

Asset diversification. Asset diversification means holding assets whose risk sources are not
identical.

Different forces

Equity, debt, gold, real estate, and cash respond to different forces. Diversification reduces
dependence on one outcome without requiring perfect prediction.

Use roles, not clutter.

e Hold assets with different roles.
e Do not diversify so much that the plan becomes unmanageable.

¢ Remember diversification reduces risk; it does not remove loss.
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10.2 Across sectors

Example: a portfolio concentrated only in banks or IT can suffer when that sector faces requlation,
margin pressure, or valuation decline. Sector diversification reduces dependence on one economic

story.

Sector diversification. Sector diversification avoids dependence on one part of the Indian

economy.

Banking, IT, energy, pharma, consumption, and manufacturing can move differently. Sector
concentration is a hidden bet on one cycle.

Avoid theme dependence.

e Prefer broad funds unless you understand sector risk.
e Avoid putting most equity money into one theme.

e Check sector weights in funds.

10.3 Across companies

Example: a single-stock portfolio can be damaged by fraud, disruption, debt stress, or management
failure. Mutual funds and index funds reduce this company-specific risk.

Company diversification. Company diversification reduces damage from one company’s
failure, fraud, debt stress, disruption, or management error.

The market rewards ownership of productive businesses, not blind faith in one name.
Limit single-name risk.
e Avoid excessive exposure to one stock.

e Use diversified mutual funds or index funds for simplicity.

e Treat employer stock as concentration if salary also comes from that company.

10.4 Across fund houses

Ezxample: even requlated Indian fund houses can differ in process, risk controls, and operational
decisions. Spreading large holdings across sound AMCs reduces dependence on one institution.

Fund-house diversification. Fund-house diversification reduces operational and style depen-

dence across asset managers.

It matters more when using active funds. But owning many similar funds from many houses

may only duplicate holdings.

Diversify without clutter.

e Use a few reliable fund houses, not dozens.
o Check overlap before adding a new fund.

e Diversify operations without cluttering the portfolio.
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10.5 Avoiding concentration

Example: employees often accumulate company stock, ESOPs, salary dependence, and career risk
in the same employer. Diversification outside that employer prevents one failure from damaging
both income and wealth.

Concentration. Concentration means one stock, sector, property, fund style, or asset class can
dominate the portfolio outcome.
Concentration increases both possible gain and possible ruin. It is powerful only when backed by

deep knowledge and ability to absorb loss.

__ Essential goals need dispersion

o Limit exposure to any single stock, sector, or property.
e Reduce concentrated positions gradually and tax-aware.

e Never concentrate money required for essential goals.




Chapter 11

Mutual Fund Basics

Mutual funds pool investor money and invest it according to a stated scheme mandate. This
chapter explains the basic measurement language first: NAV, units, AUM, cost, exit load,
benchmark, fund manager, and direct versus regular plans.

11.1 NAV

Ezample: two Nifty index funds can have different NAVs because they started at different dates,
yet both may hold similar portfolios. The lower NAV is not cheaper; the percentage movement

matters.

— NAV

Net Asset Value is the per-unit value of a mutual fund:

NAV — assets — liabilities

units outstanding

NAYV is not expensive or cheap by itself. A fund at NAV 500 is not necessarily costlier than one
at NAV 20.

Do not rank by NAV.

e Judge funds by portfolio, strategy, risk, cost, and performance.
e Do not choose funds because NAV is low.

e NAV changes reflect underlying asset movement.

SEBI mutual fund regulations-1996

SEBI’s mutual fund regulatory framework gave Indian mutual funds a clearer structure
for scheme operation, disclosure, trusteeship, and investor protection. The modern Indian
mutual fund industry should be read through that regulated structure.
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11.2 Units

FEzxample: investing INR 10,000 at NAV 50 gives 200 units, while investing at NAV 100 gives
100 units. If both rise 10 per cent, wealth rises equally; unit count alone says nothing.

Units. Units represent your share in a mutual fund scheme. Holding value equals units held
multiplied by NAV.

When you invest, you receive units according to the applicable NAV. When you redeem, units
are reduced.

Track value, not unit count.

e Track units and NAV separately.
o More units do not imply more wealth unless value is higher.

e Redemptions reduce units.

11.3 AUM

Ezxample: a tiny index fund may struggle with tracking and liquidity, while a very large small-cap
fund may struggle to deploy money efficiently. AUM is context for execution, not a medal.

AUM. Assets Under Management is the total money managed by an Indian mutual fund scheme.

AUM indicates scale, but not automatically quality. Very small AUM may create viability or
liquidity concerns; very large AUM may reduce flexibility in some strategies.

Use AUM as context.

e Use AUM as a context variable, not a ranking score.
e Be cautious with very small funds.

e For index funds, sufficient AUM helps efficient tracking.

11.4 Expense ratio

Ezxample: two similar index funds with different expense ratios will not deliver the same investor
return over decades. The lower-cost fund starts each year with a small but certain advantage.

Expense ratio

Expense ratio is the annual cost charged by the mutual fund scheme.

Cost is certain

Every rupee of cost directly reduces investor return. Excess performance is uncertain; cost

is certain.
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— Control cost

o Prefer lower cost for similar strategy and quality.
e Direct plans usually have lower expense ratio than regular plans.

o Compare expense within the same fund category.

11.5 Exit load

Example: an equity fund may charge an exit load if redeemed within a year. An investor using it
for emergency money may discover that liquidity exists but has a cost.

Exit load. Exit load is a charge for redeeming from an Indian mutual fund before a specified
period.

It discourages short-term movement and matters when liquidity or near-term use is possible.

Check exit before entry.
e Check exit load before investing.
e Do not put emergency money in products with inconvenient exit rules.

e Include exit load in return calculations for early redemption.

11.6 Benchmark

Ezxample: a large-cap fund should not be celebrated merely for beating a savings account; it
should be compared with Nifty 100 or the stated benchmark. The reference frame decides whether
performance is meaningful.

Benchmark. A benchmark is the reference index used to judge fund performance, such as Nifty
50, Nifty 500, Sensex, or a debt index.

