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ABSTRACT

The project “ANANLYSIS OF INVESTMENT OPTIONS” gives the brief idea regarding the various investment options that are prevailing in the financial markets in India. With lots of investment options like banks, Fixed Deposits, Government bonds, stock market, real estate, gold and mutual funds the common investor ends up more confused than ever. Each and every investment option has its own merits and demerits. This project I have discussed about few investment options available.

Any investor before investing should take into consideration tae safety, liquidity, returns, entry/exit barriers and tax efficiency parameters. We need to evaluate each investment option on the above-mentioned basis and then invest money. Today investor faces too much confusion in analyzing the various investment options available and then selecting the best suitable one. In the present project, investment options are compared on the basis of returns as well as on the parameters like safety, liquidity, term holding etc. thus assisting the investor as a guide for investment purpose.
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INTRODUCTION TO INVESTMENTS

There are many different definitions of what ‘investment’ and ‘investing’ actually means. One of the simplest ways of describing it is using your money to try and make more money. This can happen in many different ways.

All investors are different. The common factor is that you would like to invest money to aim to make it grow or to receive a regular income from it. We would like to show you that choosing the most suitable investment for you does not need to be difficult.  All you need is the right help along the way.

The act committing money or capital to an endeavor with the expectation of obtaining an additional income or profit is known as investment. Investing means putting your money to work for you.

OBJECTIVE OF THE STUDY

The primary objective of the project is to make an analysis of various investment decision.  The aim is to compare the returns given by various investment decision. To cater the different needs of investor, these options are also compared on the basis of various parameters like safety, liquidity, risk, entry/exit barriers, etc.

The project work was undertaken in order to have a reasonable understanding about the investment industry.  The project work includes knowing about the investment DECISIONS like equity, bond, real estate, gold and mutual fund.  All investment DECISIONS are discussed with their types, workings and returns.

METHODOLOGY

Equities, Bonds, Real Estate, Gold, Mutual Funds and Life Insurance were identified as major types of investment decision.

The primary data for the project regarding investment and various investment DECISIONS were collected through.

The secondary date for the project regarding investment and various investment DECISIONS were collected from websites, textbooks and magazines.

Then the averages of returns over a period of 5 years are considered for the purpose of comparison of investment options. Then, critical analysis is made on certain parameters like returns, safety, liquidity, etc. Giving weightage to the different type of needs of the investors and then multiplying the same with the values assigned does this.

LIMITATIONS OF THE STUDY

· The study was limited to only six investment options.

· Most of the information collected is secondary data.

· The data is compared and analyzed on the basis of performance of the investment options over the past five years.

· While considering the returns from mutual funds only top performing schemes were analyzed.

· It was very difficult to obtain the date regarding the returns yielded by real estate and hence averages were taken.

INVESTMENT DECISIONS

Introduction

These days almost everyone is investing in something… even if it’s a savings account at the local bank or a checking account the earns interest or the home they bought to live in.

However, many people are overwhelmed when they being to consider the concept of investing, let alone the laundry list of choices for investment vehicles. Even though it may seem the everyone and their brothers knows exactly who, what and when to invest in so they can make killing, please don’t be fooled. Majorities of investor typically jump on the latest investment bandwagon and probably don’t know as much about what’s out there as you think.

Before you can confidently choose an investment path that will help you achieve your personal goals and objectives, it’s vitally important that you understand the basics about the types of investments available. Knowledge is your strongest ally when it comes to weeding out bad investment advice and is crucial to successful investing whether you go at it alone or use a professional.

The investment option before you are many.  Pick the right investment tool based on the risk profile, circumstance, time available etc. if you feel the market volatility is something, which you can live with then buy stocks. If you do not want risk, the volatility and simply desire some income, then you should consider fixed income securities. However, remember that risk and returns are directly proportional to each other. Higher the risk, higher the returns.

TYPES OF INVESTMENT OPTIONS

A brief preview of different investment options is given below:

Equities: Investment in shares of companies is investing in equities.

Stocks can be brought/sold from the exchanges (secondary market) or via IPO’s – Initial Public Offerings (primary market). Stocks are the best long-term investment options wherein the market volatility and the resultant risk of losses, if given enough time, are mitigated by the general upward momentum of the economy. There are two streams of revenue generation from this from of investment.

1.Dividend: Periodic payments made out of the company’s profits are termed as dividends.

2.Growth: The price of the stock appreciates commensurate to the growth posted by the company resulting in capital appreciation.

On an average an investment in equities in India has a return of 25%. Good portfolio management, precise timing may ensure a return of 40% or more. Picking the right stock at the right time would guarantee that your capital gains i.e. growth in market value of stock possessions, will rise.

Bonds: It is a fixed income (debt) instrument issued for a period of more than one year with the purpose of raising capital. The central or state government, corporations and similar institutions sell bonds. A bond is generally a promise to repay the principal along with fixed rate of interest on a specified date, called as the maturity date. Other fixed income instruments include bank deposits, debentures, preference shares etc.

The average rate of return on bond and securities in India has been around 10-13% p.a.

Mutual Fund: These are open and close-ended funds operated by an investment company, which raises money from the public and invests in a group of assets, in accordance with a stated set of objectives. It is a substitute for those who are unable to invest directly in equities or debt because of resource, time or knowledge constraints.  Benefits include diversification and professional money management. Shares are issued and redeemed on demand, based on the funs net asset value, which is determined at the end of each trading session.  The average rate of return as a combination of all mutual funds put together is not fixed but is generally more than what earn is fixed deposits. However, each mutual fund will have its own average rate of return based on several schemes that they have floated.  In the recent past, Mutual Funs have given a return of 18 – 35%.

Real Estate: For the bulk of investors the most important asset in their portfolio is a residential house. In addition to a residential house, the more affluent investors are likely to be interested in either agricultural land or may be in semi-urban land and the commercial property.

Precious Projects: Precious objects are items that are generally small in size but highly valuable in monetary terms. Some important precious objects are like the gold, silver, precious stones and also the unique art objects.

Life insurance: In broad sense, life insurance may be reviewed as an investment. Insurance premiums represent the sacrifice and the assured the sum the benefits. The important types of insurance policies in India are:

· Endowment assurance policy.

· Money back policy.

· Whole life policy.

· Term assurance policy.

· Unit-linked insurance plan.

ALL ABOUT EQUITY INVESTMENT

Stocks are investments that represent ownership --- or equity --- in a corporation. When you buy stocks, you have an ownership share --- however small --- in that corporation and are entitled to part of that corporation’s earnings and assets. Stock investors --- called shareholders or stockholders --- make money when the stock increases in value or when the company the issued the stock pays dividends, or a portion of its profits, to its shareholders.

Some companies are privately held, which means the shares are available to a limited number of people, such as the company’s founders, its employees, and investors who fund its development. Other companies are publicly traded, which means their shares are available to any investor who wants to buy them.

The IPO

A company may decided to sell stock to the public for a number of reasons such as providing liquidity for its original investor or raising money. The first time a company issues stock is the initial public offering (IPO), and the company receives the proceeds from that sale. After that, shares of the stock are treaded, or brought and sold on the securities markets among investors, but the corporation gets no additional income. The price of the stock moves up or down depending on how much investors are willing to pay for it.

Occasionally, a company will issue additional shares of its stocks, called a secondary offering, to raise additional capital.

Types Of Stocks 

With thousands of different stocks trading on U.S. and international securities markets, there are stocks to suit every investor and to complement every portfolio. 

For example, some stocks stress growth, while others provide income. Some stocks flourished during boom time, while others may help insulate your portfolio’s value against turbulent or depressed markets. Some stocks are pricey, while others are comparatively inexpensive. And some stocks are inherently volatile, while others tend to be more stable in value. 

Growth & Income

Some stocks are considered growth investments, while others are considered value investments. From an investing perspective, the best evidence of growth is an increasing price over time. Stocks of companies that reinvest their earnings rather than paying them out as dividends are often considered potential growth investments. So are stocks of young, quickly expanding companies. Value stocks, in contrast, are the stocks of companies that problems, have been under performing their potential, or are out of favor with investors. As result, their prices tend to be lower than seems justified, though they may still be paying dividends. Investors who seek out value stocks expect them to stage a comeback. 

Market Capitalization

One of the main ways to categorize stocks is by their market capitalization, sometimes known as market value. Market capitalization (market cap) is calculated by multiplying a company’s current stock price by the number of its existing shares. For example, a stock with a current market value of $30 a share and a hundred million shares of existing stock would have a market cap of $3 billion.

