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international news

national news

Virgin Galactic is aiming to launch test flights into space in 2011.• 

Barclays is on the lookout to buy a retail bank in the US, according to reports, to • 

build on its successful investment bank buildup there and create a buffer against 

regulatory reform.

Goldman Sachs Group was sued by a large union pension fund that accused the • 

Wall Street investment bank of overpaying its executives.

Information on 24,000 HSBC customers with Swiss accounts has been stolen, • 

the British bank said Thursday, potentially exposing large numbers of interna-

tional clients to prosecution by tax authorities in their home countries.

The Direct Tax Code (DTC) is likely to be introduced next fiscal while the Saral-II • 

form for filing tax returns would be out in two months.

BSE launches live Sensex streamer for mobiles.• 

Essar to buy US’s Trinity Coal for Rs 2,750 Crores.• 

SBI to float retail bonds with over 10-year tenure.• 

Indian Oil Corp started a naphtha cracker, its first such plant at Panipat refinery.• 

Mahindra Satyam, an Indian IT services provider, said on Thursday it had won a • 

four-year outsourcing contract worth $48 million from Denmark-based technology 

firm KMD.

Hospital chain Fortis Healthcare said it will buy 23.9 per cent of Singapore health-• 

care provider Parkway Holdings for $685 million, giving it access to Southeast 

Asian markets.

Indian central bank to buy International Monetary Fund (IMF) notes worth $10 • 

billion.

The follow-on offer of mining giant NMDC was fully subscribed helped by state-• 

owned financial institutions (FIs) and banks.
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Introduction
  Entry Load is the commission that an investor has to pay while purchasing units of 
mutual fund. This is a certain percentage that the mutual fund charges to meet its 
expenses. An entry load of 2% on an investment of RS 1000 for example means that 
the Mutual Fund Company retains Rs 20 and only invests the remaining of Rs 980 
in the scheme. 

The SEBI issued a circular (SEBI/IMD/CIRN04/168230/09) on June 30, 2009, which 
mandated two distinct changes in the selling of MF schemes.
•  There shall be no entry load for all MF schemes. (Clause 4a)
•  Distributors shall disclose all the commissions (in the form of trail commission 
or any other mode) payable to them for different 
competing schemes of various MF’s from among 
the schemes recommended to the investors.

History
   SEBI (MFS) Regulation 1996 lays down through 
regulation 49 that the sales price should not be 
higher than 107% of the NAV where NAV implies 
the value of a fund’s assets after deducting its 
liabilities. Regulation 49 also states that the dif-
ference between repurchase price and the sales 
price of a unit shall not exceed 7% calculated on 
the selling price. 

But it does not explicitly specify the use of differ-
ence between the selling price and NAV which can be described as asset load. 
Regulation 52(4) lays down that AM companies might charge the MF’s with certain 
expenses, such as marketing and selling expenses including agents’ commission, 
brokerage, tax and transaction cost, fee for registration, services for transfer of units, 
audit fees, Custodian fees etc. It is therefore very clear that the difference between 
the selling price and the NAV in the form of entry load is to meet the expenses of an 
AMC towards selling new units, selling to new unit holders, creating new accounts 
and providing agent’s commission.

The agent’s commission can be interpreted as the agent’s fee for the advice he 
tenders to the investor. Here, the AMC collects it on behalf of the agent and passes 
it on to him. According to Clause 2 of SEBI (MFs) Regulation, distributors are to be 
remunerated by the AMCs from the entry load deducted from amount invested by 
the investors. SEBI’s regulation permits AMCs to charge the schemes for marketing 
and selling expenses, including distributer’s commission. Thus, SEBI itself considers 
agent’s commission as, not only fee for distribution but also marketing and selling ex-
penses. The commission paid to agents is of most important concern to the investors 
because it is only through the agents that they get tied up with a particular invest-

entrY loaD Ban anD its eFFeCts 
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ment scheme once they decide to invest through an intermediary. The issue relating 
to ban on entry load has become a very sensitive issue in the context of the agents/
advisors/distributors associated with the MF industry. Entry load is deducted from the 
invested amount. As a result, the net part of the investment used for the purchase of 
units under the concerned MF scheme is proportionately reduced. 