Without a benchmark, performance has no reference frame. A fund should be compared with
the index that matches its mandate.

Use correct reference frame.

e Compare a fund with the correct benchmark.
e Long-term underperformance after cost needs attention.

e Benchmark risk may differ from fund risk if the fund deviates strongly.

11.7 Fund manager

Ezxample: a star manager can have weak years even with a sound process, and a lucky year can
flatter a weak process. Investors should ask whether decisions are repeatable and within mandate.

Fund manager. The fund manager chooses securities according to the scheme mandate.
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In active funds, manager skill and process matter. Even skilled managers can underperform for
long periods because markets are noisy.

Judge process, not fame.
o Evaluate process, consistency, and risk control.
e Do not chase a manager after one good year.

e Prefer simple passive funds if manager selection is difficult.

11.8 Direct vs regular plan

Example: the same scheme can have a direct plan and a reqular plan with different costs. A
do-it-yourself investor may keep the cost saving, while an advised investor must judge whether
advice earns its fee.

Direct and regular plans

Direct plans are bought without distributor commission and usually have lower expense
ratio. Regular plans include distributor commission and may include advice service.

The economic difference compounds over time. Advice has value only when it improves decisions
by more than its cost.

Pay only for useful advice.
e Use direct plans if you can choose and manage funds yourself.
e Use regular plans only when advice quality justifies the cost.

e Compare the same scheme’s direct and regular expense ratios.
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Types of Mutual Funds

Mutual funds differ by what they own and what risk they carry. This chapter moves from broad
categories such as equity, debt, hybrid, liquid, and index funds to tax-linked and market-cap-
specific funds.

12.1 Equity fund

Ezample: an equity fund may hold listed Indian companies across sectors and market caps. It
suits long horizons because business growth is uncertain year to year but can compound over time.

Equity fund. An Indian equity fund invests mainly in shares of Indian companies.

It seeks growth through business ownership. It can be volatile, so it suits long-term goals rather
than near cash needs.

Long horizon only.
e Use equity funds for horizons generally above five to seven years.
o Diversify by market cap and strategy.

e Expect temporary losses.

12.2 Debt fund

Ezample: a debt fund may hold treasury bills, government securities, PSU bonds, or corporate
paper. It should be chosen by duration and credit quality, not by yesterday’s return.

Debt fund. An Indian debt fund invests in bonds, money-market instruments, or other lending
instruments.

It seeks income and stability, but risk depends on credit quality, duration, liquidity, and fund
mandate.

Read credit and duration.

e Match debt fund duration to goal horizon.

e Prefer high-quality debt for safety buckets.
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e Read portfolio quality before investing.

12.3 Hybrid fund

Ezxample: a hybrid fund combines equity and debt so one scheme carries both growth and stability
components. It can help investors who need discipline but still must understand the underlying

mix.
Hybrid fund. An Indian hybrid fund combines equity and debt in one scheme.

It can simplify behavior but may not match every goal exactly.

Check actual mix.

e Check actual equity-debt range.
e Use only if its mandate fits your goal.

e Do not assume all hybrid funds are conservative.

12.4 Liquid fund

Example: liquid funds invest in very short maturity instruments and are often used for temporary
parking. They are not a substitute for insured bank money, but they can serve planned short cash
needs.

Liquid fund. Indian liquid funds invest in very short-term debt and money-market instruments.
They aim for liquidity and low volatility. They suit temporary parking, not high return.
Liquidity product, not growth product.

e Use for emergency or short-term parking after understanding risks.
e Check portfolio quality.

o Keep instant-access bank balance too.

12.5 Index fund

Ezample: a Nifty 50 or Nifty 500 index fund tries to own the index at low cost. The investor
accepts market return instead of trying to select the winning manager.

Index fund

An index fund replicates a market index such as Nifty 50, Sensex, Nifty Next 50, or Nifty
500.

It accepts market return minus cost and tracking difference. It removes the need to identify
winning fund managers.
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Core simplicity

o Prefer low expense and low tracking error.
o Use broad indices for core equity allocation.

e Stay invested through full market cycles.

12.6 ELSS

Ezample: ELSS funds provide tax benefit under the applicable Indian tax rules and carry a
three-year lock-in. The tax feature should not hide the fact that it remains an equity fund.

ELSS. Equity Linked Savings Scheme is an Indian equity fund with tax-saving eligibility and
statutory lock-in under prevailing tax rules.

The lock-in reduces early exit but does not reduce equity risk. It should be chosen only when
tax planning and long-term equity allocation both fit.

Tax benefit is not risk reduction.

o Treat ELSS as equity.
e Invest only if tax benefit and lock-in suit you.

e Avoid choosing ELSS only from last year’s return.

12.7 Flexi-cap fund

Ezxzample: a flexi-cap fund can move across large, mid, and small companies. The flexibility is
useful only if the process is disciplined and the investor accepts equity volatility.

Flexi-cap fund. Flexi-cap funds can invest across large, mid, and small companies.

The manager has freedom to shift market-cap exposure. This flexibility is useful only if the
process is disciplined.

Monitor style.
e Check portfolio distribution and style.

o Use as a diversified active equity option.

e Monitor consistency, not short-term rank.

12.8 Large-cap fund

Ezxample: large-cap funds hold established companies with higher liquidity and analyst coverage.
They can still fall sharply, but business and trading depth are usually stronger than in smaller
names.

Large-cap fund. Large-cap funds invest mainly in large established companies.
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They may be relatively stable within equity but still volatile. Because large-cap markets are well
researched, active outperformance can be difficult.

Compare with index.
e Compare active large-cap funds with index alternatives.
e Use for core equity exposure if cost and performance justify it.

e Do not expect debt-like stability.

12.9 Mid-cap fund

Ezxample: mid-cap companies may have more growth runway than large caps but weaker resilience

in stress. Mid-cap funds need longer holding periods and smaller allocation sizes for many
investors.

Mid-cap fund. Mid-cap funds invest in medium-sized companies.

They can grow faster but fall harder. Liquidity and business maturity risks are higher than in
large caps.