P/E ratio 

A popular indicator of a stock’s growth potential is its price-to-earnings ratio, or P/E – or multiple – can help you gauge the price of a stock in relation to its earnings. For instance, a stock with a P/E of 20 is trading at a price 20 times higher than its earnings.

A low P/E may be a sign that a company is a poor investment risk and that its earnings are down. But it may also indicate that the market undervalues a company because its stock price doesn’t reflect its earnings potential.  Similarly, a stock with a high P/E may live up to investor expectations of continuing growth, or it may be overvalued.

Investor demand

People buy a stock when they believe it’s a good investment, driving the stock price up. But if people think a company’s outlook is poor and either don’t invest or sell shares they already own, the stock price will fall.  In effect, investor expectations determine the price of a stock.

For example, if lots of investors buy stock A, its price will be driven up. The stock becomes more valuable because there is demand for it. But the reverse is also true. If a lot of investors sell stock Z, its price will plummet. The further the stock price falls, the more investors sell it off, driving the price down even more.

The Dividends

The rising stock price and regular dividends that reward investors and give them confidence are tied directly to the financial health of the company.

Dividends, like earnings, often have a direct influence on stock prices. When dividends are increased, the message is that the company is prospering. This in turn stimulates greater enthusiasm for the stock, encouraging more investors to buy, and riving the stock’s price upward. When dividends are cut, investors receive the opposite message and conclude that the company’s future prospects have dimmed. One typical consequence is an immediate drop in the stock’s price.

Companies known as leaders in their industries with significant market share and name recognition tend to maintain more stable values than newer, younger, smaller, or regional competitors.

Earnings and Performance

Investor enthusiasm for a stock can sometimes take on a momentum of its own, driving prices up independent of a company’s actual financial outlook. Similarly, disinterest can drive prices down. But to a large extent, investors base their expectations on a company’s sales and earnings as evidence of its current strength and future potential.

When a company’s earnings are up, investor confidence increases and the price of the stock usually rises. If the company is li9sin g money—or not making as much as anticipated -- the stock price usually falls, sometimes rapidly.

Intrinsic Value

A company’s intrinsic value, or underlying value, is closely tied to its prospects for future success and increased earnings. For that reason, a company’s future as well as its current assets contributes to the value of its stock.

You can calculate intrinsic value by figuring the assets a company expects to receive in the future and subtracting its long-term debt. These assets may include profits, the potential for increased efficiency, and the proceeds from the sale of new company stock.  The potential for new shares affects a company’s intrinsic value because offering new shares allows the company to raise more money.

Analysts looking at intrinsic value divide a company’s estimated future earnings by the number of it s existing shares to determine whether a stock’s current price is a bargain.  This measure allows investors to make decisions based on a company’s future potential independent of short-term enthusiasm or market hype.

Stock Splits

If a stock’s price increases dramatically the issuing company may split the stock to bring the price per share down to a level that stimulates more trading. For example, a stock selling at $100 a share may be split 2 for 1 doubling the number of existing shares and cutting the price in half.

The split doesn’t change the value of your investment, at least initially.  If you had 100 shares when the price was $100 a share, you’ll have 200 shares worth $50 a share after the split. Either way, that’s $10000. But if the price per share moves back toward the pre-split price, as it may do your investment will increase in value.  For example if the price goes up to $75 a share your stock will be worth $15000, a 50% increase.

Investors who hold a stock over many years, through a number of splits, may end up with a substantial investment even if the price per share drops for a time.

A stock may be split 2 for 1, 3 for 1, or even 10 for 1 if the company wishes, though 2 for 1 is the most common.

Stock Research and Evaluation

Before investing in a stock, its important to research the issuing company and understand how the investment is likely to perform, for example, you’ll want to know ahead of time whether you should anticipate a high degree of volatility, or more stable slower growth.

A good place to start is the company’s 10 k report, which it must file with the Securities and Exchange Commission (SEC) each year. Its extremely detailed and quite dry, but it is through. You’ll want to pay attention to the footnotes as well as the main text, since they often provide hints of potential problems.

Company News and Reports

Companies are required by law to keep shareholders up to date on how the business is doing. Some of that information is provided in the firm’s annual report, which summarizes the company’s operations for individual investors. A summary of current performance is also provided in the company’s quarterly reports.

Buying and Selling Stock

To buy or sell a stock you usually have to go through a broker. Generally the more guidance you want from your broker the higher the broker’s fee. Some brokers usually called full-service brokers provide a range of service beyond filling buy and sell orders for clients such as researching investments and helping you develop long and short-term investment goals.

Discount brokers carry out transactions for clients at lower fees than full-service brokers but typically offer more limited services. And for experienced investors who trade often and in large blocks of stock there are deep-discount brokers whose commissions are even lower. 

Online Trading is the cheapest way to trade stocks. Online brokerage firms offer substantial discounts while giving you fast access to your accounts through their Web Sites. You can research stocks track investments and you to trade before and after normal market hours. Most of today’s leading full-service and discount brokerage firm make online trading available to their customers.  Online trading is an extremely cost-effective option for independent investors with a solid strategy who are willing to undertake their own research. However the ease of making trades and the absence of advice may tempt some investors to trade in and out of stocks too quickly and magnify the possibility of locking in short-term losses.

Volatility

One of the risks you’ll need to plan for as a stock investor is volatility. Volatility is the speed with which an investment gains or loses value. The more volatile an investment is the more you can potentially make or lose in the short term.

Managing Risk

One thing for certain: Your stock investment will drop in value at some point. That’s what risk is all about. Knowing how to tolerate risk and avoid selling your stocks off in a panic is all part of a smart investment strategy.

Setting realistic goals allocating and diversifying your assets appropriately and taking a long-term view can help offset many of the risks of investing in stocks. Even the most speculative stock investment with its potential for large gains may play an important role in a well-diversified portfolio.

All ABOUT BONDS INVESTMENT

Have you ever-borrowed money? Of course you have whether we hit our parents up for a few bucks to buy candy as children or asked the bank for a mortgage most of us have borrowed money at some point in our lives.

Just as people need money so do companies and governments. A company needs funds to expand into new markets, while governments need money for everything from infrastructure to social programs. The problem large organizations run into is that they typically need far more money than the average bank can provide. The solution is to raise money by issuing bonds (or other debt instruments) to a public market.  Thousands of investors then each lend a portion of the capital needed. Really a bond is nothing more than a loan for which you are the lender. The organization that sells a bond is known as the issuer. Your can think of a bond as an IOU given by a borrower (the issuer) to a lender (the investor).

Of course, nobody would loan his or her hard-earned money for nothing. The issuer of a bond must pay the investor something extra for the privilege of using his or her money. This ‘extra’ comes in the form of interest payments, which are made at a predetermined rate and schedule. The interest rate is often referred to as the coupon.  The date on which the issuer has to repay the amount borrowed (known as face value) is called the maturity date. Bonds are known as fixed-income securities because you know the exact amount of cash you’ll get back if you hold the security until maturity. For example, say you buy a bond with a face value of $1000 a coupon of 8% and a maturity of 10 years. This means you’ll receive a total of $80 ($1000*8%) of interest per year for the next 10 years. Actually because most bonds pay interest semi-annually you’ll receive two payments of $40 a year for 10 years.  When the bond matures after a decade, you’ll get your $1000 back.

Face Value / Par Value

The face value (also known as the par value or principal) is the amount of money a holder will get back once a bond matures. Newly issued bond usually sells at the par value. Corporate bonds normally have a par value of $1000 but this amount can be much greater for government bonds. What confuses many people is that the par value is not the price of the bond. A bond’s price fluctuates throughout its life in response to a number of variables (more on this later). When a bond trades at a price above the face value, it is said to be selling a premium. When a bond sells below face value it is said to be selling at a discount.

Coupon (The Interest Rate)
The coupon is the amount the bondholder will receive as interest payments. It’s called a ‘coupon’ because sometimes there are physical coupons on the bond that you tear off and redeem for interest. However this was more common in the past. Nowadays records are more likely to kept electronically.

As previously mentioned most bonds pay interest every six months but it’s possible for them to pay monthly, quarterly or annually.  The coupon is expressed as a percentage of the par value. If a bond pays a coupon of 10% and its par value is $1000 then it’ll pay %100 of interest a year. A rate that stays as a fixed percentage of the par value like this is a fixed-rate bond.  Another possibility is an adjustable interest payment known as a floating-rate bond. In this case the interest rate is tied to market rates through an index such as the rate on Treasury bills.