For example, if the NAV of a scheme is Rs 20 and the load is 3%, then the investor 
will get the units at Rs 20.60, which fewer units for the same amount of investment. In 
a bid to make the investment in MFs simple and transparent and attract more inves-
tors and ensure that MF investors get more value on their investment, entry load on 
MFs was abolished by SEBI from August 1, 2009. Fund houses were earlier charging 
2.25% entry load on equity schemes. This move is considered to be revolutionary 
for investors, as the investment made by the investor would be equal to the actual 
amount invested in various schemes, unlike in the earli-
er scenario when the entry load was deducted and only 
the remaining amount was invested. 

Concerns
There are estimated one-lakh distributors pan-India, 
and according to AMFI, 85-90% of the collection of 
the MF industry is through distributors. The practice of 
charging distribution commission has been in existence 
since more than a decade and the industry feels this 
has helped in considerably growing its business. 
The implications of the new rule are considerable, as 
distributors will now not have any incentive to push MF products and investors prefer 
to use the information available in the public domain. The result is particularly disturb-
ing for those advisors/distributors who deal with only MFs. The ones working with a 
variety of financial products, such as insurance and fixed deposits, along with MFs, 
are likely to receive a weaker blow out of the ban since the rules are set for the MFs 
only and are not applicable for the advisors in other financial products. 

The North India MF Advisor’s Association holds the view that it is better to emphasize 
on selling insurance products, such as Unit Linked Insurance Plan (ULIP) schemes, 
rather than selling MF products. According to a recent Mckinsey report, the profit-
ability of the MF industry, as measured in terms of basis points (bps) of the average 
of Asset Under Management (AUM), dropped from approximately 22bps in 2007 to 
around 14bps last year. The Mckinsey report notes that there had been a huge out-
flow from equity schemes since August 2009 on account of the ban on entry load.
A MF is essentially a financial product where small investors participate actively since 
it is possible for them to obtain attractive returns by investing amounts which are well 
within their capacity. 

The ban on entry load has demotivated the distributors and Independent Financial 
Advisors (IFAs) from channelling funds generated from small investors towards MFs. 
The small investors look up to the distributors/advisors as experts in areas of finan-
cial planning. With the distributors having no incentive in pushing the schemes to the 
retail investors, they have simply stopped selling funds. The ban on entry load has 
dried up distributors’ revenues. They would now have to depend on customers pay-
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He is rich or poor according to what he is, not according to what he has..  
~HEHRY WARD BEECHER

ing them a fee directly to compensate them for their services, rather than receiving 
the entry load from MF firms.

Conclusion
Despite its adverse effects, the ban on entry load is certainly going to prove ben-
eficial, not only for the investors, but also for the fund houses in the long run. Now, 
investors will have a clear idea on the amount effectively going for investments since 
they have to pay the advisor/distributor separately. This will make them adequately 
conscious about the implication of NAV against a given amount of investment. Inves-
tors are now expected to learn from the advisors/distributors details regarding the 
schemes in which they invest because individuals are, in general, more cautious 
when they pay separately and attach higher value to this payment than when the 
load is deducted from the total investment by the fund houses. 

Advisors can take a leading role in educating the investors about the schemes. With 
the ban on entry load, one positive effect has become clearly visible-efficient man-
agement of portfolio churning. Previously, in the entry load regime, incidence of in-
vestors shifting schemes frequently was rampant. A section of distributors/advisors 
recommended churning of funds just to earn more commission. This meant directing 
the investors to invest in funds which did not suit their risk profile. At present, portfolio 
churning has been greatly controlled since no incentive is attached to the action. The 
impact of the move will enable retail investors to focus on performance of funds and 
eliminate switching from one fund to another.

The need of the hour is to advocate similar regulatory move for other financial prod-
ucts which generally compete with MF schemes. This will make the MF industry to 
operate on a level playing field. This will also perhaps put an end to all sorts of miss-
selling, where distributors and advisors give preference to insurance than MFs as the 
former fetches greater earnings in the form of commission. The execution of a similar 
regulatory move for other financial products will also go a long way in eliminating 
cross-selling of products which is being currently practiced widely. 

In case of cross-selling, advisors accept investment for MFs but subsequently con-
vert them to schemes of those financial products in which more commission could 
be earned. On the level-playing field, investors will find a greater number of options 
for investment. 

The investor-friendly economy will experience a rise in the level of knowledgeable 
investors. Added to it, will be a growth in the number of advisors who will be able to 
shift small clients online and give more time to personally service large clients and, 
in the process, enable the money managers, fund houses, insurance companies to 
innovate more varieties of investment schemes.
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FUtUres anD inFlation..??
By Mookambiga, I MBA 

Chief Economic Advisor to finance ministry Kaushik Basu said that futures trading in 
commodities allowed efficient price discovery and will not fuel inflation, articulating 
the need for a clear policy on this sensitive issue.