Satellite allocation.
e Use only for long horizons and limited allocation.
o Expect deeper drawdowns.

e Avoid buying after a strong run without allocation logic.

12.10 Small-cap fund

Ezample: small-cap funds can deliver strong phases and brutal drawdowns because liquidity and
business quality vary widely. They are satellite holdings, not emergency or near-goal money.

Small-cap fund. Small-cap funds invest in smaller companies.

Upside can be high, but failure, liquidity, and valuation risks are high. They are satellites, not
the foundation of a beginner portfolio.

Small allocation for small caps.
e Keep allocation modest.
e Stay prepared for long underperformance.

e Use only after core portfolio is stable.



Chapter 13

SIP Discipline

SIP discipline converts income rhythm into investment rhythm. This chapter explains monthly
investing, rupee-cost averaging, fixed-date automation, the problem of market timing, and why
SIPs should usually continue during market falls.

SIP converts volatility into unit accumulation

NAV

—» months
same rupee investment buys more units when NAV is lower

13.1 Monthly investing

Example: a monthly SIP aligned with salary day converts investing into a recurring bill owed to
the future self. The habit matters because it removes the need to decide afresh every month.

Monthly investing. Monthly SIP investing means investing a fixed or planned amount at a
regular monthly frequency.

It converts Indian income flow into asset accumulation. The main benefit is behavior: money is
invested before it is casually spent.

Invest after income arrives.

o Invest soon after income arrives.
¢ Increase SIP when income rises.

o Keep SIP aligned with goal amounts.
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13.2 Rupee-cost averaging

Ezxample: when an index fund NAV falls, the same SIP amount buys more units; when NAV
rises, it buys fewer. The process averages entry price without requiring market prediction.

Rupee-cost averaging

Rupee-cost averaging buys more units when NAV is low and fewer units when NAV is high
for the same investment amount.

It does not guarantee profit, but it reduces dependence on one purchase date.

Use averaging for volatile assets.
e Use averaging for volatile long-term assets.
e Do not stop SIP during temporary falls.

e Remember that asset selection still matters.

13.3 Fixed-date investment

Ezample: choosing the fifth of every month after salary credit prevents waiting for the perfect
market level. Fized date investing turns discipline into a calendar rule.

Fixed-date investment. Fixed-date investment means the SIP is scheduled on a chosen date
each month.

Automation protects the plan from mood and market headlines.

Automate decision timing.
e Choose a date just after salary credit.
e Maintain enough bank balance before SIP date.

e Review date only if cash-flow timing changes.

13.4 Avoiding market timing

Ezxample: many investors stopped SIPs during sharp falls and restarted only after recovery, buying
fewer cheap units. Avoiding timing means the plan survives uncomfortable headlines.

Market timing requires predicting both exit and re-entry. Getting one right is not enough.

Two correct predictions

For most investors, time in the market beats repeated attempts to outguess the market
because each timing decision creates two errors to avoid.

Use allocation, not prediction.

e Use allocation, not prediction, to manage risk.
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e Invest according to goal schedule.

e Avoid holding long-term cash because of fear.

13.5 Continuing SIP during market fall

Ezxample: during the March 2020 fall, SIP investors who continued accumulated units at lower
NAVs and participated in the recovery. The value of SIP discipline appears most clearly in bad
months.

During a fall, SIP buys more units for the same money. This is useful only if the asset remains
suitable and the investor continues.

_ Continue if goal and product remain valid

e Continue SIP if goal horizon and fund quality remain valid.
e Do not redeem long-term money due to temporary loss.

e Use emergency fund so SIP is not interrupted by shocks.

— COVID-19 market crash-2020 ~

Indian and global equity markets fell sharply in early 2020 and then recovered strongly over
time. Investors who stopped disciplined investing during the panic often converted volatility

into missed participation.
\ )




Chapter 14

Index Investing

Index investing accepts broad market exposure instead of trying to select winners. This chapter
defines the key Indian indices and vehicles, then explains passive investing, tracking error, and
low-cost investing.

14.1 Nifty 50

Example: Nifty 50 represents fifty large Indian companies across important sectors. It is not the
whole economy, but it gives a transparent reference for large-cap equity behavior.

Nifty 50. Nifty 50 represents fifty large Indian companies across major sectors on NSE.

It is a broad large-cap reference for the Indian equity market. Buying a Nifty 50 index fund
means accepting this basket rather than choosing individual companies.

Use as large-cap core.
o Use Nifty 50 as a simple large-cap core option.
e Understand that it is not the whole economy.

e Compare index funds by cost and tracking.

14.2 Sensex

Example: the Sensex tracks thirty large companies on BSE and is often used in Indian headlines.
It is a thermometer of market mood, not a complete portfolio by itself.

Sensex. Sensex tracks thirty large companies on BSE.

It is an older, widely followed Indian market barometer. Like any index, it is a rule-based sample,
not a guarantee of return.

Reference, not advice.
¢ Use Sensex for broad market reference.
e Do not treat index level as investment advice.

e Invest through suitable funds or ETFs if the index fits the plan.
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14.3 Index fund

Ezample: an investor buying a Nifty 50 index fund owns the index through a mutual fund
structure. The decision is to accept market return at low cost instead of searching for a superior
stock picker.

Index fund. An index fund holds securities to mimic an index.

Its success is measured by low cost, low tracking difference, and faithful replication. Prefer
simple replication.

e Prefer simple broad-market index funds for core investing.
o Check expense ratio and tracking error.

« Hold for long horizons.

First retail index mutual fund-1976

Vanguard launched the first retail index mutual fund in the United States. The event
matters because it turned a simple idea into an investable product: accept market return at
low cost.

14.4 ETF

Ezxample: an ETF trades on the exchange like a share, so the investor needs a demat and trading
account. Its price can differ slightly from NAV, especially when liquidity is weak.

ETF. An Exchange Traded Fund is traded on the stock exchange like a share while tracking an
index or asset basket.

ETF return depends not only on NAV movement but also on market liquidity and bid-ask spread.

Trade only if you understand execution.

e Use ETFs only if you have a demat and understand trading.
e Check liquidity and tracking.

e Avoid buying at a large premium to NAV.