You might think investors will pay more for a high coupon than for a low coupon. All things being equal a lower coupon means that the price of the bond will fluctuate more.

Maturity

The maturity date is the date in the future on which the investor’s principal will be repaid. Maturities can range from as little as one day to as long as 20 years (though terms of 100 years have been issued). 

A bond that matures in one year is much more predictable and thus less risky than a bond that matures in 20 years. Therefore in general the longer the time to maturity the higher the interest rate. Also all things being equal a longer-term bond will fluctuate more than a shorter-term bond.

Issuer

The issuer of a bond is a crucial factor to consider, as the issuers stability is your main assurance of getting paid back.  For example, the U.S government is far more secure than any corporation.  Its default risk (the chance of the debt not being paid back) is extremely small – so small that U.S government securities are known as risk-free assets. The reason behind this is that a government will always be bale to bring in future revenue through taxation.  A company on the other hand must continue to make profits, which is far from guaranteed. This added risk means corporate bond must offer a higher yield in order to entire investors – this is the risk / return tradeoff in action.

The bond rating system helps investors determine a company’s credit risk.  Think of a bond rating as the report card for a company’s credit rating.  Blue-chip firms, which are safer investments, have a high rating, while risky companies have to low rating. The chart below illustrates the different bond rating scales from the major rating agencies in the U.S.

Moody’s Standard and Poors and Fitch Ratings.

	Bond Rating
	Grade
	Risk

	Moody’s
	S&P / Fitch
	
	

	Aaa
	AAA
	Investment
	Highest Quality

	Aa 
	AA
	Investment
	High Quality

	A 
	A
	Investment
	Strong

	Baa
	BBB
	Investment
	Medium Grade

	Ba, B
	BB, B
	Junk
	Speculative

	Caa/Ca/C
	CCC/CC/C
	Junk
	Highly Speculative

	C
	D
	Junk
	In Default


Notice that if the company falls below a certain credit rating, its grade changes from investment quality to junk status.  Junk bonds are aptly named: they are the debt of companies in some sort of financial difficulty. Because they are so risky, they have to offer much higher yields than any other debt. This brings up an important point: not all bonds are inherently safer than stocks.  Certain types of bonds can be just risky, if not riskier, than stocks.

Yield to Maturity

Of course, these matters are always more complicated in real life.  When bond investor refers to yield, maturity (YMT).  YTM is more advanced yield calculation that show the interest payment you will receive (and assumes that you will reinvest the interest payment at the same rate as the current yield on the bond) plus any gain (if you purchased at discount) or loss (if you purchased at a premium).

Knowing how to calculate YTM isn’t important right now.  In fact, the calculation is rather sophisticated and beyond the scope of this tutorial.  The key point here is that YTM is more accurate and enables you to compare bond with different maturities coupons.

The link between Price and yield

The relationship of yield to price can be summarized as follows: when price goes up, goes down and vice versa.  Technically, you’d say the bonds and its yield are inversely related.

Here’s a commonly asked question:  How can high yield and high prices both be good when they can’t happen at the same time? The answer depends on your point of view.  If you are a bond buyer, you want high yields.  A buyer wants to pay $800 for the $1,000 bond, which gives the bond, a high yield of 12.5%.  On the other hand, if you already own a bond, you’ve locked in your interest rate, so you hope the price of the bond goes up.  This can cash out by selling your bond in the future.

Price in the Market
So far we’ve discussed the factors of face value, coupon, maturity, issuers and yield.  All if these characteristics of a bond play a role in its price, However, the factor that influences a bond more than any other is the level of prevailing interest rates in the economy.  When interest rates rise, the prices of bonds in the market fall, thereby raising the yield of older bonds and bringing them into line with newer bonds being issued with higher coupons.  When interest rates fall the prices of bonds in the market rise, thereby lowering the yield of the older bonds and bringing them into line with newer bonds being issued with lower coupons.

Different Types of Bonds 

Government Bonds

In general, fixed-income securities are classified according to the length of time before maturity.  These are the three main categories:

Bill – debt securities maturing in less than one year,

Notes – debt securities maturing in one to 10 years.

Bonds  - debt securities maturing in more than 10 years.

Municipal Bonds
Municipal bonds, known as “munis”, are the next progression in terms of risk.  Cities don’t go bankrupt that often, but it can happen.  The major advantage to munis is that the returns are free from federal tax. Furthermore, local governments will sometimes make their debt non-taxable for residents, thus making some municipal bonds completely tax-free.  Because of these tax savings, the yield on a muni a usually lower than that of a taxable bond.  Depending on your personal situation, a muni can be great investment on an investment on an after-tax basis.

Corporate Bonds
A company can issued bonds just as it can issue stock. Large corporations have a lot of flexibility as to how much debt they can issue: the limit is whatever the market will bear.  Generally, a short-term corporate bond is less than five years; intermediate is five to 12 years, and long term is over 12 years.

Corporate bonds are characterized by higher yi8eld because there is a higher risk of a company defaulting than a government.  The upside is that they can also be the most rewarding fixed-income investments because of the risk the investor must take on. The company’s credit quality is very important: the higher the quality, the lower the interest rate the investor receives. 

Other variations on corporate bonds include convertible bonds, which the holder can convert into stock, and callable bonds, which allow the company to redeem an issue prior to maturity.

Risks

As with any investment, there are risks inherent in buying even the most highly related bonds.  For example, your bond investment may be called, or redeemed by the issuer, before the maturity date.  Economic downturns and poor management on the part of the bond issuer can also negatively affect your bond investment.  These risks can be difficult to anticipate, but learning how to better recognize the warning signs and knowing how to respond will help you succeed as a bond investor.

ALL ABOUT GOLD INVESTMENT

Gold is the oldest precious metal known to man.  Therefore, it is a timely subject for several reasons. It is the opinion of the more objective market experts that the traditional investment vehicles of stocks and bonds are in the areas of their all-time highs and may due for a severe correction.

Why gold is “good as old” is an intriguing question.  However, we think that the more pragmatic ancient Egyptians were perhaps more accurate in observing that gold’s value was a function of its pleasing physical characteristics its scarcity.

WORLD GODL INDUSTRY

· Gold is primarily monetary asset and partly a commodity.

· The Gold market is highly liquid and gold held by central banks, other major institutions and retail Jeweler keep coming back to the market.

· Economic forces that determine the price of gold are different from, and in many cases opposed to the forces that influence most financial assets.

· Indian is the world’s largest gold consumer with an annual demand of 800 tons.

World Gold Markets

Physical  - London, Zurich, Istanbul, Dubai, Singapore, Hong Kong, Mumbai.

Futures – NYMEX in New York, TOCOM in Tokyo.

Indian Gold Market

· Gold is valued in India as a savings and investment vehicle and is the second preferred investment after bank deposits.

· India is the world’s largest consumer of gold in jeweler as investment.

· In July 1997 the RBI authorized the commercial banks to import gold for sale or loan to jewelers and exporter.  At present, 13 banks are active in the import of gold.

· This reduced the disparity between international and domestic prices of gold from 57 percent during 1986 to 1991 to 8.5 percent in 2001.

· The gold hoarding tendency is well ingrained in Indian society.

· Domestic consumption is dictated by monsoon, harvest and marriage season.  Indian jewellery off takes is sensitive to price increase and even more so to volatility.

· In the cities gold is facing competition from the stock market and a wide range of consumer goods.

· Facilities for refining, assaying, making them into standard bars in India, as compared to the rest of the world, are insignificant, both qualitatively.

How gold stacks up as investment option

Gold and silver have been popular in India because historically these acted as a good hedge against inflation.  In that sense these metals have been more attractive than bank deposits or gilt-edged securities.

Despite recent hiccups, gold is an important and popular investment for many reasons:

· In many countries gold remains an integral part of social and religious customs, besides being the basic form of saving. Shakespeare called it ‘the saint-seducing gold’.

· Superstition about the healing powers of gold persists. Ayurvedic medicine in India recommends gold powder and pills for many ailments.

· Gold is indestructible. It does not tarnish and is also not corroded by acid-except by a mixture of nitric and hydrochloric acids.

· Gold is so malleable that one ounce of the metal can be beaten into a sheet covering nearly a hundred square feet.

· Gold is so ductile that one ounce of it can be drawn into fifty miles of thin gold wire.

· Gold is an excellent conductor of electricity; a microscopic circuit of liquid gold ‘printed’ on a ceramic strip saves miles of wiring in a computer.