Futures trading in agricultural commodities have often been blamed for high prices 
and the government has even banned or suspended trading occasionally. Trading 
in sugar futures was suspended till June 2010 when prices began to rise in May last 
year. Rice, urad, and tur are other commodities in which futures trading have been 
suspended. 

Mr.Basu pointed out that the two (commodity fu-
tures and inflation) cannot be linked.
Even the government has admitted in Parliament 
that commodities in which there are no futures 
trading have also shown sharp acceleration in 
price rise. Futures trading in urad and tur were 
suspended in January 2007 but the prices of these 
commodities rose sharply.  The government had 
even set up a committee to investigate if there 
was any link between prices and futures trading. 
The committee had concluded that no strong con-
clusion can be drawn on whether introduction of 
futures trade is associated with decrease or in-
crease in spot price volatility. 

The policy flip-flop has discouraged the development of a sound futures market in 
agricultural commodities but we need to note that it is extremely important for many 
stakeholders to take a position to manage price risk. The futures market should not 
be left unregulated as there are possibilities of people getting cheated.  Futures 
Trading is regulated by the Forward Markets Commission, which is under the juris-
diction of the ministry of consumer affairs, food and public distribution. 

Forward Contracts (Regulation) Act, 1952 does not prohibit futures trading in any 
commodity. At present, 106 commodities are notified for forward trading. The over-
sight of the commodities market has also been a matter of debate with some experts 
arguing it should be regulated by the stock market watchdog Sebi. 

The government’s storage and release mechanism of foodgrains needs to be im-
proved to manage the prices. We need to give much more thought on foodgrains 
management to protect the most vulnerable section of the population and this mech-
anism can be improved by bringing in private sector into play. The government should 
not be the only agent that is trying to take this risk on its shoulders.  From January 
the government has been releasing foodgrains in smaller stocks and some of the 
downward pressure on food prices is probably due to this fact and this mechanism is 
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managed better but not good enough. 

The National Commodity and Derivative Exchange (NC-
DEX), one of the leading commodity exchanges in the coun-
try has also denied the allegation that the futures trading 
in agricultural commodities is responsible for price inflation. 
The exchange states that the demand-supply gap has been 
the single most important factor for higher inflation. Com-
modity exchange circles also argue that the hike in mini-
mum support prices has led to higher commodity prices and 
Futures trading in commodities enables fair and transparent price discovery mecha-
nism.
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Black Knight Mean
A company that makes a hostile takeover offer on a target company.

Blind Pool Mean
A limited partnership or stock offering with no stated investment goal for the funds that 
are raised from investors. In a blind pool, money is raised from investors, usually trad-
ing on the name of a particular individual or firm, but few restrictions or safeguards are in 
place for investor security.  
May also be called “blank check underwriting” or a “blank check offering”.

Bucketing Mean
A situation where, in an attempt to make a short-term profit, a broker confirms an order to 
a client without actually executing it. A brokerage which engages in unscrupulous activi-
ties, such as bucketing, is often referred to as a bucket shop.

Booster Shot Mean
The name given to the first formal recommendation report issued by an underwriter for an 
IPO. It is presented in the process of the public offering.

Bunching Mean
The combining of odd-lot or round-lot orders for the same security so that they may be 
executed at the same time.

Bulge Mean
A slang term used to describe a rapid advance in prices within the commodities market.

Bullpen Mean
A slang term referring to the traditional seating arrangement of younger investment advi-
sors or brokers in a brokerage house.
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alUMni sPeaK

NAME Mr.M.Gopal Pai
CURRENT ORGANIZATION IBM DAKSH INDIA
BATCH 2006-2008
EMAIL gpl_pai@yahoo.co.in
CONTACT NO. 9886430874

The following are excerpts from an interview with Mr. Gopal Pai M, a finance alum-
nus who passed out in the year 2008. He is currently working with IBM Daksh India, 
KPO arm of IBM where he is the Lead Financial Analyst 
and handles 2 processes which deals with P&L Accounts, 
Budgets and costing. He previously worked with HDFC 
Bank for 1 year as a Relationship Manager. His area of 
interest lies in a core banking job.Mr Gopal was one the 
key members of the team that started the Chaanakya. In 
fact he was the one who pitched in the name Chaanakya 
for the newsletter.