14.5 Passive investing

Ezample: a passive investor admits that consistently beating the market after costs is difficult.
The discipline shifts from prediction to allocation, cost control, and staying invested.

Passive investing. Passive investing accepts market return instead of trying to beat it through
selection or timing.

Low error, low cost

Passive investing is based on the difficulty of consistently selecting outperformers after cost.
It is a disciplined refusal to overfit noise.
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Stay boring.
e Use passive funds when simplicity and cost control matter.
e Stay diversified and patient.

e Do not switch passive funds based on short-term index moves.

14.6 Tracking error

Ezxample: if an index rises 12 per cent and the fund delivers 11.6 per cent before investor timing
effects, the difference matters. Tracking error measures how tightly the fund follows its stated
index.

Tracking error

Tracking error measures how much a fund’s return deviates from its index.

It arises from cost, cash holding, replication limits, liquidity, and execution. Lower tracking error
means closer index behavior.

Check tracking quality.
e Compare tracking error among similar index funds.
e Prefer consistent tracking over small marketing claims.

e Watch tracking difference over longer periods too.

14.7 Low-cost investing

Example: a small annual cost difference can compound into a large gap over twenty years. Low
cost is powerful because it is known in advance, unlike outperformance.

Low cost matters because every fee is a negative return with certainty.

Cost compounds backward

Over decades, cost savings compound. When two products give similar exposure, the
lower-cost one starts with a mathematical advantage.

— Control friction

o Control expense ratio, transaction cost, and advisory cost.
e Do not pay high cost for unclear value.

o Let low cost support long-term discipline.




Chapter 15

Stock Market Basics

The stock market chapter gives the minimum language needed before buying individual shares.
It begins with ownership, then company size, revenue, profit, debt, valuation, dividends, and PE

ratio.

15.1 Share

Ezample: buying one share of an Indian listed company means owning a tiny claim on that
business. The share price moves daily, but the underlying claim is on future profits and assets.

Share. A share is a unit of ownership in a company listed on Indian exchanges or otherwise
issued under Indian securities law.

It gives claim on residual value after all obligations are met. Its price changes because expectations
about future cash flows change.

Risk capital only.
e Buy shares only with risk capital.
e Understand the business before buying individual stocks.

¢ Do not confuse price movement with business quality.

15.2 Company ownership

Example: shareholders of a bank or consumer company are owners after lenders and employees
are paid. Ownership can create wealth only if the company creates value over time.

Company ownership. Owning equity means participating in business outcomes.

If the company grows profitably, owners may benefit. If it fails, owners can lose. Equity holders
are last in the claim hierarchy, so return potential is paired with risk.

Think like an owner.

e Think like an owner, not a ticket holder.

e Study earnings, debt, management, and industry.
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e Diversify ownership.

15.3 Market capitalization

Example: a company with 100 crore shares at INR 500 has a market capitalization of INR 50,000
crore. Market cap tells what the market currently values the equity at, not what the company
earned last year.

Market capitalization. Market capitalization equals share price multiplied by number of
shares. It is the market’s current INR value for the company.

Large, mid, and small caps differ in maturity, liquidity, growth potential, and risk.

Size is context.
e Use market cap to understand size and risk.
e Do not assume small means cheap or large means safe.

e Compare companies within relevant sectors.

15.4 Revenue

Example: a retailer may report rising sales because it opened more stores, but revenue alone does
not show whether the growth is profitable. It is the top line, not the final outcome.

Revenue. Revenue is money earned from selling goods or services before expenses. It is the top
line.

Revenue growth matters only if it can eventually become cash profit.
Sales are not enough.

e Check whether revenue is recurring, cyclical, or one-time.

e Compare revenue growth with margin and cash flow.

e Avoid valuing a company on sales alone.

15.5 Profit

Ezxample: a software company with high margins and low debt may convert revenue into profit
better than a capital-heavy business. Profit quality matters because owners are paid from residual
earnings.

Profit. Profit is what remains after costs, interest, depreciation, and tax.

Profit is an accounting measure of business surplus. Its quality depends on cash conversion,
sustainability, and capital required to produce it.

Check profit quality.
e Study profit along with operating cash flow.
e Prefer durable profit over temporary spikes.

e Watch margin trends.
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15.6 Debt

Example: a company borrowing heavily for expansion may do well if cash flows arrive, but suffer
if demand slows or rates rise. Debt magnifies both success and distress.

Company debt. Company debt is borrowed money that must be serviced through interest and

principal repayment.

Leverage magnifies outcomes

Debt can improve return when business is strong and destroy equity when cash flow weakens.
Debt is a fixed obligation; equity return is variable.

Respect leverage

e Check debt-to-equity, interest coverage, and cash flow.
e Be cautious with high debt in cyclical businesses.

o Compare leverage with industry norms.

15.7 Valuation

Ezxzample: a good Indian company bought at an extreme price can still produce poor investor
returns. Valuation connects business quality with the price paid for that quality.

Valuation

Valuation links INR price to business fundamentals.

Discounted cash flow principle

Value is related to future cash flows adjusted for risk and time. A good Indian company
can be a poor investment if bought at an extreme price.

— Price matters

o Compare price with earnings, cash flow, book value, and growth.
e Avoid buying only because the story is attractive.

e Demand margin of safety when uncertainty is high.

15.8 Dividend

Ezample: mature companies may distribute part of profit as dividends, while growing companies
may reinvest. For an Indian resident, dividends are cash flow but also tazxable income.
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Dividend. Dividend is a distribution of profit to shareholders.

It is one form of owner return. A high dividend is useful only if the business can sustain it
without damaging growth or balance sheet.

Do not chase yield alone.
e Check dividend payout and cash generation.
e Do not chase dividend yield without business quality.

e Remember dividends may be taxed.

15.9 PE ratio

Ezxample: a PE of 40 means investors are paying forty rupees for one rupee of annual earnings.
The ratio is meaningful only after considering growth, stability, cyclicality, and accounting quality.

PE ratio

Price-to-earnings ratio equals market price per share divided by earnings per share.