· Gold is so highly valued that a single smuggler can carry gold worth Rs.50 lakh underneath his shirt.

· Gold is so dense that all the 90,000 tones estimated to have been mined through history could be transported by one single modern super tanker.

· Finally, gold is scam-free. So far, there have been no Mundra-type or Mehta-type scams in gold.

Thus the lure of this yellow metal continues.

One the other hand, it is interesting to note that apart from its aesthetic appeal gold has no intrinsic value. You cannot eat it, drink it, or even smell it. This aspect of gold compelled Henry Ford, the founder of Ford Motors, to conclude that ‘gold is the most useless thing in the world.’

Why People Buy Gold

(A) Industrial applications take advantage of gold’s high resistance to corrosion, its malleability, high electrical conductivity and its ability to adhere firmly to other metals. There is a wide range of industries from electronic components to porcelain, which use gold.  Dentistry is an important user of gold. The jewellery industry is another.

(B) Acquisition of gold because of its long-proven ability to retain value and to appreciate in value.

(C) Purchases by the central banks and international monetary organizations like the International Monetary Fund (IMF).

Investment Options

There has been a shift in demand from jewellery (ornamentation) to coins and bars (investments).  Coins cost less when compared to jewellery (which has additional making charges). Assayed, certified coins and bars are available through authorized banks. Demand for jewellery remains strong in traditional circles though gold-plated jewellery is also becoming popular.

Gold futures: Right now, 75% of Indians demand is for jewellery, the rest is for coins and bars. Investors can also dabble in gold futures; with demat delivery on stock exchanges. This is low cost and physical delivery is at 0.995 purity. Gold futures trading clocked a recent turnover of Rs4, 300 crore.

Gold ETFs: More sophisticated investment products will come. One possibility is exchange traded funds (ETFs) where gold is the underlying asset. Investors can trade ETF units with real time quotes. Gold ETF is long overdue, says Naveen Kumar, Head of Financial Initiatives, World Gold Council.  Gold ETFs could be launched soon; it is a awaiting clearance from the Finance Ministry.

Worldwide more than 600 exchange listed structured products based on gold are available. Street track an ETF owned by the World Gold Council is listed on the NYSE. Commodity brokers like Kotak are offering capital protected bonds; these are open for a specific period (usually one year) with gold as the underlying asset. On appreciation profit is shared and if the price falls the capital is safe.

Gold Banking

Indian jewelers offer gold accumulation plan. Money can be deposited on a regular basis and jeweler converts into gold at prevailing prices. Interest is earned during the fixed period of tenure of investment. On redemption, the corpus is converted into gold coins. This is like a forced structure saving scheme.

ALL ABOUT MUTUAL FUND INVESTMENT
A Mutual Fund is an entity that pools the money of many investors—its Unit-Holders -- to invest in different securities. Investments may be in shares, debt securities, money market securities or a combination of these. Those securities are professionally managed on behalf of the Unit-Holder and each investor hold a pro-rata share of the portfolio i.e. entitled to any profits when the securities are sold but subject to any losses in value as well.

Mutual Funds and sell stocks, bonds or other securities. A Fund raises money to make its purchases, known as its underlying investments by selling shares in the fund. Earnings the fund realizes on its investment portfolio, after the trading costs and expenses of managing and administering the fund are subtracted are paid out to the funds shareholders.

Mutual Fund Set Up

A Mutual Fund is set up in the form of a trust, which has Sponsor, Trustees, Asset Management Company (AMC), and custodian. The trust is established by a sponsor or more than one sponsor who is like promoter of a company. The trustees of the mutual fund hold its property for the benefit of the unit holders. Asset Management Company (AMC) approved by SEBI manages the funds by making investments in various types of securities. Custodian, who is registered with SEBI, holds the securities of various schemes of the fund in its custody. The trustees are invested with the general power of superintendence and direction over AMC. They monitor the performance and compliance of SEBI Regulations by the mutual fund.

SEBI Regulations require that at least two thirds of the directors of Trustee Company or board of trustee must be independent. I.e. they should not be associated with the sponsors. Also 50% of the directors of ANC must be independent. All mutual funds are required to be registered with SEBI before they launch any scheme. However, Unit Trust of India (UTI) is not registered with SEBI (as on January 15, 2002).

Types of Funds

· Stock funds also called equity funds- invest primarily in stocks.

· Bond funds invest primarily in corporate or government bonds

· Balanced funds invest in both stocks and bonds.

· Money market funds make short-term investment and try to keep their share value fixed at $1 a share.

Every fund in each category has a price known as its net asset value (NAV) and each NAV differs based on the value of the funds holdings and the number of shares investors own. The price changes once a day, at a 4 pm EST, when the markets close for the day.  All transactions for the day – buys and sells –are executed at that price.

Schemes According to Maturity Period

A mutual fund scheme can be classified into open-ended scheme or close-ended scheme depending on its maturity period.

Open –Ended Fund/Scheme

An open-ended fund or scheme is one that is available for subscription and repurchase one continuous basis. These schemes do not have a fixed maturity period. Investors can conveniently buy and sell units at Net Asset Value (NAV) related prices, which are declared on a daily basis.  The key feature of Open-End Schemes is liquidity.

Close-Ended Fund / Scheme

A Close-Ended Fund or Scheme has a stipulated maturity period e.g. 5-7 years. The fund is open for subscription only during a specified period at the time of launch of the scheme. Investors can invest in the scheme at the time of the initial public issue and thereafter they can buy or sell the units of the scheme on the stock exchanges where the units are listed. In order to provide an exit route to the investors, some close-ended funds give an option of selling back the units to the mutual fund through periodic repurchase at NAV related prices.  SEBI Regulations stipulate that at least one of the two exit routes is provided to the investor i.e. either repurchase facility or through listing on stock exchanges. These mutual funds schemes disclose NAV generally on weekly basis.

Schemes according to Investment Objective

A Scheme can also be classified a growth scheme, income scheme or balanced scheme considering its investment objective. Such schemes may be open-ended or close-ended schemes as described earlier. Such schemes may be classified mainly as follows.

Growth / Equity Oriented Scheme

The aim of growth funds is to provide capital appreciation over the medium to long-term. Such schemes normally invest a major part of their corpus in equities. Such funds have comparatively high risks. These schemes provide different options to the investors like dividend option, capital appreciation etc. And the investors may choose an option depending on their preference. The investors must indicate the option in the application form. The mutual funds also allow the investors to change the options at a later date. Growth schemes are good for investors having a long-term outlook seeking appreciation over a period of time.

Income /Debt Oriented Scheme

The aim of income funds is to provide regular and steady income to investors. Such schemes generally invest in fixed income securities such as bonds, corporate debentures, Government securities and money market instruments. Such funds are less risky compared to equity schemes. These funds are not affected because of fluctuations in equity markets. However opportunities of capital appreciation are also limited in such funds. The NAVs of such funds are affected because of change in interest rates in the country.  If the interest rates fall, NAVs of such funds are likely to increase in the short run and vice versa. However long term investors may not bother about these fluctuations.

Balanced Fund

The aim of balanced funds is to provide both growth and regular income as such schemes invest both in equities and fixed income securities in the proportion indicated in their offer documents. These are appropriate for investors looking for moderate growth.  They generally invest 40%-60% in equity and debt instruments.  These funds are also affected because of fluctuations in share prices in the stock markets. However, NAVs of such funds are likely to be less volatile compared to pure equity funds.

Sector specific Funds/\schemes
These are the funds/schemes, which invest in the securities of only those sectors or industries as specified in the offer documents. E.g. Pharmaceuticals, Software, Fast Moving Consumer Goods (FMCG), Petroleum stocks etc. the returns in these funds are dependent on the performance of the respective sectors/industries.  While these funds may give higher returns, they are more risky compared to diversified funds.  Investors need to keep a watch on the performance of those sectors/industries and must exit at an appropriate time. They may also seek advice of an expert.

Tax Saving Schemes

These schemes offer tax rebates to the investors under specific provisions of the Income Tax Act, 1961 as the Government Offers Tax Incentives for investment in specified avenues. E.g. Equity Linked Savings Schemes (ELSS). Pension schemes launched by the mutual funds also offer tax benefit. These schemes are growth oriented and invest pre-dominantly in equities. Their growth opportunities and risks associated are like any equity-oriented scheme.

The Appeal of Mutual Funds
Mutual Funds simplify what you may find most complicated about investing—figuring out what to buy and when to sell to meet your particular goals or objectives. For example, if you are seeking growth by investing in blue chip stocks, there are a wide variety of funds to chose from that pursuing precisely this strategy. 

