
F
inancial planning is not
new for Krishnadas
Karmakar. The 51-year-
old government employee

in the Finance Ministry fondly
remembers his first significant
investment—an increment of
Rs 20 committed to a
recurring deposit
account. That was in
1975. Thirty-two years

later, following much the same prin -
ciple of disciplined savings,
Karmakar has been able to build
assets worth well over Rs 40 lakh.

Sounds like a tidy sum, so what
is his worry? Just nine years short
of retirement, Karmakar wants the

doctor to evaluate whether he
is on track to meet his goals.
One may assume that 51
isn’t the best age for such a

review. What can he accomplish
now? Lots, as we will find out.

Karmakar and his wife Bharati
earn Rs 32,000 a month (post-tax).
Interest income and rent adds
another Rs 8,000. Their 15-year-old
daughter is their only dependent.
The family is close to the stage
when expenses peak. Yet, the
Karmakars limit monthly expendi-
ture to 31% of their income. So
expense planning has been mas-
tered. There are no loans to pay off
and Karmakar doesn’t foresee the
need for one in the short term. 

His investment strategy is, well,
different. It is traditional, yet mod-
ern. The Rs 20 lakh plus parked in
National Saving Certificates, Public
Provident Fund, bonds, fixed
deposits and provident fund follows
the typical safety first philosophy.

Remember, at the time Karmakar
was investing, fixed-income  and
debt instruments gave double-
digit returns. 

But his equity investments
defy the image of a risk-
averse investor. Karmakar
has invested approximately
Rs 5.6 lakh in equities. Out
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of this, about Rs 62,000 is in mutual
funds and the rest 91% in direct
equity. His collection of scrips
includes  blue chips like Infosys,
ITC and Reliance Communications.
Why neglect the safer mutual fund
route and play the markets direct-
ly? “I buy and sell stocks only after
a lot of research. And they have
given good returns, sometimes even
better than a couple of funds,” he
says. We’ll assess this strate-
gy in greater detail in a while.

Two apartments consti-
tute his real estate invest -
ment. Together, their current
value is nearly Rs 18 lakh.
Jewellery of about Rs 70,000
and Rs 2 lakh in cash wrap up
his assets list. 

For insurance, Karmakar
has bought four policies
including a Ulip, pension plan
and two endowment schemes.
Total premium outgo is very
high—Rs 34,000, but the sum
assured is a tiny Rs 2.95 lakh.
Karmakar thinks that a few
more lakhs added by the
insurance provided by his
credit card, mutual fund, etc,
should be adequate. There’s
also a family health insur-
ance of Rs 1.5 lakh. 

Karmakar’s well-diversi-
fied portfolio is earning rea-
sonably good returns. But it
may not be enough for his
goals. Let’s see how. Future
cost of his daughter’s education and
marriage is estimated to be about
Rs 62.5 lakh.  

If Karmakar uses his current
corpus to finance 60% of his daugh-
ter’s education, his monthly invest-
ment requirement will be Rs 19,000
a month. This fits snugly into his
current monthly surplus. Where
should he invest this amount?
Equities of course. At his age, we do
not recommend a heavy bias

towards this high-risk asset class.
But at 12%, there’s scope to up
equity exposure without pushing
the envelope. 

The safest way to do this is by
investing in mutual funds.
Karmakar can choose from bal -
anced, equity diversified or equity
linked savings schemes. Some star
performers in these categories are
HDFC Equity,  HDFC Prudence and

SBI Magnum Taxgain (see the MONEY

TODAY-Value Research ranking of
best mutual funds in the issue
dated 23 August).

However, Karmakar is not a
mutual funds fan. He believes that it
is more profitable to invest in the
market directly. Given that his
stocks kitty has earned about 36%
absolute returns, the confidence is
understandable. But his fund
investments haven’t performed very

well simply because they aren’t the
best. Just like his careful selection
of blue-chip stocks, had Karmakar
bought funds, they are sure to have
given him much higher annualised
returns.  

We aren’t discouraging him
from direct equity. But at his age it is
wiser to play safe with equity invest -
ments. Also, he must reduce the
number of stocks in his portfolio.