PE tells how much investors pay for one unit of earnings. It is meaningful only with growth,
quality, cyclicality, and accounting context.

Use PE with context.
e Compare PE within similar businesses.
e Low PE can signal value or trouble.

e High PE requires strong and durable growth justification.



Chapter 16

Reading a Mutual Fund Factsheet

A factsheet is the instrument panel of a mutual fund. The reading order matters: objective first,
then portfolio, sector allocation, benchmark, rolling return, riskometer, expense ratio, and fund
objective.

Factsheet reading path
Objective =—— Portfolio —— Risk ——» Cost —— Benchmark

Read suitability before return.

16.1 Portfolio

Ezample: a factsheet showing top holdings tells whether a fund owns banks, IT, energy, pharma,
or small companies. The portfolio reveals the actual exposure behind the fund name.

Portfolio. The portfolio shows what the Indian mutual fund owns.

It is the real substance behind the scheme name. Holdings reveal concentration, style, quality,
and hidden risk.

Read holdings.
e Check top holdings and their weights.
e Look for repeated exposure across your funds.

e Ensure holdings match the fund mandate.

16.2 Sector allocation

Example: two flexi-cap funds can have very different sector weights, one heavy in financials and
another in manufacturing. Sector allocation explains why their returns diverge in different market
phases.

Sector allocation. Sector allocation shows how fund assets are spread across industries.
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A sector tilt can help or hurt depending on cycle, valuation, and earnings.

Check economic exposure.

e Compare sector weights with benchmark.
e Avoid accidental overexposure through multiple funds.

e Understand large sector deviations.

16.3 Benchmark return

Example: if a fund returns 14 per cent while its benchmark returns 16 per cent over the same
period, the investor paid active cost for underperformance. Benchmark return gives the comparison
baseline.

Benchmark return. Benchmark return is the outcome delivered by the fund’s reference index.

It indicates what a passive alternative delivered. Active performance should be judged against
this, after cost and over suitable periods.

Compare against the right index.

e Compare fund return with benchmark over 3, 5, and 7 years where available.
e Check consistency, not one lucky year.

o Consider passive funds if active value is absent.

16.4 Rolling return

Ezxample: a five-year point-to-point return can look excellent if the start date was a crash bottom.
Rolling returns test many start dates and give a cleaner view of consistency.

Rolling return

Rolling return measures return across many overlapping periods.

Repeated sampling

Rolling return reduces dependence on one start and end date. It is like sampling the system
repeatedly instead of trusting one measurement.

Prefer consistency.

o Prefer rolling return for judging consistency.
e Compare with category and benchmark.

e Use longer rolling periods for equity funds.
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16.5 Riskometer

Ezxample: SEBI riskometers label scheme risk from low to very high, but the label is a starting
signal, not full analysis. It tells the investor to inspect asset type, duration, credit, and volatility.

Riskometer. Riskometer indicates the risk level assigned to a fund.

It is a quick warning label, not a complete diagnosis. It should be cross-checked with portfolio,

duration, credit quality, and asset class.

Do not ignore the label.
e Read riskometer before investing.
e Do not ignore high or very high risk labels.

o Use it as a starting filter.

16.6 Expense ratio

Ezample: a factsheet expense ratio of 1.5 per cent means that cost is deducted from the scheme
return. In similar funds, lower recurring cost leaves more compounding for the investor.

Expense ratio in factsheet. Factsheets report the cost charged by the fund.

Small annual cost differences become large over long horizons because investors receive return

after expenses.

Watch cost over time.
o Compare direct plan expense ratios.
o Watch expense changes over time.

e Demand clear value for higher cost.

16.7 Fund objective

Ezample: a fund objective may say large-cap, value, short-duration debt, or aggressive hybrid.
Reading it prevents buying a product whose mandate does not match the goal.

Fund objective. The fund objective defines what the scheme is trying to do.

If the objective does not fit your goal, good performance does not make it suitable.

Suitability before return

¢ Read the objective before checking returns.
o Match objective with horizon and risk need.

o Exit if the fund persistently behaves outside its mandate.




Chapter 17

Taxation Basics

Tax changes the return that actually compounds. This chapter introduces capital-gain language
for Indian resident individuals: STCG, LTCG, taxation of equity and debt funds, ELSS lock-in,
and capital gains records.

171 STCG

Ezample: selling an equity mutual fund within the short-term tax period can create short-term
capital gains tax. The tax cost reduces the benefit of frequent switching.

STCG. Short-Term Capital Gain is profit from selling an Indian capital asset before the
Income-tax Act’s long-term holding period.

The rate depends on asset type and current law. Tax changes net return and should be included
in exit decisions.

Avoid unnecessary short-term exits.
e Know the holding period for each asset.
o Avoid unnecessary selling that creates short-term tax.

e Check current rules before redemption.

17.2 LTCG

Ezample: long-term capital gains rules reward holding periods differently across asset types. A
resident tnvestor should know the tax clock before redeeming, not after the sale.

LTCG. Long-Term Capital Gain is profit after meeting the required Indian holding period.

Long-term taxation may differ from STCG. Tax benefit can reward patience, but tax benefit
alone should not decide investment quality.

Plan, do not freeze.

e Track purchase dates and cost.

e Plan exits with tax impact in mind.
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e Do not hold a bad product only to avoid tax.

17.3 Tax on equity funds

Example: equity-oriented funds have specific Indian capital gains treatment based on holding
period and current law. The post-tax return, not headline CAGR, is what the investor keeps.

Indian equity fund taxation depends on holding period and current law. Dividends, capital gains,
surcharge, and cess may apply differently.

Think post-tax.

e Check current Indian equity fund tax rules before selling.
e Prefer fewer unnecessary switches.

o Keep transaction records.

17.4 Tax on debt funds

Ezxample: debt fund taxation changed in recent years, making product selection and holding period
more important. A debt fund must be compared with FDs and other options after tax.

Indian debt fund taxation depends on classification, holding period, and law applicable at
investment and sale. Rules have changed over time.