To chose the fund that will help you meet a specific goal, you can compare its long-term performance – over 5 or 10 years – to other funds with similar objectives learn about whom the manager is and how the fund is run and check out its fee structure.  You can use the funds prospectus, information on the fund company’s Web Sites and professi0onal advice. Mutual funds can help you diversify your portfolio or spread out the money you have to invest to meet different goals. One way to diversify is to chose funds with different objectives aligned with your own, or representing different segments of the market. For example, you might buy a blue-chip fund, a small company growth fund, an international stock fund and a government fund.

Diversification

Most expert agrees that it’s more effective to invest in a variety of stocks and bonds than to depend on a strong performance of just one or two securities. But diversifying can be a challenge because buying a portfolio of individual stocks and bonds can be expensive. And knowing what to buy – and when – taken time and concentration.

Mutual funds can offer solution. When you put money in to a fund, it’s pooled with money from other investors to create much greater buying power than you build a diversified portfolio. Since a fund may own hundreds of different securities, its success isn’t dependent on how one or two holding do.

Investment objectives 

To achieve its investment objective – whether it is long – term growth or capital preservation or anything in between – the fund’s manager invests in securities he or she believes will provide the result the fund seeks. To identify those securities, a fund’s research staff often uses what’s known as a bottom – up style, which involves a detailed analysis of the individual companies issuing the securities. When the object is small– company growth or the focus is on emerging markets, the process can be more difficult because there’s limited information available.

You may choose mutual funds with specific investment objectives to round out your portfolio of individual holdings. Or you may choose a number of mutual funds with different objectives creating a diversified portfolio in that way.

Professional management
Another reason investors are attracted to mutual funds is that each fund has a professional manager who sets its investment buying style and directs the key buy and sell decisions.

A buying style defines the particular investments or types of investments a fund makes from the pool that may be appropriate for meeting its objective.  For example, in seeking long-term capital appreciation, some equity fund managers stress value investments, which mean they buy stocks whose prices are lower than might be expected. Others stress growth investments; often younger, dynamic companies the manager believes will become major players in their industry or in the economy as a whole.

Some experts believe that a fund’s manager has a major role in determining the results a fund achieves. They advise that you confirm that a successful manager is still with the fund before you invest and that you consider selling your shares if that manager leaves.

Reinvestment
Being able to reinvest your distributions to buy additional shares is another advantage of investing in mutual funds. You can choose that option when you open a new account, or at any time while you own shares. And of course you also have the option to receive your distributions if you need the income the fund would provide.

By investing regularly, you build the investment base on which future earnings will be able to accumulate, a process known as compounding. The more you have invested, the greater you’re potential for future growth.  And because the fund handles the process, rolling over distributions into new shares as they are paid, you don’t have to budget for investing or remember to write the check.

Risk  
There is always the risk that a mutual fund wont meet its investment objective or provide the return you are seeking. And some funds are by definition, riskier than others. For example a fund that invests in small new companies-whether for growth or value –exposes you to the risk that the companies will not perform as well as the fund manager expects. And in market downturns, falling prices for a funds underlying investment may produce a loss rather than a gain for the fund.

Short-Term Gains

Each time a mutual fund sells an investment for more than the fund paid to buy it, the fund realizes a capital gain. And those gains are passed along to the funds investors in proportion to the number of shares in the fund that investor owns.

Most actively managed funds don’t wait more than a year before selling investments. That means that any profit on the sale is a short-term capital gain, which is taxed at your regular tax rate. And since a fund typically doesn’t withhold taxed on your behalf, as an employer does, you must come up with the amount your owe from other sources if you don’t want to sell shares-at a potential additional gain – to raise the money you owe.

ALL ABOUT REAL ESTAES INVESTMENT

Before the stock market and mutual funds became popular places for people to put their investment dollars, investing in real estate was extremely popular. We still maintain that investing in real estate is not just for land barons or the rich and famous.  As a matter of fact, the home we buy and live in is often our biggest investment.

Flying high on the wings of booming real estate, property in India has become a dream for every potential investor looking forward to dig profits. All are eyeing Indian property market for a wide variety of reasons It’s ever growing economy, which is on a continuous rise with 8.1 percent increase witnessed in the last financial year. The boom in economy increases purchasing power of its people and creates demand for real estate sector
Once you have made the decision to become a homeowner, it usually means you will have to borrow the largest amount you have ever borrowed to purchase something. This realization may make you want to bury your head in the sand and sign on the dotted line, but you shouldn’t. For most people, this is the largest purchase they will ever make during their lifetime, and this makes it all the more important to gather as much knowledge as possible about what they’re getting into.

We give you the information you need, including making the decision on whether, when and what you should purchase; finding the types of mortgages and financing available; handling the closing; and knowing what you’ll need when its time to sell your home. We also explain the income tax consequences and asset protection advantages of home ownership.

You can also use real estate, whether land or building strictly as investment vehicles, and depending on your individual situation, you can do it on a grand or smaller scale. Let’s look at the world of real estate and the investing options available.

· Home as an Investment: Owing a home is the most common form of real estate investing. Let us show you how your home is not just the place you live, but its also perhaps your largest and safest investment as well.

· Investment Real Estate: The in and outs of investing in real estate and whether it’s the right investment vehicle for you.  Whether you are thinking in terms of renting out your first home when you move on to a bigger one or investing in a building full of apartments we will explain what you need to know.

Real Estate & Property

Usually, the first thing you look at when you purchase a home is the design and the layout. But if you look at the house as an investment, it could prove very lucrative years down the road. For the majority of us, buying a home will be the largest single investment we make in our lifetime. Real estate investing doesn’t just mean purchasing a house- it can include vacation homes, commercial prosperities, land (both developed and undeveloped), condominiums and many other possibilities.

When buying property for the purpose of investing, the most important factor to consider is the location.  Unlike other investments, real estate is dramatically affected by the condition of the immediate area surrounding the property and other local factors. Several factors need to be considered when assessing the value of real estate. This includes the age and condition of the home, improvements that have been made, recent sales in the neighborhood, changes to zoning regulations etc. You have to look at the potential income a house can produce and how it compares to others houses in the area.

Objectives and Risks

Real estate investing allows the investor to target his or her objectives. For example, if your objective is capital appreciation, then buying a promising piece of property in a neighborhood with great potential will help you achieve this. On the other hand if what you seek is income then buying a rental property can help provide regular income.

There are significant risks involved in holding real estate.  Property taxes maintenance expenses and repair costs are just some of the costs of holding the asset. Furthermore real estate is considered to be very illiquid – it can sometimes be hard to find a buyer if you need to sell the property quickly.

How to Buy or Sell it.

Real estate is almost exclusively bought through real estate agents or brokers their compensation usually is a percentage of the purchase price of the property. Real estate can also be purchased directly7 from the owner, without the assistance of a third party. If you find buying property too expensive, then consider investing in real estate investment trusts (REITs) which are discussed in the next section.

Let’s take a look at the different types of investment real estate you might contemplate owing.

Fixer-Uppers

You can make money through investing in real estate if you buy houses, condominiums, buildings etc., which need some work at a bargain price and fix them up.  You can probably sell the real estate for a higher price than you paid and make a profit. However, don’t underestimate the work, time and money that goes into buying, repairing and selling a home when you are determining whether it will be profitable for you to invest. Also remember that different tax rules will apply to the purchase and sale of a home if it is not your principal residence.

Rental Property

You can buy real estate for rental purposes and receive an income stream from renters.  You may also be able to eventually sell the property for more than you bought it for and make a good profit. Although, don’t forget that you will now be a landlord who may have to deal with nonpaying tenants and destructive tenants. Even if you have the worlds best tenants, you still have to deal with upkeep of the property and any problems that come up. Some investors hire a property manager or management company to manage their investment real estate.  This is fine but don’t forget to factor in the management fees when you are calculating your profit from the investment.

Please remember that rental real estate is subject to different tax rules than the home you reside in. you may be able to take tax deductions for losses, capital expenditure and depreciation if you meet certain requirements, but other deductions specific to principle residence may not be available to you.

Unimproved Land

Unimproved land is difficult investment to make a profit in. Unless you manage to buy a piece of land that is extremely desirable at a good price and are certain that it is not barred from profitable use for the neighborhood it is located in (because of zoning or other issues), it will probably cost you more to own the property than you will ever make selling it. (Remember you will still have to pay property taxes and will also likely incur other upkeep costs on the land and you won’t be receiving any income from rents).