Chaanakya: As you would know it is time for the summer 
internships now, what do organizations like IBM Daksh ex-
pect from students during such projects? And what should 
students expect while going into such projects?

Mr Gopal: Basically there are no internship programs coming to IBM Daksh as of 
now, we are still in the phase of a consolidation after the recession. Jobs are still not 
opening up in the core financial areas. For the core jobs the companies’ are demand-
ing people with high experience of 5 to 6 years. So talk to your relatives and friends 
in different organizations and network a lot and make good use of the social network-
ing sites by joining different communities. Even I landed in IBM Daksh because of 
Orkut.
The organizations expect the students to meet the deadlines on time, work well till 
your goal is accomplished and get good appreciation from the boss. Organizations 
finally want you to work up to your potential as they are not into doing any charity.
From students perspective you should be clear in what you want to learn from an 
organization. Even if you are into a project not of your interest learn from that project 
and make sure that you have gained something out of it and you will finally know 
where your interest lies and in future that will help your career.

Chaanakya: How different and difficult is it to be in a real life business situation?

Mr Gopal: Theories are learnt only to earn a Degree but practical situations are 
found in job. Learn the theories to clear the interview and learn the job to build your 
career. Always career development should be at the top of your mind.
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Chaanakya: Can you share your experiences regarding any of the projects you have 
taken up in the job?

Mr Gopal: In HDFC there was no such project. It was just a core selling job. Coming 
to IBM Daksh I had taken up a project of redesigning the cost and accounting details 
of the client who was not in a good shape. I cannot name the process as our busi-
ness does not allow us to name the clients but I can say it is one of world’s biggest oil 
companies, basically in Europe. As a fresher it was very difficult for me to deal with 
accounts but gradually I learned the process and later it turned up very well.

Chaanakya: How should one go about things if we are interested to get placed in the 
same organization where we have taken up our internship?

Mr Gopal: If such a thing happens it is very good as you have chosen an organiza-
tion which you would love to work in. Don’t be emotional to the company but be emo-
tional to your job, get the experience and then build your career.

Chaanakya: What can you suggest to the students who are looking for a job profile 
as you are into now?

Mr Gopal: I have only one thing to say, don’t have any expectations as daily the sce-
nario keeps changing. Just keep performing up to your potential.

Chaanakya: How can one make a best use of the summer internship project?

Mr Gopal: Learn things, ask questions, and take help from your mentors in College. 
You have such great help in the form of mentors like TSR sir get the most out of 
them. 
One of the most important things that you need to know is what you are doing in 
order to learn from SIP. Please try to do the internship in the field where you want 
to have your career in and of your interest. Please don’t do it as a compulsion or for 
marks. It’s an opportunity try to make the most out of it.

Chaanakya: Any message for the students.......?

Mr Gopal: Well.......I would just like to quote Sachin Tendulkar “In life people throw 
stones at you, but greatness lies in turning those stones into milestones”.
I would like to wish all the students best of luck for their Internships and also for their 
future. Thanks!

If the nation’s economists were laid end to end, they would point in all directions.  
~Arthur H. Motley

Empty pockets never held anyone back.  Only empty heads and empty hearts can do that.  
~Norman Vincent Peale

A rich man is nothing but a poor man with money.  
~W.C. Fields



rBi’s Base rate Plan
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The day may not be far away when we could get an idea as to how the rate of interest 
on the loan that we are servicing has been arrived at.
A panel appointed by the Reserve Bank of India (RBI) to review the BPLR mode of 
pricing loans has suggested replacing it with a base rate. 

BPLR OUT, BASE RATE IN?
Based on suggestions the base rate system will replace the BPLR System from 1st 
April 2010. Banks may determine their actual lending rates with reference to the base 
rate. Base Rate shall include all those elements of the lending rates that are common 
across all categories of borrowers. Each bank can decide its own Base Rate.
The criteria to determine Base Rate include- (i) cost of deposits; (ii) adjustment for 
the negative carry in respect of CRR and SLR; (iii) unallocatable overhead cost for 
banks such as aggregate employee compensation relating to administrative func-
tions in corporate office, directors’ and auditors’ fees, legal and premises expenses, 
depreciation, cost of printing and stationery, expenses incurred on communication 
and advertising, IT spending, and cost incurred towards deposit insurance; and (iv) 
profit  margin.
Base Rate=a+b+c+d
a- Cost of Deposits=Dcost
b- Negative Carry on CRR and SLR= Dcost− SLR 1*Tr1 - CRR + SLR * 100 -Dcost
c -Unallocatable Overhead Cost= UcDply*100
d -Average Return on Net Worth=NPNW*NWTL*100