_ Verify current rules

e Verify current debt fund taxation before investing.
e Compare post-tax return with FD and other options.

e Avoid assuming old indexation rules still apply.

p Debt fund taxation change-2023

India changed tax treatment for certain debt-oriented mutual funds bought after the specified
date. The lesson is that product selection must include current law, not memory of old tax

rules.
(N J

17.5 ELSS lock-in

Ezxample: ELSS units cannot be redeemed for three years from each investment date, including
each SIP instalment. The lock-in supports discipline but reduces flexibility.

ELSS lock-in. ELSS has a statutory lock-in period in India. Each SIP installment has its own
lock-in clock.

The lock-in can support discipline but reduces liquidity.

Lock-in is not safety.
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e Use ELSS only for long-term equity allocation and tax planning.
e Remember every SIP installment unlocks separately.

e Do not put emergency money into ELSS.

17.6 Capital gains

FEzxample: gains arise only when an asset is sold or otherwise taxed under applicable rules, not

merely because the app shows a higher value. Tax planning begins with knowing when gains are
realized.

Capital gain. Capital gain is sale value minus cost, adjusted according to Indian tax rules
where applicable.

It is taxed when realized by sale or redemption. Unrealized gain is not spendable and usually
not taxable until sale.

Keep records.
e Maintain records of purchase price, date, and units.
e Plan redemptions across financial years if useful.

o Use tax awareness, not tax fear.



Chapter 18

Investor Safety

Investor safety is operational discipline. This chapter covers KYC, demat accounts, brokers,
nominees, password safety, fraud calls, fake tips, and SEBI investor protection.

18.1 KYC

Ezample: mutual fund, broker, and demat access in India begins with PAN, Aadhaar-linked
verification, bank details, and KYC records. Clean KYC prevents transaction failure when markets
or personal needs demand action.

KYC

Know Your Customer is identity verification required for Indian financial transactions.

It protects the system from misuse and links investments to a verified person. Without KYC,
investing operations may be blocked.

— Use official channels

e Complete KYC through official channels.
o Keep PAN, address, bank, and mobile details updated.

e Never share OTPs with anyone claiming to complete KYC.

18.2 Demat account

Ezample: shares, ETFs, and many bonds sit in a demat account rather than paper certificates.
The account is infrastructure; it should be with a reliable depository participant and secured
carefully.

Demat account. A demat account holds Indian securities electronically through NSDL or
CDSL.
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It is needed for shares and ETFs and may be used for bonds. It is an ownership record, not a
guarantee of investment quality.

Protect ownership records.
e Open demat with a regulated depository participant.
e Protect login, TPIN, and DIS instructions.

e Reconcile holdings periodically.

18.3 Broker

Example: a low-cost broker may be enough for simple investing, while frequent traders need
stronger tools and risk controls. Brokerage choice should reduce friction, not encourage unnecessary
trades.

Broker. A SEBI-registered broker provides market access for buying and selling Indian securities.

The broker is an intermediary, not the owner of your investment decision. Low brokerage is
useful, but platform reliability and compliance also matter.

Use regulated access.
o Use a registered broker.
e Avoid margin and derivatives unless fully understood.

e Check contract notes and charges.

18.4 Nominee

Example: adding a nominee to demat and mutual fund folios helps heirs access assets faster. A
missing nominee can turn a simple portfolio into a documentation problem.

Nominee. Nomination helps transfer access after death under Indian account processes.

Operational clarity is part of financial discipline. Nomination should be reviewed with broader
legal planning.

Keep nomination current.
¢ Add nominee to all investment accounts.
e Review nomination after major life events.

e Keep legal heir and will considerations separate from simple nomination.

18.5 Password safety

Ezxample: a compromised email, phone, or broker login can expose financial accounts. Strong
passwords, two-factor authentication, and separate email hygiene protect capital from operational
risk.

Indian financial accounts need strong authentication. A weak password is an open gate to assets.
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Protect access.

o Use unique strong passwords and two-factor authentication.
e Never share passwords, OTPs, or PINs.

e Use a trusted password manager if needed.

18.6 Fraud calls

Example: calls promising guaranteed stock tips, IPO allotment, or KYC updating can push
investors into sharing OTPs or installing remote-access apps. Genuine requlated institutions do

not need such shortcuts.

Fraud calls

Fraud calls exploit urgency, fear, greed, or authority to make you act before thinking.

No genuine institution needs your OTP or password over a call.

Pause and verify

e Disconnect and contact official customer care yourself.
e Do not install remote-access apps on request.

o Treat guaranteed-return calls as danger signals.

18.7 Fake tips

Ezample: social-media groups often show selective screenshots and hide losses. A tip without
process, valuation, and risk control is entertainment wearing the costume of advice.

Fake tips. Fake tips promise certainty in uncertain markets and often profit from your attention,

trades, or losses.
Prediction without accountability is noise.

Do not outsource judgment to rumours.

e Ignore tips from social media, groups, and unknown callers.
e Never buy only because someone says it will rise.

e Build process instead of following rumours.

18.8 SEBI investor protection

Ezample: SEBI registration, SCORES complaints, exchange grievance systems, and official
disclosures give investors formal protection routes. They do not remove risk, but they reduce

abuse and opacity.
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SEBI investor protection. SEBI regulates Indian securities markets and provides investor
education and complaint mechanisms.

Regulation reduces abuse but cannot remove market risk. Investor protection works best when
investors use official channels and keep records.

Use regulated entities.
e Deal with SEBI-registered entities.
¢ Keep transaction proofs and communication records.

o Use official complaint systems when needed.

Securities scam in India-1992

The 1992 securities scam exposed weaknesses in market infrastructure and settlement
practices. It led to stronger attention on regulation, transparency, dematerialization, and
investor protection.
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Behavioural Finance

Behavioural finance studies how investors damage their own plans. This chapter follows the
emotional sequence: greed, fear, panic selling, FOMO, herd mentality, overconfidence, and daily
portfolio checking.

19.1 Greed

Ezxample: in a rising small-cap market, investors may increase allocation just because neighbors
made money. Greed replaces expected return with entitlement and usually ignores downside.

Greed. Greed is the desire for return without respect for risk.