If you have some sort of inside scoop on a piece of land (for example the person in the house on the lot next to the land is a wealthy recluse and does not want the property built upon so you can name your price to sell it to him) or plan on developing it yourself (building you home on a piece of property next to a lake), in that case it may be a good investment.

Second Homes

Second Homes or vacation homes should be purchased primarily for vacation purposes not investment purposes. Most people end up with a loss on their vacation home properties because even if you can manage to rent the home, the costs of owning the home almost always exceed the rental income it bring in.

ALL ABOUT LIFE INSURANCE INVESTMENT

Life Insurance is income protection in the event of your death. The person you name, as your beneficiary will receive proceeds from an insurance company to offset the income lost as a result of your death.  You can think of life insurance as a morbid from of gambling: if you lived longer than the insurance company expected you to then you would “lose” the bet. But if you died early, then you would “win” because the insurance company would have to pay out your beneficiary.

Insurers (or underwriters) look carefully at decades worth of data to try to predict exactly how long you will live. Insurance underwriters classify individuals based on their height, weight, lifestyle (i.e. whether or o not they smoke) and medical history (i.e. if they have had any serious health complications). All these variables will determine what rate class category a person fits into. This doesn’t mean that smokers and people who have had serious health problems can’t be insured, it just means they’ll pay different premiums.

There are two very common kinds of life insurance term life and permanent life. Term life insurance is usually for a relatively short period of time, whereas a permanent life policy is one that you pay into throughout your entire life. These payments are usually fixed from the time you purchase your policy.   Basically, the younger you are when you sign-up for this type of insurance, the cheaper your monthly payments will be.

Need for life insurance

Risks and uncertainties are part of life’s great adventure – accident, illness, theft natural disaster – they’re all built into the working of the Universe, waiting to happen.  Insurance then is man’s answer to the vagaries of life. If you cannot beat man-made and natural calamities, well at least be prepared for them and their aftermath.

Types of life Insurance

Most of the products offered by Indian Life insurers are developed and structured around these “basic” policies and are usually an extension or a combination of these policies. So, the different types of insurance policies are

Term Insurance Policy

· A term insurance policy is a pure risk cover for a specified period of time. What this means is that the sum assured is payable only if the policyholder ides within the policy term. For instance, if a person buys Rs.2 lakh policy for 10-years period? Well, then he is not entitled to any payment; the insurance company keeps the entire premium paid during the 10-year period.

· What if he survives the 10-year period? Well, then he is not entitled to any payment; the insurance company keeps the entire premium paid during the 10-year period.

· So, there is no element of savings or investment in such a policy. It is a 100 percent risk cover. It simply means that a person pays a certain premium to protect his family against his sudden death.  He forfeits the amount if he outlives the period of the policy.  This explains why the Term Insurance Policy comes at the lowest cost.

Endowment Policy 
Combining risk cover with financial savings, an endowment policy is the most popular policies in the world of life insurance.

· In an Endowment Policy, the sum assured is payable even if the insured survives the policy term.

· If the insured dies during the tenure of the policy, the insurance firm has to pay the sum assured just as any other pure risk cover.

· A pure endowment policy is also a form of financial saving whereby if the person covered remains alive beyond the tenure of the policy; he gets back the sum assured with some other investment benefits.

In addition to the basic policy, insurers offer various benefits such as double endowment and marriage / education endowment plans. The cost of such a policy is slightly higher but worth its value.

Whole Life Policy

· As the name suggests, a Whole Life Policy is an insurance cover against death, irrespective of when it happens.

· Under this plan, the policyholder pays regular premiums until his death, following which the money is handed over to his family.

This policy, however fails to address the additional needs of the insured during his post-retirement years. It doesn’t take into account a person’s increasing needs either. While the insured buys the policy at young age, his requirements increase over time. By the time he dies, the value of the sum assured is too low to meet his family’s needs. As a result of these drawbacks, insurance firms now offer either a modified Whole Life Policy or combine in with another type policy.

Money Back Policy

· These policies are structured to provide sums required as anticipated expenses (marriage, education etc) over a stipulated period of time. With inflation becoming a big issue, companies have realized that sometimes the money value of the policy is eroded.  That is why with –profit policies are also being introduced to offset some of the losses incurred on account of inflation.

· A portion of the sum assured is payable at regular intervals. On survival the remainder of the sum assured is payable.

· In case of death, the full sum assured is payable to the insured.

· The premium is payable for a particular period of time.

UNIT-linked insurance 
Bima Plus is a unit-linked endowment plan. The plan is available over a duration of 10 years. Premium can be paid either yearly, half-yearly, or at one shot. 

The premium is used to purchase units in a fund of one's choice, after the necessary deductions. 

The value of the units varies with the investment performance of the assets in the fund. 

Investments can be made in one of three types of funds: Secured fund, which invests predominantly in debt and money market instruments; Risk fund, in which the tilt is towards equities; and a Balanced Fund, a blend of the two. 

Switching between funds is allowed twice during the policy term, subject to the condition that they are at least two years apart. Charges for switching are 2 per cent of the fund's cash value. 
What the beneficiary receives depends on when the death of the policyholder occurs. 

· If death occurs within the first six months of the policy, the payout is 30 per cent of the sum assured plus the cash value of the units. 

· Between months seven and 12 of the policy, the payout is 60 per cent of the sum assured plus cash value of units.

· After first year, the sum assured and cash value of the units is paid. 

· During the 10th year, 105 per cent of the sum assured and cash value of units is paid out. 

· If death occurs due to an accident, a sum equal to the sum assured, over and above the benefit mentioned above is paid.

· On survival up to maturity, the policyholder will receive 5 per cent of the sum assured plus the cash value of the units.

As is the case with unit-linked plans, this plan, too, comes with a set of charges. This includes a level annual mortality charge, the quantum of which is a function of the policyholder's entry age; accident benefit charge at Rs.0.50 per thousand sum assured; annual administrative and commission charges; and a fund management charge. 
On surrendering the policy, the cash value of the units, subject to certain deductions that depend on the year surrendered, is paid out to the policyholder. 

Annuities and Pension

In annuity, the insurer agrees to pay the insured a stipulated sum of money periodically. The purpose of an annuity is to protect against risk as well as provide money in the form of pension at regular intervals.  

Over the years, insurers have added various features to basic insurance policies in order to address specific needs of a cross section of people.

Objectives and Risks

No matter who you are, one benefit of life insurance is the peace of mind it gives you.  If anything happens to you, your beneficiary will receive a check in a matter of days.  Life Insurance can also be used to cover any debts or liabilities you leave behind. The bank doesn’t just write off your mortgage once you pass away – these payments must be made or your house may be liquidated. Life Insurance can also create an inheritance for your heirs or it can be used to leave a legacy if it’s put toward donations to charitable organizations.

Most life insurance policies carry relatively little risk because insurance companies are usually stable and heavily regulated by the government.  In “cash value” policies you are allowed to invest you policy in stock, bond or money market funds. In these types of policies the value of your insurance depends on the performance of those funds.

How to Buy or Sell it

There are thousands of insurance brokers and banks across North America. Keep in mind that you will usually have to pay a commission for the salesperson

Strengths
· Life insurance provides excellent peace of mind – it eases concerns about what will happen to your loved ones if you die suddenly.

· A life insurance policy is a relatively low risk investment

Weaknesses

· If you live a long life, your family likely won’t get the full value out of your policy.

· Cash value funds can fluctuate depending on the financial markets.

Three Main Uses

· Income Protection

· Capital Appreciation

· Tax-Deferred Savings.

Reality Check
What’s the verdict? Do you have the time, discipline and financial awareness to take charge of your finances and not count on the lowly returns from endowment plans? Do you want absolutely certainty in your investments? If the answer to the first question is a ‘no’ and the second a ‘yes’, your options will be severely limited. There are a few endowment plans that offer guaranteed returns and the best it gets is about 6 percent. If on the other hand, you are willing to take calculated risks, you can certainly do better than that with a mix of post office schemes and bank deposits at the very low-risk end of the spectrum to equity funds and stock s at the other end, with debt funds and balanced funds featuring somewhere in the middle.  Fine your comfort level and you will know if insurance plans can double up your investments for you.