Where: 
Dcost: Cost of Deposits 
D: Total Deposits= Time Deposits+Current Deposits+Saving Deposits 
Dply:  Deployable Deposits 
=Total deposits less share of deposits locked as CRR and SLR balances,i.e. 
=D*1-CRR+SLR
CRR: Cash Reserve Ratio 
SLR: Statutory Liquidity Ratio 
Tr :364 T-Bill Rate 
Uc :Unallocatable Overhead Cost 
NP :Net Profit 
NW :Net Worth = Capital + Free Reserves 
TL: Total Liabilities
The actual lending rates charged to borrowers would be the Base Rate plus borrower-
specific charges, which include product-specific operating costs, credit risk premium 
and tenor premium. The Base Rate could also serve as the reference benchmark 
rate for floating rate loan products, apart from the other external market benchmark 
rates.
The floating interest rate based in external benchmarks should, however, be equal 
to or above the Base Rate at the time of sanction renewal. Since the Base Rate will 
be the minimum rate for all the commercial loans banks are not permitted to resort to 
any lending below it.



Did You Know

In order to bring in transparency in pricing of lending products banks are required 
to exhibit the information on their Base Rate at all branches and also on their web-
sites. Changes in the base rate should also be conveyed to the public from time to 
time through appropriate channels.

In the beginning, credit cards were just charge accounts, offered by individual stores 
and only usable at those stores. The first credit card that could be used at multiple 
locations was offered by The Diner’s Club in 1950. Diners Club issued that first card 
to only two hundred customers and it could only be used at twenty seven restau-
rants in New York City.

American Express started off as a shipping company in 1850, shipping products 
across the United States and capitalizing on the limited reach and slow speed of the 
United States Postal Service. Their main customers were banks and they shipped 
various financial instruments like stock certificates and other notes. They began 
selling money orders and traveler’s checks in 1882 and issued its first credit card 
in 1958.

Ever notice all your credit cards are of uniform shape and size? Their dimensions 
are governed by the ISO 7810 standard, an international standard for identifica-
tion cards. Banking cards, as well as driver’s licenses and retail cards, follow ID-1 
(passports follow ID-3). If your card has a smart chip, it follows ISO 7816, and if it 
has RFID, it follows ISO 14443.

The expiration date on the card is “fake.” You can still use the card after its expiration 
date because the card number on your replacement will be the same. The reason 
why cards do expire varies from company to company but mostly it’s because the 
credit cards take a lot of abuse and just need replacing (they estimate the magnetic 
strip is good for only about three or four years of swiping).

Credit card numbers conform to the Luhn algorithm, which is just a simple check-
sum test on the number. What you do is start from the right and double each second 
digit (1111 becomes 2121), then add them all together, and you should end with a 
number evenly divisible by ten. If it doesn’t, it’s not a valid credit card number.

Visa was originally called BankAmericard, a card offered by Bank of America in 
1958 in California. By 1970, they had created an association, called the National 
BankAmericard, Inc., of all the US Banks that issued the BankAmericard. It wasn’t 
renamed to Visa until 1976.
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He is rich or poor according to what he is, not according to what he has..  
~HEHRY WARD BEECHER



Crossword

Quiz

ACROSS

2.    A type of bond that accrues interest 
if the embedded index or interest-rate 
option underlying the bond remains 
within a specified range.
4.   First mutual fund product of UTI in 
1986.
5. The person who formed the first 
hedgefund in 1949
6.   A pioneer for women in the world 
of finance known as “the first woman 
of finance”

DOWN
 
1.   Relative benchmark index used for 
Market neutral security  hedging
3.  The spread created in commodity 
markets by purchasing oil futures and 
offsetting the position by selling gasoline and heating oil futures.

1. HDFC bank merged with _____ to become 
a 24 billion Enterprise. 

2. ETIHAD airways Singha beer are associ-
ated with which famous organization? 

3. Mobily & Ufone are different brands of which 
major brand in Bangladesh and Pakistan?

4. Lewis Hamilton is the brand ambassodor 
of which famous sports brand?.

5. Tata group has joined hands with which 
company to replace the old Chetak and Cheetah 
of Indian Army?
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