It appears strongest after recent gains and pushes investors toward leverage, concentration, and
products they do not understand.

Respect downside.
e Treat unusually high promised return as a risk signal.
e Keep allocation limits even in bull markets.

e Ask what can go wrong before investing.

19.2 Fear

Ezxample: after a sudden market fall, the same investor who wanted high returns may want to
exit everything. Fear compresses time horizon exactly when patience is most valuable.

Fear. Fear is the emotional response to possible loss.

Fear is useful when it detects real danger and harmful when it forces irrational exit. Markets
exploit unprepared fear through volatility.

Prepare before decline.
o Expect declines before they happen.
o Hold only the equity level you can survive.

e Do not sell long-term assets only because prices fell.
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19.3 Panic selling

Example: selling equity funds during a crash converts temporary price decline into permanent
capital loss. Panic selling is usually a liquidity or temperament failure, not an investment strategy.

Panic selling. Panic selling is selling because price has fallen and emotion has taken control.

It converts temporary price decline into permanent loss. It usually happens when risk was

misunderstood before investing.

— Use written exits

o Write exit rules before market stress.

o Keep near-term money out of equity.

e Review fundamentals and goal horizon before selling.

19.4 FOMO

Ezxample: when IPOs, crypto-like themes, or hot sectors dominate conversation, investors may
buy only to avoid feeling left out. FOMO makes someone else’s return the basis for your risk.

FOMO. Fear of missing out is the urge to enter after others have already made money.

It mistakes observed motion for future certainty. By the time a theme is socially obvious, risk

may already be priced badly.
Accept missed gains.
e Do not buy because everyone is discussing it.

e Compare every new idea with your written allocation.

e Accept that missing some gains is part of discipline.

19.5 Herd mentality

Example: if everyone in an office buys the same thematic fund after one strong year, the crowd
may already have moved the price. Herding feels safe socially but can be dangerous financially.

Herd mentality

Herd mentality replaces analysis with crowd movement.

Feedback loop

Markets are social systems with feedback loops. Imitation can amplify bubbles and crashes
because each participant treats the previous participant’s action as evidence.

Demand independent reason.
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e Demand independent reason for every investment.
e Avoid crowded products without understanding valuation and risk.

e Use rules when crowd emotion is loud.

South Sea Bubble-1720

The South Sea Bubble showed how stories, crowd excitement, and easy profit expectations
can detach prices from reality. The event remains useful because investor psychology has
changed less than market technology.

19.6 Overconfidence

Example: a few profitable trades can convince an investor that skill is higher than it is. Overcon-
fidence increases position size before the process has been tested across bad markets.

Overconfidence. Overconfidence is believing skill is higher than evidence supports.

It often follows lucky gains. In markets, a small sample can look like proof while being statistical

noise.

Use position limits.
o Track decisions and outcomes honestly.
e Limit position size when uncertain.

e Prefer boring diversification unless you have real edge.

19.7 Checking portfolio daily

Example: daily app checking makes long-term capital feel like a scoreboard. The more often the
investor observes noise, the more likely they are to act on noise.

Daily checking increases emotional sampling. More observations create more chances to see loss,
even when long-term probability is acceptable.

Wrong sampling frequency

High-frequency monitoring of a low-frequency goal produces anxiety. A retirement goal
does not need daily measurement.

Reduce noise.
e Review long-term portfolio monthly or quarterly, not daily.
e Check goal progress annually.

e Remove apps or alerts that trigger impulsive action.
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Portfolio Review

Portfolio review is maintenance. It checks whether the portfolio still matches goals, risk, taxes,
and life situation. This chapter covers annual review, rebalancing, SIP increases, bad-product
removal, and goal progress.

20.1 Annual review

Ezample: one fixed review month lets an Indian household update income, goals, insurance, tax
position, and portfolio values together. Review is maintenance, not a search for excitement.

Annual review. Annual review is a scheduled check of allocation, performance, cost, tax
position, and goal progress.

Too frequent review creates noise; no review creates drift.

Review on schedule.

e Review once a year or after major life events.
e Check allocation, performance, cost, and goal progress.

¢ Avoid changing products without evidence.

20.2 Rebalancing

Example: if a 60:40 equity-debt portfolio becomes 75:25 after a rally, the investor now owns more
risk than planned. Rebalancing restores the original risk level.

Rebalancing

Rebalancing restores target allocation after market movement.
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Risk reset

Rebalancing forces partial selling of what rose and buying of what lagged. It is a risk-control
rule, not a return-maximizing promise.

— Use drift threshold

o Rebalance by calendar or drift threshold.
o Use new investments first to reduce tax and cost.

e Do not rebalance tiny deviations.

20.3 Increasing SIP

Ezxzample: annual salary increments can raise SIPs without reducing current lifestyle. Step-up
investing captures income growth before expenses absorb it.

Increasing SIP aligns investing with rising income and inflation. A flat SIP may become insufficient
for growing goals.

Step up with income.
e Increase SIP annually or after salary hikes.
e Link increases to goal gaps.

o Automate step-up where available.

20.4 Removing bad products

Ezxample: old insurance-investment policies, expensive regular plans, or overlapping funds may
remain in a portfolio through inertia. Remouving them releases capital and reduces confusion.

Bad product. A bad product has poor fit, high cost, unclear risk, or persistent failure against
suitable alternatives.

Removing bad products simplifies the system. Exit decisions should be based on role and evidence,
not irritation.

Exit with reason.
e Identify why the product is bad before selling.
o Consider tax, exit load, and replacement.

e Do not keep a product because of sunk cost.

20.5 Checking goal progress

Ezample: a child education goal should be checked against current corpus, monthly contribution,
remaining years, and revised cost. Progress is a measured gap, not a feeling of comfort.
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Goal progress. Goal progress compares current corpus with required corpus at the goal date.
Without this measurement, investing becomes motion without navigation.

Measure path, not mood.
o Update goal cost for inflation.
e Compare actual corpus with required path.

e Increase investment or reduce risk according to remaining time.