PERFORMANCE ANALYSIS OF RETURNS

Equity returns at a glance

If we have a look at equity returns of the past 7 years it is like this:

SENSEX

	YEAR
	INDIEX*
	ABSOLUTE CHANGE
	PERCENTAGE CHANGE (%)

	2000
	3972
	0
	0

	2001
	3262
	-710
	-17.88

	2002
	3377
	115
	3.52

	2003
	5838
	2461
	72.88

	2004
	6602
	764
	13.08

	2005
	9397
	2795
	42.34

	2006
	13786
	4389
	46.70

	2007
	13908
	122
	0.88

	2008
	20323
	6415
	31.57
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BSE100

	YEAR
	INDEX
	ABSOLUTE CHANGE
	PERCENTAGE CHANGE (%)

	2000
	2032
	0
	0

	2001
	1559
	-477
	-23.38

	2002
	1664
	107
	6.88

	2003
	3076
	1412
	84.74

	2004
	3580
	506
	16.46

	2005
	4953
	1373
	38.32

	2006
	6982
	2029
	40.96

	2007
	7026
	44
	0.65

	2008
	9132
	2106
	23.06
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BSE200

	YEAR
	INDEX*
	ABSOLUTE CHANGE
	PERCENTAGE CHANGE (%)

	2000
	437
	0
	0

	2001
	340
	-95
	-21.96

	2002
	394
	53
	15.54

	2003
	766
	372
	94.41

	2004
	884
	118
	15.66

	2005
	1186
	300
	33.86

	2006
	1655
	469
	39.54

	2007
	1662
	7
	0.42

	2008
	2160
	498
	23.05
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BSE500

	YEAR
	INDEX*
	ABSOLUTE CHANGE
	PERCENTAGE CHANGE (%)

	2000
	1304
	0
	0

	2001
	1005
	-299
	-22.93

	2002
	1176
	171
	17.01

	2003
	2368
	1192
	101.20

	2004
	2779
	413
	17.46

	2005
	3795
	1016
	36.56

	2006
	5268
	1473
	38.86

	2007
	5295
	25
	0.47

	2008
	6883
	1588
	23.07
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Bonds returns at a glance

If we have a look at the average return, which the central government securities have given over a period of one year, it is 9.11%. Now if we look at the average return, which the state government securities have given over a period of one year, it is 9.28%.

Gold returns at a glance
“Gold shines when everything else falls apart” goes an old adage. True, the glitter is back. During the 50s gold appreciated marginally. The next decade, 1960-1970, it moved from $35 to $40 and between 1970-1980 came the massive rise from $40 to $614, a whopping 1407%. The trend of gold prices in India in the last few years is given in the following table.

	YEAR
	PRICE ($)*
	ABSOLUTE CHANGE
	PERCENTAGE CHANGE (%)

	2000
	272
	-
	-

	2001
	278
	6
	2.20

	2002
	346
	68
	24.46

	2003
	414
	68
	19.65

	2004
	438
	24
	5.79

	2005
	517
	79
	18.03

	2006
	517
	79
	18.03

	2007
	636
	119
	23.01

	2008
	995
	359
	36.08
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*Price indicates December end prices of that particular year

Mutual Funds return at a glance

	EQUITY TAX SAVING
	NAV
	1 YR
	2 YR
	3 YR

	Magnum Tax Gain
	47.7
	107.70
	93.40
	112.30

	Principal Tax Savings
	74.60
	91.20
	59.30
	73.70

	HDFC Tax Saver
	138.50
	104.60
	83.60
	91.60
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	EQUITY BALANCED 
	NAV
	1 YR
	2 YR
	2 YR

	Magnum Balanced
	32.40
	74.60
	53.40
	63.70

	Kotak Balanced
	23.80
	71.10
	49.10
	52.80

	HDFC Prudential
	96.30
	61.80
	42.90
	55.90
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Real Estate Returns
Real Estate industry in India has come of age and competes with other investment options in the structured markets.  Commercial real estate continues to be a desirable investment option in India.  On an average the returns from rental income on an investment in commercial property in metros is around 10.5%, which is the highest in the world. In case of other investment opportunities like bank deposits and bonds, the returns are in the range of 5.5% - 6.5%. Rejuvenated demanded since early 2004 has led to the firming up of real estate markets across the three sectors – commercial, residential and retail.  The supply just about matches demand in almost all metros around the country. There has been an upward pressure on the real estate values. From a technical perspective, robust demand and upward prices are helping revive investment and speculative interest in real estate and this is being further aided by excess money supply, stock market gains and policy changes in favor of the real estate sector.

Investment Yield

Increasing demand from the IT/ITES and BPO sector has led to approximately 20% - 40% increase in capital values for office space in the last 12-18 months across major metros in India. Grade-A office property net yields have come down from 12% -15% in 2003 and currently average around 10.5% - 11% p.a.  The fall in yields has resulted from decreasing interest rates and increasing appetite from investors. This has in turn resulted from abundant liquidity options available coupled with the acceptability of real estate as a conventional class of asset. Lower interest rates, easy availability of housing finance, escalating salaries and job prospects have been lending buoyancy to the residential sector. The net yields (after accounting for all outgoings) on residential property are currently at 4% - 6% p.a.  However, these investments have benefited from the improving residential capital values. As such, investor can count on potential capital gains to improve their overall returns. Capital values in the residential sector have risen by about 25% - 40% p.a. in the last 15 – 18 months. The retail market in India has been growing due to increasing demand from retailers, higher disposable incomes and dearth of quality space as on date. Though the net yields on retail property have registered a fall from 10% - 13% p.a. reported earlier to 9% - 10.5% p.a. currently, the capital appreciation in this sector is close to 20% 40% p.a. However, the risks associated with this sector are higher as retailers are prone to cyclical changes typical of a business cycle. Changing consumer psychographics combined with increasing disposable incomes will ensure further growth of the retail sector in India.

Life Insurance returns at a glance

Life Insurance as “Investment”

Insurance is an attractive option for investment.  While most people recognize the risk hedging and tax saving potential of insurance, many are not a aware of its advantages as an investment option as well.  Insurance products yield more compared to regular investment options and this is besides the added incentives (bonuses) offered by insurers.

You cannot compare an insurance product with other investment schemes for the simple reason that it offers financial protection from risks something that is missing in non-insurance products.

In fact, the premium you pay for an insurance policy is an investment against risk.  Thus, before comparing with other schemes, you must accept that a part of the total amount invested in life insurance goes towards providing for the risk cover, while the rest is used for savings.

In life insurance except for term insurance, unlike non-life products you get maturity benefits on survival at the end of the term.  In other words, if you take a life insurance policy for 20 years and survive and survive the term, the amount invested as premium in the policy will come back to you with added returns.  In the unfortunate event of death within the tenure of the policy the family of the deceased will receive the sum assured.

Now let us compare insurance as an investment options. If you invest INR 10000 in PPF, your money grows to Rs.10950 at 9.5% interest over a year.  But in this case, the access to your funds will be limited. One can withdraw 50% of the initial deposit only after 4 years.

The same amount of Rs.10000 can give you an insurance cover of up to approximately    Rs.5 – 11 lakh (depending upon the plan, age and medical condition of the life insured etc) and this amount can become immediately available to the nominee of the policyholder on death. Thus insurance is a unique investment avenue that delivers sou8nd returns in addition to protection.

Life Insurance as “Tax Planning”

Insurance serves as an excellent tax saving mechanism too. The Government of India has offered tax incentives to life insurance products in order to facilitate the flow of funds into productive assets. Under section 88 of income tax act 1961, an individual is entitled to a rebate of 20% on the annual premium payable on his/her and life of his/her children or adult children.

FINDINGS OF THE STUDY
Evaluating an investment option is never an attempt to run down the credentials of other instruments in the block.  Rather the aim is to uncover ways to make the scene more persuasive and more rational.  Mutual funds are an ideal investment in more ways than one.  After a number of investigation and back seat squabbling over the latest budget, investors have finally started asking for the right investment instrument that truly fits his needs.  At the backdrop of this uncertainty I am trying to size up the depts. And breadth of benefits of six investment instruments in this section of triggering thoughts.  Abandoning the marketing tricks, I stretched out my analysis with a ranking scale of 10 as a fundamental figure crunching exercise. Gradually, I have identified and categorized all the investment requirements into three broad heads to seize the flaws into procedure.  And in a remarkable finding, mutual funds appears to act as a treat to all embodies investment at its best and widely addresses the savings component of safety to suite your income tolerance.

Primary Needs
The basic requirements an investor looks for in an investment are safety, returns and liquidity.  After the US-64 fiasco, many people are confused whether to invest in any government backed financial institutions.  Most of them are now transferring their money to bank FD's, which according to them is one of the safest investment options. Many state that ‘ I don’t mind getting low returns, but I should be sure to receive them’.