Monitoring 26 scrips is
very tedious. Karmakar
has identified 10 stocks for
long-term gains. We sug-
gest he exit the rest and
reinvest in the chosen 10. 

P o s t - r e t i r e m e n t ,
Karmakar will require
about Rs 22,000 for month-
ly expenses. He expects a
monthly pension of about
Rs 15,000 from his job and
earnings from fixed-
income investments and
rent should ensure that he
also has a small surplus
after meeting routine
expenditure. But his low
insurance cover  is a cause
of worry. Since there are
huge expenses lined up,
we strongly suggest that
Karmakar buy a term plan
of about Rs 10 lakh for 10
years. It will cost about Rs
12,000 annually. All endow-
ment and pension plans
should be converted into

fully paid -policies, unless they are
maturing soon.  

Also, it is better to stay with the
Ulip for five instead of three years.
This will help build a bigger corpus
that automatically pays insurance
premium for a longer period. Since
the family is covered by the CGHS
medical plan for life and Karmakar
has also taken a health insurance
plan, there is no need for additional
health cover.

INVEST SURPLUS  

Despite saving nearly

70% of income,

monthly investments

very low (20% of

income). Invest entire

surplus, primarily in

equities to maximise

returns potential 
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✟ Must buy a term insurance plan of Rs 10 lakh for

10 years. It will cost about Rs 12,000 annually

✟ Should consider converting endowment and pen-

sion plans into fully paid-up policies 

✟ He and his family is covered by the CGHS medical

plan for life so no need to add health insurance 

✟ Post-retirement monthly expenses of Rs 22,000

will be met by pension, rent and income from

investments. So no additional investments required

GOALS

ASSET ALLOCATION 

INSURANCE AND RETIREMENT

Energy 18.55

Metal/metal products 14.98

Technology 12.77

Consumer non-durable 12.5

Financial services 9.73

Tata Steel 10.98

ICICI Bank 8.8

ITC 7.52

Bhel 7.21

Reliance Petroleum 5.71

Income per month (post tax) 40,000 40,000

Monthly expenses 12,500 12,500

Monthly EMI 
nil nil

Money saved 27,500 27,500

Monthly investments 8,000 27,500

Surplus
19,500 nil

CASH FLOW
CURRENT SUGGESTED

Investments increase from 20% of income to 69% of income

*Including investments in mutual funds

TIME HORIZON FUTURE COST (R s) INVESTMENT NEEDED (Rs/pm)

Daughter’s education 5 years 44 lakh 52,447

Daughter’s marriage 7 years 18.5 lakh 13,620

Retirement corpus 9 years 1.08 crore No extra

Total investment required every month: Rs 66,067 If he uses present

corpus to fund part of his goals investment required: Rs 19,000

Pension, interest-income and rent enough for post-retirement expenses
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Need help with your investment plans? Log on to www.moneytoday.in and click on Portfolio Doctor to
submit your portfolio and read more cases

Krishnadas Karmakar 

INCOME & EXPENDITURE 

M T

P O R T F O L I O  D O C T O R

Stocks may outperform mutual
funds but they give bigger losses too.

By investing in mutual funds, you forgo less in
terms of returns and gain far more in terms of 
security. Here’s a quick comparison:  

Annual returns of Sensex stocks and equity diversified
funds in 2006-7                                              

GOOD 
AND SAFE

JM Basic 92.05
Standard Chartered Premier Equity 86.15
Taurus Starshare 86.11

Reliance Energy 246.9 
Larsen & Toubro 205.21
Reliance Industries 120.16S
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DBS Chola Global 14.18
Tata Equity Management 16.59
Tata Life Science and Technology 20.37

Cipla -28.73
Dr Reddy Labs -16.21
Infosys Tech -11.86S
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IDEAL %
IN PORTFOLIO
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SBI Infrastructure

UTI Children Career Plan

UTI Contra

HDFC Equity

HDFC Prudence

Reliance Vision

SBI Magnum Taxgain

MUTUAL FUNDS

TOP THREE 1-YR RETURNS (%) 

BOTTOM THREE 1-YR RETURNS (%) 
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