Chapter 21

Exit Strategy

Exit strategy decides when money leaves an investment. Selling should happen because a rule
is triggered, not because emotion is loud. This chapter covers sell reasons, goal completion,
allocation drift, tax-aware withdrawal, and emotional selling.

21.1 When to sell

Ezample: selling because a TV headline is frightening is different from selling because the goal
date has arrived or the thesis has broken. A sell decision needs a rule before emotion enters.

Selling is justified when the goal arrives, allocation drifts, product quality changes, or original
thesis fails. Selling because of noise is not strategy.

— Predefine sell conditions

e Define sell rules before investing.
o Distinguish price fall from thesis failure.

e Avoid selling only due to discomfort.

21.2 Goal completion

Ezample: when a house down payment goal reaches the required amount, shifting from equity
to safer instruments protects the achievement. The purpose of investing is to fund life, not to
maximize app numbers forever.

When the goal is near or complete, the portfolio should move from growth to certainty. The
purpose of investing was to fund the goal, not to maximize excitement.

Protect completed goals.
e Shift required money to safe liquid assets before payment date.
e Stop taking equity risk with money already needed.

e Keep surplus invested according to its own goal.
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21.3 Asset allocation drift

Ezxzample: after a strong equity rally, a portfolio meant to be balanced may become equity-heavy.
Selling a portion is not pessimism; it is returning to the agreed risk budget.

Asset allocation drift

Drift happens when market movement changes the portfolio mix away from its target
allocation.

A rising equity market can quietly make the portfolio riskier. Ignoring drift lets markets choose
your risk level.

Correct material drift.
e Compare actual allocation with target allocation.
e Rebalance when drift crosses your threshold.

e Use drift control to prevent overexposure.

21.4 Tax-aware withdrawal

Ezample: redeeming across funds, dates, and holding periods can change tax outcome. Planning
withdrawals before March or before a large expense can preserve more after-tax wealth.

Tax-aware withdrawal. Tax-aware withdrawal plans redemption to reduce avoidable Indian
tax while meeting cash needs.

It considers holding period, gain size, surcharge, cess, and available exemptions. Tax efficiency is
useful, but liquidity and goal safety come first.

Tax is secondary to goal safety.
e Check tax impact before selling.
e Redeem in planned stages when possible.

e Do not delay a necessary goal payment only for tax optimization.

21.5 Avoiding emotional selling

Ezxample: investors often sell after bad news and buy back after recovery, paying twice for emotion.
A written exit rule protects the plan from the mood of the week.

Emotional selling. Emotional selling responds to fear, regret, or headlines instead of the
investment objective.

A written plan lowers the chance that temporary emotion becomes permanent damage.

Pause before non-urgent exits.
e Wait before making non-urgent sell decisions.

e Compare action with written policy.
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¢ Discuss major exits with a calm, competent person if needed.
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Chapter 22

Written Investment Policy

A written investment policy turns discipline into procedure. It states the goal, amount, time
period, allocation, product type, review date, and exit condition. The document should be short

enough to use and clear enough to follow under stress.
Investment policy is a feedback loop

Goal — > Allocation ™ Products

Exit rules < Review

22.1 Goal

Ezxample: writing "retirement at 60" is weaker than writing the monthly inflation-adjusted income
needed after salary stops. A goal must describe the future cash flow or purchase clearly.

Goal. A goal is the destination in INR terms, with name, amount, date, and priority.

Without a goal, every product appears possible and every market movement feels meaningful.
Write the destination.

o Write each goal in one line.
e Separate essential goals from optional goals.

« Update goals after major life changes.

22.2 Amount

Ezxample: a house goal must include down payment, stamp duty, registration, brokerage, interiors,
and moving cost. The amount should reflect the full Indian transaction, not only the advertised

price.
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Amount. Amount is the required future corpus for a goal.

It must include inflation, tax, and margin for uncertainty. Underestimating amount produces
false comfort.

Inflate and buffer.
o Estimate today’s cost first.
o Inflate it to the goal year.

e Add buffer for important goals.

22.3 Time period

Example: an education goal due in 2034 and a vacation due next year cannot share the same risk
level. Time period decides how much volatility the goal can absorbd.

Time period. Time period is the number of years between now and the goal date.

Time period determines suitable risk. The same product can be wise for one goal and reckless
for another.

Let time set risk.
e Record start date and target date.
o Convert vague goals into years remaining.

e Shorten risk as the deadline approaches.

22.4 Asset allocation

Ezample: writing 60 per cent equity and 40 per cent debt gives the portfolio a measurable risk
structure. Without allocation, every market move becomes a new debate.

Asset allocation. Asset allocation states how much goes to equity, debt, cash, gold, or other
assets.

It is the central design choice. Written allocation prevents mood-based risk changes.

Write target and drift.
o Assign allocation for each goal.
e Define acceptable drift.

e Rebalance by rule.

22.5 Product type

Example: an IPS may allow broad index funds, short-duration debt funds, PPF, EPF, and bank
deposits while banning leveraged trades. Product type rules prevent impulse purchases.

Product type. Product type converts allocation into Indian instruments: index funds, active
funds, debt funds, bank deposits, cash, or insurance.
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The product should serve the plan, not replace the plan.
Simple products first.

e Choose simple products first.
e Reject products that do not match goal, horizon, or risk.

e Record why each product exists.

22.6 Review date

Ezxzample: fixing one annual review date stops constant tinkering while still allowing course
correction. The date turns discipline into a calendar event.

Review date. Review date is the scheduled measurement point for the plan.

It prevents both neglect and obsessive checking. A good system has periodic calibration, not
continuous anxiety.

Schedule review.
e Set annual review dates.
e Review after major income, family, or health changes.

e Do not review long-term plans daily.

22.7 Exit condition

Ezxample: an exit condition can say sell when the goal is fully funded, when allocation breaches a
band, or when the product violates its mandate. Exit rules make selling a process instead of a
reaction.

Exit condition. Exit condition defines when to sell, switch, stop, or reduce risk.

Exit rules turn discipline from intention into procedure.

_ Write exit triggers

o Write exit rules for goal completion, drift, product failure, and life change.
o Include tax and liquidity constraints.

o Follow the written rule unless facts truly change.
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