Secondary Needs
Ancillary requirements for an investment are absence of entry barrier, tax efficiently and cash flow effectiveness. In an attempt to encourage real estate or the housing business in the country a lot of tax soaps have been given to this sector.  A taxpayer can claim the deduction of up to Rs.1.5 lakh per year on the interest payable on the funds borrowed for the purchase of the house or for construction.  Coming to mutual funds, though the dividends are being taxed i9n the hands of the investor this year, there is another route to save to tax – the growth option or the systematic withdrawal plans.  In the case of lone term capital gain tax, one has the option of either paying 20% tax with indexation benefits or a flat rate of 10%.  Apart from good tax soaps mutual funds also enjoy the benefits of entry barriers i.e. unlike in bonds, any person need not have to wait for an issue to be open to invest in a mutual fund, instead can enter anytime he wishes to do so.  One may think that with so many advantages mutual funs need huge investment to start off, but one can start investing in mutual funds with a nominal amount of Rs.500/- in case of systematic investment plan.

Tertiary Needs
The stock market is one of the options for investing your money.  Stocks are unmatched to any other investment tool.  They are the best way to make money and stay ahead of inflation over time. This is ideal if you have long-term investment goals.  When you buy stock in a company and if they go bankrupt then the stock will not be the worth the price you paid for it.  These thing do happen, gut if invest with proper strategies you will usually come out a winner.

For e.g. If someone had invested Rs.1 lakh in the equity market 22 years back, the thing would have appreciated to Rs.25 lakhs today.  Another classic example is the Infosys stock where in if one had invested Rs.10000 in June 1993, when it came out with its maiden IPO, your holding would be worth more than Rs.85 lakhs. Over the same period debt has generated an annual return of 12% whereas gold 3.4% and real estate, though it gave 10% during this period it continued to be bogged with problems relating valuation, liquidity, sale proceeds etc. another good option is the systematic investment plan (SIP) in the mutual funds. This is feature in most of the mutual funds specifically designed for those who are interested in building wealth over long-term and plans a better future for themselves and their family.  There are three major benefits of SIP.  They are benefit of compounding rupee cost averaging and convince. With cost averaging one need not worry about the price of the unit, instead just invest regularly over a long-term period.  This approach turns the odds in your favor over the long-term period.

Indeed the last couple of years were bad for the mutual fund industry.  However as the saying goes ‘every dark cloud has a silver lining’ so the same is happening to mutual fund industry.  With most of AMC’s coming up with innovative products to beat the drawbacks of what they faced in the past, definitely the industry will take a new high from here.  For a better understanding, after a through analysis our in house research team has quantified the investment options, as figures speak louder than words.  With the help of the asset grid one can easily make a choice of investment.  A careful look at those figures below reflects that investing in mutual stand at an advantage over the others.

	
	Equity 
	Bonds
	Gold 
	Real Estate
	Equity MF
	Debt MF

	Primary Needs
	2.33
	1.90
	2.33
	2.54
	2.91
	2.64

	Secondary Needs
	2.42
	1.33
	1.65
	0.94
	2.65
	2.32

	Tertiary Needs
	1.50
	2.46
	1.27
	1.41
	2.20
	2.30

	Value of Specific Instrument
	6.25
	5.69
	5.25
	4.89
	7.76
	7.26


Procedure followed 

Firstly, the primary requirements have been broadly classified into three i.e. Basic Requirements, Ancillary Requirements and Portfolio Fit.  These have been further classified into Primary needs, Safety returns and Liquidity.  Secondary needs – tax efficiency, entry barriers and cash flow effectiveness.  Tertiary needs – long term goals and holdings/liquidation cost.  The primary secondary and tertiary needs have been assigned 40%, 30%, 30% respectively and each of the subcategories have also been assigned individual weights.

These ranks are multiplied with respective weights each category and in turn the sum of these are multiplied with by the weights assigned to the primary requirements.  For safety as the parameter, in comparison with mutual funds equity is ranked the lowest because of the risk it carries with it.  Most of the scripts are market driven.  Anything or anyone can affect the market.  On the other hand bonds are ranked the highest because they are government backed.  Contrast equity is ranked the highest for returns, as it is one of the best investment options to give good returns. Bond are rated the lowest because of the assured returns promised by the government. Both of them pay around 8% - 9% of annual returns.

For liquidity mutual funds and gold are ranked the highest as these can be converted into cash immediately as and when the investor wishes to do so.  However that is not the case with the real estate or PPF account as the former is not easy to dispose and the later has a lock in period of 15 years.  Even in case of entry barrier, equity and mutual funds are ranked the highest at they can be bought at any point of time with minimal investment.  But, it s is not the same with the real estate, since you cannot buy the land you wish to until and unless there is someone wishing to sell it.

Taking into consideration the tax angle of an investment, then the most advantageous are the real estate and equity mutual funds.  In case of real estate, a maximum amount of Rs.1.5 lakhs is allowed as deduction for the interest paid for the loan taken to either buy a house or construct it.  Even in case of mutual funds, if the units are held for more than a year, only 10% of the capital appreciation is taxed and not at the peak rates.  Bank FD’s are the wrong choice if one is looking for the tax aspect because, firstly the amount of interest paid is less and secondly TDS is applicable.  There are a few options, which meet our long-term goals.  The systematic investment plan, a special feature in mutual funds is the best option to meet your long-term requirements for the same mutual funds has the highest score in the asset grid.  The same thing is even applicable to the real estate, as there is a high possibility of appreciation over time and every chances of depreciation.  Bank FD’s are ranked the least because the capital appreciation is not huge.

	Investment Needs
	Weight  (%)
	Equity
	Bonds
	Gold 
	Real Estate
	Equity MF
	Debt MF

	Safety
	40
	2
	7
	7
	8
	5
	7

	Returns
	40
	8
	4
	5
	5
	8
	5

	Liquidity
	20
	7
	4
	8
	2
	7
	9

	Entry barrier
	60
	9
	5
	5
	1
	8
	7

	Tax Efficiency
	20
	3
	6
	3
	9
	7
	8

	Cash Flow Effectiveness
	20
	8
	3
	9
	4
	8
	9

	Long Term Goals
	40
	4
	5
	6
	9
	9
	7



	Holding / Liquidation cost
	60
	5
	9
	3
	2
	7
	8


Note: 9 – indicates highest positive value on a parameter and 1 – indicates the lowest positive value on a parameter.

CONCLUSION
There are several investments to choose from these include equities, debt, real estate and gold.  Each class of assets has its peculiarities.  At any instant, some of those assets will offer good returns, while others will be losers.  Most investors in search of extraordinary investments try hard to find a single asset.  Some look for the next infosys, other buys real estate or gold.  Many of them deposit their savings in the Public Provident Fund (PPF) or post office deposits, others plump for debt mutual funds.  Very few buy across all asset classes or diversify within an asset class.   Therefore it has been widely said that “Don’t put all your eggs in one basket”.  The idea is to create a portfolio that includes multiple investments in order to reduce risk.

Things changed in early may 2006 since then the stock market moved up more than 70%, while many stocks have moved more.  Real estate prices are also swinging up, although it is difficult to map in this fragmented market.  Gold and Silver prices have spurted.

Bonds continue to give reasonable returns but it is no longer leads in the comparative rankings.  Right now equity looks the best bet, with real state coming in second.  The question is how long will this last? If it is a short-term phenomenon, going through the hassle of switching over from debt may not be worth it. If it’s a long-term situation, assets should be moved into equity and real estate.  This may be long-term situation.  The returns from the market will be good as long as profitability increases.   Since the economy is just getting into recovery mode, that could hold true for several years.  Real estate values, especially in suburban areas or small towns could improve further.  The improvement in road networks will push up the value of far-flung development.  There is also some attempt to amend tenancy laws and lift urban ceilings, which have stunted the real estate market.  

My gut feeling is that a large weightage in equity and in real estate will pay off during 2007-2008.  But don’t exit debt or sell off your gold.  Try and buy more in the way of equity and research real estate options in small towns/suburbs.

Regardless of your means of method, keep in mind that there is no generic diversification model that will meet the needs of every investor.  Your personal time horizon, risk tolerance, investment goals, financial means, and level of investment experience will play a large role in dictating your investment experience will play a large role in dictating your investment mix.  Start by figuring out the mix of stock, bonds and cash that will be required to meet your needs.  From there determine exactly which investments to in completing the mix, substituting traditional assets for alternatives as needed.
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